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INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

WASHINGTON, D. C.

OFFICE OF THE PRESIDENT

July 12, 1951

His Excellency
Dr. Carlos Prio Socarras
President of the Republic of Cuba
Havana, Cuba

Dear Mr. President:

I have the honor to transmit to your Excellency herewith the Report of the
Mission to Cuba, organized by the International Bank for Reconstruction and
Development in collaboration with the Government of Cuba and headed by
Mr. Francis Adams Truslow.

As Mr. Truslow pointed out in his letter transmitting the Report to the
International Bank a few days before his death, it was the purpose of this
Mission to make an objective and thorough study of the economy of Cuba
and to make practical recommendations for the furtherance of the economic
development of your country. This purpose has been, in my opinion, ably
fulfilled. It is my hope that the data presented in the Report will be of value
and that the recommendations of the Mission will prove acceptable and helpful.

The Bank has not yet had the opportunity to study in detail all of the
recommendations made by the Mission in its Report. They must therefore be
regarded as matters for study and future discussion with your Government
rather than as recommendations of the Bank. We believe, however, that the
Report is deserving of the most careful consideration by the Government and
people of Cuba and I wish to assure Your Excellency of our readiness to
assist in every appropriate way during this consideration. In the event that
special committees are formed to accomplish particular purposes as recom-
mended in the Report, or if Your Excellency sees fit to establish a general
committee to develop a plan of action as suggested in Mr. Truslow's letter,
we should be most happy to consult with members of such committees on how
best to make available the facilities of the International Bank.
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I wish to take this opportunity to express the Bank's appreciation for the
many courtesies shown to the members of the Mission during their sojourn
in Cuba.

With the renewed expression of my highest sentiments, I am

Sincerely yours,

Eugene R. Black
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New York City, N. Y.
July 1, 1951

The Honorable Eugene R. Black,
President

International Bank for Reconstruction
and Development

Washington, D. C.

Dear Mr. Black:
The Mission organized by the International Bank for Reconstruction and

Development at the request of the Government of the Republic of Cuba has
completed its investigations and prepared its Report. As you know, the
purpose of the Mission was to make an independent study of the economy
of Cuba in such detail as time permitted and, on the basis of its studies, to
report its conclusions as to the more important economic problems aild feasible
developments in Cuba. The precise terms of reference of the Mission will be
found in Appendix I. As Chief of Mission I have the honor to submit the
Report with this letter.

In this Report the Mission has sought to express its findings with sufficient
breadth to provide perspective and, at the same time, in sufficient detail to
permit the effective application of its suggestions.

The work of the Mission was carried out in three stages. After a week
of preliminary conferences in Washington, the Mission devoted the months
of August, September and part of October 1950 to investigations in Cuba.
Thereafter, the Mission returned to the United States and individual members
of the Mission assembled the data collected in Cuba and wrote reports appro-
priate to their several fields of study. During the final stage, now completed,
these several reports were correlated, edited and reworked into the final
Report.

The Mission received the utmost courtesy and every possible assistance
from officials of the Cuban Government, from Cuban citizens in every walk
of life and in every part of the island and from foreign residents. All who
were approached by members of the Missiona gave their time and advice
without stint. We could not have wished for more wholehearted cooperation
and without it, of course, our task would have been impossible.

In preparing the Report we have been greatly assisted by the books of a
number of distinguished authors. It is impossible to mention them all but
we are specially indebted to the works of the following: Mr. Lowry Nelson
and Mr. Henry C. Wallich, who most kindly placed advance proofs of their
books at the disposal of the Mission; Mr. P. G. Minneman; the Foreign
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Policy Association; Dr. Julian Alienes y Urosa; Dr. Ramiro Guerra y Sanchez;
Dr. Jos6 Antonio Guerra and Dr. Casto Ferragut.

At the request of the President of Cuba, members of the Mission worked
in close collaboration with members of the staff of Price, Waterhouse & Co.,
who were also engaged, at the request of the Cuban Government, in making
a most valuable Report on the public finances of Cuba. Their generous co-
operation proved invaluable.

It is our hope that this Report may provide the people of Cuba and their
present and future governments with a detailed and candid appraisal of
Cuba as it is today; and that from that appraisal may grow policies and
actions which will measurably increase the productivity and, therefore, the
standard of living of Cuba. It is also our hope that this Report will provide
the International Bank with additional and useful knowledge of Cuba and
so promote a sounder understanding of its problems and its capacities.

However, the true value of a Report of this sort must depend on the
extent to which Cubans and their Government find the recommendations we
have made acceptable and put them into practice. These recommendations
are numerous, but wherever practical we have attempted to suggest ways in
which they might be made operative.

We have, for example, suggested in several cases that committees be
established for the accomplishment of particular purposes. We feel sure that
the specialized knowledge, technical personnel and other facilities of the
International Bank would be most helpful to such groups if they are formed.

We have not suggested the formation of any particular group in Cuba
to study our recommendations and the Report as a whole, and to act as a
source~ of initiative to press for the adoption of those parts which are con-
sidered acceptable. Such a procedure might be extremely useful, however,
and if the Cuban Government decides to initiate it, the assistance of the Bank
in working with such a group might prove to be a most useful contribution.

The offer of the Bank's services in connection with the work of any par-
ticular groups or with such a general committee would, I feel sure, be most
welcome in view of the interest shown in the work of the Mission by public
and private groups in Cuba and by the highest officials in its Government.

Respectfully submitted,

04a&J.4-
FRANCIS ADAMS TRUSLOW

Chief of Mission
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CHAPTER 1

General Comment and Diagnosis

L A PROBLEM AND OPPORTUNITY

Ample Resources

Cuba today faces both a problem and an opportunity.

Her problem is to reduce her dependence on sugar, not by producing less
sugar but by developing additional enterprises. Her opportunity is that her
present prosperity offers her the means to do so by further diversifying her
economy.

Ample, unused human and material resources are available in Cuba with
which her people might increase the nation's output, broaden its economic
base and create a better standard of living for the population as a whole. Also,
at the present time, Cuba has a financial potential of her own, which-if it can
be effectively tapped-is adequate for her development.

In addition, as long as present sugar prosperity continues, further large
financial resources should be at her disposal for this purpose.

Why Action is Important

In the opinion of the Mission,' it is important for Cuba to take immediate
advantage of this opportunity. This is because the growth of the Cuban econ-
omy has not matched the needs of the existing population, still less those of
coming generations. Though accurate statistics are not available, it seems that
-even in prosperous times like the present-there is serious permanent as
well as great seasonal under-employment.

Moreover, there is no evidence that in recent years Cuba has become less
vulnerable to a serious fall in world-sugar prices than in the past; in fact there
are some indications to the contrary. A return, therefore, to more normal world
conditions might well confront Cuba with a critical unemployment problem.

Finally, it is impossible to predict how long Cuba's prosperity will last;
and it is uncertain if or when an opportunity like the present will occur again.
It has been, perhaps, the fate of Cuba to have often failed to act when sugar
prosperity would have financed action and to have sought to act only in periods
when depression provided a motive but sugar did not provide the means.

It is therefore of the utmost urgency that Cuba should take the fullest ad-
vantage of this period of prosperity.

Objects of the Mission are given in detail in Appendix 1.

3



4 REPORT ON CUBA

No Single Remedy
This will not be easy, not only because of problems inherent in the Cuban

economy but also because the present opportunity is not unrestricted. While
international uncertainties make sugar profitable, they may also make it diffi-
cult to obtain the supplies and equipment which Cuba may need for maximum
development.

Despite the difficulties, however, the Mission believes that it is within the
power of the Cuban people to make substantial economic progress, provided
there is energetic, resolute and united action by the Government, by private
groups, by individuals and by the nation as a whole.

The solution of Cuba's problems depends on simultaneous action by many
people. It does not lie in any single plan. It cannot be found in quick or easy
remedies.

Cuba can increase the diversification of her economy only by concerted
effort in many spheres, by diligent improvement of her institutions and by
new attitudes in many people. For this reason, the Mission does not offer an
over-all economic scheme. Instead, it offers what it has called a "Strategy for
Development" which is reflected in a large number of suggestions and recom-
mendations in various fields-administrative, technical, financial-and in the
fundamental matter of human relations.

Since the accomplishment of these recommendations will be a slow process,
the Mission believes that they should be tackled without delay, while the
opportunity of prosperous times remains available.

II. RESOURCES FOR DEVELOPMENT 2

Soil and Climate
Since Cuba's chief need is to di,versify her economy, she is peculiarly for-

tunate in having great and unused resources at her disposal.
She enjoys a most favorable geographical position, within a few miles of

the great American market and on important trade routes. She has an excel-
lent climate and, for a tropical country, remarkable freedom from disease.

Cuba's soil is exceptionally fertile and level. There is a surplus of good
land. Rainfall is usually adequate and there is no frost. Further mechaniza-
tion of the major crops is feasible. It is possible for Cuba, therefore, greatly
to increase and diversify her agricultural production once certain impediments
have been removed.3

She has a variety of mineral resources which have not yet been fully de-
veloped. 4

2 Note: For clarity, this ontline has been kept as brief as possible. But the footnotes refer the reader,
to chapters where the various statements are diseussed in greater detail.

a Chapter 5.
'Chapters 8 and 49.
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Human Resources

Cuban workers are resourceful and quick to learn manual skills. There-
fore, since Cuba is close to supplementary sources of raw materials, there
are possibilities for the development of industries particularly those related
to agriculture. 5

Cuba's people are intelligent, able and quick to absorb modern knowl-
edge; her business men are shrewd and capable, her doctors and surgeons
among the best in the world, her architects bold and imaginative.

In other fields, many Cubans are already alert to modern methods and
technology and there is no insurmountable obstacle to training as many more
as may be required or, in the meanwhile, to obtaining technical advice from
abroad.6

Financial Potential
As already noted, Cuba has a substantial financial potential. Unless there

is a serious fall in world sugar prices, she will have the benefit of further
financial resources for development in the future, provided taxes are effec- g

tively collected, governments are responsible and private capital investment
is made attractive.7

Gold and dollar holdings of institutions and individuals are higher than
in any other country of Latin America. The peso has been at par with the
dollar for the last ten years and foreign trade is unhampered by exchange
or direct trade restrictions.8

Qualifications
This fortunate position, however, must be qualified to some extent.

For instance, Cuba has no coal and-so far-no liquid fuel of any
consequence has been located, though there are still unexplored possibilities.9

Without a domestic fuel supply, heavy industry is impractical. The limited;
domestic market, too, restricts the possibilities of some other industries.

In some areas supplies of water are inadequate or uncertain. But irriga-
tion and water-conservation measures could help to remedy this.10

Cuba's forests have been seriously depleted" and there is evidence that
her soil is not as fertile as it was.12 But with time and effort these liabilities
can be corrected.

5 Chapter 6 and Chart II.
6 Chapter 6.
X Chapters 24, 26, 39 and 40.
s Chapters 26 and 40.
a Chapters 8 and 49.

10 Chapter 5.
" Chapter 46.
" Chapter 5.
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Her roads and utilities need extensive rehabilitation and expansion and
her railroads are sorely in need of renewal.'8

Cuba is subject to hurricanes but modern hurricane-warning methods help
to reduce loss of life and property.

Education and Training
Only about half of the children of school age in Cuba are in school and

there is a high rate of illiteracy.' 4 As a general rule, too, technical training
is inadequate for modern needs."8

Labor-management relations in Cuba are generally unsatisfactory and,
together with the inadequacies of the educational system, diminish the effec-
tiveness of Cuba's human resources.16

Financial Problems
A substantial government floating debt-part of which has been out-

standing for twenty years-gives an element of uncertainty to the financial
picture.'7 The present unsatisfactory position of the pension and retirement
funds"8 does the same thing and, at the same time, enhances the feeling of
insecurity of many Cuban workers, which arises from the unstable and static
nature of the economy. This, in turn, complicates the problem of labor-man-
agement relations.

Though great improvements were made in 1950, the administration of
public finances has for many years left much to be desired. Tax evasion has
been widespread and the use of public funds has not always been in the
best interests of the nation. For instance, the record revenues of 1943-48 do
not seem to have been spent as constructively as they might have been.

m. PRESENT POSITION AND PROBLEMS
Living on the Past

Cuba has achieved an income level which is among the highest in Latin
America. In the past decade per capita real income has risen 30%o.19

In the postwar years, sugar sales have reached values not attained since
1920. Domestic industrial and commercial activity has been high-except
for a period of readjustment during 1948 and 1949-and there have been
large imports of agricultural and industrial machinery and of various types
of consumer goods.

s8 Chapters 10, 11, 12 and 14.
1' Chapter 18.
1f Chapter 6.
10 Chapteis 16 and 17.
"I Chapter 38.
Is Chapter 22.
ID Chapter 3.
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But the present per capita income of about $300 is only slightly above that
of the early 1920's. It is largely the result of the sugar boom which brought
back into full use equipment installed in the first quarter of the century.

Direct quota restrictions, tariffs and currency difficulties make a further
expansion of the sugar industry unlikely. Cuba's present standard of living,
therefore, depends mainly on an industry which stopped growing many years
ago.2 0

Some activities, such as the textile industry, have expanded. But, in rela-
tion to the need for employment of the present and future population, the
growth of new enterprises has been disappointingly slow. 21

In recent years, little foreign capital has come to Cuba while much of the
savings of Cubans has gone abroad, been hoarded or used for real estate
construction and for speculation. 22

Dominance of Sugar
Sugar is not only Cuba's principal source of livelihood. It dominates the

economy-and the outlook of the people-in various ways. Sugar plays an
even greater part in the exports of Cuba today than it did in the past.

The economy, in fact, is more at the mercy of fluctuations in world sugar
prices than ever before. This causes constant feelings of insecurity which, in
turn, diminish business confidence and tend to restrict initiative.

When sugar prices are good, no other activity in Cuba is so rewarding.
But when they are bad-since the economy hinges on sugar-most other ac-
tivities suffer at the same time. To many Cuban investors, therefore, other
forms of investment seem less attractive than sugar in good times and almost
as risky in bad.2 3

Hence a "vicious circle": only greater diversification can reduce Cuba's
dependence on sugar but the dominance of sugar discourages diversification.

Some Consequences
This inability to escape risk while sugar is dominant has many profound

consequences. For instance, it makes potential investors anxious to keep a
large part of their assets in liquid form.24 It promotes a desire for a quick,
if precarious, profit rather than for smaller but steadier gains.

Above all, it encourages a static tendency among all groups to concentrate
on the distribution of existing wealth and employment rather than to cieate
new wealth and more work, since neither can be increased without investment
and exposure to the underlying risk of sugar.25

a Chaptere 3 and 40.
21 Chapters 5, 6, 7 and Book X.
2' Chapters 24, 25 and 40.
21 Chapter 25.
21 Chapter 25.
sa Chapter 3.
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Dangers of Static Economy
Hence an economy which-in relation to Cuba's need for development-

is virtually static.

Despite Cuba's present prosperity, the underlying situation is unsound.
For when this prosperity ceases, through a change in world conditions, Cuba
must not only face increasing competition from other sugar-producing areas,
for which she is not prepared, but she must also rely on other articles of
export which she does not now produce.

Problem of Competition
Other sugar producers are not standing still and, to meet their competi-

tion, Cuba may have to reduce production costs by such means as more
intensive cultivation and further mechanization.

Greater mechanization must inevitably displace some labor and, unless
this can be absorbed in alternative activities, the present serious unemploy-
ment problem will grow immensely more severe. Its magnitude is indicated
by the large margin of under-employment even under present boom condi-
tions.

Moreover, the natural annual increase of an estimated 25,000 persons
available for employment demands consideration. Though-as far as can
be ascertained-this is not serious in relation to Cuba's development poten-
tialities, it is not a problem which can be safely ignored so long as new
sources of employment remain matters for conjecture.

Dangers Obscured
Periods of depression in the past have made many Cubans acutely aware

of the danger of such complete dependence on sugar. But, for the nation
as a whole, the prosperity of the past ten years has tended to obscure the
fact that changed world conditions, increased labor costs in Cuba and prog-
ress in other sugar-producing countries have reduced her capacity to compete
in more limited markets.

Prosperity, too, has helped to conceal the relative stagnation of the Cuban
economy and the need to adopt a more dynamic approach.

But the fact is that, to a large extent, Cuba is living in-and on-the
past and that her present prosperity rests on foundations which can be
dangerously weakened by events beyond her control.

IV. OBSTACLES TO NEW GROWTH

Significant Attitudes
The relatively static character of the Cuban economy is evidently not due

to a lack of physical and hurnan resources or-in recent years-of financial
potential. It does not appear to be entirely due to the dominance of sugar,
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although this is a preponderant factor. Its causes must be sought also among
prevailing attitudes of the Cuban people and the conduct of their institutions;
for resources in themselves are not enough and even the golden capacity for
sugar production has its disadvantages. A progressive outlook and effec-
tively organized human effort are needed and, without them, an advancing
economy cannot develop.

It was apparent to the Mission that unconstructive attitudes, which appear
to be common in Cuba, are among the chief obstacles to economic progress.

It should be emphasized that these attitudes are largely the result of the
unstable and static nature of the economy itself. For just as a people's out-
look may affect their economy, so the nature of their economy influences
their outlook.

However understandable and explainable these points of view may be,
their practical effect on the economy cannot be ignored.

Not Peculiar to Cuba
We fully realize that such problems are not peculiar to Cuba. As an

international group, the Mission knows that they are present, in some degree,
in every nation.

It is their extent rather than their existence which is significant. The
practical question is: do they exist in such degree that they are a danger to
the economy?

Insufficient Confidence in Cuba
It is axiomatic that confidence in a country's future is an essential ingredi-

ent of its economic progress. One of the principal barriers to Cuban develop-
ment seems to be a lack of confidence in Cuba among Cubans, arising, no
doubt, in large part from the insecurity of their sugar economy.

Lack of such confidence may account for the fact that Cubans prefer to
invest in ventures which promise rapid and spectacular returns, rather than
in more constructive but longer-term projects, and are averse to tying up
liquid funds for any length of time.26 Without such investment, economic
growth is retarded.

Many business men seek high profits on a small turnover because they
fear that the future may bring rapid contractions in the market. This attitude
-though easy to understand-has kept prices high and restricted the market
which, in turn, has limited investment possibilities, income and employment. 2 1

Consequences
This fear that the future of any investment will rise and fall with the price

of sugar is one reason why so much of the savings of Cubans is either hoarded

26 Chapter 25.
2' Chapters 3 and 6.
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or invested abroad, instead of being invested in diversified activities at home.
Yet, without such domestic investment, the basis for the fear will remain.

Reluctance to invest in Cuba also discourages the research and technical
initiative needed for a more diversified economy. It is notable that even the
sugar industry in prosperous times spends negligible sums on research to
meet future competition and to develop other uses for sugar.2 -

In the face of the uncertainties which prompt the merchant or investor to
snatch a quick profit while he can, organized labor also tries, understandably
enough, to extract the maximum advantage of the moment.

Lacking confidence in the development of new jobs through new enterprises
in Cuba, employees strongly resist mechanization and cost-reducing methods.
"Featherbedding" is encouraged and the discharge of employees for legiti-
mate cause is made difficult or impossible.29 Such attitudes not only prevent a
higher level of productivity-the only sound basis for higher wages over any
substantial period of time-but also discourage the establishment of new busi-
nesses and the expansion of old ones. Thus they retard the development of
new jobs, which could increase confidence and remove the basis of uncertainty.

These attitudes also introduce a further danger into the Cuban economy.
For higher wages, coupled with opposition to methods for increasing produc-
tivity, endanger the competitive position of the basic sugar industry itself.30

Lack of Confidence in Others
Informed Cubans, in every walk of life, make no secret of their belief that

one of Cuba's weaknesses is a prevailing lack of integrity in public administra-
tion and personal conduct. Such views were freely volunteered to the Mission.

Whatever the truth may be, this attitude toward the integrity of others is
a fact which must be considered. Apparently great numbers of Cubans believe,
rightly or wrongly, that for many years the misuse of public funds has been
extensive and that public administration still leaves much to be desired. It is
equally apparent that many also lack confidence in the integrity of leaders in
private business enterprises and labor organizations.

The effects of such a lack of faith, whether or not well founded, may be
observed in the reluctance of investors to assume the position of minority
stockholders, in dissidence within labor unions and in the difficulties encoun-
tered by those who have sought to develop agricultural cooperatives and other
community efforts.

If the Cuban economy is to be developed and diversified, increased capital
investment in Cuba, orderly operations of labor organizations and more co-
operative activities are essential. These ends will not be possible unless there is

21 Chapters 7, 9 and 43.
29 Chapters 6 and 16.
a} Chaptera 16, 17, 40 and 43.
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more widespread confidence in the integrity of those who lead such enterprises.
The establishment and maintenance of such confidence must be a product and
an objective of any sound recommendations for Cuba's development.

Attitudes toward the Law

A further point of view, which seems to have checked individual initiative,
is a prevalent doubt as to the impartiality and predictability of the law and its
administration.

Such doubts produce a basic uncertainty in business affairs, which makes
men reluctant to act. The origins of these doubts can be traced to several
causes.

Laws are unfortunately sometimes confused and circumvented by govern-
ment decree.31

Tax collections indicate that, up to recently, the tax law could be evaded
with impunity.Y2 Collections in 1950, however, serve as proof that this avenue
of disrespect can be blocked to the advantage of the nation as a whole.

A further cause has been the fact that past governments have failed at times
to pay their debts to corporations and private citizens and the present govern-
ment has inherited a large "floating debt" composed of such obligations.3 3

Law enforcement is impaired-and doubt of the impartiality of its admin-
istration is fostered-by the personal difficulties of underpaid civil servants
and by a tendency to regard the law as an opponent to be avoided rather than
as an essential safeguard of human rights.

Decrees Promote Uncertainty

Of all these factors, laws by decree probably contribute most to diminish
confidence in the existence of non-political and impartial law among business
men and potential investors-domestic and foreign. The basic unpredictability
of decree laws raises vast areas of doubt in plans for investment.

There can be little doubt that lack of confidence in the predictability and
impartial protection of the law deters Cuban and foreign capital from seeking
investment among the opportunities offered by the island.

Lack of Continuity and Consistency
Another deterrent to progress may be found in actions of governments

which reflect a lack of continuity and consistency of purpose and policy.

In many parts of Cuba the Mission noticed unfinished and abandoned proj.
ects such as roads and public buildings.3 4 Recent tendencies of governments

al Chapter 16.
at Chapters 36 and 38.
3 Chapter 38.
a Chapter 21.
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to support extreme demands of labor have largely nullified the attractions of
tax abatement and customs exemption designed to promote new enterprises.35
These examples illustrate such lack of continuity and consistency.

Causes vary. An administration may be reluctant to complete the work of
its predecessor, lest rivals receive the credit. A project may have been so ill-
conceived, however, that a succeeding administration is justified in abandon-
ing it. Or it may be that the project was started without any assurance that
the funds to complete it would be available.

Decrees or decisions are often dictated by some temporary consideration
and reversed-without regard to continuity or consistency of purpose-when
the situation passes.

Other Obstacles

Though, in the opinion of the Mission, the attitudes outlined above are
among the chief obstacles to healthy growth, many others, of course, constitute
contributing factors.

For example, there is still a serious lack of specialized credit for non-sugar
agriculture and smaller industrial enterprises. But it is hoped that the recently
created Agricultural and Industrial Credit Bank will lead to great improvements
in this field.-6

There are also marked defects in the internal distribution system. In the
sale of most crops, other than sugar, competitive markets are often almost
wholly absent and commercial exploitation can flourish unchecked by market
restraints. Local retailers, too, retain a striking monopoly of the distribution
of many consumer goods, though this position is gradually being improved by
the introduction of chain stores, new public markets and the growth of the
commercial practice of seeking a greater volume of sales at a lower profit per
unit.

Part Played by Government

It is not uncommon to find people who readily blame Cuba's difficulties
entirely on poor administration and lack of fiscal responsibility of successive
Cuban governments, which have failed to use record revenues in constructive
ways. But the Mission believes that this is too facile an explanation. It is
more probable that many of the root causes lie in the attitudes described,
which governments have reflected.

The causes from which these attitudes spring can be attacked; and it is
toward those causes that this Mission has directed much of its comment in the
ensuing books of the Report.

= Chapter 6 and 36.
sc Chapter 29.
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V. THE CHOICE BEFORE CUBA

The Alternatives

Though Cuba's economy is vulnerable to more normal world conditions,
present international tensions-with resulting prosperity for Cuba-offer her
a chance to improve her capacity to thrive even when these tensions pass.

The Missior is confident that Cuba can take advantage of this opportunity
-but it is up to Cubans to determine whether she will.

There is no safe compromise between those who are content to let matters
drift and those who are alert to Cuba's vulnerability anrd will work to reduce it.

The choice before the people of Cuba is clear-cut. They may take advantage
of their present opportunity to start to substitute a growing, dynamic and diver-
sified economy for their present static one, with its single crop dependence.
This may be a long and arduous task. It will involve great effort and some
sacrifice of tradition and comfort. But it can diminish present risks and in-
stabilities and it can prepare the economy to meet a reduced demand and price
for sugar and increasing competition in its production.

The Seriousness

This choice is plain; and the Mission believes that failure to choose the
dynamic alternative can bring to Cuba consequences of the utmost seriousness.

War prosperity has created new standards of living for many of Cuba's
people. If her economy cannot maintain these-at least in some reasonable
degree-in less prosperous times, it will be subject to great political strains.

If leaders have neglected to prepare Cuba for this, they will be held to
blame by the people. And, if that should happen, control may well pass into
subversive but specious hands-as it has done in other countries whose lead-
ers have ignored the trends of the times.



CIAPTER 2

Outline of Major Recommendations
I. BASIS FOR RECOMMENDATIONS

A Guide and Summary
It is the dual purpose of this chapter to furnish a guide to and a summary

of the more important recommendations which will appear in the subsequent
Books of the Report.

As a guide, it should exhibit to the reader the process by which our think-
ing has carried us from general concepts, through suggestions for actions of
a broad or administrative nature, to proposals to accomplish specific objectives.

As a summary, it should provide the reader with a brief introduction to
the things we think Cubans should do to win a higher standard of living from
the great resources at their disposal and to overcome, in time, the very sub-
stantial problems they face.

It should furnish in condensed form the answers, as we see them, to the
questions which are posed by the broad analyses of chapter 1 and give balance
and perspective to the conclusions we have drawn.

The core of our advice lies in our proposal that Cubans should face their
future and seek to mold it by finding not a plan but a strategy for development
(Chapter 42).

H. STRATEGY FOR DEVELOPMENT
Two Components

The Mission believes that Cubans need to seek out and grow to accept a
long-term strategy for development if the Cuban Government and people are
to make headway in solving the country's pressing social and economic prob-
lems. This concept is discussed in Chapter 42.

Such a strategy should be based on two components:
1. A set of standards or criteria against which judgments may be tested

and decisions made in economic matters, so that development opportuni-
ties and specific projects-both public and private-may be individually
guided toward sound, appropriate and constructive ends.

2. A course of action, the objective of which is to remove certain key
obstacles that now retard greater productivity, so that there will arise in
Cuba the most favorable environment for development.

These two aspects of a strategy are closely interrelated. Indeed, even the
best criteria for selecting new activities, for technical improvements and for
specific projects are not likely to contribute to effective action if they do not

14
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go hand in hand with a course of action which will result in the reforms and
changes in attitude needed to create an environment favorable to development.

III. STANDARDS FOR ACTION

Objectives of Development
The direction which Cuban development should take is a matter of judg-

ment to be decided before suitable standards or criteria may be evolved.

The Mission believes that Cuba can make the greatest and most lasting
progress if its development moves toward the following objectives:

1. To make Cuba less dependent on sugar by promoting additional activi-
ties-not by curtailing sugar production.

2. To expand existing-and to create new-industries producing sugar
by-products or using sugar as a raw material. This objective deserves
a first priority because progress in these directions will make the sugar
sector itself more stable.

3. Vigorously to promote non-sugar exports in order to reduce the em-
phasis of the country's exports on one product. This will help both to
raise total income and employment and also to stabilize it. Among the
most promising possibilities for achieving this aim are the promotion
of mineral exports and of the export of a variety of crude and pro-
cessed foodstuffs.

4. To make further progress in producing in Cuba, for domestic con-
sumption, a wide range of foodstuffs, raw materials and consumer
goods now imported.

Specific Development Opportunities
The choice of the specific crops and of industrial and agricultural activi-

ties most suitable for development depends on many factors, technical and
economic, which cannot be summarized here. They are analyzed in great
detail throughout the Report.

In general terms, since Cuba at present has no domestic fuel supply, cer-
tain types of industrial development-such as steel production-which are de-
pendent on cheap local fuel, are clearly not for Cuba. Major Cuban develop-
ment must be related to her basic resources-soil and climate-and to her
mineral deposits, although industries processing imported raw materia,ls may
also play a useful role.

Pattern of Development
This is illustrated in outline in Chart I-"Pattern of Agricultural and

Industrial Development".
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It will be noticed on the chart that Agriculture divides into two main
branches-food and chemurgy. Chemurgy is concerned with the upgrading
and industrial utilization of farm-grown raw materials, with the discovery and
development of new crops, with profitable uses of agricultural residues and
with the preservation-or reduction to chemically-stable form-of agricultural
produce of all kinds.

Many of the processes, of course, are well-known. But, in recent years, the
concept of chemurgy has served to focus and to inspire a great deal of special-
ized research. This has a peculiar significance for Cuba since her greatest
physical assets are her soil and climate.

Choosing Priorities

General priorities for Cuban development have already been indicated in
the objectives stated earlier. But it is also necessary to discover which specific
proposals deserve priority of consideration and action. Of these, some are
specially urgent because failure to act would lead to economic retrogression.

Standards to guide such choices must be evolved, if sound decisions are to
be taken. The Mission has subjected all its proposals for expanding existing
activities or starting new ones to the test of the following twelve questions.

It suggests that those who may be concerned with carrying out the pro-
posals in this Report might also accept and make use of these-or similar-
criteria as a standard to guide their decisions in their over-all strategy for
development:

Twelve Criteria

1. Is it feasible?

2. Will it be productive so that men can have more of what they need?

3. Will it use resources and manpower available in Cuba?

4. Will it provide jobs in the off-season for sugar production?

5. Will it help diversify Cuba's exports?

6. Will it help to widen the internal market and make it more competi-
tive ?

7. Will it contribute to a broader regional distribution of work?

8. Will it take advantage of an opportunity peculiar to Cuba?

2. Will it open up new natural resources or conserve and improve old
ones?

10. Will it improve the human capacities and skills of Cubans?

11. Will it encourage Cuban production?

12. Will it raise the standard of living of Cubans?
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For Selection and Rejection
On the basis of these objectives and the direction in which they indicate

Cuba should move, these criteria-discussed further in Chapter 42-have
guided the Mission in suggesting a course of action which would create a
more favorable environment for development.

The application of these criteria has also assisted the Mission in weeding
out from among specific recommendations, which others have suggested, cer-
tain proposals which do not meet these practical tests.

Steel mills, hydro-electric power schemes, a tunnel under Habana harbor,
an extension of the Malecon-such things find no place in a course of action
for Cuba's development when subjected to these standards for action.

IV. A COURSE OF ACTION TO FOSTER DEVELOPMENT

1. Applied Research
Why it is Urgent

The development of Cuban agriculture and industry largely depends on
applied research to find the products, production methods and processes
most suitable to Cuban conditions and problems. Since research takes time
to produce results, it is imperative to initiate a program of applied agri-
cultural and industrial research without delay.

The Mission, therefore, recommends the immediate establishment of a
Fundaci6n Cubana para la Investigaci6n Tecnologica.

Special consideration has been given to the best ways of establishing
such an organization as well as to the most suitable, methods of financing
and operating it. In framing the detailed proposals set out in Chapter 9, the
Mission has been fortunate in being able to draw on the experience of those
who have taken a leading part in establishing research facilities in other
Latin American countries.

It is essential that private groups should actively support the creation of
the Fundaci6n and that the Agricultural and Industrial Credit Bank should
make full use of the Fundaci6n's facilities. It should also coordinate its own
research activities with those of the Fundaci6n (Chapter 29). i

In the Mission's recommendations on industry, agriculture, mining and
the sugar industry, private groups and the government are urged substan-
tially to increase their expenditures on research.

It is also suggested that they should do everything possible to make up-
to-date technical information available to Cuban farmers and industrialists.

The Mission also recommends that the policy of the Cubanization of labor
should be relaxed to facilitate the admission of foreign technologists, at
least until more Cubans can be trained and gain experience. Coincidentally,
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steps should be taken to make more and better trained Cuban technologists
available (Chapter 6). The object of these proposals is to promote technical
initiative which, at present, is at a low level.

2. Education

Improvements Essenttial

An examination of the educational system in Cuba convinced the Mission
that unless and until drastic improvements are effected, the Cuban people
cannot hope effectively to develop their country.

This problem is discussed in Chapter 18. The Mission's chief recommenda-
tions are that the Government should create a nonpolitical National Board of
Education to administer the educational system and to relieve it of political
pressures and patronage; and that the Government should revive the local
Boards of Education, which did so much for public education when they were
in operation. The objects of this latter proposal are to decentralize adminis-
tration and to stimulate local interest and control.

As temporary measures, the Mission recommends the establishment of a
Civic Committee for Educational Development, representative of the nation
as a whole, to suggest improvements in the educational system in the light
of modern requirements.

The Mission also suggests that independent foreign educational experts
should be invited to examine the policies, curricula, facilities and methods of
the Universities of Habana and Oriente and to make recommendations for
their improvement (Chapter 6). The Mission believes that the training pro-
vided by these Universities is inadequate for modern requirements. They
produce too many men of letters for whom employment is scarce and too few
with the technical qualifications needed for agricultural and industrial de-
velopment.

3. Labor-management Relations

Obstacle to Development
Among the most serious obstacles to Cuba's development is the present

unsatisfactory state of labor-management relations. In no other field is it more
necessary for all concerned-government, management, and labor-to adopt
a more cooperative and realistic attitude. These problems are discussed in
Chapter 16.

This will be a slow process and the problem may only be fully solved
when the urgent reforms of the Cuban educational system have been carried
out and have had time to produce results.

In the meanwhile, the Mission believes that much can be done to improve
labor-management relations if Labor Courts are established to settle disputes
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on an impartial, judicial-rather than on a political-basis and if the admin-
istration of labor legislation is improved.

Other major recommendations for government action in this field are
the adoption of a system of dismissal wages similar to that used in other
Latin American countries; reforms to make dismissal procedure under exist-
ing law simpler, faster, and less subject to political pressure; codification
and simplification of labor and social laws and regulations; and reversal of
the Government's policy of fixing almost all types of wages in Cuba and the
substitution for it of more free collective bargaining.

The Mission also suggests the establishment of a small technical com-
mittee to study and report on principles of wage determination appropriate
to Cuba.

Need for New Attitudes

The Mission urges both management and labor to reconsider old attitudes
and to adopt a more positive policy towards increasing production and initiat-
ing new ventures.

It also suggests that management should pay more attention to good
personnel relations as an essential part of modern management, and that
employers should form associations of their own and a general confederation
of employers.

Labor is urged to review union policies on seniority, "make work" and
mechanization; to consider special wage incentives to encourage employers to
offer new "dead season" employment; to recognize the desirability of strong
employers' organizations; and to take all possible steps to increase educa-
tional opportunities, especially on economic and social topics.

The Mission further recommends the establishment of a Cuban Institute
of Labor-Management Relations, composed of representatives of the govern-
ment, employers and organized labor.

Since the port labor conditions pose specially grave problems, a tempo-
rary committee to study them is suggested (Chapter 17).

Putting Retirement Funds on Sound Basis

In the Mission's view, the present deficiencies in the structure and admin-
istration of Cuba's extensive system of pension and retirement funds do much
to aggravate the unsatisfactory labor-management relations. Until Cuban
workers can be assured of the pensions and benefits to which they are en-
titled, a more constructive attitude on the part of labor is unlikely.

d Mission therefore offers detailed proposals for the rescue and over-
haufY the government and non-government social security funds (Chapters
22 and 38). It urges immediate action in this field because the present



20 REPORT ON CUBA

favorable economic conditions offer Cuba a unique chance to put the pension
funds on a proper basis. It believes that such action would do much to ease
labor-management problems.

4. Government Policies and Development

Three Areas
Since the policies and attitudes of government have a profound effect

on development, the Mission offersboth general and specific recommenda-
tions concerning them.

In general, it urges the Cuban Government and nation to pursue a policy
of dynamic development in all fields, in contrast to present policies which
too often are designed to restrict or control in order to preserve the status quo.

It may be helpful to distinguish three areas of government policy:

1. General policies, such as monetary and fiscal policy, commercial policy,
wage policy, and price and production control policies.

2. Government action to maintain and expand the physical plant needed
by the Cuban people, such as highways, waterworks, etc.

3. Action by the Government to improve the human resources of the
nation through education, health measures, the dissemination of tech-
nical information, etc.

Such policies can only be carried out effectively if the level of government
administration is improved, if competent technical advice is brought to bear
within the government, and if the government's functions are allocated
efficiently between various administrative units.

The Mission's Report contains many recommendations for these aspects
of government action which need not be summarized here.

The following major recommendations, however, should be emphasized:

Fiscal and Monetary Policy
In the Mission's view, the broad objectives of Cuban fiscal and monetary

policy should be: to enable the Government and private interests to command
the real and financial resources needed for development and, at the same
time, to preserve the existing exchange rate of the Cuban peso without ex-
change control and also to keep the internal price level relatively stable.

Since the action in this sphere must be flexible, so that it can be adapted
to changing economic circumstances, the Mission has suggested a coordinated
program of fiscal, monetary, commercial, and wage policy measures appro-
priate to three different courses which world political and economic 5 167o1
ments may take and which Cuba may confront in the next few years
39).
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General Recommendations
In the field of fiscal policy, the Mission's general recommendations are

that the Government should:

1: Use a good part of surplus tax revenues accruing during prosperous
times to provide private industry with capital funds through the Agri-
cultural and Industrial Credit Bank.

2. Pursue much more aggressively a policy of encouraging private ini-
tiative through tax abatements and customs exemptions.

3. Carry out high priority projects and research activities that promise
to do most to encourage private initiative.

During the next few years, however, the first priority should be given to
the liquidation of the Government's short-term obligations to the workers'
pension funds, and to repaying or refunding the floating debt. Consequently,
moderate internal borrowing for capital purposes may be appropriate unless
the present rise in the price level grows more severe (Chapters 36, 38, and 39) .

In general, the Mission advises against new government bond issues
during periods of high sugar prosperity. It believes that more effective tax
collection, improved budgetary methods, better handling of public funds and
more efficient expenditure of government revenues, as well as the restriction
of nondevelopment outlays, could make adequate financial resources avail-
able for constructive use by the Government.

Action by National Bank
s In the monetary sphere, particular stress is laid on the need for flexibility
and on the extent to which the National Bank must make its policies effective
by means of the new Agricultural and Industrial Credit Bank (Chapters 27
and 29). The National Bank is urged to continue its present efforts to encour-
age the commercial banks to grant a greater volume of medium and longer-
term loans on the basis of the sizeable savings deposits available to them
(Chapter 28). A number of suggestions are made for further action by the
National Bank, by the commercial banks and by various savings institutions
to strengthen the government bond market (Chapter 33).

Ca,pital and Credit
The Government is strongly urged to supply the Agricultural and Indus-

trial Credit Bank with additional capital funds, as far as possible out of tax
revenues. Suggestions are offered for the Agricultural and Industrial Credit
Bank to make credit and capital available on a sound basis to those sectors
of the economy which at present are not receiving adequate credit. Particular
stress laid on coordinating the Bank's lending activities with a revitalized
a~~a-1 extension service and with action designed to encourage the
growdh of farmers' cooperatives (Chapter 29).
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It is also suggested that the Agricultural and Industrial Credit Bank
should assume an important role in efforts to develop a more active capital
market in Cuba.

The Bank can win public confidence by selecting competent technical
personnel, by avoiding operations reflecting political pressures, and above
all by showing that it is investing in business ventures which are successful
because of good management and improved technical methods. Having
gained such confidence, it should be able to issue its own obligations, as well
as participation certificates in the enterprises which it has helped to finance.
It is essential, of course, that the private commercial banks and other invest-
ment institutions be associated with these efforts to develop a market for
industrial securities (Chapter 30).

Changes in Environment
The Mission is under no illusion that these actions by the Agricultural

and Industrial Credit Bank can in themselves overcome the difficulties of
attracting Cuban capital into new business ventures. This will depend on
many changes in the environment for economic developmejpt stressed through-
out the Report and particularly on improvements in labor-management rela-
tions, public administration, and the handling of public funds. Among the
most important specific causes hampering private investment are the mort-
gage moratoria. Consequently, the Mission urgently recommends the appoint-
ment of a commission to examine possible modification of this legislation
(Chapter 32).

Control Policies
In its investigations in various fields, the Mission found many examples

of government measures designed to control the price and output of various
commodities.

Many of these controls are the result of historical accident or of the
political influence of specific pressure groups. Their cumulative effect in
certain instances has been extremely harmful to further diversification and
development. Outstanding examples are price control policies imposed on
coffee, corn, and meat and on other cost-of-living items. The price ceitings
have not been adjusted to the rising over-all price trend both in Cuba and
in outside markets so that in some cases, inadequate prices have caused
production to decline (Chapters 5, 6 and Book X).

Since it is important to diversify Cuban agriculture, the Mission recom-
mends a reappraisal of these price controls with the object of removing
them as rapidly as possible. A similar re-examination is urgent in t% ase of
marketing and production stabilization schemes affecting tobacco anwcoffee.
The Mission urges that the appropriateness of these schemes and their relation
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to an increase in production and employment should be examined objectively
(Chapters 5, 6, and 39).

Commercial Policy
The diversification and expansion of Cuba's exports is an essential part

of efforts to expand and stabilize the economy. In this sphere the main rec-
ommendations are as follows:

1. Cuba should exert every effort to maintain-and if possible to increase.
-her basic sugar quota in the United States, as long as the latter
maintains the quota system.

2. Cuba should attempt to preserve and enlarge her European markets
by promoting an increase of imports from Europe. In order to do so,
she should try to secure the reduction or abandonment of some of the
preferential import duties granted to the United States.

3. Cuba should take an active interest in all efforts to renew the inter-
national sugar agreement.

4. If it should not be possible for Cuba substantially to increase her
imports from Europe, it might be appropriate for her to conclude
temporary bilateral agreements for sugar exports to European coun-
tries-or groups of countries-rather than to allow a sharp shrinkage
in her exports on the termination of ECA grants. She may also
need to conclude such agreements to foster or preserve markets for
a number of her secondary export products (Chapter 40).

5. Government Reforms

Improving the Civil Service

Reform is urgent in virtually all spheres of Cuban administration.

The Mission recommends the prompt passage of a law to provide for
an "administrative career" in the government; the adoption of the principles
of promotion by merit, of security of tenure, of salaries commensurate with
responsibility, and of a full working day. It also proposes establishment
of a "merit system" in government agencies, to which admission should be
by competitive examination and members of which should receive higher
salaries. To prepare present employees for these examinations in-service train-
ing programs are advocated (Chapter 20).

Need for More Information

It is clear that in all the fields where government action is important it
is impossible to make wise decisions or frame sound policies without the
necessary facts. Since these are often lacking in Cuba, many decisions have
been made on the basis of opinion only. There have not been enough facts
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to counteract the pressure of groups concerned only to gain some sectional
advantage or to solve some temporary problem. In consequence, the long-
term effects on the nation as a whole have often been disregarded.

The Mission offers a number of suggestions to alleviate this difficulty.
These include the establishment of an economic unit in the Ministry of
Finance to study and advise on all important fiscal matters (Chapter 34).
Wider functions and larger funds are recommended for the National Eco-
nomic Council; and means to provide the Government with more-and more
complete-statistics. are suggested (Chapter 23). The Government is urged
to seek the advice of the National Bank in formulating its economic policies
(Chapter 34).

Without full knowledge of the essential factors involved-technical and
economic-it is possible for the best-intentioned policies to result in losses
to the Cuban taxpayers and to the economy as a whole. A practical example
of this-in connection with alcohol-gasoline blends-is analyzed in Chapter
15 and a Technical Fuels Advisory Committee is recommended.

Need for Fiscal Responsibility

With reference to all aspects of the financial policy of the Government,
the Mission emphasizes the need for a much greater sense of fiscal respon-
sibility and for further improvement in the handling of public funds. The
Mission believes that this is essential to strengthen the faith of Cubans and
foreigners alike in the continued stability of the Cuban peso and to en-
courage businessmen and investors to initiate the new activities that Cuba
so urgently needs.

Better Tax Enforcement
One of the most important-and most obvious-of the Mission's recom-

mendations is that tax enforcement and collection should be further improved
and strengthened. This recommendation needs neither emphasis nor justifi-
cation because the beneficial effects of better tax collection in 1950 were
readily apparent. Nor is it necessary for the Mission to make specific pro-
posals, because these have already been made in a report prepared by
Price, Waterhouse & Co., in the summer of 1950 at the request of the Cuban
Government. The Mission endorses these proposals which are briefly described
in Chapter 36.

Budgetary and Tax Reforms

In Chapter 35 improved budgetary methods are suggested with special
emphasis on means to assure more constructive use of revenues; to unify
the budget and to bring all government revenues and expenditures under a
measure of budgetary control.
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As for tax reform, the Mission recommends revisions in sugar taxation,
the abolition of nuisance taxes and the consolidation of the personal income
and business profits taxes.

It further suggests that both the economic effects and administrative
costs of existing taxes should be carefully reviewed, with the object of
revising and codifying them (Chapter 36).

Public Works Administration
It seems probable that in the past a significant proportion of the public

funds spent on public works has been wasted. This was partly the result of
faulty administration, since improved by the Comisi6n de Fomento.

For still greater improvement the Mission recommends some modification
of the Comisi6n de Fomento and urges that its functions and those of the
Ministry of Public Works should be clearly defined and separated (Chapter
21). It also suggests that a Highway Advisory Committee should be established
not only to advise the Comisi6n but also to ensure that the interests of the
different provinces and road construction are fairly represented (Chapter 11).

V. ACTIONS TO INCREASE AGRICULTURAL AND
INDUSTRIAL PRODUCTION

1. The Sugar Industry

Keener Competition Likely

Sugar cultivation in Cuba is extensive rather than intensive and it is
probable that keener competition will have to be faced in the future from
countries which grow sugar more intensively and efficiently and with lower
labor costs (although not necessarily lower wage levels).

For this reason, the Mission urges the Cuban sugar industry substantially
to increase its expenditures on research, particularly in the fields of improved
cane varieties, fertilization and irrigation, by-product development and
bagasse storage.

It recommends that the Government do everything possible to encourage
the further mechanization of cane cultivation and harvesting, greater yields
per acre, higher mill-yields and greater effciency in the industry.

It is also recommended that -sugar wages should be allowed to have
downward as well as upward flexibility, if they are to continue to be tied
to sugar prices.

These and other recommendations are discussed in Chapters 7 and 43.
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2. Non-sugar Agriculture

New Crops and Varieties

In order to improve and diversify agriculture it will be necessary to
make existing agricultural knowledge better known and also to develop
new crops and varieties, suited to Cuban conditions, by agricultural research.

To achieve these objectives the Mission recommends that the Ministry
of Agriculture should not only expand the Agricultural Inspectors Service
and improve' the Provincial Agricultural Schools, but should also improve
the government agricultural experimental stations (Chapter 5).

The Mission also urges the Government actively to encourage agri-
cultural and other research by private enterprise by allowing tax deductions
for sums spent on research (Chapter 9).

Mechanization and Custom Farming
It is suggested that the Agricultural and Industrial Credit Bank can

perform a service to agriculture by encouraging mechanization and custom-
farming and by helping to expand crop storage facilities.

The Mission recommends self-liquidating community irrigation coop-
eratives. It also suggests that the problem of increasing the number of
owner-operated farms should be studied, but with caution against hastily
improvised land distribution schemes (Chapter 5).

In general, the Mission believes that the Government can promote diver-
sification by revising those price controls which discourage the growth of
non-sugar crops; and by restricting sugar wage rates to work directly
connected with sugar, thus encouraging the centrales to grow other crops
(Chapter 5).

3. Agricultural Potential

Scope for Expansion

The Mission believes that special consideration should be given to the
increase of rice production; to the development of high-yield corn; and
to the expansion of the livestock and dairies industries, of vegetable oil
production and of tropical fruit growing (Chapters 44 and 45).

In developing agriculture, including the sugar industry, attention is
particularly directed to chemurgic activities which-as previously indicated
-include the upgrading and industrial utilization of farm-grown raw
materials, the discovery and development of new crops, the use of agri-
cultural residues, and the preservation of agricultural produce of all kinds.
Though such developments are promising, in many cases a good deal of
applied research will be needed before specific activities can be started.
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Products which are derived chiefly from sugar cane naturally offer the
greatest challenge and opportunity to Cuban applied research and develop-
ment. As an indication of the possibilities, the Mission has prepared a partial
bibliography of recent studies in this field (Appendix III).

4. . Minerals and Forests

A Ministry of Mines

Since two of Cuba's most important-and most neglected-resources
are her minerals and her forests, the Mission believes that these deserve
special attention. It therefore recommends the immediate establishment of
a Ministry of Mines, Water and Forests to be responsible for the develop-
ment not only of minerals and forests but also of irrigation and of the
water resources of Cuba (Chapter 8).

Among the specific actions suggested are:

1. Expeditious completion of the topographic mapping of Cuba
(Chapter 8).

2. Study, planning and administration of all government-financed
irrigation projects by the proposed Ministry (Chapter 5).

3. A revision of the Cuban Mining Law (Chapter 8).

4. Appointment of a Technical Commission, advisory to the proposed
new Ministry, to improve and enforce the conservation of forests, fish and
wild game (Chapter 6).

Further suggestions are offered in Chapters 5, 6, and 8 and a detailed
analysis of the problems and possibilities of forestry is given in Chapter 46.

5. Industry

Specific Opportunities

Books III and X contain a great number of suggestions either for new
activities or for improving and expanding existing ones. These cannot be
summarized here. B3ut 32 opportunities for Cuban industrial development
are analyzed graphically in Chart II. This chart shows the raw materials
required and the markets to be supplied. It also indicates the justification
for such developments and the chief problems that stand in their way.

To examine the first example on the chart, it will be noticed that the
manufacture of jute and kenaf bags in Cuba is suggested. As the chart
shows, a bag mill in Cuba could use an imported raw material-jute-and
also Cuban-grown kenaf. Bags would find a ready market not only in Cuba
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CHART II

Some Opportunities for Cuban Industrial Development
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but also in other countries and five important reasons are given to justify
their production.* 

But there are two main difficulties to be overcome: some technical
problems in connection with kenaf production remain to be solved and it
has to be determined whether wage-rates and port-costs might make the

venture uneconomic.

Because, potentially, a bag mill has great importance for Cuba, this
proposal is discussed in detail in Chapter 50. But similar opportunities are
also examined elsewhere in the Report.
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Tourism

Development of tourism in Cuba largely depends on making some of
the most attractive parts of the island more accessible. Tourism, therefore,
is closely connected with plans for improving highways and roads. For a
number of reasons the Mission is not optimistic about the possibility of
any rapid development in tourism. But it suggests the appointment of a
small committee to develop a long-range tourist policy (Chapter 41).

6. Aids to Production

Railroads, Roads and Water Supplies

Railroads, roads and water supplies are essential aids to production.

Action to improve the railroad and highway system of Cuba is con-
sidered so urgent that the Mission's recommendations are summarized in
the following section of this chapter which suggests five projects for first
priority. The same applies to the problem of providing the City of Santiago
with an adequate water supply.

Public Power, Telephone and Telegraphs
There is room for improvement in these aids to production but there

are no technical obstacles, unless the international situation makes it im-
possible to get.new equipment.

Broadly speaking, in the case of public power and telephones, improve-
ment will depend on whether additional capital can be found, despite the
present attitudes of labor and of the government; and on whether the public
will be prepared to pay more for better service.

Equipment of the government telegraph system is antiquated and it is
understood that rates are kept low as a matter of policy. But private telegraph
systems and the telephones are available to those who are willing to pay for
more rapid communications.

The Mission recommends that rates for power, telephones and telegraphs
should be reviewed and, if necessary, revised to make these services profitable
and attractive to capital (Chapters 12 and 14).

VI. FIVE SPECIFIC PROJECTS

Among the specific projects in Cuba that urgently need to be undertaken,
the Mission believes that the following five are the most essential, most imme-
diately feasible and most likely to benefit Cuba as a whole:

1. Railroads

Reorganization and rehabilitation of Cuba's public service railroads is so
urgent, in the opinion of the Mission, that its recommendations (reprinted in



30 REPORT ON CUBA

Chapter 10) were delivered to the Government of Cuba, in December 1950, in
advance of the rest of the Report. Reasons for urgency are:

a. Any breakdown in the railroads would imperil the entire economy.
A part of Cuba's railroad system has deteriorated to a dangerous degree.

b. In the event of war, a heavy load is likely to be thrown on to the rail-
roads owing to a shortage of gasoline.

c. In the light of world shortages, new equipment may become increas-
ingly difficult to obtain.

d. Old-fashioned and worn-out equipment increases costs of operation.
Freight rates on sugar may be an important problem if Cuban sugar
producers have to face keener competition in the future.

2. Roads

Cuba's roads are vital assets which have been allowed to deteriorate rapidly.
The longer they remain unrepaired the more expensive it will be to restore
them. Prompt action, therefore, will save the Cuban people money. This need
not seriously be affected by the international situation because the necessary
materials and a good deal of machinery are available in Cuba (Chapter 11).

As mentioned earlier, the Mission recommends the establishment of a
Highway Advisory Committee to advise the Comisi6n de Fomento and to plan
the efficient maintenance and expansion of Cuba's highway system. For the
latter the Mission offers detailed suggestions (Chapter 11).

As one of its first duties, it suggests that the proposed Highway Advisory
Committee should plan an arterial highway network to facilitate the develop-
ment of urgently needed farm-to-market roads. A suggested network, with
estimates and priorities, is discussed in Chapter 11.

The Mission also proposes that the National Transportation Commission
should be revived in order effectively to regulate highway transportation. It
would be one of the duties of this Commission constantly to review trans-
portation policy and offer constructive suggestions (Chapter 11).

3. Pension Funds

As mentioned previously, the Mission believes that it is urgent to rescue
and overhaul government and non-government pension funds for the follow-
ing reasons:

a. Until the Cuban workers can be assured of the pensions and benefits
to which they are entitled, a more constructive attitude on the part of
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organized labor is unlikely. Without this, industrial progress and the
confidence of investors are impossible.

b. Until workers who are entitled to retire can do so with confidence,
industry cannot become fully efficient and is reluctant to expand.

c. The present market for sugar offers Cuba a unique chance to put the
pension funds on a proper basis.

This subject is discussed further in Chapters 22 and 38.

4. Research

The Mission believes that it is imperative to establish a Fundaci6n Cubana
para la Investigaci6n Tecnologica-already proposed-as soon as possible for
the following reasons:

Cuba urgently needs the results of research applied to Cuban conditions
and problems. But, since research takes time to'produce results, it is impor-
tant to initiate a program of applied agricultural and industrial research with-
out delay.

While international conditions need not seriously restrict such a program
they do afford another reason for prompt action: in the event of war the
best foreign technical personnel will not be available to Cuba. The Mission's
detailed proposals are given in Chapter 9.

5. City of Santiago Water Supply

The Mission recommends a re-examination of the problem of providing
more water forthe City of Santiago.

This will require topographic and geographic mapping of the area con-
cerned, gauging of stream-flow and obtaining annual rainfall data.

This is urgent for three reasons:

a. The city narrowly escaped disaster in the summer of 1950 and luck
cannot be counted on to save it again.

b. The necessary surveys and plans will take time and not a moment
should be lost in starting them.

c. Pipes, water-purification equipment and steel for concrete reinforce-
ment are becoming hard to obtain.

The immediate establishment of a water-purification system for the City
is also recommended.

These recommendations are discussed in Chapter 13.
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VII. CONCLUSION

The Mission has not sought to cover in detail all aspects of the Cuban
economy or to provide an exact blueprint of how it should develop. It has
sought rather to assemble some of the more outstanding facts in Cuba's eco-
nomic life and to draw from them the perspective of broad conclusions,
protected by our impartiality, but sound only within the limits of our knowl-
edge and experience.

On these conclusions we have based our recommendations and sugges-
tions, trying to fit them to what we found and to form them to meet a wide
range of situations from matters of the most general scope to actions of a
detailed nature.

This Book presents a summary of our broad conclusions and a guide
to our principal recommendations. In the succeeding nine Books we have
presented facts and suggestions about many aspects of Cuban life in con-
siderable detail.
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CHAPTER 3

The Economy
I. MAIN FEATURES

1. The National Income
Some Recent Estimates

How successful have Cubans been in making a living? The best general
measure is in estimates of national income per capita. Even though gaps
in the basic statistical data make all such estimates for Cuba less reliable
than could be wished, it is nevertheless instructive to study them.

National income estimates for several recent years are shown below.
These are based on the work of the Department of Economic Research of
the National Bank of Cuba. Details, an indication of the methods used, and
an explanation of certain supplementary estimates and adjustments which
we have made for present purposes will be found in Appendix II.

Table 1 presents, by economic sectors, the estimated Cuban national
income for the years 1945-1949. The substantial role of sugar in the economy
is immediately apparent. We shall return later to this and to other points on
which the table is instructive.

TABLE 1
CUBAN NATIONAL INCOME BY ECONOMIC SECTORS, 1945-1949

(In Million Pesos, and as Percentages of Total Income)

1945 1946 1947 1948 1949
Million Million Million Million Million

Economic Sector Pesos' % Pesos % Pesos % Pesos % Pesos %

Agriculture:
Sugar .......... 169 15 236 18 391 22 363 20 332 20
Non-sugar .... 192 16 193 14 190 10 202 11 186 11

TOTAL .. ... 361 31 429 32 581 32 565 31 518 . 31
Industry and
Commerce:
Sugar .......... 104 9 145 11 265 15 239 13 175 11
Non-sugar ...... 453 39 489 36 641 35 643 36 627 37

TOTAL ..... 557 48 634 47 907 50 882 49 802 48
Government a 100 9 127 10 146 8 179 10 159 10
Urban real estate 60 5 70 5 77 4 77 4 78 5
Finance .......... 34 3 47 3 47 3 54 3 49 3
Other b .......... 44 4 47 3 58 3 60 3 51 3

National income,
including in-
come of non-
residents c .. ..... 1,156 100 1,354 100 1,815 100 1,817 100 1,657 100

Sugar sector . .... 273 24 381 28 657 37 602 33 507 31

a Government salaries only.
b Professional income, income of domestic servants, and investment income received from abroad.
e At factor cost.
SOIURCE: See Appendix on National Income.

35
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For the present we are especially interested in the total national income,
ihcluding non-resident income, which for the peak year 1948 is estimated at
1,817 million pesos and for 1949 at 1,657 million pesos. The corresponding
income level for 1950 was undoubtedly above 1949 but below 1948.1

TABLE 2

CUsBAN NATIONAL INCOME By DISTRIBUTIVE SHARES, 1945-1949
(In Million Pesos, and as Percentages of Total Income)

1945 1946 1947 1948 1949
Distributive Million Million Million Million Million

Shares Pesos % Pesos % Pesos % Pesos % Pesos %

Compensation of
employees:
Private .. ........ 515 - 634 - 827 - 841 - 817
Government .... 100 - 127 - 146 - 178 - 159 -
Domestic

servants 18 - 19 - 22 - 23 - 22

TOTAL ...... 633 55 780 58 995 55 1,042 57 998 60

Non-corporate
business and
rental income:
Farm ........... 198 - 211 - 291 - 282 - 257 -
Business .......... 76 - 63 - 111 - 93 - 79 -
Rental ............ 101 - 116 - 138 - 135 - 133 -

TOTAL ... .. 375 32 390 29 540 30 510 28 469 28

Corporate income:
Resident .. ... 57 - 67 - 122 - 121 - 71 -
Nonresident .... 31 - 42 - 75 - 53 - 41 -

TOTAL .. 88 8 109 8 197 11 174 10 112 7
Professional
income ........... 25 - 27 - 35 - 36 - 28 -

Net interest ....... 34 - 47 - 47 - 54 - 49 -

Investment in-
come from
abroad 1........... I - 1 - 1 - 1 - 1 -

TOTAL ... .. 60 5 75 5 83 4 91 5 78 5

National income
including in-
come of non-
residents a 1,156 100 1,354 100 1,815 100 1,817 100 1,657 100

Less:
Nonresident
income .......... -31 3 -42 3 -75 4 -53 3 -41 2

National Income
of Cuban resi-
dents only a ... 1,125 - 1,312 - 1,740 - 1,764 - 1,616

a At factor cost.
SOURCE: See Appendix on National Income.

See Apoendix on National Income.
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Income by Distributive Shares
In Table 2 the national income is shown by distributive shares. The next

to last line shows an estimate of that portion of the Cuban national income
which goes to non-residents. The proportion is 2% to 4%. Subtracting this,
we arrive at an estimate of national income received by Cuban residents.
shown in the last line.

Per Capita Income

On a per capita basis, the average income of Cuban residents has been
approximately as follows, in current pesos and in 1939 pesos (see technical
details in Appendix on National Income):

TABLE 3
CUBAN PER CAPITA INCOME IN SELECTED YEARS

(Pesos)

At Current At 1939
Prices Prices

1939 .103 103
1945 .228 114
1946 .261 129
1947 .341 145
1948 .341 134
1949 .307 137
1950 .322 131

SOURCE: See Appendix on National Income.

Comparisons
This recent average per capita income of more than three hundred pesos

(equivalent to the same number of United States dollars) is undoubtedly
higher than that of any other tropical country and among the highest in all
Latin America. In comparison with the more highly developed countries of
Western Europe and North America, it is, of course, low.

Further comparisons are suggested by the data brought together in
Tables 4 and 5. It should be remembered, however, that all such comparisons
are at best rough approximations because of defects in the basic data, differ-
ences in definitions and methods of estimation, and difficulties introduced by
the conversionf of local currency incomes into dollars.

Also, income measured in money is not a fully reliable index of relative
economic well-being. For example, in some countries-Cuba among them-
the climate makes certain expenses, such as house heating, practically unneces-
sary, while in other countries these same items add substantially to both
income and expenditure. Work done in the household in some countries,
especially in rural areas, is done commercially in other countries and in urban
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areas. Thus, the flow of money income and expenditure in the latter areas is
-likely to be higher than in the former by a larger proportion than the real

difference in amount of goods and services.

With all their shortcomings, however, these income figuTes are the best
comparative index we have.

A Record Year

Cuba's national income per capita depends very much on the market for
sugar, and 1947 was a record sugar year. In 1947, as Table 4 shows, Cuba's
income per capita was not only near the top in Latin America but ahead of
Italy and Spain.

Comparative estimates are also available for 1939. In that year the
demand for Cuban sugar was better than it had been a few years earlier at
the bottom of the depression, but the great stimulus to be provided by World
War II had not yet appeared.

In 1939, as Table 6 shows, Cuba stood lower in comparison with other
countries. 2

Nevertheless, even then Cuba had one of the highest average income levels
in the tropics and also in Latin America.

TABLE 4

SOME ESTIMATES OF PER CAPITA INCOME IN SELECTED COuNTRIEs, 1947
(Dollars)

Haiti ... .................... 25 Italy. ....................... 242
Ecuador (1948/49)a ...... ..... 64 Puerto Rico (1945/6)a .. ........ .. 269

Dominican Republic (1946) ... ... 86 Uruguay. ......... .............. 316

El Salvador b .................. .. 87 Chile ..... .................. 330

Peru ... .................... 105 Cuba c ....................... 341

Jamaica. ...................... 123 Argentina . ....................... 349

Brazil . ....................... 125 Netherlands (1949) ...................... 502

Guatemala b ....................... 128 Denmark .................. .... 731

Colombia ......... .............. 169 Switzerland ...... .................. 870

Mexico ....... ................ . 90 New Zealand ........................ 911
Surinam ....... ................ 192 United States ....................... 1,472

Spain ................. ...... 222

a Fiscal year.
b Gross product.
c Of Cuban residents only.
SoURcEs: Public Finance and Economic Development in Guatemala, by John H. Adler, Eugene R.

Schlesinger, and Ernest C. Olson, Chapter II, Table 6, (to be published by Banco de Guatemala). AlsO:
A Development Program for Colombia, I.B.R.D. Mission, p. 25; Financial Statistics, International Monetary
Fund.

2 In comparing the 1947 and 1939 estimates it should be remembered that dollar prices and incomes
expressed in dollars were considerably higher in 1947. The U. S. consumer price index in 1947 was 160
when converted to a 1939 base, and the wholesale price index was 197.
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TABLE 5

PER CAPITA INCOME IN CUBA, OTHER CARIBBEAN SUGAR-PRODUCING COUNTRIES
AND CERTAIN SOUTHERN STATES OF THE UNITED STATES, 1947

(Dollars)

Dominican Republic a . ..... . ......... ... ..... ...... 86

Jamaica 123

Puerto Rico b .290
Cuba .341
Mississippi ..... v ...... .......................... ......... .I. 676

Louisiana .864

Florida .............................. ..................................... ...... ... 1,103

NOTE: Although the income concepts used in arriving at the per capita income of the various areas are
not entirely consistent, the results assembled here are useful for illustrative purposes.

a 1946.
b Fiscal year 1947-1948.
SouncEs: Sminican Republic, Jamaica and Puerto Rico - Statistical Office of the United Nations

Nss-osal Income Statistics 1938-48; U. N. Statisr:col Yearbook, 1948; and Puerto Rico Industrial Development
Company, privately supplied.

State Income Payments -U.S. Department of Commerce Survey of Current Business, August, 1950, p. 20.

TABLE 6

SOME ESTIMATES OF PER CAPITA INCOME IN SELECTED COUNTRIES, 1939
(Dollars)

Ecuador ........... ............ 44 Cuba. ..... .......... ....... 98 a
El Salvador .. ..................... 45 Italy. ...................... 140
Brazil ..... .................. 46 Chile . ..................... 174
Guatemala ......... .............. 48 Argentina ................. ..... 218

Haiti. .. ....... ...... ....... 50 Denmark . ...................... 338
Dominican Republic ................... 51 Netherlands ...................... 338
Uruguay ........... ............ 56 New Zealand ...................... 396
Mexico ........... ............ 61 Switzerland ...................... 445
Peru ........... ............ 72 United States ...................... 554
Colombia . ...................... 76

a This figure, from the source indicated, is slightly lower than that shown in Table 3, but not by enougb
to affect the conclusions drawn in the text.

SotRacX: Point Four: Cooperative Program for Aid in the Development of Economically Underdeveloped
Areas. U.S. Department of State, Publication 3719, January, 1950, pp. 113-4. The figures are from a report
by the National Advisory Council on International Monetary and Financial Problems, December 18, 1947.

Living Levels
Of course, any figure for average per capita income is rather fictitious,

especially where-as in Cuba-there is a very wide gap between the incomes
of a relatively few high-income receivers at the top and the mass of low-
income receivers. Truer international comparisons could be made by setting
against each other, not general averages, but the living levels of specific
social groups such as town dwellers, country dwellers, industrial wage
workers, agricultural wage workers, business men, professional people, etc.
The data, unfortunately, are not available.

The general'impression of members of the Mission, from observations in
travels all over Cuba, is that living levels of the farmers, agricultural laborers,



40 REPORT ON CUBA

industrial workers, storekeepers, and others, are higher all along the line
than for corresponding groups in other tropical countries and in nearly all
other Latin American countries. This does not mean that there is no dire
poverty in Cuba, but simply that in comparative terms Cubans are better off,
on the average, than the people of these other areas.

The income and living levels of the wealthiest portion of the population
also appear to be notably high in comparison with these other countries.

Limited Middle-Income Group
With respect to the size of the middle-income group, it appeared to mem-

bers of the Mission from observations in a number of other countries that
Cuba probably occupies an intermediate position. It seems to have more
people at the middle-income level than other tropical countries and more
than most other countries of Latin America, but decidedly few& than the
countries where modern industry is most highly developed.

In comparison with the more highly developed countries of Western
Europe and North America, there is a relatively small true middle class in
the social as well as the economic sense. Certainly the lack of a large middle
group is a serious economic, social and political weakness for Cuba.

Development of National Income
Some important historical facts about the development of Cuba's national

income are shown graphically in Chart III. Again, we must caution that the
basic data are crude. The maker of the estimates has had to resort to a good
many informed guesses and approximations in reaching this result.3 We
believe, however, that the major point brought out by the chart is sound and
is supported by other evidence.

The major point is that Cuba's total national income, after allowing for
changes in prices, showed a strong upward trend from 1903 through 1924.
But, starting in 1925, Cuba experienced a slump which was disastrously
intensified by the world depression of the 1930's and from which recovery
to the 1924 level was made only two decades later under the stimulus of
the Second World War. Meanwhile, population was growing, though at a
declining rate after 1925, largely because of less immigration. In conse-
quence, real income per capita in Cuba remained below the pre-1925 level
for nearly twenty years.

No New Growth?
Even now there is no clear evidence of a new growth trend. It is at

least arguable that the recovery from the low of the early 1930's and the
rapid upward trend during the years of the Second World War reflect mostly

a See Julian Alienee y U-roa, Caracteristicas FPndameenales de la Economia Cdbana, Banco Na cion al
de Cuba, Hahana, 1950, pp. 52-54. A suomnary of the methods used is given - the appendir on National
Income in this Report. As explained there, the U.S. price data used to deflate the Cuban income sernes pro.
doce misleading results for the two war periods, a.d therefore figures for these years are omitted on the ehart.



CHART III

Trend of Real Income Per Capita in Cuba, 1903-1948
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SOURCE: Julian Alienes y Urosa, Caracteristicas Fundamentales de la Economla Cubana, Banco Nacional
de Cuba, 1950, p. 52. Regarding gaps in graph, see footnote 3.
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improvements in the external market for sugar, which enabled Cuba to benefit
more from the equipment an,d skills which she already possessed, rather than
from new fundamental developments in her productive capacity.

If that is true, the picture is a disturbing one. The income growth trend
from 1903 through 1924-the period when Cuba's modern sugar industry
was under construction-was somewhat greater than the growth trend of
population. But in the last quarter century, national income, while extremely
unstable, has experienced hardly as much over-all growth as the growth of
population, even though the latter has slowed down somewhat since 1925.
This would seem to be the picture of an economy which has lost its pre-1925
"dynamic" and has not yet found a new dynamic.

Volume of Consumer Goods Purchases
As a check on the rather startling observation that real income per capita

in Cuba remained below the 1924 level for more than a decade and a half,
until the second World War brought greatly renewed activity in sugar,
Dr. Alienes, in the study already cited, has compiled information on trends
in the volume of purchases of certain consumer goods. The results are shown
in Table 7. For each commodity, purchases in 1925 are taken as 100, and
in no case was the 100 level again attained prior to the Second World War.

TABLE 7

RELATIVE PER CAPITA CONSUMPTION OF CERTAIN COMMODITIES IN CUBA, 1925 -1949
(1925=100)

Wheat Flour Cigarettea Beer kutomobiles

1925 ................ 100 100 100 100
1929 ............... 88 90 91 86
1933 ............... 79 82 84 77
1937 ............... 71 75 78 62
1941 ................ 64 70 74 62
1945. ... .......... 114 93 144 7a
1949 ...............- 67 107 169 227

a Low figure explainable by wartime supply shortages.
SouncE: Alienes, op. cit., pp. 54-5, for 1923.41 figures. For subsequent years, data supplied by Dr.

Alienes.

2. Structure of Production
How Cubans Make Their Living

It is now pertinent to ask how Cubans make their living; and this will
lay the basis for an analysis of certain dangers and weaknesses in the present
structure of the Cuban economy for which remedies need to be sought.

Of the total population of approximately 5,300,000 in Cuba in 1950, we
estimate that about 1,700,000 are economically active-that is, gainfully
employed or seeking employment. 4 The occupational distribution as of 1950

a The official population estimate for January 1, 1950, supplied by the General Statistical Office of the
Ministry of Finance, is 5,308,255. The last census, taken in 1943, showed a total population of 4.778,583,
of which 32% were reported "with occupation." We have applied this same percentage to the 1950 popula-
tion figure in order to ares-e at the estimate given above.
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is unknown, but it is probably the same in major respects as that reported
by the census of 1943 and shown in the table below.

TABLE 8
OCCUPATIONAL DISTRIBUTION, 1943

I. Agriculture (including cattle raising and fishing) ...... ... .. . 41.5%

II. Manufacturing and mechanical industries ....... ......... 12.3
Construction .. ............................................. 1.7
Mining ........... ............. ..................... 0.4 14.4

III. Commerce . ............................................... 9.6
Domestic and personal service ....... . ................. .... 4.9
Government .......................................... .... 4.0
Transport and communications ................. ............. 2.2
Professional services ............................................... 2.1
Recreation and similar services ................ ......... ...... 0.3
Banking and finance .................... .......................... 0.2
Miscellaneous services ............................................... 0.2 23.5

II &III. Industrial and commercial, not classified .. ................ 20.6

SOURCE: Censo de 1943, p. 783 .. ....... ... 100.0%

Agriculture-An Intermediate Position
The division of the population between agricultural and other "primary"

pursuits on the one hand and the various industrial and service occupations
on the other is one of the best indices of the extent to which a country's
production structure has moved toward the pattern which characterizes the
more highly developed economies of the modern world.

Cuba, with 41.5% of its population engaged in agriculture, holds an inter-
mediate position in this respect, just as it does in its per capita income level.
In Mexico and Brazil, for example, 65% and 67%, respectively, of the
gainfully occupied were engaged in agriculture in 1940, and in all but a few
other countries of the tropical regions and of Latin America the percentage
would be considerably higher than in Cuba. 5

Comparison with Other Countries
In the more highly developed countries, however, the percentage in

agriculture falls considerably lower-for example: France (1936) 36%;
Denmark (1940), 27%; United States (1948), 13%. It is interesting, how-
ever, that Cuba is less exclusively agricultural than such countries as Japan,
which had 48% of its occupied population in agriculture in 1948; Spain, with
51% in 1940; Portugal, with 49% in 1940; and Italy, with 48% in 1936.6

Of those Cubans occupied in agriculture, the largest group, of course,
produces sugar cane.

I Yearbook of Food and Agricultural Statistics, Food and Agriculture Organization of the United Nations,
1949, p. 26.

1 All figures from FAO Yearbook cited above.
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Subsistence and Family Farms Exceptional
Cuban agriculturists are not subsistence farmers, except for a small minor-

ity. This is another very significant way in which Cuba differs from most of
the so-called "underdeveloped" countries.

Sugar cane growing and other leading lines of agricultural production,
as carried on in Cuba, characteristically employ wage labor on a permanent
or temporary basis. The family farm unit is the exception rather than
the rule.

Non-agricultural Occupations

Of the persons occupied in manufacturing and industrial pursuits, the
largest groups were engaged, according to the census of 1943, in the proces-
sing of sugar, tobacco, other food products, and in the making of textiles
and footwear.7

Of those Cubans who make their living by commerce, over 90% (134,000
in 1943 out of 147,000) were engaged in some form of retail trade, and the
rest in wholesale operations.

Commerce and Services

The item "industrial and commercial, not classified" in the census report
is so large (20.6%) as to render the whole distribution rather unreliable,
except as a measure of agricultural vs. non-agricultural occupations. Probably
a large part of this unclassified group should really be added to "commerce".
Observation suggests that the total of small storekeepers and merchants in
Cuba must be quite large.

Also included in this unclassified group are no doubt many artisans in
small family-type workshops and a "floating" or "fringe" population, inter-
mittently employed or self-employed, with no steady occupations.

Note that domestic and personal service occupies a large group-4.9%
of the economically active population in 1943, or 83,000 people if the same
percentage is applied to the larger 1950 total. Government, at 4.0%o, would
be employing 68,000 in 1950. This figure is too low, however. The 1949
budget of the Cuban Government provided for 110,855 regular positions and
78,765 "obreros del Estado," workers intermittently employed on public
works and maintenance. 8

Sources of Income
If we look at the production structure of Cuba from the point of view of

the principal sources of income, the picture is, of course, much the same as
from the point of view of occupational distribution.

I Censo de 1943, p. 1042.
Preliminary Report on Pension and Retirement Funds of Government Employees, National Ecooomie

Couneil, Table 7.
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Table 1, presented earlier, shows that agriculture accounts for nearly a
third of national income and industry and commerce together for nearly half.
Government, urban real estate, finance, professional income, income of
domestic servants, and income from investments abroad make up the balance.

Sugar Growing and Other Agriculture
Note that sugar growing provided slightly less than half of total agricul-

tural income in 1945. But a rising demand led to more than a doubling of
the peso income from sugar within a few years. Other farm income stayed
about the same. Recently, therefore, sugar has been providing nearly two-
thirds of farm income.

Table 9, based on the Agricultural Census of 1946 (which assembled data
for the operations of the preceding year), shows the income from sugar cane
and other farm crops in 1945. This gives a good idea of the structure of
Cuba's agricultural production, but, for reasons just explained, understates
the more recent role of sugar.

Sugar and Other Industry and Commerce
Sugar also accounts for a substantial portion of the income generated in

the industrial and commercial sector of the Cuban economy-chiefly through
milling and marketing operations. Based on the estimates in Table 1, the
percentage has ranged in recent years from 19% (in 1945) to 30% (in 1947).

It is evident in this sector, as in agriculture, that improvement in the sugar
market raises the relative impoitance of sugar income. But industry and
commerce, unlike agriculture, experiences a distinct stimulus in its non-sugar
sector when sugar is prosperous.

In other words, sugar prosperity spreads into prosperity for makers of
shoes and textiles, for transport workers, and for producers, importers, and
tradesmen generally. A similar effect on agricultural production for the home
market is probably offset by the tendency to concentrate on cane rather than
other crops when the market for cane is good.

Sugar in the Total Income
Adding together the agricultural income from cane-growing and the

industrial and commercial income from milling and marketing of sugar, we
find that the "sugar sector" of the Cuban economy in recent years has con-
tributed directly from 24% (1945) to 37% (1947) of the national income.

Exports
Finally, one extremely important point about the structure of Cuban pro-

duction and of the Cuban economy in general must be noted and emphasized.
This is the key role of exports in Cuba's economic life. "Export is the great
independent variable of the Cuban economy."9

9 Alienes, op. cit., p. 246.



46 REPORT ON CUBA

Exports represent directly more than a third of the value of Cuba's total
production of goods and services.1 0 Indirectly, changes in the quantity and
price of Cuba's exports have a very important influence on the non-export
sectors of the economy. A rise or fall of export income quickly generates a
secondary rise or fall of production, employment, and income in Cuban
enterprises geared to the home market. It strongly affects the financial pros-
pects of the government and the outlook of the banks.

TABLE 9
SOURCES OF FARM INCOME, 1945

:Amount Percentage of
(in million total farm

Source of Income pesos) income

Sugar cane. ... ............ 153.5 46.2
Livestock and livestock products ......... .. . ...... 68.2 20.6
Tobacco .................... ' 40.8 12.3
Cereal grains, peas and beans... . 21.3 6.4
Cacao, henequen, peanuts, etc ...................... ... ... .. . 15.4 4.6
Potatoes, yucca, etc ....................... ............... 14.5 4.4
Coffee .............. ...... 10.5 3.2
Fruits ........ ..... ........................ 4.1 1.2
Commercial vegetables ........... . ................... 2.0 .6
Forestry products ...................................... 1.6 .5

Total farm income ........... ... 331.9 100.0

SoURcK: 1946 Agricultural Census.

Influence of Foreign Factors
To some extent Cubans can influence the amount and value of their export

sales by productive skill and efficiency, by initiative in developing new pro-
ducts or improving old ones, by quality control, by marketing efforts, and the
like. But it is a fact that tariff and quota policies, booms and depressions,
wars and war preparations, shifts in consumer preferences, technological
changes, and other factors in the outside world exert a major influence on
Cuban economic conditions through the effect on exports.

These matters are further discussed in Chapter 40.

3. Sources of Insecurity

A Fluctuating Economy
It is now appropriate to give attention to certain very important charac-

teristics of the Cuban economy which have made its performance highly
fluctuating and irregular.

There are important seasonal sources of instability in the Cuban economy;
other instabilities arise from the impact of booms and depressions and wars

11 See Chapter 40.
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in the rest of the world; and still other instabilities and needs for adjustment
arise out of "structural" changes affecting Cuba's external markets and its
internal conditions of production.

We shall examine these sources of insecurity in order, and then point
to two sets of consequences with major significance for Cuban development
policy which flow from them:

1. A high level of insecurity, with human reactions to insecurity that
complicate the economic, social and political problems of Cuba.

2. A chronic under-utilization of potentially productive resources, which
is both a problem and an opportunity.

Seasonal Instability
If Cuba extended seven hundred miles from north to south instead of

seven hundred miles in an east-west direction, or if it had high plateaus
with temperature and rainfall markedly different from the lower areas, the
seasonal rhythm of its economy would be much less pronounced. As it is,
the whole country oscillates simultaneously with the two major seasons-
the wet and the dry. The wet season runs in general from May through
November, and the dry from December through April.

Sugar cane grows with relatively little attention in the fields during the
wet season. It is cut, hauled to the mills, and ground, beginning about the
first of the year. This season of intense activity, called the zajra, lasts for a
length of time determined by the market conditions and the size of the crop to
be ground.

In the past, as a rule of thumb, it has been estimated that the Cuban
sugar mills would grind about 50,000 long Spanish tons per working day.
This means that the zafra would last about 60 working days in a 3,000,000-
ton season and about 120 working days in a season of 6,000,000 tons. Lately,
however, technical and mechanical improvements, including increasing mech-
anization of cane-hauling from the fields, have increased the average daily
output and shortened the zafra period. Thus, the zafra of 1948, during
which 5,940,000 long Spanish tons of sugar were ground, the largest year's
production in Cuban history, lasted 104 working days-spread over a total
of 120 days-or nearly four months.1

The Dead Season
Following the zafra comes a letdown in activity which, except for some

replanting and maintenance, lasts until preparations start for the next zafra.
For this period Cubans have an expressive term: tiempo muerto, or "dead
season."

" Hugo vivo, El Empleo y la Poblacion Activa de Cuba, Publicaciones de la Asociacion Nacional de
industriales de Cuba, Habana, 1940, pp. 20-25.
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Not only the sugar industry but also the whole Cuban economy fluctuates
to this rhythm, though naturally to a lesser extent. Traffic on the railways
and exports through the ports move seasonally with sugar. As is pointed
out in the industrial section of this Report, manufacturers for domestic con-
sumption find their best market during the zafra season. Their response is
to hire additional people and use more raw materials at that time and to
cut down on their activities in the dead season. The following, from a
description of the Cuban economy written some years ago, is still substan-
tially true today:

The Zafra

"With the sugar crop, activity commences over the island. Families
begin to purchase meat and rice to build up the terrific energy which
must be expended in the field. Clothing and shoes are bought. Travel-
ling salesmen for firms having warehouses full of imported food and
clothing crowd the second-class hotels in the rural towns of the island.
Lights appear about the countryside as the families once more have
enough money to purchase kerosene . . . During a normal season
everything quickly assumes an air of prosperity.

"But after two to five months of steady employment the atmos-
phere begins to change . . . The cane families begin to reduce their
expenditures because they can see the dead season ahead . . . Store-
keepers reduce the stocks on their shelves and the travelling salesmen
retire to Habana. Gradually the prosperity of the zafra passes away
and the kerosene lights in the bohios begin to flicker out. Meat, rice
with lard, and beans which have been the foundations of the zafra
diet now come fewer times each week. The cane cutter looks about
him for substitute foods, turning to plantains, sweet potatoes, malanga,
and yucca."'12

Intensification by Other Crops

The other agricultural crops of Cuba, unfortunately, intensify rather than
counterbalance this sugar rhythm. Analysis of pay rolls for agricultural
workers producing tobacco shows that two-thirds of the annual amount is
paid out during the six months from September through February, while in
the other six months only one-third of the yearly amount is paid. Thus,
several months of the high seasonal demand for tobacco labor coincide with
the similar demand in sugar.

For the coffee planters, the rainy season is also a dead season; the coffee
trees need little or no attention until the berries are ripe for the harvest in
October or November. However, the harvest time is slightly different from
that of sugar, which is a favorable factor in seasonality.

A whole series of other harvests begins towards the end of the year and
extends into the following spring, largely overlapping the sugar harvest:

's Problems of the New Csba, Report of the Commission on Foreign Affais, Foreign Policy Association.
New York, 1935, pp. 73-74.
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potatoes, yuccas, malangas, and fruits and vegetables for exportation, such as
tomatoes and lima beans.13

Even the tourist trade intensifies seasonal fluctuations. Some 60%o of the
tourists who come to Cuba arrive during the first four months of the year-
that is, the zafra season-and oiily 40% in the other eight months.14

Waste of Manpower

Some extremely revealing data on the waste of manpower which results
from these seasonal fluctuations emerged from the special agricultural census
of 1946. That well-conducted census showed, as of 1945, a total of 829,668
agricultural workers on all the farms and plantations of Cuba, for all crops.
They were divided as follows:

TABLE 10

AGRICULTURAL WORKERS, 1945

Permanent workers: Unpaid (proprietors, members of family) ....... .... 331,724
Paid .................... ........ .............. 53,693

Total permanent workers ............ ..... ... ... ... .. 385,417
Temporary workers: Unpaid (proprietors, members of family).,.... 20,561

Paid ...................... ....... 423,690

Total temporary workers ............... ..... .... 444,251
Total agricultural workers, permanent and temporary ............................... 829,668

S.u.cE: Preliminary release and typewritten summary of the National Agricultural Census of 1946.

Duration of Employment
The average duration of employment for the temporary workers in 1945

was 4.1 months (123 days) in the case of.the 423,690 paid workers, and
4.5 months in the case of the 20,561 unpaid workers. Speaking now only of
the former-the' 423,690 paid, temporary workers, constituting about one-
half of the gainfully occupied in agriculture and about one-fourth of the
total occupied population of Cuba-the extent to which their labor power
was apparently unused during the year is shown in Chart IV. This Chart
records that 100% of the workers in question worked for one month, but
only 52% for four months, and only 6% for as much as nine months.

Concealed Unemployment
No doubt there is some small offset against that portion of the chart

labelled "not working" because of nonagricultural jobs which some of these
temporary workers may find in towns and cities during the dead season.
For reasons already indicated, however, it does not seem probable that this
could be a very substantial offset, and our direct inquiries in the field con-
firmed this impression.

Alienes, op. cit., p. 135; Lowry Nelson, Rural Cuba, University of Minnesota Press, 1950, Chapter 3.
"Alenes, op cit., pp. 139-40, based on data for 1939.



CHART IV

Percent of Agricultural Workers Who Worked the
Number of Months Shown, 1945
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Furthermore, it must be remembered that the other half of the agri-
cultural labor force-including the proprietors and members of families,
reported by the agricultural census as "permanent" workers-must actually
experience a considerable amount of "concealed unemployment." This must
happen even when they are not formally unemployed and even though their
activities are no doubt spread more widely over the year than those of the
temporary workers.

We have no information on seasonal underemployment of manpower in
the industrial and commercial and service sectors of the Cuban economy,
though every indication suggests that it is very considerable.

Because these facts seemed so startling and so important to Cuba, we
made it a point to gather the personal inmpressions of well-informed people
throughout the island. The interviews confirmed, on the whole, the economic
and statistical analysis.

4. Instability from Trade Cycles and Wars

"The Dance of the MiUions"

A number of episodes have made Cubans aware of the great extent to
which their good and bad fortune depends upon events in the outside world
over which they have little or no control.

One was the "dance of the millions" which followed the lifting of United
States wartime controls of sugar after the end of World War I. With high
demand and with competing beet sugar areas in Europe still disrupted by
the effects of the war, sugar prices soared in Cuba. From 5.5 cents per
pound paid by the United States Sugar Equalization Board for the 1918 crop,
Cuban sugar rose to 9 cents in February, 1920, to 18 cents in April, and to
a high of 22.5 cents on May 19, 1920.

"A mania possessed all who held or even had heard of sugar." The
decline began, at first slowly, but with gathering momentum, which became
most rapid in August and September of 1920. By the end of September
sugar was 8 cents and in mid-December it reached 3.75 cents.'5

The Downward Movement
Chart VII in Chapter 40 shows the sharp rise and subsequent sharp fall

in the value of Cuban exports. Subsequent to the price collapse, Cuban
production continued nevertheless to increase for several years, for events
proved that it took longer for competing areas to rebuild their production
than had been anticipated. In 1925, however, as the chart shows, a general
downward movement began in the fortunes of Cuban sugar and hence of
the whole Cuban economy. c

"s Leland H. Jenks, Our Cuban Colony: A Study in Sugar, Vanguard Press, New York, 1928, Chapter IL
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Effects of Depression and Wars
A second unforgettable experience was the effect of the world depression

of the 1930's, coupled as it was with protective import duties and quotas in
the United States for the benefit of domestic producers of sugar. We have
already noted the disastrous effects on Cuban income. (See Chart III.)

A third episode was the lift to Cuban prosperity provided by the Second
World War. The effects of high wartime demand for sugar both as a food
and as a raw material for alcohol and other products, and of the destruction
or disruption of communications with sugar-producing areas in Europe and
the Far East, are clearly visible in Chart III and other data already referred to.

The most recent demonstration of all occurred in 1950; the shrinkage in
the market for Cuba's sugar-wliich had been universally anticipated as a
consequence of the post-war recovery of other areas-was prevented or post-
poned by the effects of the Korean crisis, as already mentioned.

Cuba's Dependence on Outside World
Thus, experience has thoroughly impressed on Cubans of practically all

walks of life that good and bad times in Cuba are the result of good or bad
times in the world outside, and specifically of the vicissitudes of the sugar
market. The experience has also been that war means prosperity for sugar
and hence for Cuba.

In view of Cuba's concentration upon sugar, this encourages the impres-
sion-though we are convinced that it is untrue, at least in the long term-
that nothing Cuba can do at home is nearly so important to her economy
as a variation of a cent or two in the price of sugar.

Assuming exports of three million tons, a one-cent variation up or down
in the average price received for its sugar can make a difference of 60
million dollars in Cuba's receipts.

A willingness on the part of the United States and other countries to
accept an additional million tons could mean, at recently prevailing prices, a
100 million dollars of extra receipts. Variations such as these, originating in
forces outside Cuba's control, can stimulate or depress Cuba's whole economy.

5. Structural Changes Causing Instability

Adjustments Needed
In addition to the seasonal instabilities in the Cuban economy and the

instabilities induced by trade cycles and wars, there are certain long-term
"structural" changes at work, some of them hinted at already. These wVill
have to be matched by constructive adjustments if Cuba is to employ its
population productively and to maintain or improve living standards.
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First, there have been important structural changes in the international
market for sugar which have had the effect of stopping the growth of Cuba's
sugar industry since 1925. The chart already referred to has shown this,
and the reasons for the cessation of growth will be dealt with further in
other connections.

The most important reasons are market limitations imposed in the form
of import quota restrictions in the United States and other consuming coun-
tries for the benefit of domestic producers. By these the protected producers
have obtained the right to force consumers in their own countries to purchase
their production at higher prices than it would be necessary to pay for sugar
from Cuba.

"The Rules Changed"
This phenomenon is part of the world-wide trend toward breakdown of

the international division of labor by nationalistic regulation of trade. It
forces readjustments on countries like Cuba which have vigorously played
the game on the basis of the old rules and-after building a highly special-
ized production-structure, based on the international division of labor-find
the rules changed.

Cuba, with probably the best resources in the world for the large-scale
cultivation and grinding of cane, could produce indefinitely larger quantities
of sugar at reasonable cost if the world were willing to take it. But, unless
protracted war emergencies change the outlook, or unless great changes occur
in the protectionist policies of the leading consuming countries, Cuba cannot
count on regularly producing and selling abroad even as much sugar as she
has been selling in the last few years.

Even if there should be a considerable expansion in the market for Cuban
sugar (and a fortiori if there is not), Cuba gravely needs to develop new and
diversified lines of production to supplement her present reliance on sugar.
Such diversification, of course, has been taking place to some extent. But, as
various chapters of this Report reveal, the process has not been nearly rapid
and vigorous enough to meet the situation.

An Internal Change
An internal structural change which intensifies the conclusions just stated

is the mechanization which is now taking place in various aspects of Cuban
agriculture. The hauling of sugar cane in motor trucks instead of ox carts
raises the productivity of the workers employed; and only by such improve-
ments can high wages and low costs of production be made compatible. For
this reason, the high wages of agricultural labor in Cuba, achieved by organiza-
tion and social legislation, are likely to hasten this process of mechanization.

The saving of manpower by mechanization, providing the economy as a
whole is elastic and progressive, results in putting the saved manpower to work



54 REPORT ON CUBA

at producing other goods, and this increases the total national production to
the benefit of all. In a stagnant economy, however, where new lines of pro-
duction are developing only slowly-if at all-the result may be an accumu-
lating problem of chronic unemployment, with all the attendant evils -
economic, social and political-that this implies.

That is the danger-indeed, it appears to be a present actuality-which
confronts Cuba.

Population Growth

At the same time, Cuba's population is growing, not at an alarming rate,
but rapidly enough so that each decade brings an appreciable increase in the
number of consumers and in the labor force. The actual rate of increase
between the last two censuses (1931-1943) was at the rate of 1.6% annually.
This is not an excessively high rate of increase as compared with rates in
underdeveloped countries generally and in view of Cuba's unused land. Also,
the rate of increase has been falling. It was very much higher during the
rapid expansion of the sugar industry in the first quarter of the Twentieth
Century, when many immigrants were coming to Cuba.' 6

The present rate of growth is unknown. Current trends cannot be assessed
from birth rates and death rates because such data are not collected in Cuba
with sufficient completeness or reliability. Supposing, however, that the cur-
rent growth rate is still 1.6%, it is necessary for total production to increase
by at least that amount per year, on the average, if living levels are to be
maintained or increased and if productive employment is to be found for the
additional numbers in the labor force.

6. Chronic and Recurring Unemployment

One of the most lamentable of the many lacks of economic and social
information in Cuba is the complete absence of any current data on employ-
ment and unemployment and their trends. Information gathered by the 1943
census supports the view that a grave problem of unemployment-probably
chronic as well as seasonal and cyclical-exists in Cuba. But the report
shows such a large proportion of "unknowns" that it offers no reliable means
of estimating the exact size of the problem.

Of the total labor force of 1,521,000, those who were reported as employed
numbered 856,000 (56%), unemployed 321,000 (21%), and "unknown"
344,000 (23%).17 The census enumeration was made in the dead season and,
therefore, reflects unemployment from seasonal as well as other causes. The
year 1943 was one of moderate prosperity.

10 See the discussion of Cuba's population history and trends in Alienes, op. cit., Chapter 2.
17 Censo de 1943, p. 1056.
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Cuban Views on Unemployment
In order to check and to supplement the results of our analysis of

the seasonal, cyclical and structural instabilities of the Cuban economy-
especially as they relate to employment-members of the Mission gathered
the impressions of various well-informed persons throughout the island who
were in a position to have first-hand information.

The following summaries are presented as a brief but typical sample of
the responses obtained in these interviews:

A civic leader in a provincial capital:
"Rural unemployment is very serious even at the height of the
zafra. In the city, however, unemployment is probably not very
severe at 'present."

A small-town banker:

"Subsidiary industries to absorb some of the unemployment in
this area are badly needed."

The mayor of a small town in an important sugar-producing district:

"There is a hard core of several hundred sugar workers in the
rural part of the municipality outside the town who do not find
work even at the height of the zafra. There is no way to make a
well-informed estimate of the degree of unemployment in relation
to the total working population."

A provincial wholesale merchant who supplies and gives credit to store-
keepers, who, in turn, supply and give credit to workers:

"The seasonal nature of the sugar industry is clearly reflected in
commercial life. During the zafra there are daily wage payments
in the centrales and sales to storekeepers of the centrales are triple
in that season.
"Perhaps half of the people are out of work during seven months
of the year. The grinding stops around May 15th, and most of
those employed in the industrial activities of the mill wait until
about November until they are employed again, and even then not
all are taken on. They just have to shift the best they can during
the seven months.
"In the agricultural side of the operation, mechanization has taken
much employment away. In some cases an operation with tractors
is completed in ten days by ten workers when it took one hundred
men three months to do it before.
"During the zafra many people come here from the next province.
They work in the tobacco plantations there during the dead season
and go on to the bean harvest in Oriente after the sugar crop is
brought in. Formerly many Haitians came in as cane cutters, but
their number has decreased, as they now often do not find work on
arrival."
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The manager of agricultural operations for a large sugar central:

There are perhaps 1,800 field workers on the farms that supply
cane to the mill, of whom perhaps half come into this district just
for the harvest. The company's own agricultural operations em-
ploy 600 workers during the zafra and 300 in the dead season.
Those employed in the dead season are on odd-job time. The extra
labor for the zafra comes from all over. Few Haitians come in
these days.
"There is no doubt that increases in wage rates have made mech-
anization profitable and helped to stimulate it greatly. Also,
higher wages in the mills have tended to keep employment down
during the dead season.
"Trucks with three and four trailers have made the ox&art obso-
lete for hauling cane, and loading of trucks has been very largely
mechanized. Most of the plowing is now done by tractors. Dis-
placed labor has usually been absorbed, however. For example,
ox cart drivers have been trained to run trucks."

The proprietor of a retail general store (bodeguero) who supplies and
gives credit to workers on neighboring centrales:

"In spite of wage increases in recent years, the position of the
wage earners is very bad. I am in a position to have a better
insight into their problems than most people, since they come to
me for credit to buy their supplies in the dead season.
"Mechanization has hit the men very hard by cutting short their
working time; they have no other jobs to go to. Before 1939 the
zafra lasted only about 31/2 months, but in the other eight months
the men found work for about two-thirds of their time. In the
recent prosperous years, on the other hand, the zafra has lasted
from four to five months, but in the remaining months the men
find work for perhaps only a third of the time. The reason is that
much of the plowing and maintenance is now done with the aid of
machines.

"Perhaps one-fifth of the rural people do not have steady work
even in the zafra."

The secretary of a local union of sugar workers:

"Even at the height of the zafra there are at least 200 men without
steady work against 600 employed in the mill. Among the field
workers in the vicinity there are up to 400 unemployed even during
the zaJra as against 1,500 who find employment."

A national official of the sugar workers' union:

"At the height of the zafra there are some 500,000 workers em-
ployed in the sugar industry. Of these, perhaps 100,000 work
only 4 months and another 100,000 are employed the year round.
The rest probably average from six to eight months of work a year.
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"Replanting of sugar cane in the dead season and maintenance
of the fields keeps a substantial number of workers busy at various
periods, and there is some alternative employment for sugar
workers in the dead season, although not as much as there should
be.

"The union is very much concerned with ways of finding off-
season employment, although they feel that there is not very much
they can do to promote it, since they are not investors. There are
great variations in the attitude of employers concerning the devel-
opment of supplemental activities and the use of sugar by-
products."

An official of the Cuban Confederation of Labor:

"Speaking of all the wage earners of the country, we can assume
about one million men. Perhaps about 300,000 will have work the
whole year round, 500,000 for three or four months, and the rest
four to six months. There are probably 200,000 to 300,000 unem-
ployed even during prosperous times in the zafra season, but large-
scale public works could reduce this to 100,000.

II. REACTIONS TO INSTABILITY AND STAGNATION

1. Feelings of Insecurity

Effects on Behavior

Since 1924-25, the Cuban economy has been both unstable and undynamic.
It has been barely holding its own in long-term trends of real income per
capita. It has been characterized by large amounts of unemployment, under-
employment, and general insecurity for independent producers and commer-
cial people as well as for wage earners.

Modern psychology has found that feelings of insecurity may affect human
behavior-whether in individuals or groups-in a powerful way. They often
lead to attitudes and actions which are not reasonable or rational and which
may even intensify the basic causes of the difficulty and thus set up a
vicious circle.

It is not surprising, then, to find in Cuba two tendencies quite unfavor-
able to economic progress. Though they are by no means absent in other
countries, in Cuba they seem to have become greatly exaggerated.

One may be called the gambling spirit in economics. The other is the
tendency to freeze or rigidify economic relationships and to preserve or
create work which is technically unnecessary because-in the short run-
it augments a particular business or employment.

Barriers to Progress
However understandable these reactions may be, in the light of Cuba's

past and present economic position, they are major barriers to future advance.
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At best they retard-and, at worst, they could defeat-the adoption of many
measures for economic progress which are necessary if productivity and
hence living levels are to be increased in Cuba.

2. The Gambling Spirit in Economics

Initiative Reduced

The gambling spirit in economics distorts the spirit of enterprise. It is
one of the reasons for the relative scarcity of capital and business initiative
interested in the development of new industries. For the large owner of capital,
what may be won in the fluctuating and unpredictable international sugar
market-almost comparable to a lottery-can quickly outshadow all the pos-
sible profits of a new, constructive venture, which would necessarily take
much time, toil and trouble.

For example, late in 1950 under the impact of world rearmament, market-
ing contracts were made for all of Cuba's exportable supply of blackstrap
molasses from the coming 1951 sugar harvest at 20Q a gallon, as compared
with 50 a gallon one year earlier.18 This meant many millions of extra
dollars distributed through the mills and cane farms of Cuba.

Under these circumstances it takes a foresighted manager to devote
himself with enthusiasm to laborious development of alternative crops and
products.

For the small man-in an economy where opportunities for business
growth and job advancement seem to be few-a lottery ticket or one of the
many gambling games that flourish all over Cuba may seem a more attractive
use for money than saving. Besides providing excitement, it seems to offer
a better hope of getting ahead than the prosaic process of steady saving,
planning and hard work.

A Cuban View
A Cuban of unusual wisdom and experience told the Mission that, in

his judgment, the gambling spirit that pervades all layers of society can
be compared to a cancer gnawing at the vitals of Cuban life. It chokes
off, he said, the disposition to build solidly by persistent effort and to save
and plan ahead. He believes that a campaign of public education to explain
the consequences of gambling is badly needed.

Instead, the Government conducts a lottery each Saturday from which
it derives considerable revenue. Every day of every week thousands of street
vendors from one end of the island to the other importune the passerby to
purchase a chance on some allegedly lucky number.

s Jo.rnal of Commerce, New York, Nov. 8, 1950.
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A Sociologist's View

The following comment by a sociologist is pertinent:111
"Whether or not they plan in advance for other expenditures, there

is no doubt that many people on small incomes regularly devote a
specified portion of their earnings to lottery tickets. It is useless to
argue with them that the same amount placed in a savings account
would in time provide a competence for old age or for a possible
emergency. The remote chance of winning as much as $100,000 with
an investment of 205 has too strong a pull on the imagination.

"The net result of the lottery is probably the further degradation
of the poor. More than that, it is the most potent enemy of any
program designed to promote thrift among the population. It encour-
ages a sort of chronic boom psychosis or speculative mania, where
everyone lives in a bubble which, for most investors, bursts every
Saturday evening. For the limited few, of course, it brings various
degrees of fortune.

"But win or lose, on Monday hopes rise anew and build up to
feverish anticipation as the week advances toward another Saturday
that will bring an answer to their hopes. The most that can be said
for the lottery is that, besides rewarding a few, it constitutes an experi-
ence-continuum for the many that brings a modicum of excitement
to lives that otherwise are drab."

3. Preserving Status Quo and Make-work Practices

Freezing Relationships
The second of the two tendencies which impede economic advance is the

disposition to freeze or rigidify economic relationships and to create unneces-
sary work for the sake of preserving business and jobs. This stifles technical
improvements and cost reductions which are essential in order to increase
production and raise standards of living.

In an unstable and insecure economy where the processes of long-term
growth seem to be on dead-center, it is perfectly natural for everyone to
seek to hold fast to what he has. It is natural, too, for everyone to think
of improving his position by somehow getting a bigger slice of the pie rather
than by enlarging the pie.

Such reactions are common among all economic groups, not just one or
a few. Following are some of the many examples that permeate the CUban
economy:

The Tarafa Law

Certain railroad interests obtained passage in 1923 of the Tarafa Law,
still on the statute books, which prohibited-among other things-the estab.
lishment in the future of new private ports such as those used by a number

1D Nelson. op. cu.
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of sugar centrales. It also limited the use of existing private ports to the
same kind of operations they performed during the fiscal year 1922-23.

Under this law, for example, it was held that the Cuba Cane Company,
which had been using its sub-port at Palo Alto for the shipment of molasses
from certain of its mills, could not also export sugar through this sub-port,
but must ship it by railway to a more distant point.2 0

Make-work Practices
At the end of World War II, Cuban port workers secured the promulgation

of decrees which made it compulsory to continue a wartime practice of storage
at ports before shipment (thus making more work in handling) and which
required that sugar shipments be routed through the traditional ports in use
before the war.

Port workers, too, successfully opposed the Sea Train, and have been
able to require many other make-work practices, detailed in other sections
of this Report.

Difficulty of Dismissal

Workers in general are protected in their job tenure by practices which
make it nearly impossible, under present methods of administration, to dis-
miss a worker after he has been employed for six months.

Several Cuban lawyers confirmed the literal truth of the saying: "In
Cuba it is usually easier, quicker and cheaper to divorce a wife than to fire
a worker." Under prevailing conditions of chronic and seasonal unemploy-
ment, it may also be easier to find a new wife than to find a new job.

Trade unions generally demand rigid application of seniority rules and
invent many practices to require extra labor. This problem is dealt with at
some length in Chapter 16.

Investors Play Safe

Most investors play safe by hoarding money, by transferring their funds
abroad, by demanding a rate of return sufficient to repay their capital in
a few years, and by refusing-for the most part-to go into unaccustomed
types of enterprise. These problems also are dealt with in greater detail in
the chapter which discusses the availability of capital.

Few Rewards for Efficiency

The sugar and other industries have their stabilization institutes, laws
and agreements which, to a great extent, preserve the status quo in the in-
dustry, in a manner which severely limits the advantages which any particular
producer can gain by efficient operation.

29 See Problems of the New Cuba, op. cit. pp. 435-39 and p. 301 for a history and discussion of the
Tarafa Law.
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For example, in the sugar industry each mill and each colono has a quota
right to a certain share in total production, regardless of efficiencies or costs.

The point here is not that such regulations are unnecessary, but that they
inevitably involve a bias in favor of the status quo and preserve existing
rights as against possible innovations.

4. Case of the Match Industry

Prospect of Mechanization
Recently, the match industry has offered a peculiarly illuminating example

of some of the rigidities and pressures which m'ay block economic and tech-
nical advance, under the conditions of insecurity and relative economic
stagnation in Cuba today.

Briefly, early in 1950 the Cuban match induistry, which used techniques
that had hardly changed in forty years, was confronted with the establish-
ment of a new Cuban company prepared to install modern, highly automatic
machinery. The established manufacturers and the organized workers imme-
diately asked the Ministry of Labor and the President of the Republic to
prevent the installation of this machinery, alleging that the new company
would create a monopoly and that workers in existing factories would be
out of jobs.

The Government thereupon referred the problem for study and recom-
mendation to the National Economic Council, which made a detailed report
accompanied by majority and minority recommendations of its Technical
Commission.

The facts, as developed in the National Economic Council's study, are
so instructive that they are summarized below:

Facts of the Case
In 1950 there were 18 match factories in Cuba, the smallest employing

10 workers and the largest 160. The oldest was established in 1880, another
in 1895, and several in the period between 1900 and the First World War.
Three others date from the late twenties and early thirties. Then the industry
was practically stationary until 1946. The old routine-with some partial
mechanization, but mostly using hand labor, either in the factory or on
contract at the worker's home-continued nearly unchanged.

High profits in the industry, stimulated by increased population and the
prosperity brought by the Second World War, attracted several new firms
in 1946 and subsequent years. These firms introduced some new techniques.
The old firms, with one exception, did not modify their methods.

A Price War
Then began a price war, but not one which was permitted to benefit

consumers. The price of matches to the consumer has stayed at the same
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level during more than forty years. The match factories sell to middlemen
at a discount from the fixed price charged to retailers. This middleman's
discount was 12% in 1944, 14% in 1945, 16% in the latter part of 1948,
26% in 1949, and 30% to 40% in the summer of 1950. By this time some
of the smaller, high-cost firms were already in danger of being forced out

* and were cutting wages below the level set by the National Minimum Wage
Commission. Most of the factories were operating only part of each week
and producing at considerably less than half capacity.

This was the situation in the industry when it became known that a Cuban
businessman, not hitherto connected with match production, was about to
install new machines purchased in Sweden, France and the United States

*to produce matches by a highly mechanized process at much lower cost.

Protests by Manufacturers and Workers

The established manufacturers thereupon represented to the Government
that the new company was an affiliate of the Swedish Match Trust; that it
would be able to produce with only thirty to fifty workers all the matches
consumed in Cuba; that the new machinery was controlled by the Trust and
could be used only by the new firm; and that the result would be a monopoly
of match production in Cuba.

The organized workers joined the employers in urging the Government
to prevent installation of the new machinery, emphasizing particularly the
threat to the livelihood of an estimated 4,000 Cuban workers and their
families.

When the new machinery arrived at the port of Habana on the sixth of
April, 1950, it could not be removed from the docks because of the opposition
of the local Maritime Federation, acting in support of the National Federa-
tion of Workers in the Chemical Industry.

Findings of the Council

Investigation by the National Economic Council established the following:
The new company was wholly owned by a small number of Cubans and

was not under the control of any other interest. The machinery which it had
purchased was regularly listed in the catalogues of the foreign manufac-
turers, and there were no restrictions to prevent the purchase of similar
machines by others in Cuba. The capacity of the new plant would be from
13,000 to 15,000 gross of boxed matches per month, somewhat less than 20%
of the current Cuban output of 60,000 to 70,000 gross.

Promise by New Company

The new company formally promised that it would not produce more
than 2Q% of national consumption. It also stressed that it proposed to devote
a considerable part of its production to creating an export market for matches
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-practically no Cuban matches are exported at present-and hoped to com-
pete with existing European sales of matches in the markets of the United
States, Puerto Rico, Venezuela, Peru, Bolivia, Haiti, Panama, and El Salvador.

Further Facts

Other facts which emerged were:

In the summer of 1950 the total number of workers employed in the
existing match industry-including administrative and office personnel-was
1,704 and not 4,000, as originally claimed by the protesting groups. Of
these, 259 or 15%o worked at machines, 805 did hand work in the factories,
476 worked by hand at home, and 164 were miscellaneous workers. About
65 % of the workers were women.

A table-prepared by the National Economic Council-compared the
match industry with 11 other industry groups in Cuba. It showed that
the match industry had the lowest capital investment per employee (1,882
pesos) and that its average monthly wage payments to workers (50.49 pesos)
were the lowest of all the industries. The earnings of the workers were
especially low because of irregular employment, often only two or three days
a week. Total capital invested, according to the answers of the manufac-
turers to the questionnaire of the National Economic Council, was 3,206,391
pesos.

Problem of Profits
Profits, according to these manufacturers, were zero in 1949. The Techni-

cal Commission of the Council indicated some skepticism regarding profits
estimates supplied by the industry, but was unable to check them because of
lack of the necessary technical personnel or funds to hire outside accountants.
It did call attention to earlier incomplete reports to the Register of Industries
of the Ministry of Agriculture in which six reporting match factories, employ-
ing somewhat less than a third of the workers, stated their profits in 1948
as 220,815 pesos.

In 1945, before the price-war had developed, nine reporting firms in the
industry declared profits of 521,127 pesos. This would suggest an annual
rate of return on capital above 30%o even if their investment in 1945 were
reckoned at 1,600,000 pesos, which is half the industry total of 3,200,000
pesos reported five years later for 18 firms (including several new factories
established only in 1946 and after}.

Proposed Solutions

Of solutions suggested to the National Economic Council, the only one
which certain of the established manufacturers would contemplate was the
banning of the new factory. Others considered Government regulation of the
match industry indispensable, with or without the new factory. Others would
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accept only a regulation of the industry by the manufacturers themselves.
Attempts, however, by some within the industry to get agreement on a quota
for each factory were unsuccessful.

The workers' representatives said that they were eager for Cuban or
foreign capitalists to start new industries and thus to help to meet the grave
problem of unemployment, but that this new machinery would not have such
a result. They favored regulation of an industry whenever necessary to
guarantee the employment and wage levels of workers and to avoid "compe-
tencia desleal." This is a term roughly equivalent to "unfair competition,"
and is often used in Cuba, as in other countries, to mean any effective com-
petition.

Both employers and workers maintained that there was no possibility of
increasing the domestic demand for matches-the new company had proposed
an advertising campaign-nor of developing export markets.

Two Conflicting Opinions
The Technical Commission of the National Economic Council found itself

divided between two irreconcilable opinions.
One group held to the principle that all the existing factories must be

maintained, including the least efficient, by regulating the industry and by
permanently subsidizing workers who might be displaced by new machinery
and not absorbed into new occupations.

The other group supported the principle of free competition, including the
elimination by competition of inefficient factories. In order to mitigate the
effects of the unemployment which might thus be produced, this group favored
subsidies of long duration for elderly displaced workers, with a limited com-
pensation for others displaced.

Majority Recommendation
The second view prevailed by a majority of six to five. The Technical

Commission therefore recommended that no legal or economic reasons existed
to prevent the installation of the new machinery; that a subsidy fund should
be established, financed from a tax on matches and lighters; and that workers
who had been employed in the match industry for not less than five years
and who would be displaced by the effects of new machinery should have the
right to compensation.

For workers sixty years of age or older, the majority recommended that
compensation should be 75% of their 1950 rate of earnings for life; for
workers between fifty and sixty, it should be 75% of their 1950 rate of
earnings for twelve months; and for aU other displaced workers compensa-
tion should be a single sum equivalent to their earnings in the first six
months of 1950.
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The Minority Opinion

The minority views of the Technical Commission are interesting because
they reflect an approach to these problems which is very influential in Cuban
thinking. It is mainly concerned to avoid rather than to facilitate any readjust-
ments.

The minority agreed that the machinery should be admitted to Cuba and
installed in the new factory. But it proposed that, at the same time, production
quotas should be established for all existing factories and for the new one.

In order to benefit from the quota assigned to it, each factory should be
required to maintain in employment the same number of workers which had
been on the payroll on April 1, 1950. The new factory would have to employ
an "adequate number."

A factory which did not need as many workers as before could dismiss
some if it continued to pay them their avera'ge earnings of the first part of
1950 as long as they were unemployed.

The minority also suggested that small factories-which the investigation
had shown to be particularly inefficient-should be given the special protection
of a minimum quota; and that a fixed minimum selling price should be
established for the industry.

Finally, the Minority recommended that a Mechanization Subsidy Fund
should be established to assist the firms to continue the prescribed payment
to workers who had been dismissed; and that any new factories should pay
to this Fund a contribution equal to the total of the wages of displaced
workers.

5. The Economic Problem in Cuba

The "Master" Circle
This chapter has shown that Cuba enjoys a level of income and a standard

of living among the highest in Latin America and probably the highest of
any tropical country. However, the productive basis of this was mainly
established before 1925, in the upbuilding of the agricultural and industrial
phases of sugar-producing. Since then, the Cuban economy has made rela-
tively little progress. Cuban incomes have fluctuated with the world market
for sugar-affected strongly by trade cycles, tariffs and quotas, and wars-
but have shown little, if any, over-all tendency to advance. Instead of dynamic
development, there appears to have been stagnation.

At the same time, the Cuban economy suffers from a high degree of
instability. Every year there is a long "dead season" when most of the sugar
workers are unemployed and the most extensive capital equipment in the
country stands idle. This seasonal instability permeates the whole economy.
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Also, instabilities from booms and depressions and political crises in the
outside world quickly raise or lower Cuban economic fortunes. And new
problems raised by long-term trends both inside and outside Cuba-such as
protectionism in sugar-consuming countries, mechanization and population
growth in Cuba-are insistently demanding adjustments that require more
diversification, flexibility, and dynamism than the Cuban economy has shown
in recent years.

All this means both chronic and recurring unemployment and a high level
of economic insecurity which affects all groups in Cuba. One consequence
is to encourage a gambling spirit in economics, in contrast to a more
solid spirit of constructive enterprise. Another is to intensify the natural
"defensive" impulses of economic groups against new methods of production
which appear to offer competition or to threaten opportunities for jobs or
profits.

A stagnant and unstable economy with a high level of insecurity creates
resistance to improvements in productive efficiency. And yet improvements in
productive efficiency are the key to creating a more progressive, more stable
economy. This is one of the many vicious circles which have to broken
in order that Cuba may increase and diversify her production, have more
and steady employment and go on to the attainment of progressively higher
standards of living.

It is, in fact, the "master" circle of all the vicious circles that needs to
be attacked. With only a little exaggeration this can be called the economic
problem in Cuba. This will be discussed further in Chapter 42.



CHAPTER 4

Resources for Development

GENERAL CONCLUSIONS

Five Factors

Does Cuba have the resources necessary to achieve a real advance in
production and standards of living? Which of her resources can be used
more effectively? What resources are lacking or inadequately mobilized,
and what can be done to remedy this?

Many of the specialized chapters in this Report discuss the answers to
these questions in detail. Our purpose here is to make a rapid preliminary
survey of Cuba's present and potention position, under five headings:

1. Natural Resources

2. Labor
3. Capital
4. Management, Business Initiative, Technology

5. Institutional and Governmental FrameworA.

The last two may be described as the "organizing factors," the function
of which is to bring together natural resources, capital and labor in the
process of production and to maintain conditions conducive to production
and economic progress.

What Limits Cuba's Prospects

To state in advance certain general conclusions:

Many of Cuba's basic resources are far from being fully utilized. This
is true of natural resources, of labor, of installed capital and of potentially-
available capital.

This means that Cuba's economic advance is not at present restricted by
lack of available resources and that Cuba has great opportunities for eco-
nomic development.

It is chiefly deficiencies in the "organizing factors" mentioned above
which limit Cuba's prospects today. It is improvements in this field which
can have the greatest effect on Cuba's economic progress.

If-but only if-something can be done to remedy these deficiencies,
Cuba is probably in a better position than most countries of Latin America
to make economic progress.

67
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1. Natural Resources

Population Density

With an area of 114,524 square kilometers and a population of approxi-
mately 5.3 million, Cuba has a population density of 45 per square kilometer.
There are many countries with a lower man-land ratio than Cuba, among
them nearly all of the other Latin American countries; for example, Argen-
tina, 5.8 persons per square kilometer, Chile, 7.4, Mexico, 11.9. On the other
hand, Cuba is not to be classed among those under-developed countries where
land is a very scarce resource and pressure of population on the land consti-
tutes a grave social and economic problem. Cuba's population density is
much less than that of Puerto Rico (241.6 per square kilometer), or Java
(390), or Haiti (127.9), or Jamaica (116.2).2 1

Few countries too have so much good level land per person as Cuba;
Mexico actually has pressure on her good land.

Little more than half of Cuba's total land area is in farms. Of the total
area in farms it is estimated that nearly 60% is tillable, but that considerably
less than one-half of this is actually under cultivation.22

A Great Advantage

Two general characteristics of Cuba's land and climate, which offer great
economic advantages to Cuba, should be pointed out.

First, a high proportion of the land is flat and fertile. Second, most of
the crops best adapted to Cuba lend themselves rather well to labor-saving
by mechanization and other improved processes. This is true, for example,
of sugar cane, tobacco, corn, rice and such proposed crops as kenaf. Com-
pared, therefore, with tropical countries which depend mainly on coffee and
cocoa, Cuba is in a much more favorable position to develop high produc-
tivity per man in agriculture; and this is the fundamental basis for higher
income and living levels. This assumes, of course, an economy flexible and
dynamic enough so that new lines of production are developed to make use
of the labor saved by mechanization.

There are in Cuba none of the laboriously-terraced hillsides and other
evidences of crowding of the land seen in densely populated areas of the
Orient. On the contrary, the observer is impressed with the extensive rather
than intensive use of land and with the amount of land even in the more
heavily settled provinces which apparently could be brought into use rather
easily.

21 All density figures except that for Cuba wbich has been calculated on the basis of the 1950 populaton
estimate, are from the United Nations Statistical Yearbook, 1948.

m P. G. Minne.an, The Agricalt-re of C.ba, Foreign Agricultural Bulletin No. 2, U. S. Dept. of Agricul.
ture, Washington, D. C., December, 1942, pp. 15.16. For more detailed analysis of land use based on the
1946 Agricultural Census, see Chapter 5.
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F'avorable Location
Cuba's location is also an economic factor of no mean importance. 23 It

is closer than any other Latin American republic to the northeastern United
States-that is, to the largest market in the world and also the world's most
important source of capital. History and traditional ties of friendship rein-
force this geographic factor. This is shown most concretely by the fact that
Cuban goods enter the United States under preferential tariff rates-averag-
ing about 20% less than the rates applied on goods of other countries-
and United States goods entering Cuba receive similar tariff preference.

Cuba's location, her good natural harbors, and the fact that water trans-
port is much cheaper than land transport for moving bulk cargoes also
place it-economically speaking-quite close to Western Europe. Her posi-
tion on the trade routes north and south between the rest of Latin America,
the United States and Canada suggests possibilities for developing entrepot
trade, such as processing imported raw materials and foodstuffs from coun-
tries farther south and exporting the product to North America or Europe.

Nearness to the United States helps Cuba in other ways. In normal times
she has easy access to the goods and equipment she needs and to cheap fuel.

Advantages Under-utilized
It would seem that these locational advantages have not been fully utilized

up to now, except in the growth of the sugar industry. Also, certain internal
problems-notably those considered elsewhere in a discussion of port labor
-threaten partly to cancel these locational advantages.

Finally, as is shown in detail in a later chapter, Cuba's mineral resources
appear to offer considerable promise for development and deserve much more
attention than they have received hitherto.

2. Labor
Statistics

The number of persons economically active in Cuba-estimated at 32%
of the total population on the basis of the last census-was about 1,700,000
in 1950. We have already discussed occupational distribution in connection
with Cuba's general economic structure.

The proportion of the Cuban population within the productive ages, 14 to
64 inclusive, is 62.4% according to the census of 1943. This is about the
same as in other Latin American countries, but is somewhat less than the
corresponding figure for industrially advanced countries such as the United
States and Western Europe, where relatively fewer children are born but
more survive to maturity.

2" On th.s and other aspects of Cuba's geography see Geogrofi. de Caba, by Lens Marrero, La Habana, 1950.
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By comparison with such countries, therefore, Cuba, like other countries
of her economic and social type, suffers some small degree of handicap in
attaining high per capita levels of living, because her working population
has to support more dependents. 24

Unused Labor Supply

There is a large unused labor supply in Cuba. In the first place, as
previously mentioned, all the indications suggest a considerable chronic un-
employment which persists even in the busy season of the best years, though
there is no way to estimate its exact amount.

Second, any type of production which could arrange its maximum labor
requirements in the dead season from May to November, especially if it
could be located in or near the sugar centrales, would be able to draw upon
a tremendous supply of seasonally unemployed labor.

Third, women constituted only 10.3% of the gainfully empl6yed in Cuba
in 1943. This is considerably less than the percentage in some other Latin
American countries and in countries where industrial development and diver-
sification have reached high levels.2 5

There is no reason to suppose that Cuban women would not work as
willingly and as effectively as women in other countries if given the oppor-
tunity for remunerative employment.

No Shortage for Expansion

Fourth, most enterprises in Cuba-from the Government itself to the
small shops-are probably over-staffed. Current practices in job tenure and
the play of human factors such as family ties, friendship, sympathy, and
political rewards conspire to this end.

Fifth, and finally, mechanization and other labor-saving devices could
undoubtedly be adopted much more rapidly in Cuba if anything like a labor
shortage appeared. As we have seen, mechanization is already being hastened
by the "artificial" raising of wage levels through economic and political
bargaining power.

These five points make it clear that labor is one of Cuba's under-utilized
resources and that a very great agricultural and industrial expansion could
take place on the basis of the present working force without encountering
any general scarcity of labor.

An important advantage from this fact is that new production is possible
without reducing exports.

2' See Alhenes, op. cit., pp. 30-31.

25 Some percentages calculated from data in the Unted Nations St.tac. Yearbook. 1948, are: Brtl,
1940, 16%; Chile, 1940, 24%; Peru, 1940. 35%; U. S. A., 1940, 24%; United Kmugdom. 1931, 30%.
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Quality of Labor
Observations by members of the Mission and testimony from employers

lead us to conclude'that the quality of Cuban labor is good. Allowing for
such factors as climate, health and education, the average Cuban worker is
willing to work and able to learn-qualities which are necessary for high
levels of production per worker, and, hence, for high standards of living.

Unlike such countries as Mexico, the Central American Republics and
some South American countries with large Indi#i populations, Cuba has
very little purely subsistence agriculture. Rural Cubans of all social levels
and races, even in comparatively remote areas, are accustomed to the idea
of producing for a market or working for wages.

Repair and maintenance work at the ubiquitous sugar mills and, lately,
the increasing use of automobiles and tractors, have established some degree
of familiarity with machinery throughout the island and have led to a
fairly widespread development of mechanical skills.

Shortage of Craftsmen
Members of the Mission, however, did hear some complaints about a

shortage of good craftsmen, especially outside Habana Province.
A civic leader regarded this as one of the most serious aspects of the

labor situation. He said that the Cubanization law had driven back to Spain
many excellent technicians and craftsmen; and that apprenticeship has been
made so costly by wage requirements that it no longer pays to train new
people.

A merchant also remarked on the lack of good craftsmen and the loss of
incentive to learn skills, which has been caused by trade union insistence
on the same wage for everyone.

Obstacles to Improvement
From a survey of the educational situation in Cuba (see Chapter 18), it

seems obvious that the levels of skill in the Cuban labor force could be
considerably improved by a wider and more adequate system of primary
education as well as by increased opportunities for vocational preparation.

Furthermore, we have the impression that-with notable exceptions-
management in Cuba is devoting too little attention to personnel development
and training programs. Programs of training for supervisory personnel, in
particular, might be expected to pay good dividends. 2 6 The Government
could also encourage on-the-job training by allowing the cost of such
programs to be charged against earnings in computing tax payments.

But the most serious obstacles to raising Cuban productivity and living
levels, by using her labor resources more effectively, are the present state of

2s In one case of exceptionally good management-labor relations a significant role seems to have been
played by a broad educational program open to all employees-and also by active efforts to Improve the
sklls-including the leadership skills-of supervisors.
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labor-management relations and the administration of labor law, discussed
in Chapter 16.

3. Capital
"Heavily Capitalized"

"Cuba almost certainly is more heavily capitalized in relation to popu-
lation than any other Latin American country, and a fortiori, than any other
tropical country.2 7

This is one of the principal reasons for the relatively high productivity
of the Cuban worker and for the relatively high per capita income noted
earlier. The largest share of the industrial and agricultural capital is devoted
to sugar production, with public utilities and transportation next. A high
proportion of this capital represents foreign investment. Approximately 50%
of the capital in sugar is foreign owned, a higher percentage in utilities and
transport, and there is considerable foreign participation in banking and
insurance. Most of the foreign capital is American, with some British,
Canadian, Spanish, French and Dutch ownership.

In the 161 sugar centrales, in the excellent central highway, in the extensive
system of public and private railroads, in the harbor installations, in the cities
and their utilities, Cuba has the basis of exceptionally fine equipment for
modern economic activity and for further development. This is true even
though some of these capital assets-notably roads and railroads (see
Chapters 10 and 11)-have suffered seriously from under-maintenance.

Installed Capital Under-utilized

Cuba's resources of installed capital-like her natural resources and labor
resources-are under-utilized. It is an obvious waste for the sugar centrales
-with their power plants and other equipment, communications and trans-
portation systems and technical personnel-to be idle, except for making
repairs and improvements, during almost two-thirds of the year. Similarly,
the railroads, ports, and other capital installations are under-utilized most
of the time because their activity fluctuates according to the sugar rhythm.

Improvement in the average yearly utilization of these capital resources
could increase substantially the productivity of capital and labor in Cuba.
But whether such improvement is feasible depends, of course, upon finding
new types of production with a seasonal rhythm different from that of sugar.

Financial Resources

Of "fluid" capital-or, rather, the money funds and potential savings
which could be drawn upon to create new capital in agriculture, industry and
the basic utilities-Cuba also has substantial resources which are not at
present being utilized to the full.

27 Henry C. Wall.ch, Monet-ry Prubl-ss of nn Export Economy: Cnbnn Experience 1914-1947, Harvard
Economic Studies, Volume 88, Harvard University Press, 1950.
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Other chapters deal in detail with capital formation in Cuba, the capital
market, savings going into investment at home or flowing abroad, domestic
and foreign financial resources of banks and individuals, and the financial
position of the Government.

The general conclusion is that Cuba's economic development is not at
present being retarded by a general shortage of savings potentially convert-
ible into capital, nor is there immediate prospect for such a shortage.

The Basic Problem
The problem is to get Cuban money-instead of resting idle or going

abroad or going into a narrow range of investments at home-to back a
greater amount and variety of constructive new enterprises in Cuba. This
problem is analyzed in Chapter 25.

We estimate that in 1949 Cubans saved about 219 million pesos (about
12% of gross national products). Of this total they invested some 142 million
in Cuban industry, agriculture, and construction. Of the rest, over 40 million
went abroad. Another large part went to increase the idle balances of the
public. (See Chapter 24.)

The Banking System
The Cuban banking system is in a strong financial position, both with

respect to its domestic and international operations.
The recent establishment of the National Bank and the good reputation

which it has already acquired, together with the still more recent establish-
ment of the Agricultural and Industrial Credit Bank, have further improved
domestic financial facilities.

Government Finance
The Government's financial position was rather unsatisfactory until 1950,

and even now a sizeable floating debt-largely the result of long-continued
financial mismanagement-remains to be funded.

During 1950 there was a great improvement in tax administration and
in the handling of public funds. The Government was able to place an internal
loan without undue difficulty. The funded public debt amounted to less than
150,000,000 pesos as of September 30, 1950, of which 72,000,000 was
external and 77,000,000 internal.

The amount required to service the external and internal funded debt is
less than 5%o of annual Government revenues. Ninety percent of the external
public debt is held by Cubans, and the amount required to service it consti-
tutes less than 1% of the annual value of Cuban exports in the last few years.

Foreign Exchange

Cuba has enjoyed ample foreign exchange reserves and a remunerative
dollar market for her main crop in the last few years.
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Foreign Capital
Foreign corporations which have invested in Cuba took out 53 million

pesos of earnings in 1948. Their reinvestments and new foreign investments
in Cuba amounted to approximately 34 million pesos.

Cuba has exceptionally close relations with the capital market of the
United States, through extensive business and personal relationships. This
is a resource which should help future development if Cuba can establish
the proper conditions to attract new investment capital.

4. Business Initiative, Management, Technology

Functions Defined
In economic development, business initiative-whether in a man or organ-

ization-is necessary to bring together into a productive combination natural
resources, capital, labor and management. The man or group with business
initiative, called in technical language the "entrepreneur," has a new idea
for producing some product or service, has organizing ability, and is willing
to take a risk on something new in the hope of profit.

In an economy largely built on private enterprise, business initiative or
enterprise is the mainspring of progress.

The function of management is to plan and administer day-to-day opera-
tions. Technology-the knowledge and practices used in getting a job done
-is largely the responsibility of management.

As we have already noted, improvement of these and of the other organ-
izing factors-represented by the institutional and governmental framework
-is likely to have the most beneficial and permanent effects in Cuba.

A Preference for Commercial Activities
There are certain obstacles in Cuba, however, to stimulating economic

initiative, which were indicated to the Mission by well-informed Cubans.
These are ably expressed in the words of Mr. Wallich:

"Cuban businessmen have shown themselves capable of taking advan-
tage of their opportunities. Nevertheless, the habits of Cuban entre-
preneurs still show the traces of a colonial past and, to that extent, do
not greatly aid the development of a more progressive economy.
"For centuries, large-scale economic activities except sugar have been
commercial, not industrial. Today this predilection for comerrial
enterprise, which is characte r ar arl e pansh-born

gr_ er imui ocomriloeaintooeneLnxbor
troubles, an v the belief in its quic er and sa er returns.
"The Cuban investor shows the traditiona pre erence for real estate
over the anonymous and intangible participation in a corporation, an
attitude justified to some extent even today by the inadequate protec-
tion that the law extends to minority stockholders.
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"The industrialist, conscious of the limitations of his market and
accustomed to seeing high profit rates-even if only occasionally-in
the speculative sugar industry, often clings to a low-turnover-high-
profit philosophy of production, even for reasonably stable lines,
which, in turn, keeps prices high and further restricts the market.
"Other impediments to business expansion manifest themselves in the
reluctance of family enterprises to admit outsiders, in the unwilling-
ness of some foreign corporations to plow back their local profits,
and in the all-pervasive 'sugar mentality.' "28

Supply of Managers Inadequate
In supply and quality, Cuban managerial personnel probably compare

favorably with those of other tropical and Latin American countries. But,
in both respects, they are inadequate to achieve the higher productivity and
higher living levels to which Cuba can legitimately aspire.

Educational improvements are the most important means of augmenting
the supply of good managers, men with initiative, and technicians. The more
Cubans who receive a sound primary and secondary education, the greater
the likelihood that sufficient numbers will develop both the spark of initiative
and also the talent for capable management which are needed to make the
Cuban economy progressive and to keep it productive.

In our view, more courses on business administration-not centered
exclusively on accountancy, as seems to be the present tendency, but empha-
sizing personnel and financial management, marketing, etc.-at the Univer-
sities of Habana and of Oriente and other institutions would be a very con-
structive step in the interest of the Cuban economy. Improvements in the
facilities for vocational and technical education relating to agriculture,
.industry, economics, finance, and public administration would be of the
highest value in making the organization and use of Cuba's resources more
effective.

We have already suggested that Cuban businesses should give more atten-
tion to on-the-job training programs and that these should be designed not
merely to improve labor skills but also the skills of foremen and supervisors
and other managerial personnel.

Value of Imported Talent
Cuba also has exceptional opportunities to benefit from talent which

comes from abroad, usually in connection with foreign investments. This
applies to enterprise, management, and technical knowledge. Not only the
actual operations of this imported talent, but also-and even more important
-the demonstrations and training which it provides are extremely valuable
to Cuba. In our judgment they do much more to increase Cuban oppor-
tunities than they do to compete with Cubans.

28 Wallich, op. czt., Chapter 1.
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Strictly from the point of view of Cuba's own best interests, therefore,
we believe that Cuba should be very cautious about allowing any measures
of a nationalistic sort to impede this import of business and technical talent;
and that the laws governing foreign business and technical personnel should
be reviewed from this point of view (see Chapters 6 and 9).

Technology Not Appreciated

A mission of technical experts sent by the United States Government
during the War to help to increase Cuban production "was impressed with
the need for greater and more organized effort directed toward solving the
technical problems which face the several industries." The mission found
"a lack of appreciation of what trained engineering services can accomplish,
and a lack of understanding of the value of technical research in pointing
the way for improvements in processing, new processes, industrial expansion
and greater profits."

It also observed that industry in Cuba, particularly the sugar industry,
suffers "from a lack of properly trained engineers and, paradoxically, from
a lack of opportunities for engineers to accomplish all they are capable of.
The failure of Cuban industrialists and industrial managers to appreciate
and encourage engineers has resulted in stagnation in many plants."

A Pittance for Research

It appears that the great Cuban sugar industry-with gross sales of well
over $500,000,000 a year in recent years and a future clouded with uncer-
tainty-has been spending not much more than $50,000 a year on research
which might lead to increased efficiency and to the development of new
by-products. 2 9

This is about .01% of the industry's gross sales and means that it is
lagging far behind in one of the most significant trends of the times: the
vigorous pursuit of new methods and products through industrial research.

As an example of this trend, a recent survey by the National Association
of Manufacturers in the United States indicated that of the nearly 1,000
member companies replying to its questionnaire three-quarters were invest-
ing continuously in research and that their annual investment in research
amounted to an average of 1.6% of gross sales.30 A study by the National
Industrial Conference Board has reported that the median percentage of
gross sales spent on research by American industry falls between 1.5% and
2%.31 The need for research is discussed more fully in Chapter 9.

9 See Chapter 43, where attention is also called to the significant achievements of research in a field
directly competitive with Coba-sugar beet production.

r National Association of Manufacturers, Trends zn Industrzal Research and Patent Practices, Janoary
1948, p. 3.

al The Conference Board Business Record. March, 1947, p. 64.
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No less important than research to develop new techniques, is constant
effort to spread the knowledge of the best techniques already known. It
should not be forgotten that in Cuba the economic contribution of the small
enterprisers and managers, including -farmers and rural businessmen, is
extremely important. For this reason we attach great importance (see Chap-
ters 5 and 6) to the benefits to be derived from improved agricultural
extension work and from adult education generally, as well as from primary,
secondary and technical education. All these forms of education are neces-
sary to spread the understanding of modern scientific ideas-and their
applications in agriculture and industry-among the Cuban people.

5. The Institutional and Governmental Framework

Important Functions
The productivity of an economy is greatly affected by the institutional

framework, including the framework of law and administration provided by
government, within which economic activities go forward.

Basic utilities like public order, general education, specialized education,
a road network, the "rules of the game"-within which individual transac-
tions and group-bargaining take place-collection and distribution of impor-
tant types of economic information, and representation of Cuba's interests
abroad-all these are important economic functions for which Cubans look
primarily to their government.

Other functions-such as the operation of a banking and credit system,
the details of labor-management relations, and research and development in
agriculture and industry-in Cuba today are partly the responsibility of
government and partly of private and semipublic institutions, such as banks,
trade unions, associations of mill owners and of cane growers and so on.

The actual day-to-day operations of producing and marketing goods and
services are for the most part handled by private enterprise in Cuba, though
with a strong admixture of government regulation, or government-assisted
self-regulation, as in the very extensive controls over sugar production and
marketing exercised by the Sugar Stabilization Institute.

The Role of Governmrent

In the opinion of the Mission, these "organizing factors" are of the
utmost importance to Cuba's economic future. For this reason, many specific
recommendations in this connection are offered in this Report.

Two general suggestions, however, will be made here concerning the role
of government and the policy it should adopt toward the Cuban economy:



78 REPORT ON CUBA

1. Clear Lines Essential
We suggest that it is important for the Government to draw as clear a

line as possible between those economic matters which it proposes to control
or regulate and those which it proposes to leave to private business manage-
ment.

The Government should be most reluctant to intervene in matters of the
second category, except where an extraordinary national interest is involved.
For it is important to take as many uncertainties as possible out of the plans
of business.

It should permit private business to make either profits or losses in
accordance with the skill, foresight and luck of the management. Profits
are the necessary incentive to good business judgment and efficiency, while
losses are needed to weed out the inefficient.

Measures to encourage an active, expanding economy, with vigorous com-
petition, are the best means to ensure that exorbitant profits will not long
persist but will be passed along to other sectors of the economy, including
consumers and wage earners. With such measures, too, new and better
employment opportunities will grow and absorb workers displaced by the
failure of inefficient firms.

2. Increased Productivity
The Government should recognize-and emphasize from now on-that

better standards of living for the Cuban people mainly depend on increasing
production and on a higher productivity per worker.

Social legislation and wage-regulations adopted since the revolution of
1933 have done much for the Cuban worker. But further gains, if they are
to be substantial and permanent, must come not so much from further re-
distribution of the national income as from further increases in its total
amount; in other words, from an increase in national productivity.

The Government can- do much to encourage and assist the necessary
increase in productive efficiency. For example, such measures as the estab-
lishment of the National Bank and the new Agricultural and Industrial Credit
Bank and the recent improvements in financial administration are very help-
ful in this connection. Any improvements that can be introduced in pablic
education, public administration, road-building, agricultural extension serv-
ices, and many other fields of governmental responsibility will help to increase
the national capacity to produce. Such measures are in keeping with a policy
of economic development and in the best interests of the Cuban people as
a whole.

All the recommendations and technical suggestions offered throughout
this Report are directed towards the objective of greater productivity, for
productivity is the key to higher living standards for the Cuban people.
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CHAPTER 5

Agriculture

I. INTRODUCTION

Room for Development and Improvement

Agriculture is the basic industry of Cuba, and certainly the natural one.
The land is fertile, the climate favorable and markets are available. Except
for localized damage by an occasional hurricane, a general crop failure is
practically unknown in Cuba. It is not surprising, then, that development
of the nation's natural resources to date has centered largely upon agriculture.

This does not mean that the agricultural resources have even approached
full development. Predominance of sugar cane has unbalanced production
almost to the point of monoculture-not because there is too much cane, but
because there is not enough of other crops. In all phases of Cuban agri-
culture there is much room for technical improvement. Nor is the available
land yet fully utilized.

Fundamentally, the growth of Cuba's industry, transport and many other
activities must hinge upon still further agricultural development and diversi-
fication. Thus, in the words of a recent observer,' "Much depends upon the
degree of imagination which the Cuban people can bring to the task of finding
and developing new products from their natural resources."

II. RESOURCES

1. Climate
Temperature

Although Cuba lies just south of the Tropic of Cancer, the tempering
effects upon the narrow island of the prevailing winds and of the ocean give
it a semitropical climate, suitable for most tropical and some temperate crops.

Temperature fluctuations are slight; the extreme range is perhaps from a
low of 450 F. in January or February to almost 1000 in summer,2 but such
conditions are rare. Over a recorded 10-year period the average annual mean
temperature was found to be 75.8° F., with average seasonal lows and highs
ranging from 67.8° to 85.60 (Table 11).

Rainfall
Rainfall is normally thought to be sufficient for agricultural needs, al-

though seasonal. Average precipitation in Cuba in a 24-year period has been
given2 as 54.9 inches per year, distributed by months as shown in Table 12.

1 Nelson, op. cit.
2 Minneman, op. ca. This publication has been drawn upon freely to supplement the basic material in

the agricultural portions of the present report, and the reader is referred to it for greater detail if desired.
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The rainy season usually extends from about the middle of May through
October, the heaviest rainfall coming in June and September. Approximately
three fourths of the annual total falls in the six summer months of the rainy
season.

TABLE 11

AVERAGE ANNUAL AND SEASONAL TEMPERATURES OF CUBA

Temperatures a

High LoW Mean
Degrees F. Degrees F. Degrees F.

Annual average 80.2 71.4 75.8

Spring . , 82.8 68.2 75.8
Summer 85.6 73.0 79.3

Autumn 85.3 67.8 76.6

Winter 82.4 66.0 74.2

a Based on recordings of a 10-year period.
SOURCE: Official recordings.

TABLE 12

CUBA: AVERAGE PLAINFALL BY MONTBs

Rainfall
Month (inches)

January . 1.9
February . 1.6
March 2.0
April 2.8

May 6.9

June 8.3

July 5.6
August 5.7

September 7.8

October 7.0

November 3.3

December 2.0

Annual 54.9

SOUcE: P. G. Misccan, The Agr=c.Zt-re of Cab., Foreign Bulletin No. 2, 1942, p. 9.

The rainfall is fairly well distributed throughout the island (Table 13)
varying from about 35-75 inches from place to place. It tends to be heavier
on the north coast than on the south, and still heavier in the interior. The
western end of the island usually receives somewhat more than the eastern end.

Cuba lies in a hurricane belt, and must be alerted frequently. Those
hurricanes which strike the island are occasionally severe, and since they
occur from July to October they may damage crops. Fortunately, however, a
great many of them pass harmlessly to the north or south of Cuba.



TABLE 13

INCHES OF RAINFALL IN CUBA, BY PROVINCES, 1946-49

Tutal

Year and Provaice Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec. for year

1949
Pinar del Rio. 0.03 0.36 1.03 2.85 5.60 10.23 5.18 5.11 11.12 3.89 3.66 1.28 50.34
Habana 0.07 0.28 1.32 4.01 3.47 10.92 6.07 8.51 7.32 4.29 1.25 1.84 49.35
Matanzas 0.00 0.21 0.93 4.94 5.68 11.19 6.80 7.97 7.97 4.74 1.85 0.65 52.93
Las Villas 0.19 0.09 1.01 3.55 6.79 10.79 6.77 6.45 6.95 4.79 3.69 1.15 52.22
Camaguey 0.26 0.35 1.35 2.39 9.62 10.11 5.80 6.39 6.78 5.22 2.92 1.60 52.79
Oriente 0.15 0.20 2.59 2.01 9.63 4.31 3.93 6.10 5.41 5.39 4.94 1.90 46.56

Average 0.15 0.23 1.52 3.02 7.58 8.85 5.58 6.61 6.85 4.90 3.34 1.45 50.08
1948

Pinar del Rio 3.01 0.16 1.75 3.01 6.80 5.21 6.51 10.53 11.17 7.19 1.65 2.21 59.20
Habana 2.35 0.06 0.39 4.34 6.28 7.74 7.92 7.71 12.02 9.37 0.88 1.73 60.79
Matanzas 2.03 0.01 0.37 3.20 7.74 8.50 9.70 8.16 11.66 10.68 0.90 0.35 63.30
Las Villas 1.94 0.14 0.25 4.79 9.12 8.06 8.87 7.76 19.91 10.05 1.57 0.76 73.22
Camaguey 1.37 0.14 0.40 4.53 12.61 7.16 7.54 7.35 15.45 9.56 1.56 0.44 68.11
Oriente 2.16 0.61 0.52 5.38 7.70 11.29 4.41 4.20 9.66 5.93 2.03 0.90 54.79

Average 1.99 0.24 0.48 4.54 8.93 8.59 7.21 6.90 13.69 8.65 1.54 0.86 63.62
1947

Pinar del Rio 1.03 1.29 2.60 1.91 9.49 12.60 8.22 4.67 8.07 11.57 5.32 1.43 68.20
Habana 0.89 1.14 4.13 3.64 8.45 10.09 6.82 8.22 11.51 9.75 5.16 0.50 70.30
Matanzas 0.58 1.27 2.84 4.13 8.03 10.91 9.60 8.62 11.75 7.87 4.00 1.12 70.72
Las Villas . 1.01 2.75 1.61 3.50 7.44 15.55 8.51 7.23 17.53 6.29 3.53 0.61 75.56
Camaguey 0.85 1.73 2.42 2.43 7.46 12.30 6.93 5.96 12.34 5.13 3.47 0.41 61.43
Oriente 1.37 2.16 1.09 2.72 4.88 5.92 4.07 3.99 8.68 4.55 1.50 1.61 42.54

Average 1.01 1.92 2.12 3.04 7.05 10.88 6.90 6.18 12.03 6.41 3.30 0.95 61.79
1946

Pinar del Rio 0.73 1.44 0.76 1.34 6.03 8.98 3.88 7.40 6.65 7.00 1.22 3.14 48.57
Habana 0.59 1.88 1.55 3.60 6.99 7.85 5.37 6.89 6.98 5.33 2.05 2.72 51.80
Matanzas 0.47 1.36 1.88 2.00 13.41 10.22 7.96 9.34 9.12 4.65 0.97 4.06 65.44
Las Villas 0.94 1.38 1.50 1.75 9.95 9.18 6.01 8.45 8.65 8.50 1.50 4.57 62.38
Camaguey 1.26 0.53 2.54 2.05 10.68 8.03 4.87 6.87 6.47 9.26 1.09 3.15 56.80
Oriente 1.09 0.73 2.18 3.44 7.87 5.59 2.87 3.75 5.59 4.75 4.69 1.82 44.37

Average 0.95 1.06 1.92 2.47 9.42 7.92 4.94 6.70 7.09 6.76 2.24 3.16 54.63
SouRCE. Asoczaczon Nactonal de Hacendados de Cuba.



TABLE 14
INCHES OF RAINFALL AT SPECIFIED LOCATIONS BY MONTIIS IN ORIENTE PROVINCE, CUBA, 1949

TotalLocation Jan. Feb. Mar. Apr. May June Jutly Aug. Sept. Oct. Nov. Dec. for year

Altagracia 0.00 0.43 2.63 1.19 6.45 5.75 3.80 7.15 10.50 3.35 6.10 2.30 49.65Alto Cedro 0.00 0.00 2.65 2.00 9.65 5.55 5.45 5.40 3.00 2.15 4.55 3.20 43.60Baguanos 0.08 0.33 0.52 1.57 9.01 2.02 2.31 4.19 3.17 2.60 4.89 2.52 33.21Baltony 0.00 0.10 4.03 3.02 11.81 4.41 4.00 5.67 3.98 7.71 6.16 1.13 52.02Borjita 0.00 0.27 6.92 2.93 10.70 4.28 6.20 10.05 4.72 6.84 2.91 1.16 56.98Boston 1.14 0.82 1.11 0.43 12.92 0.66 1.96 3.18 3.18 4.00 9.53 5.22 44.15Cacocum 0.07 0,00 2.30 3.15 15.16 2.46 6.76 4.74 2.80 2.85 2.92 1.91 45.12Cape Cruz 0.04 0.27 1.20 1.05 8.09 2.47 5.37 7.23 5.60 4.76 5.81 0.30 42.19Cupey 0.00 0.00 3.80 0.00 10.75 9.35 7.65 1.65 8.75 2.50 1.65 2.50 48.60Estrada Palma 0.00 0.00 6.80 3.00 17.06 11.70 7.85 9.29 8.74 5.79 7.76 0.00 77.99Hatillo 0.00 0.00 3.12 0.30 4.65 2.10 2.20 9.42 6.74 5.23 3.27 0.00 37.03Isabel "B" 0.00 0.20 3.00 2.52 8.95 5.91 5.06 7.13 6.29 3.03 3.86 1.93 47.88Isabel "G" 0.00 0.00 3.35 3.27 9.21 3.60 1.98 5.17 6.68 10.69 4.29 0.54 48.78Jobabo . 0.00 0.00 0.25 4.20 7.30 10.35 3.20 6.15 6.80 2.40 5.15 1.25 47.05Los Canos 0.00 0.00 0.75 0.52 4.25 1.58 1.26 4.97 3.91 10.82 2.42 1.37 31.85Manati 0.38 0.09 1.00 1.97 8.84 8.31 4.19 6.35 5.98 1.49 10.03 3.42 52.05Miranda 0.07 0.00 2.25 2.85 11.50 5.91 5.86 7.89 6.13 5.03 3.60 2.29 53.38Niguero 0.00 0.09 2.67 3.03 12.62 3.23 4.91 6.17 6.31 7.64 4.82 1.97 53.46Palma 0.00 0.15 3.42 0.65 9.60 3.24 4.52 10.55 10.11 3.39 3.49 0.75 49.87Preston 0.76 0.57 2.55 0.91 10.19 1.70 2.44 4.34 3.31 5.31 7.45 5.51 45.04Rio Canto 0.00 0.00 2.09 6.30 18.18 10.47 4.33 7.20 7.13 8.74 0.00 0.00 64.44Romalie 0.00 0.00 1.41 2.80 7.90 2.83 1.20 6.75 6.95 9.30 3.89 0.37 43.40Salvador 0.00 0.00 5.02 2.00 7.95 4.63 6.70 6.38 3.00 3.75 1.50 1.50 42.43San Antonio 0.00 0.00 0.79 3.33 9.01 2.82 2.12 4.38 6.47 11.62 3.73 0.63 44.90San German 0.01 0.03 2.03 1.60 10.61 2.73 4.56 5.36 3.32 0.97 6.79 1.17 39.18Santa Ana 0.00 0.87 4.70 1.86 10.79 3.69 4.25 9.62 5.07 2.82 2.70 0.53 46.90Santa Cecilia 0.00 0.00 0.78 0.29 2.31 3.52 2.32 4.65 4.06 10.07 2.62 0.76 31.38Santa Lucia 0.25 0.38 1.04 0.94 7.02 1.67 1.78 3.46 2.73 3.09 12.64 4.28 39.28Soledad 0.00 0.00 4.05 3.95 5.00 3.38 3.55 6.38 4.79 7.55 6.09 1.37 46.11Tacajo 0.50 1.23 0.49 1.03 15.50 1.85 3.31 3.61 3.64 4.47 5.61 3.11 44.35Tanamo 1.38 0.56 2.79 0.19 9.03 1.40 1.08 2.12 2.53 7.18 9.89 6.78 44.93Union 0.00 0.06 3.20 1.60 6.04 4.13 3.71 8.47 6.78 5.32 1.79 1.07 42.17Average 0.15 0.20 2.59 2.01 9.63 4.31 3.93 6.10 5.41 5.39 4.94 1.90 46.56
SOURCE: A4eczaczin Nacional de Hacendados de Cuba.
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2. Land

SOILS3

Wide Variations

The island of Cuba exhibits wide variations in soil types, with friable clays
and sandy clays predominating. Comparatively speaking, the soils appear
to be fairly fertile, although in the absence of much-needed analytical studies
adequate support for such a generalization is lacking. Under good farm
management, yields of suitable crops have shown satisfactory volume. Experi-
ments, however, in artificial fertilization demonstrate sizeable increases, and
true yields in terms of nutritive value (ofteii influenced by trace elements)
have yet to be determined.

The Clay Soils

In the middle and eastern part of the island the soils are distinguished by
their high content of clay, of both the extremely friable and extremely plastic
kinds. Within this region are vast areas whose soils have a clay content of
more than 75% and in some cases over 90%. It may be noted, for com-
parison, that soils of the United States rarely exceed 65% in clay content.

One of the most productive soil types found in this region is the Matanzas
red clay, the characteristic color of which is caused by its relatively high
content of iron oxide. In occurrence it is generally deep, in places exceeding
25 feet, and underlain with limestone rock. This remarkable soil type, despite
its very high clay content, may be cultivated soon after heavy rains because
it is so permeable that it absorbs and rapidly disperses water.

Another soil type of this section of Cuba has quite different characteristics.
This is the reddish-brown and yellowish clay which is found primarily in the
eastern part of the island. An extremely plastic clay, it is sticky when wet,
and upon drying shrinks, cracks, and becomes very hard. In general, this
soil is similar to the Matanzas red clay only in that it is a deep clay soil
with underlying limestone rock.

Other Soils

Between these extremes of friable and non-friable soils are found others
of black and gray colors which have intermediate physical characteristics.
Some have large proportions of organic matter, while others contain salts
in appreciable quantities. Because of poor drainage, caused by impermeable
clay subsoils, some of them are difficult to work during the rainy season.

a For addiional technical description of Cuban sO-'s, the reader is referred to the following publications
from which are taken some of the data condensed here:

Bennett, Hugh H., and Alhson, Robert V., The Soils of Cuba, Tropical Plant Research Foundation,
Washlngton, D. C., 1928.

Minneman, op. czt.
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Of the many types of sandy soil, the most important are those of the
savannas in central Cuba. The sandy soils of western Cuba and of the Isle
of Pines contain a high proportion of quartz sand and relatively little clay.
Usually the sandy soils are well drained but are deficient in humus and lime,
and are lower in soil fertility than are the clay soils.

In the swamp regions of the low coastal areas and small islands the soils
are generally water-soaked clays, and frequently contain large areas of peat,
muck, and marl. The mountainous regions, particularly in eastern and western
Cuba, contain soils which tend to be very thin and of a stony nature. Often
these soils are unsuited for cultivation except in the alluvial accumulations
of the narrow valleys.

LAND UTILIZATION

Areas Under Cultivation
Cuba contains a total land area of 11,452,400 hectares, of which a 1945

analysis indicated 79.3% or 9,077,100 hectares included in farms distributed
as shown in Table 15. The proportion of land in farms varied from a high
of 95%o of the total land area in Las Villas Province to a low of 70.9% in
Oriente.

Of this total farm area, 1,970,404 hectares or 21.7% was under cultivation
in 1945. Matanzas Province reported the greatest proportion of cultivated
land-32%-while in Pinar del Rio the figure was only 15.2%.

Total pasture land, including both natural and seeded pastures, accounted
for 3,897,217 hectares or 42.9% of the farm area. This figure may be higher
than warranted, however, because of the practice of listing as "pasture" any
land which was idle or fallow. All of the provinces reported a high percentage
of pastures, varying from 48% in Camaguey to 34.5% in Habana. The three
eastern provinces of Cuba, Las Villas, Camaguey and Oriente contain over
three fourths of the grazing land.

Wooded farm land represents 1,265,698 hectares or 13.9% of the total
area. This area includes all farm woodland without any consideration of age,
size or condition of timber stands. In the Habana Province the timber area
appears to account for nearly one-quarter of the farm area, but 85.4% of
its wooded area is on the Isle of Pines.

Unproductive and Idle Land
Maribu (Dichrostachys nutans) has now covered 268,152 hectares or 3%

of the farm area of Cuba. This plant is causing much trouble in the pasture
lands of certain areas, where it grows into dense thickets which shade out
the grass. The plant is reported throughout all the provinces, but Pinar del
Rio and Las Villas are more heavily infested. Cuban farmers are hoping
for an economical method by which this pest can be brought under control.
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TABLE 15

CUBAN LAND IN FARMS, BY PROVINCES, 1945

Land n Farms

Total Average
land Culti- Other Number size of

Province area Total vated Pasture Woods Marbi uses a Idle b of farms farms

per- per. per- per- per. per. hec-
hectares hectares cent cent cent cent cent cent number tares

Pinar
del Rio 1,350,000 968,853 15.2 44.5 20.3 4.8 14.9 0.3 23,030 42.1

Habana 822,100 659,225 23.5 34.5 22.8 1.6 17.3 0.3 14,272 46.2

Matanzas 844,400 654,314 32.0 46.5 5.7 1.7 13.6 0.5 12,486 52.4

Las Villas 2,141,100 2,033,191 20.4 43.9 10.4 4.1 20.7 0.5 40,182 50.6

Camaguey 2,634,600 2,164,875 16.3 48.1 11.0 3.2 21.2 0.2 18,541 116.8

Oriente 3,660,200 2,596,628 26.6 38.5 16.7 1.8 16.3 0.1 51,447 50.5

TOTAL 11,452.400 9,077,086 21.7 42.9 13.9 3.0 18.2 0.3 159,958 56.7

a Includes roads, buildings, and unproductive land.
b Farms not cultivated.
SOURCE: Cuban Agricultural Census, 1946.

Of the total land in farms, 18.2% or 1,650,405 hectares represent roads,
ditches, buildings and unproductive land. While much of this is considered
wasteland, the Mission believes that a large proportion could become pro.
ductive if put to its best economic use.

Land which the census classified as idle accounted for 25,210 hectares
or 0.3% of the farm area. This represents land which was not being used
for agricultural purposes at the time the census was taken and which had
been idle for the previous year.

It is estimated that, of the total land in farms in Cuba, nearly 60% is
tillable. At the present time slightly over one third of this is under cultivation.

SIZE OF FARMS

Cuba, by official records, contained 159,958 farms in 1945, with an average
individual farm area of 56.7 hectares (Table 16). The number of farms
varied from 51,447 in Oriente Province to 12,486 in Matanzas. Average size
per farm ranged from 116.8 hectares in Camaguey to 42.1 hectares in Pinar
del Rio. Habana Province reported 14,272 farms with an average area of
46.2 hectares, but if the Isle of Pines is excluded this average drops to 29.7
hectares since the average size of farm found on the Isle of Pines is 767.4
hectares.

Of the total number of farms, over one third were smaller than 10 hectares
in size and approximately 70% had less than 25 hectares. About 45% had
from 10 to 49.9 hectares. Only about 1.5% of the farms were of 500 hectares
or more.
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Of the total farm area, on the other hand, 47% was included in farms of
500 hectares or more. About 24%o of the farm land was in farms of 100 to
499.9 hectares, 18% in farms of 25 to 99.9 hectares, and 11% in farms
less than 25 hectares.

TABLE 16

CUBAN FARMS BY SIZE GROUPS, 1945

Number of Percentage Total area Percentage
Size Group farms of farms farms of area

hectares number percent 1,000 hectares percent

0.4 and less 1,148 0.7 0.3 a
0.5- 0.9 1,877 1.2 1.4 a
1.0- 4.9 29,170 18.2 84.4 0.9
5.0- 9.9 30,305 19.0 210.7 2.3

10.0- 24.9 48,778 30.5 725.1 8.0
25.0- 49.9 23,901 15.0 789.7 8.7
50.0- 74.9 8,157 5.1 488.6 5.4
75.0- 99.9 3,853 2.4 329.7 3.6

100.0- 499.9 10,433 6.5 2,193.6 24.1
500.0- 999.9 1,442 0.9 992.5 10.9

1000.0-4999.0 780 0.5 1,443.5 16.0
5000.0 and over 114 a 1,817.6 20.1

TOTAL 159,958 100.0 9,077.1 100.0

a Less than 0.1 percent.
Souacz: Compiled from Cuban Agricultural Census, 1946.

FARM CROP SPECIALIZATION

One-crop Tendency

The agriculture of Cuba is characterized by the great extent to which
individual farms are dedicated to one crop. This is seen not only in the case
of sugar growers, but equally in such examples as the tobacco farms, cattle
ranches and coffee plantations.

The principal crop-sugar cane-was grown on 26.6%7 of all the farms in
1945; but, as shown in Table 17, for only 18.2% of the total number of
farms was it the major source of income. Cane production utilized about
56% of the cultivated farm acreage, which was distributed throughout the
island but somewhat concentrated in the central and eastern regions.

Tobacco

Tobacco, the second most important crop, was reported grown on 21.5%
of the farms but served as the primary source of income on 14.2%. Only
3.4% of the cultivated farm area is planted in tobacco.
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4~~~~~~~~~~~~~~~~~~~~~~~
Cattle 4

The large cattle ranches are more heavily concentrated in the eastern
re-ion, especially in Camaguey and Oriente Provinces. Although approxi-
mately 75% of the farms possessed some cattle in 1945, only 18% realized
the major shares of their farm income from livestock and livestock products.
The high percentage of farms reporting cattle is understandable, since oxen
serve as the work animals on most of the small farms.

TABLE 17

CUBAN FARMS CLASSIFIED ACCORDING TO PRINCIPAL SOURCE OF INCOME, 1945

Proportion of Proportion
Principal source income from Number of of total
of farm income Total income principal crop farms farms

Sugar cane $153,345,413 86.6% 29,121 18.2%

Livestock and livestock
products 68.220,720 82.0 28,836 18.0

Tobacco 40,755,323 75.9 22,750 14.2

Cereal and legume crops 21,272,941 63.8 26,828 16.8

Vegetables 16,486,010 61.4 16,969 10.6

Coffee 10,472,608 75.6 9.331 5.8

Fruit (tree) 4,137,084 70.6 4,758 3.0

Forest products 1,608,372 79.3 857 0.6

Other crops a 15,386,771 73.9 11,394 7.1

No income 9,114 5.7

Total $331,885,242 - % 159,958 100.0%

a Includes cocoa, henequen, peanuts, melons, pineapples, bananas and plantains.
SOIRCE: Compiled from Cuban Agricultural Census, 1946.

Cereals and Legumes
Farms reporting cereals and legume crops as the principal source of

income represented 16.8%o of the farms. Corn production is widely dis-
tributed throughout Cuba, as much of the crop is produced on small plots
for home consumption; Oriente Province produces about 75% of the com-
mercial corn crop.

Rice was grown on 18.4% of the farms in 1945, but it accounted for
only about 3% of the cultivated area. Moreover, the areas cultivated aver-
aged only about five acres per farm. There are relatively few Cuban farms
that produce rice as the principal cash crop. Almost 50% of the rice pro-
duction is in the southern parts of Matanzas and Las Villas Provinces,
although Habana, Pinar del Rio, and Oriente also contain important pro-
ductive regions.

4 This subject is discussed in detail in Chapter 45, Livestock Mcat and Dairy Products.
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Vegetables
Vegetables are grown on a commercial basis chiefly in central and western

Cuba, especially in Las Villas, Habana, Pinar del Rio, and certain areas of
Matanzas Province. Of the total farms of Cuba, 10.6% reported that they
derived their principal source of income from vegetables. The most important
of these crops are tomatoes, lima beans, eggplant, okra, cucumbers, sweet
potatoes, yams, malanga and onions. Some cabbage, lettuce and potatoes
also are produced.

Coffee

Coffee is grown almost entirely in the mountainous regions of Oriente
Province, although some is produced in the southern part of Las Villas near
Cienfuegos and a little in Pinar del Rio Province. Coffee is grown on 11.4%o
of Cuban farms but is the principal cash crop for only 5.8% and accounts
for only 4.5,% of the cultivated farm area.

FARM OWNERSHIP AND OPERATION

Degree of Concentration

According to the 1946 census, about 30% of the total number of farms
representing 32%o of the farm area are owner-operated (see Table 18), while
about 6%o of the farms, representing one fourth of the farm area, are run
by hired farm administrators. Over half the farmers rent their farms, on
either a cash-rent or share-crop basis, but less than 40% of the farm area
is accounted for by this group. Finally, some 9% of the farms and about
3%7 of the farm area are held by squatters who, without legal title to the
land, have taken possession of it irrespective of owne,ship.

The degree of concentration of land ownership is most clearly revealed
by the fact that farms of less than 25 hectares constitute 70% of all farm
units but occupy only 11% of the total area, while the 894 farm units with
holdings of more than 1,000 hectares occupy 36% of the entire farm land.

Average Size

The average sizes of farms handled by various types of farm operators is
as follows: administrators. 316 hoctares; owners, 60.6 hectares; renters, 58.9
hectares; sub-renters, 30.8 hectares; sharecroppers, 16.7; squatters, 17.8
hectares; and other types of farm operators, 35.9 hectares. The average size
of farm for all types of operators is 56.7 hectares.

Ownier-operated farms cultivate only 16.2% of their acreage, with 50.1%
in pasture. The farms operated by administrators contain 43.7% pasture
land and cultivate only 14.9% of the farm acreage. Sharecroppers, renters,
and sub-renters, on the other hand, cultivate a high proportion of their farm
acreages (40.7%, 28.3%, and 36.8%, respectively), and this group contains
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TABLE 18

TYPES OF FARM OPERATORS IN CUBA, 1945

Farms Total Area
Type of Operator Number Percent Hectares Percent

Owners 48,792 30.5 2,958,694.5 32.4,
Administrators 7,342 5.8 2.320,444.7 25.6
Renters 46,048 28.8 2,713,929.7 30.0
Sub-renters 6,987 4.4 215,215.5 2.4
Sharecroppers 33,064 20.7 552,078.9 6.1
Squatters 13,718 8.6 244,588.8 2.7
Other 2,007 1.2 72,134.2 0.8

Total 159,958 100.0 9,077,086.3 100.0

SouucE: Compiled from Cuban Agricultural Census, 1946.

the smallest farm woodland acreages. Farms operated by squatters contain
31.22% woodland, while 21.1% of their acreage is under cultivation.

The type of ownership is far from uniform throughout the island. In the
tobacco growing areas of the province of Pinar del Rio, more than half the
farm units are operated by sharecroppers. In Oriente Province more than
a fifth of farms are run by squatters. Large owner-operators and managers
predominate in the cattle areas of Camaguey, while cash tenancy is most
common in Habana, Matanzas and Las Villas Provinces.

TRENDS IN LAND TENURE

Concentration of Ownership

Even a cursory examination of the census information indicates that
concentration of land ownership is great and that tenancy, while less prevalent
than in many other areas of Latin America, is high by comparison with
Western Europe and parts of the United States.

The problem of the best use and distribution of land has occupied Cuban
attention for many years. The relatively low percentage of owner-operators
-less than one-third of all farm units-is the result of a long and complex
historical process, in which Nelson5 distinguishes four clear phases follow-
ing the breakup of the haciendas comuneras6 in the Eighteenth Century.

(1) The expansion of sugar production through multiplication of the
number of small mills, 1790-1870.

(2) The rise of the large landed sugar estate, 1870-1895.
(3) The large landholding system in full flower, 1900-1925, transform-

ing Cuba into an agricultural wage economy under industrial
management.

GNelson, op. cit.
6A form of communS property.
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(4) The stagnation of the sugar industry and restriction of the large
estates from 1933 to thedpresent time.

Prior to the rise of the big sugar estates, there was a system of land
tenure in which the farms were largely owner-operated, and the farmer could
sell his cane on a competitive basis to the mill that offered the highest price.

'With the advent of the bigger and more efficient sugar mills, the surround-
ing land was collected into large parcels. Ownership came to rest in the
hands of relatively few companies and individuals, many of them foreign.
Increasingly, farm owner-operators sold or otherwise lost title to the land
and "became tied by a triple bond to the mill: they were dependent upon
it for land to rent, for the milling of the cane and for credit."7

The great sugar depression (1925-1941) halted and reversed the growth
of sugar estates. This, in part, was a result of various government measures,
of which the Sugar Stabilization Law and certain provisions of the 1940
Constitution are perhaps of most significance.

The Colonos
Under one provision of the Sugar Stabilization Law, a colono cannot be

evicted from rented land so long as he continues to produce his quota of cane.
Today, consequently, the Cuban tenant colono enjoys many rights of land
tenure normally associated only with actual ownership, but without most of
the obligations that usually go with it. Nevertheless, the system does not
seem to inspire any greater care or long-term improvement of the land than
do other forms of tenancy. Recent studies indicate that in Cuba, as in other
parts of the world, real ownership leads to more efficient farm practice and
to a higher standard of living than is achieved by any other type of land
operation.

The Big Estates

As for the fate of the big sugar estate itself, the Constitution of 1940
contains provisions which-if fully implemented-would prescribe the maxi-
mum amount of land that each person or entity can have. It also calls for
measures tending to limit foreign ownership of land, and favors its restoration
to Cubans.

At the time when the Sugar Stabilization Law was enacted and the Con-
stitution approved, the Cuban sugar industry was still in the throes of a long
depression. Popular emphasis was placed upon stopping the further con-
centration of land-ownership, stabilizing the position of the various groups of
sugar producers, and limiting the ownership of land by foreign corporations.
The question of whether the various land-distribution schlemes were econom-
ically desirable did not receive sufficient factual study.

I See footnote No. 3.
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Importance of Economic Aspects
While these economic aspects are not necessarily the decisive element

in arriving at an intelligent land policy for Cuba, they deserve heavy
emphasis if the country is to develop and diversify. They seem to call for
much greater recognition of the following facts:

(1) Only with optimum-scale units of production can the advantages of
of modern farming techniques be gained to the fullest extent. The
optimum size of farm varies from medium to large (seldom very
small) depending upon the crops selected.

(2) Actually, excessive land partition raises as many problems as does
excessive concentration, because it may lead to a drop in national
production. If simple subdivision of the land were the solution,
Haiti would presumably be the leading Caribbean cduntry in per
capita income at this time.

(3) Any change in the Cuban land ownership pattern must fail in its
objective unless accompanied by improvement in the educational level
and technical competence of farmers, the marketing and credit facili-
ties available to them, and the degree of cooperative action possible
among, them.

Further Study Needed
In view of these considerations, the Mission does not propose specific land-

distribution measures at this time. In fact, it urges caution and an adequate
objective, factual study before such measures are contemplated. While it is
clear that an increase in the number of owner-operated farms is desirable, it
would indeed be short-sighted not to learn from the serious mistakes already
made in some other countries and even at home.8

There is also a continuing need to study methods for putting into use idle
lands which are now held unproductively in some of the sugar and cattle
regions of the island. In this it should be kept in mind that Cuba's loss through
idle land is measured by the potentials of the land and is not related to
nationality of ownership.

The Mission believes that the new Agricultural and Industrial Credit Bank,
in collaboration with the National Bank, can for the first time examine these
problems objectively.

Problem of Squatters

The Cuban Government is at present considering a proposal under which
it would buy land now occupied by squatters-when the legal owners are

8 Aluch can be learned from the mistakes and lack of follow-through to be seen in the Cuban Govern.
nnent's land distribution project at "Ventab de Casanova" in Oriente Province.
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willing to sell-and would grant full title to those squatters who prove their
agricultural competence over a five-year period.

The Mission believes that, with the addition of three provisions, this pro-
posal has merit as a first step in solving the potentially serious problem of
squatters throughout the island.

First, in order to free the program from undue political pressure, it is
suggested that its supervision be placed under the Agricultural and Industrial
Credit Bank.

Second, it is felt that the squatters should in no case be given the land
as an outright gift, but should pay a moderate annual sum toward its purchase,
over a period of years, at some predetermined price.

Third, the squatters should be assisted to learn more efficient practices.

I1. PROBLEMS

1. Diversification
Need Acute

The Republic has long been awake to the need for a more balanced agri-
cultural production. Periodically the problem is accentuated by an unexpected
turn of events in sugar, wartime shortages of other products, hindrance to
specific development programs, and the rest of the maladies to which a nation
is inevitably subject when its eggs are all-or mainly-in one basket. The
word diversification, if not the act, has been popular in Cuba for three decades.

While some progress has been achieved, the situation is still acute. Indeed,
there have been recent periods of sugar prosperity in which Cuban agricul-
tural diversification actually appeared to regress, as happened during World
War II-despite general shortages which should have encouraged its progress.
It will be valuable, therefore, to examine the reasons why neither the normal
economic pressures, nor even peremptory legislative orders, have succeeded
in bringing about crop diversification with the speed desired.

Ten Impediments
The Mission observes ten major factors in the Cuban scene the influence

of which is contrary to the avowed goal of a more balanced agricultural
production:

(1) History

Cuba grew rich as the sugar plantation for the world-at least until
altered world conditions revealed that this could not last forever. And
again, in its 1939-1948 recovery, by increasing per capita real income
no less than one-third, sugar showed spectacularly what it could do.
Through such processes, attitudes of mind, as well as acres of sugar
cane, became rooted in Cuba. Changes will take a long time.
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(2) Capital

For historical reasons the large landowners today, and those with
sufficient capital to apply more modern agricultural techniques, are
for the most part already engaged in sugar production. Cultivation of
other crops is thus left to those with the most difficult capital problems.

(3) Technology

For historical reasons also, the agricultural knowledge and tech-
nology most readily available in Cuba today are those dealing with
cane cultivation and sugar production. And the work of Cuban
Governments to disseminate practical technical information on the
growing of other cropswhas been, at best, a token effort.

(4) Ease

It is almost easier to grow sugar in Cuba than not to. Land
suitable for its cultivation is abundant. Once planted, it continues to
yield gratifying harvests for years. Compared with most other crops
it requires little work-at least under the Cuban extensive-cultivation
practices.

(5) Credit

Broadly speaking, up to the present time satisfactory agricultural
credit in Cuba is available only for sugar and, to a lesser extent,
tobacco.

(6) Roads
Lack of farm-to-market roads definitely hinders the development

of most crops; but not sugar, which has-among other facilities-
its own private railroad network connected with the public rail system
and the ports.

(7) Marketing

Cuban marketing facilities-including warehouses, specialized
freight and shipping facilities, purchasing intermediaries and both
domestic and foreign bulk marketing mechanisms-have been built
up for sugar and little else. Sugar growers are fairly well protected
in disposing of their product, while growers of many other crops face
a more disorganized market and abuses by unregulated intermediaries
against whom they are powerless.

(8) Price Uncertainties

Sugar prices vary, to be sure, but large-scale international pur-
chases and agreements exert a stabilizing influence. In most other
Cuban crops there is a much greater gamble on prices, even from
day to day, except where regulation holds them at a permanent low.
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(9) Governmental Controls

Since the bulk of Cuban sugar is sold abroad, the government
affords every possible assistance in getting the best possible price for
it consistent with harmonious international relationships. For manv
other agricultural products government action is in the opposite direc-
tion, with the purpose of holding down the cost of living. Ceiling
prices and other controls indirectly favor unscrupulous intermediaries,
who are thus given the weapons to beat down the farmer's price.
Similarly, the low ceiling prices remove all incentive for better quality
in non-sugar products, which in turn lowers their market acceptance
in favor of foreign sources.

(10) Freight Rates

Discriminatory freight rates have favored sugar, at least until
recently.

Effect of Government Policy

Experience elsewhere demonstrates that crop diversification can take place
at a reasonable rate despite a few of these factors, but not against the com-
bined opposition of all ten of them.

Inconsistent government policy, apparently often designed solely to appease
labor, plays an important part in thwarting the government's own efforts
toward diversification. For example, Law 9 of 1942 obliged sugar centrales
to plant subsidiary crops such as corn, beans and other basic foods (known,
ironically, as frutas menores).

Had the scheme worked, it would have put the cultivation of at least a
part of the non-sugar crops in the hands of those best equipped financially to
do so. But, by other legislation, these same centrales were required to pay
sugar wage-rates for any supplementary activity in which they engaged. While
such wages might be supported by sugar in its unique position, they made the
growing of many other crops a losing proposition.

Improvement Possible

Admittedly, a number of the factors impeding diversification are more-or-
less inherent conditions which time alone can modify. Yet, of those listed
above, no less than six of the ten (Nos. 3, 5, 6, 7, 9 and 10) are well within
the power of the Cuban authorities to change. A hopeful beginning has been
made, in fact, in three of these through the recent creation of the Agricultural
and Industrial Credit Bank, the construction of a few warehouses for beans,
and adjustment of some freight rates.



AGRICULTURE 97

2. Mechanization
Progress

It is interesting to note the degree of agricultural mechanization which
has taken place in Cuba within the short time since the publication of Minne-
man's study in 1942.9 The data of Table 19 show clearly the rapid rise in
farm implement imports in the last few years, and to these figures must be
added a small but growing domestic production of plows and certain other
tools. The totals are small but encouraging, although the reversal of the import
growth since 1947 perhaps indicates an unwarranted sensitivity to the sugar
price trend.

A more significant index of mechanization is not the purchase of equip-
ment but its actual use. Cuban fuel distributors report a considerable increase
in sales of tractor and diesel fuel for agricultural purposes in recent years,
but point out that the year-by-year increase is diminishing. Tractor fuel
increases are greater than those of diesel fuel.

Disinterested estimates of the extent of agricultural mechanization on the
island are not readily available. However, major implement and fuel dealers
are in general agreement that the level of farm mechanization and motoriza-
tion at present is from 7% to 10% of what it could be.

TABLE 19

CUBAN IMPORTATION OF FARM IMPLEMENTS AND TRUCKS

value of
agricultural Number of Number of

Year machinery a tractors trucks

Av. 1935-39 $ 107,736 65 2,051
1940 64,761 n.a. n.a.
1941 192,440 n.a. n.a.

1942 160,393 n.a. n.a.
1943 111,194 n.a. n.a.
1944 153,753 n.a. n.a.
1945 238,073 197 909
1946 427,430 643 4,461
1947 1,602,376 2.267 9.365
1948 1,648,079 2,145 6,513
1949 1,903,449 1,705 3,190

a Cuban customs classification No. 216-A.
n.a.-not available.
SOUnRC: Co.ercro Externor, Ministerio de Hacienda.

Mechanization in Sugar Industry
Workers' opposition to modern mechanized farming is, of course, strongest

in the sugar industry, where farm labor is so predominantly on a wage basis

9 Minneman, op. cit.
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and most fully organized. Yet here is found also more ready capital and a
somewhat greater appreciation of the advantages of advanced agricultural
technology. Consequently, it is the sugar industry that accounts for the largest
part of the local progress to date in this field.

In this connection it is observed that what has been accomplished is not
so much a mechanization of planting and cultivating operations as it is a
motorization of the harvest. Tractors are beginning to haul the cane carts
in place of oxen; and the cane carts themselves are being replaced by rugged
multiple-axle trucks which transfer the cane from field to mill in detachable
cradle-type bodies.

Problems
Workers' opposition to machinery, already mentioned, exists in agriculture

as it does in industry, but is perhaps not as adamant. Hand operations in crop
planting, cultivation and harvest are strenuous work. Without doubt the
worker is torn between the natural desire to make his job easier and the fear
of losing it altogether. Furthermore, some of the agricultural workers are
self-employed farmers, whose use of modern machinery may be governed
mainly by his ability to acquire it; in such cases the general lack of agri-
cultural credit is the greatest hurdle.

Technical Difficulties
Certain phases of Cuban agricultural mechanization await other technical

developments. The varieties of rice now grown in the Republic have a serious
tendency to lodge, making ordinary machine-harvesting extremely difficult.
Thus, the problem in this case is, first of all, one of finding or breeding well-
adapted varieties of rice which do not offer this objectionable feature.

Sugar growers are only lukewarm towards the several Australian and
U.S. mechanical cane harvesters, maintaining (apart from the trouble of
worker opposition) that they cut the cane too far above the ground and there-
fore lose the portion having the best sugar-content. According to independent
technical authorities, however, this objection is not valid, as some machines
cut within two inches of ground level. Even so, to date none of the machines
can do quite as good a job as the hand cane-cutters do. There is still room for
technical improvement.

Prices
Farmers throughout Cuba complain of the high and erratic prices charged

by dealers for tractors, seeders, harvesters, chick incubators and similar equip-
ment. The popular tendency is to lay the blame upon the various government
charges and duties connected with importation.

Spot-check investigations by the Mission give some support to the com-
plaints of high-and occasionally exorbitant-prices, but indicate an entirely
different explanation of them.
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Government charges on imported agricultural implements are somewhat
complex, it is true: in addition to customs duty (4%) they involve various
taxes, consular fees, and even a tax on the total tax. All together, however,
they amount to about 18%o of the U. S. f.o.b. prices, and do not appear to be
designed either to exclude or to encourage the use of such machinery.

The Cuban distributor of a well-known complete line of farm equipment
reports Cuban delivered prices on tractors and implements (including duties
and taxes) averaging about 35% above U. S. prices, with repair parts 40%
higher. A few sample prices obtained by the Mission from various sources,
compared with U. S. prices prevailing at the time, are shown in Table 20 below.

U. S. and Cuban Prices of Selected Farm Equipment

TABLE 20

U S. Cuba Percentage
Item price a price b spread

Ford Tractor $1,290 $1,750 35.6%
Manure Spreader 300 498 66.0
Milking Machine 76 . 134 76.3
Hammer Mill 119 249 109.0
Chick Brooder A 30 54 46.6
Chick Brooder B 65 119 83.0
Chick Incubator 89 119 c 33.7

a Price f.o.b. U. S. factory, retail.
b Price delivered to farmer In Cuba, including duties and taxes.
c This identical item was sold by a competitor for $279, a spread of 214% over the t. S. price.

Publication of Prices Desirable

Inquiries made of various farmers as to the prices actually paid by them
for identical items revealed a wide range of Cuban retail mark-up, especially
when purchases were made through small dealers in outlying districts. There
is no doubt that many farmers are being overcharged, either through exorbi-
tant dealer credit or simply through high cash prices which the buyer is led
to believe attributable to actions of the government.

On the other hand, the larger reputable distributors and dealers-and
some small ones-have advertised fixed prices not unreasonably higher than
corresponding U. S. prices; and at least two large companies are offering
time-payment plans at conservative interest rates. Widespread publication of
their prices and terms will unquestionably have an effect upon the less scrupu-
lous dealers.

The new Agricultural and Industrial Credit Bank, in extending credit to
farmers for the purchase of equipment, will be able to exercise additional
control over this situation by approval of individual transactions.
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Maintenance
Cuban purchasers of agricultural machinery complain of the lack of service

and maintenance facilities. The complaint is not unfounded, but the remedy
will come only after the island has enough farm equipment in use to justify
the existence of specialized repair shops. At the same time, it is believed that
the smaller local dealers can do much to improve the post-sale service to their
customers, and that they will be rewarded by increased sales volume.

The farmers, for their part, can reduce repairs and prolong the useful life
of their tractors and equipment by improved care and housing of their
machinery. Too many Cuban farms lack even simple machine sheds. Much
agricultural machinery is left standing in the open where sun, wind, rain and
dust inevitably cause rapid deterioration.

Custom Farming

It is difficult for the operator of a very small farm to justify the purchase
of much machinery for his sole use. In the Cuban rice districts, even larger
farms cannot easily carry the heavy equipment needed to level the land, build
levees and dig irrigation ditches. Grading. reclamation and soil conservation
practices often call for machines costing $20,000 or more.

The problem suggests a broad opportunity for what is known elsewhere
as custom farming. For example, an enterprising farmer whose farm is too
small to keep him fully occupied might-with the aid of Agricultural Bank
credit-purchase a tractor together with certain implements. In addition to
doing his own work he might then use his equipment to plow, cultivate or
harvest for his'neighbors, at standard rates per acre or in exchange for similar
work on his land by owners of other types of machines. This practice is very
common in the United States, and is of genuine economic benefit to the entire
farming community.

Disadvantages of Communal Equipment
In various countries, including Cuba, there have been proposals or

attempts to provide community-owned machinery, or else government-owned
equipment to be rented out. Experience has shown this to have a serious
disadvantage in that the equipment is operated by too many different people,
none of them its owner. No single person has the incentive to take real
responsibility for its care and maintenance, and the machinery is soon beyond
repair. Much greater success has been achieved when the owner of the imple-
ments has operated them himself, on a hired basis.

Opportunity for Cuba
Custom farming can also be a complete business in itself. The custom

worker need not have a farm of his own, but can devote his full time and a
larger investment to such work for surrounding farmers. This type of enter-
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prise might prove exceedingly valuable to Cuban agriculture, and on a suffi-
ciently large scale could even solve such special needs as those of the rice
growers mentioned above.

From the abuses that have been observed in the sale of agricultural imple-
ments in Cuba, it may be inferred that custom farming on the island may
require some regulation of rates charged for the service. Farmers relying
upon custom work can reduce their own capital investment in equipment.
But this advantage may be lost if an unscrupulous c'ustom worker, possessing
the only harvester in the neighborhood at a critical time, elects to charge
extortionate rates.

Rate Regulation Problems
Regulation of rates, however, cannot be considered only from the point

of view of benefit to the farmer. To set them too low will accomplish nothing
at all, for then no custom work will be offered and the advantage of mechaniza-
tion of the small farms will never be realized. The rates must be profitable
to the custom worker, and give him a satisfactory return for his time and
machinery investment. It seems probable that the Agricultural and Industrial
Credit Bank can play an important part here, financing custom farming enter-
prises under loan contracts containing reasonable restrictions on rates to be
charged for the services.

Effect of New Developm ents
Farm land operators should be constantly alert to new developments in

agricultural machinery, and an active Ministry of Agriculture should help
to keep them informed of such things by suitable publications. The fact
that a certain crop has once been shown to be unprofitable in a given region
does not make this true forever. A new method of cultivation, harvesting or
processing sometimes reverses the situation. This is happening today in kenaf.

For various reasons, peanuts (see Chapter 44) have proved unattractive to
Cuban farmers. It is therefore worth noting that the U. S. Department of
Agriculture has developed an experimental two-man combine harvester which
digs peanuts, cleans them, removes the vines and stems and returns these parts
to the land, and bags the peanuts, all in one operation. Drawn by a two-plow
tractor (such as the Ford, Ferguson or other popular makes commonly used in
Cuba), in field tests this machine has harvested and bagged peanuts at the
rate of one acre per hour.

3. Erosion and Depletion
Problem Ignored

To date virtually no attention has been paid to the progressive destruction
of Cuban soil. Not only is there no serious national program for soil conserva-
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tion, but farmers are not acquainted with the elementary procedures for
reducing erosion and no effort has been made to inform them.

Erosion

There is, of course, an occasional expression of alarm when the floods of
an exceptionally heavy rain have cut new gullies and eroded the surfaces of
fields; but in the several destructive rainstorms which occurred during the
field work of the present study, the Mission observed far more local concern
over the muddied cane crops than for the surface erosion of which the mud
was glaring proof.

Many other evidences of erosion are present, although perhaps not so
easily seen by the farmer. Coffee trees are not terraced. Hillside fields of
tobacco, corn and bananas are too often laid out with the rows cultivated
uphill and down instead of horizontally contoured-a sure way of causing
the top soil to wash away. Seen from the air after a rain, at the mouths of
streams and rivers the sea shows broad discolorations of silt-in reality soil
carried off the fertile fields and slopes only the day before.

Effect of Forest Removal

Removal of the island's forests has accentuated the erosion problem in all
its aspects. It has also lowered the available fresh water supply.

Originally the forest vegetation retained a large part of each rainfall; it
allowed the water to seep down the slopes gradually, feeding the springs and
inland water-table.

Denuded of their forests, these same areas now allow most of each rainfall
to run off at once, in a fluid film of water that carries with it the top layer
of soil. Gathering strength in the valleys, the run-off cuts gullies in farmlands.
Farther down, th4e streams mobilize into rivers overnight, carrying away
bridges and destroying roads and fields on their way to the sea. The topsoil
goes along for the whole ride.

Measures for Improvement

Dramatic or not, this whole process was el}acted no less than twice during
the period of the Mission's investigations. The only place to stop it is at the
source, by reforestation and farming methods that check the movement of
the original film of water and absorb it into the ground.

Contour plowing, terracing, conversion of gullies to grassed waterways,
and strip cropping are practices which are well-known elsewhere, and should
be promoted in Cuba. Relatively steep slopes (over 12% grade) should not
be cultivated, but can be used for permanent pasture if not wooded. Small
ponds with simple earthen dams can be made on each farm having a suitable
watershed (a few acres will do) and will not only check erosion below but
also provide a water supply for cattle and other uses.
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The Mission believes that a vigorous program of this kind, carried out
by the farmers and the Cuban Government with the technical aid of soil
conservation specialists from abroad, could reduce the present dangers rapidly.

Depletion of Soil Elements

It is only recently that a few Cuban agriculturalists have recognized that
the generosity of the island's soil is not inexhaustible. The remarkable thing
is that the land has maintained such fertility for so long a time without help.
Some areas are said to hase been cultivated in sugar for 400 years, with very
little fallowing.

Yet with some crops depletion may take place slowly, so that it is almost
imperceptible from one year to the next. In any case it may escape notice
in the absence of well-kept records of crop yields. And finally, a record of
sustained yields in terms of weight alone may be misleading, for soil depletion
can reduce the nutritive value of some crops without reducing their weight
or volume.

Empirical evidence of depletion is available in the response of certain
Cuban soils to fertilizers, discussed more fully on succeeding pages of this
chapter. Some sugar growers have found that in recent years they have had
to replant their cane more often than formerly was necessary.

Need for Analyses

Depletion can be shown best by comparison of chemical analyses of the
soil made at prolonged intervals, to show changes in the essential soil elements
and trace materials. Unfortunately Cuba has made no significant number of
such analyses in years past, so that there is nothing with which to compare
today's analytical data.

In the late 1920's, Bennett and Allison10 made an exhaustive survey of
Cuban soil types. The study was concerned mainly with soil classification
rather than with chemical analysis, although a few typical specimens were
analyzed. However, the many soil samples which were obtained from various
parts of the Republic were preserved at the experiment station at Santiago
de las Vegas.

Plan to Re-sample

The experiment station now plans to analyze these old samples by the
latest chemical methods. The plan also calls for resampling the soils at the
original locations and analyzing these in the same manner. Thus, when the
project is completed, Cuba will have some quantitative indication of the soil
changes which have occurred in the past 20 to 25 years. The Mission hopes
that the analyses will be as complete as possible, despite the age of the original

10 Bennett and Allson, op. do
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samples, and that expertly-made spectrographic records will be preserved
for trace-element studies both now and in the future.

Some Examples of- Analysis

Single analyses at a given time can indicate deficiencies, part of which
may be due to depletion even if this cannot be established positively. A
summary of partial analyses of several hundred soil samples classified as poor,
medium and good according to sugar cane yields, were supplied to the Mission
through courtesy of a Cuban seed company and are presented below. Addi-
tional analyses of 254 soils at two Camaguey centrales are given in Table 21.

SUMMARY OF ANALYSES OF A GROUP OF CUBAN SOILS CLASSIFIED BY

SUGAR CANE YIELDS PER ACREa

Soil fertility a Phosphorus Potassium
judged by sugar Nitrogen (P205) (CoO)

eane yields (Ibo./acre) (Ibs/acre) (lbs./acre)

Poor 2-6 50-60 70-80
Medium 20-30 100-125 150-175
Good 40-50 150-175 175-200

a The data may be considered indicative, but not entirely valid, smnce other factors influenocig yields were
not reported.

Inspection of Table 22 indicates that most of the samples are fairly well
supplied with nitrogen, although a few show deficiencies. Potash deficiencies
are variable, while most are low in phosphorus. The acidity is regarded as
generally satisfactory. It is clear even from these few tests that Cuban soils
cannot be considered free of major deficiencies, that depletion has probably
taken its toil, and that scientifically guided soil rebuilding is needed in at
least some areas.

4. Fertilization
Use of Fertilizers

It is only within the last decade that a few Cuban farmers have begun
to appreciate the benefits to be obtained through fertilization of sugar cane
and other crops. True, small applications have been made here and there
since earlier times, but the present steady increase in fertilizer consumption
is of recent origin (see Tables 227 and 228).

The latest available analysis of Cuban fertilization practice is that of the
1946 Agricultural Census, shown in Table 23. Reporting for the year 1945,
it was found that only 12% of the farms used fertilizers, and that the treated
land (145,000 hectares) represented 7.4% of the nation's cultivated acreage.
Of these farms, more than three-fourths were in Pinar del Rio, although only

a
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TABLE 21

ANALYSES OF SOILS SAMPLED AT Two CAAMAGUEY SUGAR CENTRALES

Phosphorus Potassium
Nitrogen (P205) (K20) Number of

Sodl type pH (lbs./acre) (lbs./acre) (lbs./acre) analyses

CENTRAL CUNAGUA

Pina Sandy Loam 7.0 21 57 130 7
Matanzas Clay 7.3 22 60 195 46

Francisco Clay 7.3 26 63 217 27
Angelina Clay 8.0 12 40 100 1
Jaronu Clay, P-Free Phase 6.9 20 81 108 15
Esmeralda Clay 7.0 44 66 157 7

Jaronu Clay, B-T-A Variety 7.1 45 60 161 8
CENTRAL JARONU

Perdigon Phase Matanzas 7.2 35 65 114 46
Hardpan P. Navajas Clay 7.6 50 56 130 1
Jaronu Clay 7.2 40 67 119 19
Esmeralda Clay 7.0 44 66 157 1
Hardpan P. Jaronu Clay 7.4 35 73 124 28
Blanquizal Macagual 8.0 25 28 100 1
Camaguey Clay 7.1 30 67 177 11
Santa Clara Clay 7.2 53 66 190 3
Palmarita Clay 7.3 25 166 177 3
Chaparra Clay 7.3 57 83 127 6
High Lime Phase Chaparra 7.5 32 60 202 10
Alto Cedro Clay 7.4 36 75 180 3
Blanquizal-Jucaral 5.4 96 50 220 1
Jucaro Clay 7.3 22 66 213 9
Sabanas P. Matanzas Clay 7.1 34 58 100 1

a third of the fertilized land was in this Province. It is interesting to note
from the table that the number of farmers applying fertilizers to their soils
decreased almost regularly by provinces from west to east, with only Cama-
guey slightly out of line in this progression.

Crops Favored

For the whole island, sugar cane accounted for some 60% of the fertilized
area. and tobacco about 19%. Of the other crops treated, fruits, potatoes and
rice were the leading ones.

In Pinar del Rio, tobacco was the principal crop fertilized, but some was
applied to sugar cane, rice, vegetables and pineapple. Habana Province used
its fertilizer largely on potatoes and plantains, although on the Isle of Pines
(where 42% of the cultivated acreage was fertilized) citrus fruits and vege-
tables were the main treated crops. Sugar cane accounted for the largest use
of fertilizer in the remainder of the island, together with some rise in Las
Villas and potatoes and pineapples in Camaguey. Oriente Province used very
little fertilizer at all.
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TABLE 22
CUBAN FARMS REPORTING UsE OF FERTILIZERS, BY PROVINCES, 1945

Number of % of Total Area % of Province's % of
Farms using % of Total fertilizing fertlhzed farm area fettilized

Province fertilizer farms farms (hectares) fertilized area

Pinar del Rio 14,537 63.1 75.9 48,700 33.2 33.6
Habana 2,265 15.9 11.8 16,000 10.4 11.1
Matanzas 790 6.3 4.1 24,000 11.4 16.5
Las Villas 342 0.9 1.8 7,700 1.9 5.3
Camaguey 1,173 6.3 6.1 48,200 13.6 33.3
Oriente 63 0.1 0.3 300 a 0.2

Total 19,170 12.0 100.0 144,900 7.4 100.0

a Less than 0.1 percent.
SouRcE: Cuban Agricultural Census. 1946.

Fertilizing Experiments

In the main, fertilizer application in Cuba is still on a guesswork basis.
Not even the large foreign or Cuban growers have taken the trouble to analyze
their soils for specific deficiencies as a guide to the kinds of fertilizer needed.
The national favorite is a 10-10-5 formula,1" but many others are used and
seldom is there any scientific basis for the selection of any of them.

Some empirical tests are made, nevertheless; for the demonstration tech-
nique has proven the most convincing method for promoting fertilizer sales.
In a typical case, a dealer persuaded a Guines Valley sugar central to allow
him to operate a demonstration plot on its land, with the understanding that
his sales to the central would depend upon the results. Last year, as a conse-
quence, this central applied fertilizer to its cane fields for the first time in
100 years of operation.

Yield Data

Comparative yield data on some fairly complete fertilization experiments
in Cuba are appended in Tables 23-A and 23-B. In the first of these, various
combinations of nitrogen, phosphorus and potash were applied to test plots
of POJ 2725 sugar cane in Perdigon Phase Matanzas clay soil, at the rate of
100 pounds of each fertilizer component per acre; in an adjacent control plot
no fertilizer was applied.

The resulting cane yields clearly demonstrate two significant facts: (a)
fertilization helped this particular soil in all cases, for the yield of every test
plot was higher than that of the control plot; and (b) the benefit depends not
only upon fertilization in general, but much more upon what fertilizer is
employed. This last depends upon the particular soil in each instance, and also
upon the crop to be raised in it.

1' Nitrogen.phosphorus-potassium fertilizers, elsewhere referred to as NPK-mi.tures.
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The experiments of Table 23-B show the effects of various NPK-formula
fertilizers on the yields of plant cane and first ratoon cane, each of the two
groups in a different soil area of high-limestone Chaparra clay. Compared
with the test plots, increases as high as 120%o in cane yield are noted.

Need for Soil Tests
The data show striking proof of the absolute need for soil tests and con-

sideration of other factors before selecting fertilizers. For example, in one
case the 4-4-16 mixture increased cane yields nearly 22%, while under different
conditions this same fertilizer actually showed a lowered crop.

TABLE 23-A

EFFECT OF VARIOuS FERTILIZER ELEMENTS UPON SUGAR CANE CROP YIELD

AT COLONIA SAN RAMONa

Application: Fertilizer applied before planting, at the rate of 100 lbs. of each component
used per acre. Nitrogen (N) as sodium nitrate; phosphorus (P) as double-super-
phosphate; potassium (K) as potassium sulphate.

Test plot Fertilizer applied Cane crop yield
No. (as above) (arrobas per cab.)

Control none 86,832

1 N 97,200
a 2 N, P, K 95,580

3 N, P 92,016
4 N, K 97,848
5 P, K 88,776

Experimental Conditions:

Soil: Perdigon Phase Mvatanzas Clay

Location: Colonia San Ramon

Plot area: One-fourth acre

Variety: POJ 2725

Planted: June 10, 1930

Harvested: February 29, 1932

Rainfall: 65.46 inches

a Tests cond-cted by Federico Pory. Ing.Agron Habana

In presenting these data to illustrate the foregoing points, the Mission
wishes to point out that the relative yields from different fertilizers shown
are not necessarily applicable to any soils other than those of the test plots
themselves. Tables 23-A and 23-B cannot be used as general guides for
sugar cane fertilization.

It is perfectly clear, however, that the proper use of fertilizers in Cuban
agriculture is economically advantageous.



108 REPORT ON CUBA

TABLE 23-B

EFFECT OF VARIOuS NPK FERTILIZER FORMULAS UPON SUGAR CANE AND

YIELDS, COLONIA CAONAO, CENTRAL JARONUa

Fertilizer Cane crop, Sucrose
Test Plot formula (arrobas per content

No. N-P-K cab.) (%) Purity

Area A -Plant Cane:
1.4.... .... ... 4-16- 4 143,208 14.18 -
2. .... ..... .. 8-12- 4 151,632 13.16 -
3............. ... .. 4-12- 8 144,404 14.45 -
4.... ..... .. 12- 8- 4 112,104 12.71 -
5.. ......... 8- 8- 8 142,236 14.09 -
6..... ... . 4-12- 8 130,896 14.89 -
7. ......... 16- 4- 4 111,376 14.65 -
8..... ..... . 12- 4- 8 109,188 14.47 -
9. .......... 8- 4-12 104,328 13.91 -

10 ............ .. 4- 4-16 95,256 15.33 -
Control .none 98,172 15.21 -

Area B - First Ratoon Cane:
11 ...... .... 4-16- 4 93,960 15.68 86.62
12 ............ 8-12- 4 109,188 15.50 86.11
13 .4-12- 8 96,558 15.70 81.77
14 . 12- 8- 4 95,256 15.04 85.45
15 .......... 8- 8- 8 94,284 13.06 82.65
16 ..... . 4- 8-12 81,324 15.77 88.64
17 ... .. . 16- 4- 4 75,492 15.73 85.48
18 ....... 12- 4- 8 75,816 15.45 86.79
19 ............ 8- 4-12 73,872 15.58 86.07
20 .... 4- 4-16 69,336 15.78 86.22

Control .none 49,572 14.28 88.14

a SOIL: High-Limnestone Phase of Chlaparra Clay. Tests conducted by Federico Poey, Ing.Agron., Habana.

5. Irrigation

RainfaU in Relation to Irrigation

Rainfall in Cuba-as stated earlier-has generally been considered ade-
quate, if somewhat heavily seasonal. Yet this view is slowly changing, even
as regards sugar cane and other time-honored crops. At the same time there
has been a fairly recent expansion of certain crops, such as rice, which require
considerable amounts of water.

Cuban sugar growers today are of the opinion that their crop requires
from 65 to 70 inches of water, well-distributed throughout the growing season,
if best land yields are to be realized. Some feel that even more is needed.
With these figures in mind, it will be of value to re-examine certain aspects
of the rain distribution.
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For the past 20 years, the average annual rainfall in Cuba has been 54.46
inches. Moreover, during this period it has varied from 41.9 to 72.2 inches.
Between the Provinces still greater variations are observed; 32 inches were
reported in Oriente Province in 1933, while as much as 77.5 inches fell in
Matanzas Province in 1936.

When specific locations are considered, similar variations occur in both
amount and distribution of rainfall. Prolonged drought periods are sometimes
experienced. For Oriente Province during 1949 the average rainfall was
46.56 inches, with a variation from 31.38 to 77.99 inches according to the
location within the Province (Table 14). The variations in seasonal rainfall
with Oriente can be seen more readily in the accompanying chart, which
shows the high, low and average precipitation by months during 1949. Some
areas within Oriente did not receive any rain during three or four months
of the year.

From the estimates furnished, then, it would appear that Cuban rainfall
conditions are far from perfect for the crops grown, and that perhaps even
the annual total is insufficient in a large part of the island. In any event,
it is well-known that, even in regions of relatively high total rainfall, supple-
mentary irrigation during drought periods can increase crop yields.

Cuban Irrigation Practices

In 1945 there were 147,789 acres of Cuban land under irrigation, repre-
senting 3% of the total cultivated area and only 4% of the total farms (Table
26). Approximately 60% of the irrigated acreage was planted with sugar
cane and tobacco.

Irrigation is rather highly localized in the Provinces. Almost 90% of the
irrigated land in Habana Province-according to the Agricultural Census-
was in the municipalities of Guines, San Nicolas, Melena del Sur, Guira

TABLE 24

DISTRIBUTION OF IRRIGATED LAND IN CUBA, 1945

Number of farms % of Area of total
reporting total irigated cultivated

Province irrigation farms (acres) area

Pinar del Rio 3,367 14.6 32,694.0 9.0
Habana 2,203 15.4 56,486.1 14.8
Matanzas 96 0.8 5,637.6 1.1
Las Villas 195 0.5 9,003.1 0.9
Camaguey 373 2.0 34,115.6 4.0
Oriente 200 0.4 9,852.6 0.6

Cuba - total 6,434 4.0 147,789.0 3.0

SOURCE: Cuban Agricultural Census, 1946.
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del Melena, Alquiza and San Antonio de los Banos; Guines alone, in fact, had
43% of it. In Pinar del Rio, three municipalities-San Juan y Martinez,
Pinar del Rio and Consolacion del Sur-accounted for 85%. Ciego de
Avila and Moron had 98% of the irrigated acreage of Camaguey Province.
The situation in the remaining Provinces was similar.

Size of Irrigated Farms

As shown in Table 25-A, the Agricultural Census found that over 75% of
the irrigated farms were smaller than 25 hectares in land area. About 38%
of their number had from one to nine hectares, 37%o from 10 to 24 hectares,
and 18%o from 25 to 99 hectares. Only 6% of the farms were of 100 hectares
or more; however, these accounted for over half the irrigated area.

TABLE 25-A

LAND AREA IRRIGATED IN CUBA BY SIZE OF FARMS, 1945

Total Farms Proportion Proportion
number reporting of irrigated Area area

Size of Farms farmns irrigation farms irrigated irrigated
(hectares) (no.) (no.) (percent) (hectares) (percent)

0.4 and less 1,148 7 0.1 1.8 a
0.5-0.9 1,877 34 0.5 21.0 a
1.0-4.9 29,170 1,020 15.9 1,841.1 3.1

5.0-9.9 30,305 1,401 21.8 3,671.5 6.1

10.0-24.9 48,778 2,410 37.4 9,909.7 16.6

25.0-49.9 23,901 837 13.0 6,949.5 11.6

50.0-74.9 8,157 240 3.7 4,050.3 6.8

75.0-99.9 3,853 101 1.6 2,558.0 4.3

100.0-499.9 10,433 296 4.6 17,105.1 28.6

500.0-999.9 1,442 48 .7 4,998.9 8.3

1000.0-4999.9 780 36 .6 6,850.2 11.5

5000 and over 114 4 .1 1,852.3 3.1

Total 159,958 6,434 100.0 59,809.4 100.0

a Less than 0.1 percent
SOURac: Cuban Agricultural Census, 1946.

Irrigated Area by Types of Farm Operators

Of the total farms reporting irrigation, almost 50% were operated by
sharecroppers. About 25% of the irrigated farms were operated by renters,
19% by owners, and 4%o by administrators (Table 25-B). In terms of area,
the renters accounted for about 45% and sharecroppers 18%. About 17%
of the land under irrigation was operated by owners and 19%o by admini-
strators.

There are no figures to show the extent to which Cuban irrigation systems
are modern or of a more primitive character. However, such things as
pumping systems are beyond the means of the smaller Cuban farmer, and
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governments have done little in this field. Thus some indication of the charac-
ter of irrigation systems may be had from the fact that about three-fourths
of the irrigated farms are operated by renters and sharecroppers.

Irrigated Area by Crops

Sugar cane, tobacco, rice and potatoes account for the major proportion
of the irrigated land acreage in Cuba. Irrigation was reported to be used to
some extent on practically all crops in 1945, with the exception of coffee,
but in many cases the acreage was insignificant. Approximately 43% of the
irrigated acreage was planted in sugar cane, 18%o in tobacco, 10%o in rice,
1O0o in potatoes, 4% in oranges, 3% in bananas and plantain, 2.5% in
tomatoes, 2%o in sweet potatoes, and the remaining 7.5% in various other
crops.

TABLE 25-B

LAND AREA IRRIGATED IN CUBA BY TYPES OF FARM OPERATORS, 1945

Farms Proportion Proportion
reporting of imgated Area of irrigated
irrigation farms irrigated area

Type of Operator (no.) (percent) (acres) (percent)

Owners 1,247 19.4 25,729.8 17.4
Administrators 281 4.4 28,511.1 19.3
Renters 1,471 22.8 56,590.1 38.3
Sub renters 185 2.9 9,108.6 6.2
Sharecroppers 3,182 49.4 27,386.3 18.5
Squatters 42 0.7 221.4 0.1
Other 26 0.4 241.7 0.2

Total 6,434 100.0 147,789.0 100.0

SOURCE: Cuban Agricultural Census. 1946.

Costs of Irrigation
Actually, average Cuban costs for irrigation are unobtainable. Too many

of the farmers keep no records of such things. It is probable that some do not
know whether they are gaining or losing money by it.

As for the large centrales, which can at least produce figures for the
amounts paid for equipment, power consumption, etc., accounting practices
in cane production are often not much better. When improvements are made,
too many variables may be introduced simultaneously. Thus frequently the
centrales are unable to measure the economic benefit of a certain improve-
ment against its cost.

One grower, for example, introduced irrigation and fertilization at the
same time. He raised his cane production from 40,000 to 85,000 arrobas per
caballeria, but has no way of knowing whether the gain was caused by irriga-
tion, fertilization or both. Another centrale wrote off the entire cost of irri-
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gation equipment against the first crop gains, rather than amortize it over
its reasonable life as a cost of obtaining specific gains.

Some Estimates

Nevertheless, a few growers do attempt to estimate irrigation costs.
Random figures obtained by the Mission range from $23.48 to $35.79 as
the cost of applying one inch of water to a caballeria of land. Such estimates
depend upon the type of equipment and power requirements, and include
management costs as well as depreciation and maintenance on pumps, wells,
ditches, pipelines and other facilities.

By making some assumptions based upon actual crop returns reported to
the Mission, an idea of the potential gains from irrigation of sugar cane can
be obtained. A breakdown of the costs of producing cane without irrigation
is given in Table 26, which shows a profit of $36.36 per acre. If we assume
(from growers' reports) that cane production could be doubled by applying
20 inches of water at a cost of $21.40 per acre, holding other costs constant,
an additional return of $50.80 per acre would be realized. With irrigation
at this level of cost, (this is perhaps near the maximum return that could
be expected under favorable conditions) cane production would have to be
increased about one-third to break even on irrigation.

TABLE 26

CALCULATED COSTS OF PRODUCTION OF IRRIGATED AND

NON-IRRIGATED SUGAR CANE

With irrigation With irrigation
Without Production Production

irrigation a increased 100% b increased 50% c

Cane acreage 2 cabs. 2 cabs. 2 cabs.
Cane production . 100,000 arrobas 200,000 arrobas 150,000 arrobas
Received for cane after cutting

and hauling $4,800.00 $9,600.00 $7,200.00

Costs:
Rent of land 200.00 200.00 200.00
Cultivation 1,500.00 1,500.00 1,500.00
Fertilizer 500.00 500.00 1,000.00
Irrigation - 1,419.32 1,419.32
Miscellaneous 200.00 200.00 400.00

Total costs . $2,400.00 $3,819.32 $4,519.32
Total profit . 2,400.00 5,780.68 2,680.68
Profit per caballeria 1,200.00 2,890.34 1,340.34
Profit per acre - 36.36 87.16 40.42
Profit due to irrigation - 50.80 4.06

aActual profit per acre obtained by one cooono.
b Assumption of 100% icrease in production, based on actual production figures; production cost assumed

to be same as above.
c Assumption of 50% increase in production, doubling fertilizer and miscellaneous costs.
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For another calculation - also shown in Table 26 - let us assume less
optimistically that irrigation raises cane production by only 50%o, and that
to obtain these results the fertilizer and miscellaneous costs must be doubled.
This shows an additional profit of $4.06 due to irrigation. Under these
circumstances a 45% production increase is necessary before irrigation
becomes profitable, while a doubled cane crop would return a total profit of
$77.08 per acre.

Benefits of Irrigation
In most areas irrigation has not been used for a sufficient length of time

to determine its effects upon the life of cane stands. In areas where irrigation
has been practiced for several years, accurate records have not been kept,
so that the necessary comparison cannot be made.

In discussing this question with many cane growers, the Mission found
a general opinion that irrigation would increase cane production and maintain
this increased production longer than non-irrigated cane. On'e cane grower
stated that his present stand of irrigated cane was 15 years old and that pro-
duction was holding up very well. Another producer was of the opinion that
cane production could be maintained at a high level with irrigation from 6
to 8 years, and that this time could be increased to 10 or 15 years with one
reforming of the stand.

However, it seems probable that the greatest benefit to be derived from
the irrigation of cane lies not in prolonging the average productive life of
cane stands, but in maintaining field production at a much higher level than
possible without irrigation.

These are questions to which the answers today are little more than guesses;
and they will remain so until the results of enough carefully controlled experi-
ments are at hand to establish the true facts quantitatively.

It should be the task of an agricultural experiment station to make coopera-
tive arrangements with growers in at least one broad test area, to obtain
complete and continuous year-by-year data of the necessary type. By this
procedure, carried out over a period of years and supplemented with test
plot data at the experiment station itself, it will be possible to determine the
economic criteria for irrigation of cane and such other Cuban crops as may
be studied.

Public Irrigation Projects
Meanwhile the Mission calls attention once more to the studies reported

in April, 1941, by the Technical Commission of the U. S. Department of
Agriculture. This report listed five specific irrigation projects suitable for
consideration by the Cuban Government, and presented them in considerable
detail with outlines of complete costs. In addition, the Commission recom-
mended thorough study of eight other potential irrigation projects.
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It is the feeling of the Mission that it would be pointless to discuss other
newer public irrigation schemes until at least some of the 13 projects already
offered by this special Technical Commission have been adequately studied
by the Government.

Private Cooperative Irrigation Systems

Without recourse to governmental projects, it appears feasible for agri-
cultural producers in numerous local areas to set up self-liquidating irrigation
projects through the formation of private cooperative organizations. Such
projects can be capitalized by member stock participation, and with additional
long-term financing, possibly through the Agricultural and Industrial Credit
Bank.

Cooperatives of this kind can be-and are-operated successfully on a
businesslike basis. Water is purchased by the users at fixed rates, with
measurement by individual water meters. The water may come from wells,
reservoirs, or both.

6. Crop Storage
Facilities Inadequate

Except in the case of sugar, the warehousing and storage facilities of the
island are quite inadequate for Cuba's crops. The danger of weevil damage,
for example, has traditionally forced bean growers to sell their crops soon
after harvest, at a time of depressed prices.

In order to alleviate this trouble, in 1945 the Cuban Government built
six cold storage warehouses in important producing areas, with a total net
capacity of 312,000 cubic feet. Accessible to road or rail transportation, these
plants are also equipped to perform such services as cleaning and grading
certain crops.

Cost of these warehouses was approximately $1,500,000. Crops are stored
for farmers at 10 centavos per month per 100 pounds, and at 16 centavos for
persons other than the actual growers. About 22,000 tons of beans, potatoes,
corn and other products were stored in these plants during the first years
of operation.

While this is a step in the right direction, the situation is still acute. More
warehouses are needed, as well as privately owned storage facilities for certain
crops on the farms themselves. It is understood that the new Agricultural
and Industrial Credit Bank, which has taken over the operation of the present
warehouses, is planning to interest itself in these problems.

Technical Deficiencies

From a technical standpoint, the operation of the existing warehouses is
not all that could be desired. Inspections by the Mission showed some of the
rooms being cooled-by evaporation of water-under dangerously high



116 REPORT ON CUBA

humidity conditions. In one such warehouse the Mission could find no member
of the personnel in charge who understood the significance of the indicating
instruments, operative control being centered in Habana.

7. Farmers' Cooperatives

Discussion of the need for cooperative agricultural credit and marketing
associations and some problems and suggestions in this connection will be
found in Chapter 29 on Agricultural and Industrial Credit.

8. Agricultural Education, Research and Extension Service

NEED
Why?

It is clear that Cuba's agricultural progress-like that of any country-
depends upon:

(a) The quality and quantity of agricultural technology available within
the nation.

(b) The extent to which the practical aspects of this technology reach the
man with the plow.

The Mission emphasizes both these factors, because they are of equal
importance. What is not generally appreciated is that successful modern
farming probably requires a broader general understanding of varied technical
matters than any other ordinary occupation. The once popular idea that
"anybody can farm" simply is not true.

A country's productive land is limited. Each farmer is entrusted with a
piece of it. Since the continued economic welfare of a nation-particularly
an agricultural one-depends largely upon the productivity of its land, every
individual farmer is an agent whose practices govern the well-being and
prosperity of a larger number of citizens. This is not a piece of abstract
philosophy, but an everyday truth which should be self-evident.

But a good farmer is a busy man. He has time to apply the technology-
his main job-but not to develop it. There must be another group, then,
whose task is to acquire the technology in minute detail, to discover the best
ways to conserve and employ the land for high productivity, and to pass this
information on to the farmer in such a form that he can use it.

EXISTING MECHANISMS

With this concept in mind, the Mission has examined the principal Cuban
agencies available to perform this function: The University of Habana and
the Ministry of Agriculture. And because neither of these agencies plant and
harvest the nation's crops, special attention has been given to the extent to
which they communicate their knowledge to those who do.
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The agricultural portions of the University of Habana are its School of
Agronomic Engineering and Sugar and the University Farm.

In the Ministry of Agriculture, the units most concerned with agricultural
development are:

(1) Six Provincial Agricultural Schools, one in each province.
(2) The main Agricultural Experiment Station at Santiago de las Vegas,

Habana Province.
(3) The Sugar Cane Experiment Station at Jovellanos, Matanzas Province.
(4) The Coffee Experiment Station at Palma Soriano, Oriente Province.
(5) The Agricultural Inspectors Service.

UNIVERSITY OF HABANA

Departments of Instruction
The School of Agronomic Engineering and Sugar of the University of

Habana concerns itself only with college-level agricultural education; there is
no appreciable research or extension service.

The eight departments of instruction are: Agricultural Chemistry (with
emphasis on sugar chemistry); Agronomy; Entomology and Pathology;
Animal Industry; Agricultural Economics; Agricultural Engineering; Agri-
cultural Hydraulics; and Biology, Sugar and Food Processing. The curriculum
covers either three, four or five years, depending upon whether the student
wants a degree of "Expert in Sugar Chemistry", "Chemical and Sugar Engi-
neer", or the highest title of "Agronomic Engineer".

With a faculty of 18 staff members, student enrollment varies from 500
to 700. The majority of the students come from the cities and are chiefly
interested in employment in agricultural industries. Although the school does
not keep such records, its authorities estimate that not more than 10% of the
graduates enter farming pursuits, and the number may be much lower.

Equipment and Staff
The buildings for agricultural instruction are six in number, and are

located on the University campus itself. Grounds and buildings are in good
order and the equipment is modern, clean and ample for university instruc-
tion. The laboratories and offices are equal to those of many similar insti-
tutions elsewhere, and are unusually clean and orderly.

The University Farm is located on about 130 acres of good Matanzas Clay
land, some 20 miles east of Habana. It is used solely for teaching and student
demonstration work, and appears to be excellent for the purpose except for
its distance from the classrooms. A certain number of hours of attendance
at this farm is required, at least of candidates for the degree of Agronomic
Engineer.
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The farm maintains two specialists and a number of assistants who do the
actual work of cultivation. For purposes of demonstration numerous crops are
grown. Attention to high yields is shown by this year's corn crop, which
reached 60 bushels per acre against a national average estimated at 16.2.12

On the whole, the agricultural training of the University appears to be
fairly good. The School of Agronomic Engineering and Sugar seems to be
singularly free from the political agitation and other maladies which pervade
the University in general. The competence and enthusiasm of the instructional
staff are reflected in the attitude of the students interviewed by the Mission.
Morale and continuity of purpose appear to be good.

Too Much Emphasis on Sugar
On the debit side, there is entirely too much emphasis upon sugar, and

especially sugar chemistry, rather than on its cultivation. In this respect the
University contributes very little toward national agricultural diversification.
The few graduates who actually enter agriculture as a profession are likely
to grow more sugar because it is one of the few things they have been taught.

It is unfortunate that neither the School of Agronomic Engineering and
Sugar nor the University Farm conducts any appreciable research. It is felt
that a University should be a fountainhead of new knowledge, and not merely
a mechanism for passing the same information down from generation to
generation. Without research, of course, it is not surprising that the University
has no extension service.

On the other hand, these things cost money. Agricultural instruction
requires extra funds for supplies and equipment. Yet, considering the impor-
tance of agriculture in Cuba, the University allocates a surprisingly small
amount to it.

The combined budget for the School and Farm-about $100,000-is less
than 4% of the University budget. The Law School receives as much or more,
and Medicine's budget is nearly five times as great.

THE PROVINCIAL AGRICULTURAL SCHOOLS

Qualifications for Admission
The Ministry of Agriculture operates a small agricultural school in each

of the six provinces. The purpose of these institutions is to provide both
practical and theoretical training in actual farming.

According to information supplied to the Mission, candidates for entrance
must: (a) be the son of a Cuban farmer; (b) have completed five grades of
primary school; and (c) pass an entrance examination. However, government
officials have the right to send a certain number of students on their own
nomination.

12 See "Corn"-Chapter 44.
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Tuit*n is free, in addition to which the students are given room, meals
and clothing. Upon completion of the three-year course, a diploma of "Master
Farmer" is awarded.

Some of the buildings are new, while others are in need of repairs. Equip-
ment is not very plentiful, but generally good. Each school has sufficient land
for livestock and crops, and these are of fairly good grade. The school direc-
tors complain of lack of money for operation.

Enrollment

Enrollment in the individual schools varies, but probably seldom exceeds
100. The one in Pinar del Rio had 40 boys between 14 and 18 years of age
in 1949. It is estimated that only a small percentage return to farms; the staff
of the Matanzas school reported that the better students go on to the University
of Habana, preferably to become sugar chemists or to enter business firms.
Students become accustomed to better living while in the schools, and often
object to a return to Cuban farm life. Some, nevertheless, do return with the
intention of introducing improvements on the old family farm.

In spite of shortcomings, these Provincial Agricultural Schools (together
with the agricultural departments of the industrial trade schools described in
Chapter 18) offer the best real agricultural training seen by the Mission in
Cuba. Probably their biggest drawback is that there are not enough of them.

While an occasional destitute and worthy student might be granted free
tuition and expenses, it is believed that these schools would do better if they
made at least a token charge. Certainly, at least, it appears unnecessary to
make all students complete wards of the State for three years. Neither is it
clear why entrance should be confined to sons of farmers.

SANTIAGO DE LAS VEGAS EXPERIMENT STATION

Poor State of Repair
The main Agricultural Experiment Station of the Ministry of Agriculture

is situated about 20 miles sAouth of Habana, at Santiago de las Vegas. It
includes 280 acres of land, of which about 200 are under cultivation.

The buildings consist of one large main structure housing the offices,
laboratories and library, and a number of smaller buildings for cattle, hogs,
chickens, experimental and maintenance shops, and similar purposes. Although
neat in appearance and attractively landscaped, the buildings are in a poor
state of repair: for example, the roof of the main building leaks in many
places, so that during rains the desks and records must be moved about to
avoid damage. In contrast to this, equipment is rather well maintained.

The library consists of approximately 5,000 volumes, to which are added
about 200 annually. Some of the files of scientific journals are complete and
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up-to-date, while others are not. From many observations over a tpv-month
period, it appears that the library is seldom used.

The Staff

The personnel of the Station includes the director, about 20 technical
employees and 37 laborers. Most of the technical people are employed on a
part-time basis. Qualifications of the staff for the work are good, and a
number of members are outstanding. Yet the morale of the staff was exceed-
ingly low at the time of the Mission's studies.

Programs Interrupted
Many valuable research programs have been well-planned on paper at the

Experiment Station; but on most of them little or no work is being done.
This-according to the staff-is a traditional procedure. Programs are laid
out, approved, and perhaps even started; they are then halted by lack of
funds or a change of officials in the Ministry of Agriculture.

The process is constantly repeated with new programs, so that the files are
filled with uncompleted work. It is reported that no government officer will
continue a project of his predecessor, and that a change of administration is
considered reason enough for abandoning any research project no matter
what its merit.

The Kenaf Project

One significant program under way at the present time is the development
of kenaf fiber for Cuba. The work includes plant breeding and cultivation
studies as well as research in harvesting and processing methods, and is being
conducted jointly by Cuban technologists and specialists loaned by the U. S.
Office of Foreign Agricultural Relations. Excellent progress is being made
(see Chapter 44).

Not even this program has been allowed to move smoothly, however.
Despite the high priority placed upon it by the Cuban Government, the
Government ceased paying the salaries of the Cuban workers and provided
no funds for supplies during a period of about tMo months in 1950. Although
funds were eventually made available, some work was lost and much damage
was done to the morale of the technical staff. The investigators, once enthusi-
astic, are now wondering how soon the next period of discontinuity will come.
Research cannot flourish in this atmosphere.

Hybrid Corn

An earnest 15-year attempt to develop a hybrid corn at the Experiment
Station was constantly thwarted by such interruptions. Its completion was
finally made possible this year, but only by its transfer to private support.
A Cuban organization, in association with an established U. S. seed corn
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company, is now financing the work on Experiment Station land. As a result
of this change, it is expected that hybrid seed will be available for sale
in 1951.

Continuity Essential
The processes of nature are slow. Many of the most important agricul-

tural experiments require a time longer than the incumbency of a single
government administration. With the record of discontinuity in past years
at the Experiment Station, it is not surprising that the institution has produced
little of public benefit. It is essential that the annual funds for its work be
provided on a more stable basis, perhaps as a fixed sum or guaranteed
percentage of the budget of the Ministry of Agriculture.

It is also essential that approval of the scientific program be removed from
the hands of politicians and allowed to rest with competent technical authority.

SUGAR AND COFFEE EXPERIMENT STATIONS
Funds Inadequate

Two specialized branch experiment stations exist. Very little more can be
said of them.

The Sugar Cane Experiment Station at Jovellanos, Matanzas, has been in
operation nearly four years, and has not yet received any of the funds for
which special sugar taxes have been levied since 1941. Most of its 1,260 acres
are used for ordinary sugar cane production, the crop being sold by the
Station's director to a nearby mill to pay the bare running expenses. Build-
ings consist of a corrugated sheet-metal garage and a small uncompleted green-
house. Work in progress is practically limited to fly-breeding (to fight cane
borers) which is privately supported by the sugar cane growers of Matanzas
Province.

The Coffee Experiment Station at Palma Soriano, Oriente, is not much
better. It may be sufficient to say that it is badly located for the growing
of coffee-a fact which in itself precludes effective service to the industry.
Its staff of two technicians and two laborers are conducting some work on
plant propagation, but wise coffee growers seem to have little confidence in
the seedlings which the Station offers.

AGRICULTURAL INSPECTORS' SERVICE
Little Coordination with Education -

A framework exists for communication of information between the Min
istry of Agriculture and the farmer, in the form of an Agricultural Inspectors'
Service.

Under a chief inspector in the Ministry, each of the six Provinces has a
provincial inspector, a local headquarters, and a number of regional inspectors.
In all, there are 219 agricultural inspectors distributed about the island.



122 REPORT ON CUBA

These men act as agents of the Ministry in the distribution of free seed,
literature and agricultural information. They promote the various projects of
the Ministry and attempt to answer farmers' questions. Insofar as the Mission
could determine, however, there is no formal coordination between their work
and that of the experiment stations or agricultural education centers of either
the Ministry or the University of Habana.

Local inspectors are paid $103 per month, and usually spend only half
their time at this work. Many operate farms of their own, or hold other
part-time employment. Those who were interviewed by the Mission appeared
to be fairly well-trained, and to be conscious of the social importance of their
task; they were aware of the handicaps under which they were working, yet
determined to make a good job of it if at all possible.

Handicaps to Extension Work
In common with other agricultural services in Cuba, the Inspectors' Service

suffers from lack of funds. Also the available funds are inequitably distributed.

The headquarters in Pinar del Rio seem adequate for present uses, while
those at Palma Soriano do not. Some of the inspectors are furnished trans-
portation and a small operating budget for expenses; others have neither, and
cannot easily visit the farms in their districts. In some cases the farmers must
hunt out the local inspector in the nearest town when they have questions.

Another handicap is, of course, the lack of new information to distribute.
The Ministry of Agriculture publishes very little material of practical interest
to the farmer. The Mission feels that this could be remedied easily, as an
enormous amount of usable agricultural information is published elsewhere
and in many cases needs only adaptation and translation. Suitable cooperative
arrangements with the U. S. Department of Agriculture should provide a fruit-
ful source of such material.

Attitude of Farmers
Inspectors find that their attentions are only moderately well received by

the farmers. They point out that Cuban farmers are not inclined toward
cooperative effort, are characteristically suspicious even of each other, and are
particularly wary of government agencies.

This situation is not improved by the unfortunate choice of the term
"inspector". The word, in fact, reflects a mistaken concept of the Inspectors'
Service apparently held by some high officials of the Government. This is
that the main flow of information should be inward to the Ministry (gather-
ing statistics, etc.) rather than as an outward dissemination of knowledge
helpful to the farmer.

The Mission feels that removal of some of the above-mentioned handicaps
will immensely increase the value of this Service to the country's agricul-
tural production.
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PRIVATE EFFORTS

Some Useful Work

A very few of the more enterprising sugar centrales engage in some form
of agricultural development.

One, for example, is growing test plots of several of the newer varieties
of cane, trying fertilizers, testing mechanical planting equipment, and fatten-
ing steers for market under controlled experimental conditions.

Another is attempting to develop a livestock feed from maribu. This
central and a number of others maintain purebred cattle and engage in cross-
breeding experiments. In some cases the results are good, while in others
accurate records of the crosses have not been kept. (See Chapter 45.)

Central Soledad

An outstanding effort is that of Central Soledad, near Cienfuegos in Las
Villas.Province. In addition to much development work of its own, this
central and its foreign owners contribute the major support to an experiment
station and plant collection operated on its property under the guidance of
Harvard University. When needed, the central also supplies pasture land and
livestock for grazing tests.

The Harvard station has some 2,000 species of plants, and last year sent
out 3,700 shipments of cuttings, seed and plants to various areas-about half
of them in Cuba and the balance to other countries. It maintains plant
exchange with many other stations in the world. Of the 120 best known
varieties of sugar cane, the Harvard Garden possesses 100 and has the re-
mainder on order.

It grows seedlings for reforestation, forage crops, and a large number of
commercial-type plants. Experimental work has included hybrid corn develop-
ment and resistant legume pastures, both still in progress.

Without question, the cooperative work of Central Soledad and the Harvard
Garden is the best of its kind in all Cuba, and both its technical and manage-
ment personnel and its financial supporters are to be commended.

5-C CLUBS

An important contribution is being made by one of the large mail-order
and retail sales organizations, in its moral and financial support of the 5-C
Clubs sponsored by the Ministry of Agriculture.

Similar to the 4-H Clubs of the United States, these clubs are designed
to stimulate the interest of the rural youth in improved agricultural practices.
Prizes are offered for the best pigs, chickens, eggs and crops produced under
competitive conditions, and help is given in a number of ways.
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IV. RECOMMENDATIONS

Some of the Mission's recommendations concerning agriculture will be
found in the separate discussions of livestock and individual crops in Book X.

Additional suggestions on various topics have been incorporated in appro-
priate portions of the text of the present section, while still others are to be
found in Chapter 29 dealing with Agricultural and Industrial Credit. Below,
in summary form, are listed some of the Mission's principal recommendations
affecting broad agricultural development.

The Mission recommends that:

Agricultural Training
1. The Ministry of Agriculture should invite appropriate members of the

staffs of the Universities of Habana and Oriente to serve on a continuing
advisory committee for improvement of the Provincial Agricultural Schools.

2. The University of Habana should enlarge the budget for its agricultural
instruction, and increase the emphasis upon diversified crops.

Experiment Stations

3. The Ministry of Agriculture should revise the administrative structure
of and budget provisions for the government agricultural experiment stations,
and, in particular, should take the following immediate steps:

(a) Guarantee continuity of adequate funds for research, irrespective of
political changes.

(b) Place the selection of research projects in the technical hands of the
administration and staff of these stations, and protect this personnel
against political changes by means of Civil Service tenure.

(c) Abandon the present coffee experiment station at Palma Soriano,
and establish a new one in a location suitable for coffee-growing.

(d) Publish, in individual leaflets, the results of experiments conducted
by all of the experiment stations.

Dissemination of In formation

4. The Ministry of Agriculture should expand the Agricultural Inspec-
tors' Service and intensify its work, in accordance with a planned program
of personnel training. Special attention should be given to the following
points:

(a) For psychological reasons the name of this service should be changed
to Agricultural Development and Information Service (or similar),
and the inspectors should be known instead as Provincial Agrono-
mists or Development Agents (or similar).
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(b) Increased funds should be allocated to this Service, not only for
expansion of its field staff, but also for translating, adapting, writing
and publishing practical agricultural information for distribution,
as well as for the use of motion pictures, radio and other educational
aids.

(c) The field agents of the Service should stress soil conservation prac-
tices. To train its agents in this subject, it is suggested that the
Ministry of Agriculture seek the cooperation of foreign technicians.

(d) Active cooperation should be established between the Agricultural
Development and Information Service and: (1) the Agricultural
Experiment Stations; (2) the technical services of the Agricultural
and Industrial Credit Bank; (3) the Universities of Habana and
Oriente; (4) such privately-supported agricultural experimentation
as may be willing to cooperate; and (5) the proposed (Chapter 8)
new Ministry of Mines, Water and Forests.

Land Tenure
5. The Government should frame and carry out with caution a policy

designed to increase the number of owner-operated farms. A start should
be made by taking the following steps:

(a) The Agricultural and Industrial Credit Bank, collaborating with the
National Bank, should begin a most careful and comprehensive study
of problems of land distribution, with special attention to idle lands
and to the mistakes caused by precipitate action in Cuba and some
other countries.

(b) The Cuban Government should consider seriously the existing pro-
posal for the purchase and title-transfer of land now held by squatters,
with three modifications: (1) the program should be handled by the
Agricultural and Industrial Credit Bank for efficiency and to minimize
political influence; (2) transfer of title should not be by outright
gift, but by sale to the squatter at a moderate price with long-term
mortgage credit; and (3) the squatters should be assisted to learn
more efficient practices.

Mechanization
6. The Agricultural and Industrial Credit Bank, in financing pur-

chases of farm equipment, should make two additions to its policies:

(a) Transactions in the purchase of equipment through its loans should
be individually approved in order to protect the borrower from
excessive profiteering by dealers.

(b) Credit should be extended to enterprises to perform custom-farming,
with reasonable regulation of rates to be charged for such farm
service, through terms of the loan agreements.
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Irrigation

7. The Agricultural and Industrial Credit Bank should be prepared
to finance self-liquidating community irrigation cooperatives, as described
in Chapter 30.

8. Concerning public irrigation projects, the Cuban Government
should take the following steps:

(a) Place the study, planning and administration of government-financed
irrigation projects (as distinguished from community cooperatives)
under the proposed new Ministry of Mines, Water and Forests.

(b) Place the execution of such government-financed irrigation projects
under the Comisi6n de Fomento.

(c) Charge the Ministry of Mines, Water and Forests with complete study
of the 13 specific projects proposed by the 1941 U. S. Technical
Commission, before any new proposals are considered.

(d) Encourage the Agricultural Experiment Stations to assemble, con-
tinuously, such data on Cuban irrigation and crop yields as may be
obtainable from farms and centrales, and to make related experimental
studies and demonstrations.

Diversification

(Some of the foregoing recommendations are designed to serve not only
their indicated primary purposes, but also to contribute toward crop
diversification. Additional recommendations for this latter purpose
follow.)

9. To encourage agricultural diversification the Cuban Government
should:

(a) Review and minimize inconsistent government price controls which
work against the growing of non-sugar crops.

(b) Restrict the application of sugar wage legislation to work involving
sugar, thus allowing the centrales to engage in other agriculture
economically.

(c) Consider the effects of short secondary farm-to-warehouse roads upon
diversification, in planning its general road building program.

(d) Review discriminatory freight rates.

10. The Agricultural and Industrial Credit Bank should expand crop-
storage facilities to improve further the marketing position of non-sugar
agricultural products.



CHAPTER 6

Industry

I. THE ROLE OF INDUSTRY IN CUBA

Up-grading Resources
Two Responsibilities

The purpose of industry is not to provide employment; it is to convert
raw materials into desirable finished products. Employment is a useful by-
product.

In the broadest sense, Cuba's biggest known asset is her soil. She is an
agricultural nation, not by mere circumstances of history as with some coun-
tries, but by natural endowment.

For her future, this gift carries with it two responsibilities. First, she
must protect and nourish the endowment-the soil itself, not only the people
on it. Second, she must make the best use of it by orienting her development,
industrially as well as agriculturally, toward a wider dependence upon this
most basic of natural resources.

Sugar a Raw Material
That sugar production is Cuba's biggest industry should not obscure the

fact that sugar itself is a raw material. Today more than half the sugar
which Cuba sells to the United States is consumed by other industries. If Cuba
can spare some labor for the purpose, then, what more logical than that she
begin by adding more domestic industries which utilize sugar?

But these secondary products are seldom made of sugar alone. They are
things like bakery goods, cereal products, canned and frozen foods, preserved
fruits, jams, jellies and candies. Largely, they require more agricultural crops,
eggs and livestock. At the moment Cuba imports many of these things. Not
for industrialization, to be sure; but merely to provide enough ordinary good
food for her people. Something must be amiss when one of the richest agri-
cultural countries cannot feed herself.

What Holds Industry Back?
Some maintain that diversification of Cuban agriculture is held back by

lack of industries to absorb the products of the soil. This cannot be true, for
a domestic market for such products already exists and is being supplied
from abroad. We are forced to conclude, on the contrary, that potential Cuban
industries are held back by lack of domestic sources of these raw materials.

Mineral Resources
On another front, there are the nation's mineral resources still to be

developed. These have been underestimated by so many who, seeking only
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precious metals, leave greater wealth untouched. As a matter of fact, there
is more money to be made from clay than from gold. Clay is more useful.

Population
The remaining major resource is the population. Many people are needed

to produce sugar, which certainly should remain the chief crop so long as
demand justifies it. Others are needed to produce the diverse supplementary
crops and raw materials which the island can logically and economically
yield, both for food and for industrial processing. The balance of the people
-more or less-will be those available for industrial activity and public
service, and these should be put to the most productive use possible.

Primary Objective
We must emphasize that we do not mean that Cuban industries should be

limited to those using Cuban raw materials, but only that the processing of
Cuban raw materials to make them more valuable should be a primary objec-
tive, rather than industrialization for its own sake.

The best utilization of labor also may be considered as development of a
natural resource; and often it is good business to import special materials
which will make possible the most efficient and productive application of
their talents.

Opportunity for Industry
The Mission's whole approach to this question is that industry's proper

role in Cuba is to provide the most advantageous development of her resources.
Thus, if there are unused human resources-a seasonal labor force, for example
-they should be regarded as an opportunity for industry, and not as public
charges to be disposed of in some way.

To consider industry mainly as a means of giving everybody employment
is, we believe, approaching the question from the wrong direction; that way
leads to deliberate inefficiency, from which no one ever profits in the end.

II. CUBAN INDUSTRY TODAY

1. Production
Magnitude

In the sense that sugar is the main product of the Republic, Cuban indus-
trial production approaches in magnitude that of agriculture; for sugar must
be not only grown, but processed. Even so, most actual refining of Cuban
sugar is done by her foreign customers.

Industrial production in non-sugar lines, and in the secondary processing
of sugar to finished products, is much smaller. Estimates of the portion of
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the national income contributed by this sector range from 10% to 15%, or
an aggregate value of around $225,000,000.1

Location

While the 161 sugar mills in operation are rather uniformly distributed
about the island, there is a pronounced concentration of other industries in
the Habana area. A recent tally by the Ministerio de Hacienda showed 8,330
industrial establishments in the Province of Habana, with a combined operat-
ing capital declared at $177,400,000. This undoubtedly exceeds the total for
the rest of the provinces.

Pending publication of an Industrial Directory now in preparation, it may
be conjectured that there are in the neighborhood of 12,000 to 13,000 indus-
trial plants of all sizes in Cuba, and that their total declared operating capital
may be roughly in the neighborhood of $300,000,000.

Manufactured Products

Leading Cuban manufactures, in addition to sugar, include cigars and
cigarettes, rayon fiber, textiles, clothing, shoes, beer, rum, alcohol, fertilizer,
soft drinks, certain canned foods, cement, soap, tires and tubes, matches, and
a number of others. Among the smaller factories there is a considerable
variety of products.

The national output of selected commodities in recent years will be found
in Table 27. More detailed discussions of these and other Cuban industries
have been incorporated in Book X of this Report, and need not be treated here.

2. Seasonal Industrial Activity

Permeates Economy
'The widespread seasonal unemployment following the annual sugar harvest

is one of the outstanding features of Cuban national life. Cuba has constantly
sought the establishment of new industries and agricultural pursuits of a com-
plementary seasonal nature to aid in leveling the curve of productive activity.

While the problem is frequently regarded as one of employing the unoccu-
pied sugar workers themselves, this is actually only a part of the story. During
the sugar harvest all domestic business and commerce is catalyzed by the
ready flow of wages. Cuban workers spend their money when they get it.

But Cuban manufacturers like to get their money as quickly as possible
after they have finished making their products. Therefore the shoe manufac-
turer does not go on making shoes at an even tempo throughout the year,
storing them for the season of heavy sales. Instead, he tries to produce shoes
about as fast as they are selling, and calls in his reserve supply of standby

I Because Cuban statistics do not distinguish between manufactunog and commerce, this is at best an
approinnation.
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ESTIMATED OUTPUT OF SELECTED CUBAN PRODUCTS iN RECENT YEARS

Products Unit 1946 1947 1948 1949

Sugar Products:
Sugar Short tons 4,480,000 6,450,000 6,675,000 5,764,000
Blackstrap

molasses Gallons 233,650,000 339,205,000 340,800,000 300,000,000
Alcohol Liters 192,377,000 143,196,000 89,629,000 145,415,000

Foods and Beverages:
Beer Liters 81,365,000 84,384,000 99,608,000 96,514,000
Candy (exports) Value n.a. ($4,096,392) ($14,774) ($2,530)
Carbonated

beverages Cases 17,000,000 20,000,000 21,000,000 19,000,000
Coffee Bags

(132.276 lb.) 382,000 589,000 551,000 463,000
Milk, canned Cases 684,000 747,000 694,000 1,000,000
Milk, powdered Pounds 107,000 118,000 113,000 200,000
Peanut oil Pounds 12,000,000 11,000,000 6,500,000 4,000,000

Textiles:
Cotton textiles Yards 48,000,000 57,900,000 38,868,000 27,611,000 b
Rayon textiles Yards (n.a.) 1,600,000 2,000,000 796,000
Rayon staple

fiber Pounds c c c 1,768,000
Rayon filament

yarn Pounds c c c 2,022,000
Rayon tire cord Pounds c c c 3,780,000

Tobacco Products:
Leaf tobacco Pounds 84,683,000 78,200,000 58,000,000 55,000,000
Cigars Thousands 513,000 590,000 620,000 514,000
Cigarettes Millions 7,059 7,327 7,691 7,808

Miscellaneous:
Cement Barrels

(376 lb.) 1,414,000 1,626,000 1,676,000 1,837,000
Paint Gallons n.a. 1,139,000 1,233,000 1,271,000
Paper Short tons 23,500 25,000 25,000 24,000
Cardboard Short tons n.a. 3,000 3,000 5,000
Salt Metric tons 65,000 60,000 61,000 66,000
Tires Units 53,000 66,000 59,000 53,000
Inner tubes Units 45,000 42,000 34,000 34,000
Rubber footwear Pairs I 3,740,000 2,560,000 3,056,000
Leather footwear Pairs 9,500,000 10,000,000 8,000,000 5,850,000
Matches Millions 10,491 12,433 12,017 9,331
Soap Pounds n.a. 80,000.000 91,000,000 100,000,000

a Not available.
b Incomplete.
c Production started September 1948.
SouncE: From various sources. It should be noted that some of the foregoing figures are advance esti.

mates and do not necessarily correspond with tables referring to individual products.
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workers just shortly before the harvest. The same thing happens in the making
of numerous other domestic consumer goods. Thus there is seasonal unem-
ployment in a great many industries and activities which have no direct
connection with sugar, and their busy times are in the same season.

Problems of Labor and Credit
In a relatively free labor market some of the unemployed sugar workers

would offer to work for less during the dead season, rather than remain idle.
Manufacturers of other products might then take advantage of lower labor
costs by increasing their activities at this time and building up warehouse
stocks for later sale. Present attitudes of labor preclude this solution, as will
be seen in this chapter and in Chapter 16.

The Cuban manufacturer of seasonally-sold goods must, of course, main-
tain a plant which is fully occupied only part of the year. Amortization of
idle plant capacity thus increases his cost of production. If he could obtain
off-season labor at reduced rates (to offset interest charges on unsold product
in the warehouse), he would still have a problem of credit. For the average
Cuban manufacturer, to carry such stocks of unsold finished goods would
call for more investment in inventories than he could manage.

Until progress is made in the problems of labor and credit-not just one
or the other, but both together-the situation will undoubtedly continue.
Under present circumstances a new domestic consumer-goods industry, if
introduced to help smooth the seasonal production curve, would probably
soon find itself operating most heavily in the busy harvest season with
the others.

3. Inducements to Industry

Previous Attempts
During the past few administrations, and especially in the last six years,

the Cuban Government has issued a number of decrees designed to encourage
industrial expansion-or equally, to prevent its contraction.

Although there were various earlier measures, the most important legisla-
tion of this kind has been based upon a law of 1942 which authorizes the
President to suspend-wholly or in part-any national provincial or municipal
taxes which in any way hinder development of production and supply.2

A 1944 decree undertook to suspend certain customs duties on new
industries, but was revoked and superseded by Decree No. 1831 of July,
1945. This offered duty-free importation, for three years, of equipment and
machinery required for the establishment of new industries or the execution

2 In the opinion of some persons, such measures as ta!ff protection, quantitative restrictions on
specsfic Imports, and pricefirimg should be included in the list of legislative inducements for industrial
development. The Mission feels that this is at least debatable, and points to various instances cited in this
report so which such measures have worked to the actual detriment rather than benefit of industries.
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of public works and public services. Exemptions were applicable only if the
imported articles were of types not made in Cuba-a customary provision
in all such decrees.

In 1943 the industries already favored by Decree 1831 were exempted
from these duties for three more years. The privilege, too was broadened to
include equipment needed for expansion of the same industrial plants, estab-
lishment of branch factories in the same line, recovery of by-products, or
even the establishment (by these same companies) of supplementary industrial
plants manufacturing products which were not new to Cuba.

Also included was duty exemption on equipment imported to effect any
spectacular-but not gradual-improvement in the quality of the product,
provided that its introduction would not cause any considerable displacement
of workers. Simultaneously a separate decree granted a five-year period of
customs duty exemption on equipment and parts for new assembly plants in
general, and rather pointedly mentioned "vehicles" in a wishful attempt to
attract the automobile industry.

Preservation of "War Industries"
Decree No. 4089 of 1946 was promulgated not so much to attract new

industries to Cuba as to keep alive some of those which sprang up under
abnormal war conditions. It would seem to apply, however, to quite a few
industries which may have come into being through the normal process of
evolution, war or no war.

For the purposes of this decree, "war industries" are defined as those
which started production after September 1, 1939, and have engaged in manu-
facturing goods which were not being produced in the country prior to that
date. Upon making proper application, and commencing as of the date of
its acceptance, such industries were granted a three-year exemption from
customs duties on imported raw materials, from specific taxes on domestic
raw materials, and from the taxes on capital, stock, and the exportation of
money for purchase of materials abroad.

Present Inducements
The principal piece of Cuban legislation now in force for the attraction

of new industries is Decree No. 2144 of August 14, 1945, which was drafted
in collaboration with leading industrialists of Cuba who were contemplating
further investments at the time.

New industries are re-defined as those whose products were not being
made in Cuba on the date of this decree. Each such industry desiring the
special privileges conferred by the law must make application in the prescribed
form and must furnish to the Government details of the enterprise, its inten-
tions, lists of equipment and materials required and their sources, labor force
needed, and similar information. The application must receive the favorable
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recommendation of the Minister of Agriculture, and also that of the Minister
of Finance whose resolution is required for its final acceptance.

Special Concessions
Issuance of this resolution marks the date of reference for application

of the special concessions and privileges, of which some begin on that date
and others when production begins or a maximum of eighteen months later.
These include:

(a) Three years' exemption from: all customs duties and charges on
machinery, equipment, and construction materials which must be
imported; taxes on the exportation of money for buying such items;
and taxes on the transfer of real estate and property.

(b) Six years' exemption from the regular taxes on loan interest, capital,
stocks, and excess profits.

(c) Ten years' exemption from: customs duties and charges on imported
raw materials; taxes on the exportation of money for the purchase
of these raw materials; and specific taxes on domestic raw materials
purchased.

(d) Ten years' exemption from the general profits tax, in proportion to
the percentage (by value) of the industry's total raw materials which
are of Cuban origin, and provided that this amounts to at least
33.33% .

(e) Authorization to deduct as depreciation and for the purposes of the
payment of the general profits tax, an annual 20% of the total value
of fixed assets, during the five years following the first two years of
operation.

To prevent unfair advantage, once a new industry has qualified under
this decree, other enterprises of the same kind starting later can obtain the
same privileges during the unexpired portion of the time already granted to
the first enterprise. In other words, all such exemptions in a given type of
industry will terminate on the same date, although they may have begun at
different times.

Results to Date
These efforts have met with some success. Under Decree 2144 concessions

have been granted to 36 new industrial concerns to date.3

The most important new enterprise in the list is Cuba's large and modern
rayon plant; among the others are factories making various food products,
chemicals, fertilizer, insecticides, sandpaper, jute sacks, 4 and wire products.

3 Four of these have since been annulled for one reason or another. A few others are not really separate
industries but are essential components of the same enterprise, incorporated separately for legal reasons.

a This company does no spinsng or wearig of jute. Its sacks are made only by cutting and sewing
imported burlap.
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A significant additional one, soon to be constructed, is a mill for the produc-
tion of wheat flour, breakfast cereals, and animal feed.

One of the major purposes of the Cuban Government in legislation of this
kind is expressed in the preamble to Decree 2144, which states that the nation's
agriculture is now limited by the lack of national industries able to use as
raw material the products of the Cuban soil. Similar statements appear in
the earlier decrees.

Failure to Use Cuban Materials

In this respect, unfortunately, the legislation has been a notable failure
up to the present. Despite the attractive tax concessions, the forces which
tend to discourage development in this direction have shown themselves to
be stronger. Only a few of the new industries mentioned are using any
appreciable quantity of Cuban materials; these few are not the bigger ones,
nor are they all agricultural.

The more important enterprises in rayon, chemicals, fertilizers, and
wheat milling, as well as many of the smaller ones, are primarily dependent
upon imported raw materials. There is room to believe that this result may
have been realistically anticipated, for the longest period of duty exemption
offered by Decree 2144 is that on foreign raw materials.

New industries attracted by these decrees have not always met wholehearted
welcome. Influential importers and handlers have not been overjoyed by the
prospect of domestic manufacture, and in certain cases have successfully
opposed it. One of the most important enterprises mentioned above-
unquestionably a new industry for Cuba-fought unexplained Government
delays and red tape for two years and was finally qualified under Decree
2144 only by the personal intervention of the President.

Conflicting Pressures

In analyzing the over-all effect of these legislative inducements to new
industry, they must be considered in contrast with other existing forces in
Cuba. Industries already established are beset with labor troubles, almost
insurmountable resistance to modernization, and similar problems. Growth
and improvement of an existing Cuban industry may be blocked by its
present members, who are sometimes even supported by the Government in
their opposition to anyone else entering the same field with a new and better
factory.

Quota restrictions and other legislation seem to support a belief that the
ultimate desirable size of a Cuban industry is that which will exactly supply
the present domestic market, with the result that the creation of surplus
production at lower costs for exportation is made extremely difficult.
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In short, it is not easy to see how further investment in many present
Cuban industries could be made less attractive. Meanwhile, broad tax conces-
sions are made available to any industry which is entirely new to the country.

New Industries for Old
Inevitably, the effect of this combination of circumstances is to encourage

a switch of Cuban non-sugar industrial production from whatever exists now
to whatever does not exist. Not only can new investors be expected to go into
entirely new lines, but already there is evidence of this change-over on the
part of present operators.

If present conditions continue, still more of the older industries may be
left behind to die, while the advent of new ones will give a false impression
of growth. There is no net gain to the economy and it is significant that, in
the midst of a small flurry of new industries during the past few years, Cuban
total industrial production appears to have decreased.

4. The Handwriting on the Wall

A Disappointing Picture
Annual economic reviews for recent years present a disappointing picture

of Cuban industrial development. It is evident that the Government's efforts
to build industry have been unable to offset opposing internal forces. Apart
from this, of course, domestic industrial output is still governed by sugar
prospects and the level of economic activity in the major industrial countries.

No Inspiration to Development
The policy of the Cuban Government, during 1948, 1949 and 1950, of -

holding wages at no less than the highest level reached, despite falling con-
sumer demand, is having the effect upon industry that would be expected.
While domestic industrial output decreased in 1949, tiere was no significant
drop in industrial employment. This can only mean lowered worker-produc-
tivity-which certainly is no inspiration to development.

Indicative Trends
The 1949 decline was indicative. While production of a few things such

as alcohol, cement, soap and canned milk increased, there was a 27% drop
in shoe output, 30% in leather, 38% in vegetable oils, 10% in tires, 83%
in exportable candy (whose production was 162 times as great in 1940),
17% in cigars, 22% in matches, and appreciable decrease in the output of
beer, soft drinks, paper, canned foods in general (except milk) and various
manufactured articles. In the textile industry three mills closed-two of
which represented about 60% of the country's rayon flat goods output.
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Workers Demand Lower Productivity
The Mission found 1950 trends a natural continuation of these processes,

although in the final months the Korean war caused some recovery in textiles
and certain other lines. With labor still making wage demands, it is believed
that in many cases they have reached the limit that employers will tolerate.
Workers are now pressing for lower productivity, as well as for shorter hours,
increased benefits, etc.

A few new industries (e.g., the flour mill) are being established. But many
existing industries are refusing to expand, or in a few cases are expanding
reluctantly; at least one major company refuses to install equipment already
on hand. A few are attempting to sell out. Several foreign companies have
already withdrawn; a few others, attracted by the special tax concessions,
have investigated the Cuban possibilities and decided not to enter.

An attempt to analyze the causes of this situation, and to suggest a few
remedies, appears in the succeeding pages.

MI. FACTORS INFLUENCING INDUSTRIAL DEVELOPMENT

1. Capital and Credit

Little Desire to Invest in Industry
Cuban capital would appear to be plentiful, but there is very little desire

to invest it in domestic industrial activity at present. Whatever may be the
moral issues involved, the plain fact is that the investment atmosphere has
become so unpleasant that foreigners do not care to bring industrial capital
in, and the Cubans themselves prefer to send theirs outside or to put it into
real estate. There is a growing tendency to shy away from new enterprises
which use much labor, while in the existing industries there is trouble with
labor in introducing labor-saving capital machinery.

Outside of the sugar industry there is very little bank credit available
for industrial development and expansion. Commercial banks tend to confine
their ordinary industrial operations to the short-term financing of raw material
purchases, and are seldom interested in participating in the acquisition of new
production machinery. This, if done at all, must be handled out of the avail-
able cash of the industries or of their owners.

Replacement of Equipment
It appears that maintenance and replacement of capital equipment are

not properly considered in Cuban industrial accounting. Much industrial
machinery is allowed to deteriorate while funds which should be set aside
for its replacement are taken out of the enterprise. Many Cuban capitalists,
therefore, with a desire for large quick profits, are probably deluding them-
selves that they are getting them. As a general characteristic (to which, of
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course, there are numerous exceptions) the returns from a given Cuban
industrial enterprise are not reinvested in the same enterprise when expansion
is indicated, but are put into another which is then handled in the same manner.

Credit for Raw Materials

Meanwhile, the industries themselves often find it necessary to extend credit
either to their customers or to their suppliers of raw materials, or both.
Slaughter houses must finance the retail butchers who buy from them.
Creameries provide cream separators to the numerous small dairymen who
supply their plant.

Perhaps it is safe to say that most Cuban industries dependent upon
agricultural crops must advance crop loans or otherwise finance the farmers,
unless they operate their own plantations. The same practice is necessary in
a few non-agricultural industries also. The system does not work too well.
Neither party is satisfied.

Fruit and vegetable canneries, in order to assure themselves of a crop,
advance to the farmers seed, fertilizer and cash. They complain that the
farmer accepts these things, raises his crop, and then often sells it to a com-
petitor. Fish canneries assert that they finance some of the fishermen, who
then take their catch from wharf to wharf until they get the best, price. The
farmers and fishermen defend their actions with the claim that the canneries,
after financing them, want to pay too low a price for the goods. Probably
both are right.

Lack of Confidence-an Example

Mutual lack of confidence-rooted in a long history of bitter experience-
appears to be the cause.

A case which illustrates this is that of a recent tomato venture. A large
new canritery undertook to fill an order which required considerable quan-
tities of vine-ripened tomatoes for the pack. Since Cuban farmers were
accustomed to picking their tomatoes green, the foreign investors in this
concern went to some expense to help them adjust to the new conditions.
In addition to advancing loans, seed and fertilizer, the cannery brought to
Cuba an outstanding tomato expert to advise and assist each farmer until
harvest time.

But when the tomatoes reached the green stage at which they had been
picked in the past, the farmers were afraid to let them ripen. Green, they
could be sold anywhere; ripe, only the new cannery would buy them and
perhaps they would not! To be sure, the cannery had pro'mised, and had
paid for seed, fertilizer and technical help, but who could tell?

A delegation of the farmers called upon the cannery and laid down an
ultimatum: it was time to pick tomatoes and they were going to pick them
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green; if the cannery wanted them it could buy them. Thus the venture
ended, and the cannery is no longer in this business.

In cases such as the above, the Cuban lender can do little to enforce the
terms of his bargain. Nothing is really mortgaged, for confidence in mort-
gages has been destroyed. This and other aspects of the credit situation have
caused great hopes to be expressed for the success of the government-spon-
sored Agricultural and Industrial Credit Bank, described and discussed in
Chapter 29.

2. Labor

Effects on Industry

No discussion of industry can neglect the efects of labor conditions upon
the industrial investor or employer, who must be guided by practical opera-
tional flexibility and costs. A broader discussion of the entire Cuban labor
problem is presented in Chapters 16 and 17, which include discussion of its
history, economic significance, viewpoints of both worker and employer, and
recommendations. 5

By all evidence, the Cuban worker can be one of the nation's greatest
resources. He learns routines and procedures quickly and retains them. He
is ingenious and acquires mechanical skills easily. As an individual, he can
be cooperative, understanding and enthusiastic. He is capable of high pro-
ductivity.

The Cuban has an unusually developed sense of respect for the dignity
and self-esteem of those around him, and naturally expects the same in return.
Perhaps such training may react a little bit to his own disadvantage at times,
because it weakens his determination fully to exercise such supervisory respon-
sibilities as may be thrust upon him, and tempts him to take the easy
way out of an unpleasant or embarrassing situation. If so, it may have
contributed to the poor discipline and low worker-productivity which unfor.
tunately prevails.

Pendulum Swung too far
There is no doubt that Cuban labor has been badly exploited in decades

past, and that an eventual swing of the pendulum was to be expected. How-
ever, what started as a movement for the recognition of the fair rights of
labor during the years just preceding the Cuban Constitution of 1940, has
since developed into a pyramid of excesses which threatens to liquidate many
of the country's productive assets.

Organized labor's lack of responsibility was illustrated by the costly nation-
wide general strike, called on October 27 of 1950 by the Cuban Confederation

I The reader who is interested in the complete background of this subject is referred to the well.
documented treatment of the evolution of the Cuban labor movement, its causes, constitutional provisions,
legislation and decrees up to 1947, appearing in the M.A. Thesis of Barbara Ann Walker, submitted to the
University of California in July, 1947.
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of Workers, for no other announced purpose but to protest the formation of
a similar Confederation of Employers.

Present Attitude

The Constitution of 1940 commits Cuba to the resolution that labor is
the inalienable right of the individual, that the nation must assure employ-
ment to all, and that every worker must be guaranteed acceptable economic
conditions. When the Constitution was drawn an attempt was made to estab-
lish labor as "the inalienable right and duty of the individual", but as a
matter of record the word "duty" was voted down.6 Other portions of the
Constitution and much of the subsequent legislation appear to give support
to this principle. Where there is any doubt about it, such support has been
given by the courts.

Summary of Principal Labor Laws

The actual wording of a good deal-though not all-of the labor legisla-
tion is reasonable, even if it is somewhat arbitrarily administered. The
following are some of its most important provisions and characteristics:

1. Minimum wages are established from time to time, and a portion of
the wage is protected against attachment.

2. Equivalent wages must always be paid for similar work.
3. Wage claims against employers have priority over all other claims.
4. No deductions can be made from wages except those specifically

authorized by law.
5. Wages must be paid in legal tender. (Payment in merchandise, or in

credit slips good only at a company store, are thus excluded.)
6. Social security provisions include retirement pay, death pensions, and

insurance against accident, disability, old age, etc.

7. The maximum working day is of eight hours.
8. The maximum working week is of 44 hours, for which the worker

is to receive 48 hours' pay.

9. Workers and apprentices must be over 14 years of age.
10. Workers are guaranteed one month of paid vacation every year, as

well as pay for certain national holidays.
11. While a worker is on his paid vacation the employer must hire

another to fill the vacancy. (The aggregate effect of this and several
other provisions plus legal sick-leave is that, out of a possible 313
working days, the employer must pay the worker for 63 days on
which no work is done. This has been too much for some businesses.)

e Walker, op. cit.
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12. Married and unmarried women must be accorded equal treatment and
working conditions.

13. Women workers must be excused six weeks before and after child-
birth, are paid for this period out of a maternity insurance fund, and
must be reemployed.

14. Workers have the right to form unions and to strike. Members of
"university" and "non-university" professions are required by law to
form associations, and these are charged with establishing the require-
ments and qualifications for practice of such professions.

15. In general, the right to work is limited to native-born Cubans. On
the other hand, distinction as to race or color is prohibited.

16. The worker cannot be discharged without just cause. (Actually it is
difficult or expensive to discharge an employee for any reason.)

17. Employers may not move their factories to new locations without
Government permission. Thus, an employer cannot move his opera-
tions to take advantage of the more satisfactory or lower cost labor
force elsewhere. If he is allowed to move, he must pay at least the
same wages in the new location.

18. Numerous laws and decrees have grtinted arbitrary blanket wage in-
creases, not only with respect to minimum wages, but as percentage
increases of all wages. Other decrees have similarly affected wages
in specific industries.

19. Some wage decrees have tied wages to a cost-of-living index or a
commodity price. (As in other countries, experience has already
demonstrated in Cuba that these are enforced when wage adjustments
are upward, but nullified when the indicated adjustment would be
downward.)

20. Wage rates are sometimes decreed for specific types of piece work.
21. Government and judicial policy has been established to the effect

that if a company is economically unable to pay the legally required
wage, it should not be in business.

Labor Contracts

The law defines the form of contracts between labor and employer and
the provisions which must be included; and renders them void if they violate
any of the established rights of labor. If the business changes hands, labor
contracts remain in force and all original provisions are binding upon the
new owner. They can be terminated by the total and final liquidation of the
industry or working center, but only if such liquidation is previously author-
ized by the Secretary of Labor. They can also be terminated by force majeure,
provided that the existence of such force is declared by the Secretary of Labor.
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Although the form of such contracts is disproportionately weighted in
favor of labor, employers accept this condition with resignation. They com-
plain, however, that the Government holds them rigidly to all provisions with
severe penalties for the slightest infraction, while labor may violate, renounce,
or completely ignore any of its contracts at any time without penalty or inter-
ference from the Government.

As a protection to themselves, most employers regard a Cuban labor
contract as valueless.

Apprenticeship
For the most part, apprenticeship contracts involve the same provisions

as do regular labor contracts. However: (1) an apprenticeship agreement
can be terminated in the first six months by free will of either party; (2) in
view of the age limits (14-21) of the apprentice, the employer is bound to
certain reasonable additional responsibilities for his health, teaching, moral
conduct and general care; and (3) an apprentice becomes a regular employee
automatically (and his contract becomes a labor contract) when (a) he
reaches the age of 21 and has been with the employer at least two years, or
(b) he has completed three years of apprenticeship, or (c) if his wages are
paid in any way other than by a fixed periodic sum (if piece rates are paid,
for example).

Apprentices are subject to minimum wage provisions, and cannot be paid
less than the minimum rate established for apprentices in the zone and
particular classification of industry. Although there is considerable variation,
in some cases these rates are as high as those of regular workers.

Apprentices Avoided
Machine shops, railroad maintenance shops and the like complain that

they have to pay an apprentice-machinist just as much as they do a fully-
trained man. They point out that there is a gamble in taking apprentices,
since they may not turn out well in every case, yet cannot be discharged after
the first six months. Under the circumstances they prefer to avoid apprentices
and confine themselves to hiring men away from other shops or from the
sugar mills.

The latter, particularly, as Cuba's largest industry, provide fairly broad
opportunities for a man to acquire some experience in shop work, and in the
last analysis probably constitute the country's principal source of such
workers. But this is a slow and uncertain process at best, and cannot supply
the number of trained men required for any real industrial expansion.

Graduates of the country's practical trade schools should be able to help
fill this gap, but are strongly discouraged from doing so by the sindicatos'
reluctance to admit them to practice on other than an ordinary apprentice-
ship basis.
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Wage Rates

In a decade or less, Cuban wage rates for most workers have risen about
four-fold. The present range for ordinary and semi-skilled labor in various
industries is roughly from $3.00 to $7.00 per day, with numerous exceptions
and special rates in certain lines.

Tire builders in Habana receive $7.50; one classification of crane opera-
tors gets $8.40; Manzanilla machinists, with or without experience, are paid
$13.00. In the sugar mills, samplers draw $4.67; weighers, $7.15 to $7.69;
helpers, $5.85 to $6.04; general mechanics, $10.71; gas welders, $11.12;
foundrymen, $15.57; shop foremen, $12.97; a chief electrician-among the
highest paid-receives $23.36.

These are basic wage rates, to which must be added a number of social
security taxes and other special charges which vary with the industry. In
all but the sugar wages given above there must also be added 9.09% to give
the worker the legally required 48 hours' pay for 44 hours of work. The
sugar wages as listed above already include this.

Example of Labor Costs

The following breakdown is a typical calculation of labor costs (the
example is the cost of placing an automobile aboard ship):

Regular Time Overtime

Basic wages $13.80 $27.60
9.09% adjustment (48-44) 1.25 2.51
Vacation pay 1.37 2.74
5% retirement fund 0.82 1.64
1/2% labor maternity 0.08 0.16
7% labor insurance 1.15 2.30

Total. . $18.47 $36.95

Some Employers Desperate

It is perfectly natural, of course, for labor to continue to press for even
higher wages especially in a period of rising prices. Under pressure of
collective bargaining we would expect these efforts to succeed gradually, as
long as the demands were within the economic ability of the employer to
pay and still retain an incentive to stay in business. That they have reached
this limit in some cases is attested by the fact that government intervention
for the settling of wage disputes-originally intended as a protection to
labor-is now practiced increasingly at the specific request of the employer.7

Considering the Government's recognized pro-labor attitude and its fre-
quent decrees raising wages without regard to actual costs of production,

In many lines, wage increases up to 40% have been granted fairly recently. Notweithstanding this,
demands are being made ior further increases in these and other industries. The current custom is to ask
for 40%. although at least one group io the lienequen industry is demanding a three-fold increase. Settlements
actually range from 10% up to a full 40% granted in October, 1950, by a coffee roasting plant.
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productivity trends and market conditions, this action of employers in volun-
tarily opening their books to government interventors may be viewed as a
final desperate appeal to reason.

Piece Rates
Piece-rate payment for labor, where it has been introduced, appears to

operate very successfully in Cuba, except in the ports, where excessively high
rates are combined with work-stretching measures to make costs prohibitive.

In industry the rates used have been fair as a rule, and the workers have
made considerably more money this way than under a daily wage basis. At
the same time the employer has benefited through increased production, and
has had no difficulty in justifying the higher payments to his workers. Cases
in which the voluntary daily production per man has doubled upon introduc-
tion of piece rates are not uncommon.

In some industries, such as soap and tires, the workers have had "norms"
established for each job, set by agreement with the employer and supposedly
representing a normal day's production for the worker. In such cases any
production beyond the norm is paid on piece rates or as overtime. Since the
norms are remarkably generous to the worker (often little more than half of
what he can really do), he can earn quite handsome pay if he is willing to do
a full day's work.

Unfortunately, since this gain is achieved through the worker's own
conscientious efforts and not through organized demands, some labor leaders
may have felt that such practices undermine their own prestige. In several
instances they have caused these incentive methods to be dropped, with
consequent lowering of the take-home pay of the workers.

Resistance to Modernization
Cuban industrial development has been greatly retarded by labor's resist-

ance to new machinery, modern methods, or virtually anything that will
increase the efficiency of production. There is hardly an industry in Cuba
that has not been affected by this, and to some it has been positively disastrous.

Cuban cigar makers have successfully opposed the introduction of machin-
ery which would replace the laborious hand rolling. As a result, with rising
wages, the costs of production have increased to the point where the once-
famous Cuban cigars have virtually disappeared from many of their old
export markets. Some important textile mills have actually been forced out
of business, and others have been saved only through Government interven-
tion. Some sugar mills are unable to take full advantage of new mechanical
developments for loading, unloading and handling sugar-bags.

There is not much uniformity in the types of new development that are
resisted; the policy seems to be to retain the status quo, whatever it may be.
Thus, labor accepts machines and modern methods which were already in use
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in a given place before they began their excessive demands, but anything
additional is automatically blocked. One factory will be found using the very
machinery that the workers in another similar factory refuse to allow.

Productivity Frozen
When improved methods or machinery are introduced into a factory with

permission of the workers, it is generally under the stipulation that the same
nusiber of workers be employed as were used under the older, inefficient
method. The workers also commonly see to it that the new equipment turns
out no more products than the old.

As an illustration, a Cuban tire factory possesses several tire-building
machines, one of which is of a new design and allows the operator to turn out
twice as many tires as the older machines without the expenditure of any
more time or effort on the part of the worker. In practice, however, it is
found that the new machine is making exactly the same number of tires as
the older ones do.

Noodle-twister Sabotaged
Other examples are numerous. Candy-wrapping machines in Habana are

operating at the lowest possible speed. In one cordage mill the equipment
turns out 60% of its rated capacity of product. A large soap company
bought a mechanical feeder designed to serve two machines at once, then was
forced to install one such feeder on each separate machine instead so that
two attendants would be required.

Cuban noodles are sold in little twists that are coiled by hand. One manu-
facturer bought a modern unit which not only made the noodles but delivered
them already twisted. His workers protested, and the machine was repeatedly
sabotaged until he agreed to operate it with the twisting mechanism removed.

Policies Harm Labor
Another industry furnishes an excellent example of how these policies

hurt labor itself. In recent years there has been an enormous increase in the
Cuban consumption of crackers. The domestic cracker industry-established
for 70 years-should therefore show a boom in sales and production; instead
it is diminishing, to the consternation of its workers.

Cuban crackers, manufactured in antiquated bakeries, cannot compete
with imported crackers, which increased in volume 14.5%o in 1946, 95.2%
in 1947, 320.6% in 1948, 376.4% in 1949, and 459% in the early months
of 1950. Thus resistance to modernization-through the fear of the workers
that it might displace some of them-may eventually displace all of them.

Right Way to Make Crackers
An attempt to solve this difficulty by tariff adjustments would defeat itself

by raising the price of crackers and thus reducing their consumption; and a
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subsidy would only pass the burden back to the Cuban people in another
way. Obviously, the right way to make crackers is the best way, and no
amount of legislation can alter this simple fact.

The figures show clearly that if this Cuban industry had been permitted
to lower its unit production costs enough to satisfy this greatly enlarged home
market, it would be employing more workers today with efficient equipment
than it is able to do at present with its old methods.

Featherbedding
Where a new machine is to be introduced, workers are not satisfied with

the mere retention of employees who might otherwise be displaced, and their
transfer to other useful work in the factory. They have generally insisted that
the displaced workers be retained in the same department, even if there is
nothing for them to do there but to watch the machine and draw their pay.
If there is other work that they might do, the sindicatos have required that
the employer hire additional laborers for it.

It has been judged that gantry cranes at Matanzas and Habana do work
which would otherwise require four winch operators; therefore in each case
four men are paid, although only one operates the crane. This sort of thing,
together with the difficulty of discharging a worker for any reason, has
brought about the "featherbedding" of a great number of workers throughout
Cuban industry.

One railroad estimates that 40% of its payroll is for work not performed.
Before the Government came to the assistance of a textile mill to prevent it
closing its plant, it had nearly a thousand extra employees.

Port Labor Costs
It is in the seaports that labor's attitudes interfere most seriously with

nati6nal development. The cost of loading and unloading merchandise at
Cuba's seacoast frontiers is sometimes so great that businesses find it impos.
sible to operate, while others do so only by charging high prices to the
consumer. Unreasonable port costs which must be added to the final prices
of some export products effectively bar the export of these items from Cuba.

It has been suggested that certain types of processing-in.transit (such as
manufacturing Honduras hardwoods into furniture for shipment to the United
States and elsewhere) would offer a partial solution to Cuba's seasonal labor
problem. But the necessary double passage of the materials through Cuban
ports makes it most doubtful whether such plans would be feasible under
present circumstances.

The pay of these port workers is based upon the particular commodity
being loaded or unloaded and instances are reported of individual workers
receiving $40 to $50 per day for handling sugar, and $64 a day for loading
cordage.
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Effects on Costs

The plea that a worker does not get this much every day is no defense,'
for the situation must be judged by its net results:

It costs more than $3.00 per thousand board feet to transfer lumber from
a boat to a flat car alongside. Stevedores now charge $18.47 to load an
automobile aboard ship in Habana on regular time, and $36.95 on overtime
-the same job costs $2.00 in Miami, Florida, with no increase for overtime
or holidays.9

Phosphate rock-according to importers-is loaded in the United States
for $0.35 per ton and carried to Cuba for another $2.50; but upon arrival
it costs $2.82 per ton just to unload it from the boat to the dock.

At the time of the Mission's study there was a small shipment of adver-
tising safety matches abandoned on one of the piers, as the $134.70 demanded
by the stevedores and longshoremen for handling this consignment made it
uneconomical to claim it.

One company attempted to unload bulk cement by the usual method of
pumping, and was forced to hire 38 men at double pay because that number
would have been required if the cement had been unloaded by hand in sacks.

Another company making installations for the milling of wheat flour has
felt it necessary to abandon plans for unloading its bulk wheat by the cus-
tomary pneumatic method, and will use a gantry crane instead because the
"featherbedding" for this type of equipment involves only four men in
contrast to the preceding example.

Laws to Stretch Work

Not only are the rates of payment high, but the laws governing port
labor contain a myriad of detailed provisions for dividing and stretching
the work as far as possible.

A few selected items from the regulations of the port of Habana illus-
trate this:

1. For each gang or hatchway of a boat, six men shall be employed as a
minimum in the work of the hold alone.

2. In work done on a piece-work basis eight men shall be employed in
each gang for the hold.

3. A sling of sacks cannot contain more than seven sacks of rice.
4. Once the hatches have been opened, the stevedores shall be under-

stood to have earned a half-day's pay; and if the hatches are opened
by the crew of the vessel, the stevedores shall be understood to have
earned a half-day's pay as soon as the first sling-load is lifted.

8 Although undoubtedly true. There are more port workers than necessary at present.
9 Fr ths reason, these workers strongly oppose the idea of a Cuba.Florsda auto ferry fot toutist travel.
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5. On colliers and vessels carrying chemicals or paving block in bulk,
there shall be employed at each hatch not less than three buckets, with
two men to each bucket, and a hooker at each hatch. In case the buckets
have a capacity greater than one-half ton but not more than one ton,
three men per bucket shall be employed, with one hooker to each hatch.

6. Regarding the handling of cargo and packages in hand trucks, etc:
" . . . jerked beef, small, 2 bales, 1 man; bales of jerked beef, the
weight of which is from 200 to 225 pounds, 1 bale, 1 man; bales of
jute of 300 kilos or more, 1 bale, 2 men; bales of hops, up to 150
kilos, 1 bale, 1 man; bales of large size, exceeding 200 kilos, 1 bale,
2 men; bales of dried leather and skins, the weight of which is not
greater than 200 kilos, 1 bale, 1 man; . . . kegs of wine, rolled, 1 keg,
2 men; hogsheads of olives, vermouth, and crockery, rolled, 1 hogs-
head, 2 men; . . . etc., etc."

7. For crates of fruits or vegetables, three men shall be employed in each
gang for either loading or unloading the lighter, provided the latter's
capacity is not greater than 250 tons. Exception is made of pine-
apples, for which one more man shall be employed in each gang. If the
lighter has a capacity of more than 250 tons, four or five men, re-
spectively, shall be employed, according to whether it is a question of
fruit, vegetables or pineapples.

Compulsory Shipment by Boat

Laws have been passed requiring the local shipment of certain goods by
boat, and even specifying the ports from which they must be shipped, in
order to guarantee that the port labor will get the work of loading.

Raw sugar being shipped to a refinery would normally be loaded in
bulk; but in Cuba it must be sacked, so that the port workers can carry each
sack to the ship's hatch, open it and pour the contents into the hold.

A lumber company located near one seaport receives logs by truck or
rail from other parts of the island; but if the port workers' sindicato decides
that a given shipment could have been moved by boat instead, the company
is obliged either to engage p,rt laborers to unload it or, in any case, to
pay the established port labor rate.

The Habana Seamen's Union has recently asked the Government for a
decree to prevent the movement of sand into Habana by truck directly to
the user, and to require that all sand from the interior be deposited at
seaports for water shipment.

Difficulty of Discharging Workers

Most employers and independent observers believe that much of labor's
entire attitude is based on its virtual immunity from discharge. Employers
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in Cuba are not adverse to giving the worker ample protection in his job.
They would be willing to pay discharged employees a fairly heavy indemnity
or severance-pay, perhaps based on length of service as is done in many
other countries. But to be forced to retain a disloyal, useless, or even dis-
honest employee is too extreme.

The fact that, for all practical purposes, an employee in Cuba cannot
be discharged has a ruinous psychological effect upon him. It destroys his
initiative and incentive, and makes him feel irresponsible.

Effect on Supervisors

Worst of all, this extends to employees in the supervisory positions.

Many Cuban employers have learned that a good percentage of the labor
trouble can be averted through the maintenance of good human relations
with their employees. But this function falls largely to the supervisors, and,
if-occasionally-some of these are poorly chosen, much tr6uble can result.

Since many of the supervisors themselves are harmed psychologically
by the protective aspects of the law, a Cuban company can develop a good
set of supervisors only by a process of weeding and replacement more exten-
sive than would have to be practised elsewhere. Yet this is impractical, for
Cuban management finds that it cannot remove the worthless or dangerous
supervisors by either discharge or transfer, unless by extra-legal methods.

Theory and Practice

From an examination of the law itself, it would appear that an employer
has ample recourse to dismissal in cases of unsatisfactory workers. The
law (specifically, Article 61 of Decree No. 798, April 13, 1938) clearly de-
fines 14 permissible causes for discharge of a worker by his employer,
including such things as unjustified absence from work, fraud or abuse of
confidence, ineptitude, negligence, habitual drunkenness, insubordination,
continued voluntary slowdown, crimes against the enterprise, etc.

In practice, however, employers maintain that the situation is quite
different. The many factories and enterprises visited by the Mission reported
a remarkable uniformity of experience. e

One employer stated that he had made 60 appearances before the labor
courts without a single favorable decision.

In a period of six years, another company was said to have filed 200
applications for permission to discharge workers for cause and did not
succeed once.

It is difficult to describe the extent of this alleged one-sided interpretation
of the law and its practical effect on business without the use of concrete
examples. A few actual cases, reliably reported to the Mission as by no
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means unusual, will illustrate a situation which may tax the credulity of
the reader:

Case of Disgruntled Hosiery Worker

Case 1: In 1938, a textile worker in Company A became disgruntled and
insubordinate. Upon being warned by the employer, he showed his defiance
by seizing a pair of shears and deliberately cutting up the hosiery that was
being manufactured. He was given formal notice of discharge in accordance
with the law. During the ensuing days, while the case was awaiting process
by the labor court, he came to the factory regularly and outraged the female
employees by depraved exhibitions. The employer had these acts duly wit-
nessed and photographed.

With the amount of evidence available, the labor court supported the
employer. The man was discharged, and shortly afterward found other regular
employment. Four years later, he appealed the case, but the original decision
was upheld. Thereafter, at intervals, the worker pressed the series of succes-
sive higher appeals provided by the law, but without altering the earlier
decision. During this time the plant changed ownership.

Eight years after the event, the final tribunal decreed that the worker (who
had been profitably employed elsewhere all this time) had been punished
enough.

It ordered the new factory owner to reinstate him and to pay him full-
time back wages amounting to $16,000 (actually more money than he would
have earned had he not been discharged). The desperate employer laid the
case before the President of the Republic, who adjusted the matter by cancel-
ling the cash payment but ordering the worker reinstated anyway.

Pay for Prison Time

Case 2: Several workers in Company B entered the factory at night and
committed acts of vandalism and sabotage on the production machinery. They
were caught, tried, convicted and sentenced to a penal institution. At the
same time, of course, they were discharged by their employer and the dis-
charge was upheld by the labor court.

Two years later, these workers - now freed - appealed the decision of
the labor court and won. The employer was forced to reinstate the men in
their original jobs and to pay them full wages for the elapsed time, including
the time spent in prison.

Asleep on the Job
Case 3: A worker in Company C developed a reputation for defiance and
"soldiering", and was warned repeatedly. One day he was found sleeping
on the job. Numerous witnesses were available, and to provide incontro-
vertible evidence, photographs were made.
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The usual discharge proceedings were instigated. The worker did not
deny his identity in the photographs. The labor court ruled, however, that
while the evidence showed the man to have been reclining, it did not prove
beyond all possible doubt that he had been asleep. Therefore, since it was
considered that the full charge against him had not been proved, the case
was dismissed and the employer was ordered to retain the worker.

The Man Who Stabbed His Wife

Case 4: An employee of Company D was subject to fits of such uncontrolled
rage that he was considered an actual menace to other people. In one of
these rages he once stabbed his wife, although not fatally. His removal from
the plant was considered urgent by his wife, by other workers in the factory,
including his own sister, and, of course, by the management.

Unfortunately, he did not want to leave and had not yet committed any
specific act on the premises which would satisfy the labor court as valid
reason for dismissal. Seeking a solution, the management finally discovered
that he always yearned to drive a taxicab. At a cost of $600, a second-hand
taxi was bought and presented to him in exchange for his letter of voluntary
resignation.

Photographed with the Loot

Case 5: A maker of textile fabrics discovered that a certain employee had
been systematically stealing quantities of cloth for several months. Knowing
the difficulties of discharging a worker, the employer set up a rather elaborate
watch on the man in order to catch him in the act and to secure the required
evidence.

It was found that his method was to take the cloth to the washroom, wrap
it around his body under his clothing, and walk out of the plant gate with
it at closing time.

When the thief's pattern of operations and timing had been fully estab-
lished by repeated secret observations, the stage was set to trap him. On a
day when he was known to be carrying stolen cloth, he was met at the plant
gate by a delegation of police, labor and management representatives, photog-
raphers and other witnesses. He was searched and his loot removed in front
of cameras to insure his conviction for theft which would be necessary in
order to discharge him legally.

He pleaded guilty, claiming that it was his first offence, and there seemed
to be little doubt of the outcome. But the court, taking into account the fact
that his conviction would give the employer grounds for his discharge, ignored
his admission of guilt and dismissed the case.
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Case of Nonplussed Employer

Case 6: The law requires that the employer must begin discharge proceed-
ings by notifying the employee of his dismissal in writing. The courts have
required that the employer present this notification, countersigned by the
employee, as evidence that the employer has complied with the regulations.

Factory Manager E, who claims that his case is not unusual, tried to follow
this procedure but found the worker unwilling to acknowledge receipt of the
notification. After 15 days of such attempts the nonplussed manager
consulted the labor office for assistance. But there he was told that they could
not consider his request for help because he had not yet shown that he had
notified the employee properly. The employee is still on the payroll.

Case of Imaginary Accountant

Case 7: Prior to 1932 a woman had been employed by a Cuban company
as Chief Accountant. In 1932 she was elected a Director and Treasurer of
the company. Under this company's Articles of Association, the Treasurer
is a Director and elected by the stockholders, and the Treasurer's duties include
responsibility for the company's books.

In 1945, for sufficient reason, she was dismissed. But this was done without
the elaborate administrative procedure provided for workers because, under
the law, the woman's position was not that of a worker but of an officer of
the company and a "responsible representative" of the owner.

The matter was protested and in 1950, after a long series of appeals,
the final Court of Constitutional and Social Guarantees upheld an original
ruling of the Minister of Labor made in 1946. This was to the effect that,
while the company could not legally be required to reinstate the woman as
a Director and Treasurer, she was nominally in charge of the company's
books, and therefore must be restored to the position of Chief Accountant
which she had held prior to 1932.

As Chief Accountant she would be classified as a worker and, therefore,
subject to this social legislation. Yet in this case the office was a purely
imaginary one at the time as there was no. Chief Accountant included on the
payrtll. Nevertheless the company was ordered to reinstate the employee.

Dishonest Filling Station Worker

Case 8: A petroleum company discovered that one of its filling-station
employees had been systematically stealing and short-changing customers
over a long period of time. The total amounted to thousands of pesos.

When a company inspector privately confronted him with the evidence,
the employee admitted the practice but pointed out that he could not be dis-
charged for it because there were no witnesses and he would refuse to confess
it in court.



152 REPORT ON CUBA

He intimated that he saw no reason to change his ways, and defied the
company to do anything about it. If the company really felt strongly about
the matter, he said, he would be willing to resign for a price of $10,000.

The manager of the company ordered that the organization must discharge
this man for cause, even if it cost $50,000, since failure to do so would set a
terrible example to others. In this case the discharge was successfully accom-
plished by the payment of an established fee to a firm of lawyers having unsur-
passed political connections through family ties.

Right to Discharge Essential

The Mission feels that the right of an employer to discharge unsatisfactory
workers is necessary to the successful conduct of any enterprise. It is also
a right without which very few persons can be expected to contribute to the
national industrial development through the establishment of new enterprises.

From the standpoint of labor itself, it is one of the main guarantees to
the good worker that he will be required to do no more than his fair share, and
that he can be properly rewarded for outstanding efiort.1 0 To deprive the
employer of this right is to encourage poor work, and thus to jeopardize
the very existence of the enterprise upon which the worker depends for his
living.

Attitude of Workers

Among the workers there seems to be a belief that labor will benefit in
some way by anything that will give the employer less for his money, regard.
less of whether labor itself receives anything more. This is accompanied by
a credo that there is only so much work to be done in Cuba, and that this
limited supply of work must not be used up too fast or by too few people.

The worker's general ignorance of the economic facts-of-life is one reason
for the trouble. This condition, first exploited by the Communists, is now
exploited by irresponsible labor leaders who feel that their own personal
prestige depends upon securing, for their labor groups, apparent gains as
spectacular as those obtained earlier by the Communists.

Attitude of Government
The Government itself realizes that, in order to discredit Communism, it

must also show the worker that he can fare better without it. But officials
apparently feel that this fact must be demonstrated in haste, by flashy and
impressive moves, rather than through the normal forces of human behavior.
Moreover, officials recognize that labor is now the most influential group.
Thus, rightly or wrongly, for political reasons, the Government supports the
labor leaders in many of their most fantastic demands.

10 Another guarantee of proper reward to the worker Is an employer's right to select the best workers for
advancement to hbgher postbons. Under e-ssting "seniority" roles, Cuban labor has virtually destroyed its
o0n opportunit-es s thls respect also.



INDUSTRY 153

In a notable case in point, in 1946 a decree was issued requiring a specific
bus company in Habana to reduce the working day to six hours while con-
tinuing to pay wages for an eight-hour day. When the Supreme Court declared
the decree unconstitutional in September 1950, the Ministry of Labor immedi-
ately ordered a conference of labor leaders, government and-company repre-
sentatives for the stated purpose of finding a way to circumvent the decision.
The President then issued a new decreel' raising the wages by exactly the
same amount instead of shortening the hours.

Some Things That Would Help

It is confidently believed that some of Cuban labor's demands would be
tempered with judgment if more of the workers understood the technology
of their calling. Graduates of good trade schools should be better equipped
to evaluate the benefits which accrue to them through economical production,
high efficiency and cooperation.

Unfortunately, the few genuine trade schools which are actually func-
tioning under government support are found to include in their curriculum
an unnecessarily intensive course in the legal rights of labor. These courses
are not balanced by instruction in the worker's duties and obligations to
employtrs for mutual benefit.

It would be equally helpful if labor leaders and other influential workers
could have some training in general business principles, so that they could
know how far they could reasonably expect to go in in their demands without
putting their employers out of business. Present trade school instruction also
includes some notions of industrial accounting and mercantile law, but little
or nothing on the comparative costs and economics of production.

Dilemma of Employees-

To be most useful, much of this information should come from the busi-
nesses in which the workers are employed. However, this would mean that
the employer should give them a few of the honest facts about the finances,
profits, losses and problems of the enterprise.

The Cuban employer often tends to be secretive about these things, probably
because he thinks that labor will ask too much if it knows how much there
is, and also because he may be making a lot more profit than he cares to admit.

This last possibility is supported by the fact that so many Cuban enter-
prises are still doing business after having met labor demands which would
be enough to bankrupt similar enterprises elsewhere.

- In one sense, the Constitution itself may have set a precedent for the first decree by providing 48
hours' pay for 44 hours of work. It will be noted that the general prnciple of this decree IS not one of
gving the worker any more wages but simply of reducing his daily output. Public safety, by avoiding
overtired dnrvers, was used as the reason for the first decree but as soon as the six-hour shift became
effective some drivers worked two shifte dally.
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3. Nationalism

"Cubanization of Labor"

On November 8, 1933, President Ramon Grau San Martin issued a decree
(No. 2583) the preamble to which is worth quoting:

"The specific protection of the native worker is one of the basic
orientations of any really nationalistic policy.

"Pending legislation based on truly scientific principles-which,
in every collectivity and on all historic occasions, must be accom-
modated to the result of exact statistical antecedents, difficult to
obtain immediately-it is indispensable that there be established
among us, in accordance with the revolutionary ideology and in re-
sponse to the urgent needs of the present circumstances, the general
outline of a rapid Cubanization of labor.

"The Government proposes to fix definitively the obligatory pro-
portion of native wage-earners in each and every line of business, as
soon as this is permitted by the statistical studies which it is making
for that purpose."'1 2

The "50% Law"
The decree which follows these words is popularly known as the "50%

Law", or the "Law of Cubanization of Labor". It requires all agricultural,
industrial, or mercantile enterprises in Cuba to employ at least 50% native
Cuban personnel, and to insure that no less than half the total wages and
salaries are paid to native Cubans.

Excepted from the computations are only the representatives or attorneys.
in-fact of the employer, and technical positions when there are no native
Cubans academically qualified to fill them.

Were this all, it would not seem to impose too great a burden upon
development-with perhaps a reservation in the case of the dangerous words
"academically qualified". It is certainly not too much to expect at least
half the work in Cuba to be done by Cubans. It does not follow logically
that the best procedure is to impose this requirement uniformly upon every
enterprise regardless of its nature; still the wording of Decree No. 2583
apparently anticipated some eventual adjustments.

"Native Cubans"
But unfortunately this is not all; nor do the aforementioned provisions

adequately portray the spirit of this decree and the later legislation built
upon it.13 As will be seen in what follows, the intent is not "at least 50%",

Si Although the decree has stood for se-entees years and has brought forth various supplementary decrees,
these statistical studses which were apparently already besng made Sn 1933 have not yet emerged. There is no
reason to belicve that they ever wsll, in the light of the subsequent legislatson on this matter.

13 Includmig especially Decree No. 2977 of December 6, 1933: Minstry of Labor Ruling of February 20, 1935
Mmistry of Labor Ruling of Mar-h 30, 1

935 : Msmistry of Labor Resolution No. 311 of July 3, 1
93

6: and Msnistry
of Labor Resolutson No. 868 of Aprsl 24, 1945. Each of these Milsisty of Labor actions acknowledges in tutn
the error or inadequacy of the preceding one and sets forth new conditions.
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but actually a rapid approach to 100% native Cuban personnel. Moreover,
it is intended (and clearly stated) that even the naturalized Cuban citizens
shall be eliminated from employment as the process unfolds, leaving em-
ployed only citizens actually born in Cuba or born abroad of Cuban parents.
These alone are "native Cubans", within the definition of the Law.

The original decree itself provides that all positions which become vacant,
or which may be newly created in the future, must be filled by native Cubans.
On the other hand, all reductions in personnel made for reasons of economy
or otherwise must be effected by removal of foreign personnel as long as
any remain.

Purging the Foreigners
It might be thought that some of those removed from one enterprise in

the course of adjustment to the "50%" requirement-including the natural-
ized Cubans-could be employed by other enterprises whose percentage of
native Cuban personnel was already more than required. Under the law
this is not so, since both the new positions and also those vacated for any
reason must be filled by native Cubans. To make doubly sure of this, the
original decree also stipulated that any enterprise already having a propor-
tion of native Cuban personnel greater than 50%o must thenceforward main-
tain that greater percentage as a minimum and increase it in the future.

Some of the regulations of the labor law ordered under Decree No. 2977
illustrate the extent of this apparent preoccupation with the purification of
a "Cuban race"-or the reservation of all possible employment for what-
ever native-born Cubans there were on November 8, 1933, and for their
direct descendants.

In adjusting their personnel to the percentage requirements, employers
are required to discharge: first, unmarried foreigners without descendants;
second, foreigners married to foreigners whose descendants are not native;
third, naturalized citizens, unmarried and without descendants; fourth,
foreigners with Cuban wives or with native descendants; fifth, naturalized
citizens who are married or have descendants. An employer may not dis-
charge anyone from the second group until all of the first group is exhausted,
and so on.

What Foreigners May Do
Once discharged, under the law a person in any of these five categories

is practically unemployable in Cuba, except as a domestic servant in a
private home. If he has special training for a job for which no "academic-
ally qualified" native Cuban can be found, he may be engaged as a technolo-
gist. If he has enough resources of his own he may become an employer.
Otherwise, what is left to him is a provision of Decree No. 2977 which
allows him to engage in "household industries, defined as those operated by
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the workman or employee in his own domicile or establishment, with the
cooperation of only his wife and children."

Fate of the Non-privileged
It is, of course, impossible to determine just how many of these non-

privileged persons have been discharged under the labor law in the last
seventeen years. Their number must be substantial, for otherwise there
would have been no reason for the legislation. Some have been permitted
legal employment as specialists or technologists. A very few may have become
employers or domestic servants.

It is likely that a good percentage have been forced into the so-called
household industries, to account in part for the large number of clandestine
producers who are claimed to be the constant competition and despair of
the larger tax-paying industrial enterprises of the Republic. The remainder,
if they have not left Cuba, are illegally employed; the enforcement of the law
is far from perfect.

Implication of the Law
Several supplementary rulings and decrees on "Cubanization of Labor"

have been concerned with the definition of a technician who may be employed
under the exception provided in the original law. The stated intention is that
such exception be allowed-as a safeguard against immediate paralysis of an
industry-only until such time as a Cuban can be found or trained to do the
specialized work involved. Thus, by implication the law recognizes that the
nation has not yet taken steps to train an adequate technical force of its own.

Powers of the Ministry
An employer who feels that one of his foreign specialists is indispensable

must present his case, with elaborate documentation, to the Ministry of Labor.
Among other things, he must show that he has advertised in the newspapers
for a Cuban to do the work. He must state how much he intends to pay the
foreign specialist, and must have a certificate from the government Labor
Exchange showing that it has no registered native Cuban with qualifications
for the job. The Director General of Labor then releases a note to the press
requesting the appearance of any Cubans who consider themselves qualified;
if any appear, their adequacy for the job is decided by a committee headed
by the Director General of Labor. Ultimately the Ministry of Labor deter-
mines whether the position shall be considered "technical" at all, and whether
the employer may fill it with the foreign specialist.

Employer Must Hire Somebody
If his petition is denied, the employer may not withdraw the position itself,

but must hire a Cuban to fill it.14 Thus, if an employer is thinking of hiring

14 Mimstry of Labor Resolution No 868.
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a foreign specialist to improve his plant, and is not allowed to hire the man
he wants, he still must hire somebody even though he is forced to abandon
the projected improvement. This does nothing to encourage development.

If the employer's petition is granted, on the other hand, it is for.a limited
time only (not to exceed one year) and may be cancelled at any time by the
Minister of Labor if a qualified Cuban appears and wants the job. The
Director General of Labor publishes a list of such jobs every three months,
to make sure that no Cuban misses such an opportunity. Also, the employer
of a foreign technician is required to train, at his own expense, a Cuban to
replace him as early as possible.

Ignorance of Authorities
Companies operating in Cuba report comparatively little difficulty in

qualifying their necessary technicians by one means or another.15 But to
retain them long enough has often been a serious problem.

Generally speaking, the Cuban labor authorities are not sufficiently appre-
ciative of (a) the importance of really competent technology in the success
of a productive enterprise; (b) the length of time actually necessary to train
a satisfactory replacement;16 or (c) the fact that pure academic studies are

6 no substitute for practical experience.

Both the authorities concerned and the individual Cubans who aspire
to the positions of the technicians seem impatient to effect the replacements.
They appear to believe that a mere superficial understanding of the work is
all that is really necessary. Hence, even when the companies manage to
secure cooperation of the authorities, the foreign technicians are sometimes
made to feel so uncomfortable that they leave prematurely of their own accord.
To keep essential technical staff is regarded as one of the most serious
problems of industries attempting to produce in Cuba.

4. Industrial Technology

What is Meant

While some of Cuba's industrial operations are as good as can be found
anywhere, a great many suffer from inadequate-or poorly applied-
technology.

As the term is used here, industrial technology does not necessarily imply
complex processes and elaborate machinery. It deals equally with simple

Vs Various Cuban and foreign companies, who prefer a simpler procedure, report that the going price for
extra-legal certification of a technician through high channels has been fairly stable at S500; but some com-
pames have been able to handle it through lower-echelon officials at prices as low as $75 per mau in
multiple lots.

16 Some of these specialists are chosen on the basis of 21 years or more of traming and practlcal experience.
To date no method has been found to transfer such knowledge and mature judgment to another man in six
months.
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things, hand processes, and the straightforward logistics of production.
Basically, it refers to a systematic way in which things are done.

It is just as much concerned with the efficient handling of a machete as
it is witl electronic temperature control. It includes the proper choice of
raw materials, their efficient movement and processing by whatever means
may be used, and also the critical control and inspection methods which
must be employed to insure that the final product uniformly meets the desired
specifications.

Adapting to Local Conditions
The best technological methods of production at a certain time and place

are those which take proper account of the existing local circumstances. When
importing a new industry into Cuba, it may be a mistake to assume that
every detail of a method which has achieved excellent success in another
country should be copied in the new location.

Differences in the scale of operations, in the adaptability and cost of
labor, in transport and storage facilities and even in such things as the climate
and temperament of the people-to say nothing of variations in consumer-
preference-may call for important modifications.

A grinding process which works well in a large mill, or a chemical reaction
which takes place satisfactorily in a large vat, may not always perform the same
way in a small one. Certain manufacturing equipment, designed for continuous
operation, may become quite uneconomical if it must be shut down frequently
for strikes.

Science no Respecter of Politics
On the other hand, there are usually definite limits to which modifications

can be made. Unfortunately, the fundamental laws of science do not alter
themselves out of respect for political boundaries, the opinions of men, or
social legislation, however desirable.

Modern industrial methods have been developed precisely to achieve higher
productivity of the worker, and so to secure a higher standard of living for
him and for everybody. Therefore a modification in a process is not justified
unless it does this better than the original method under the existing circum-
stances. For instance, the fact that "conditions are different in Cuba" does
not eliminate the necessity for sanitation in food products or for the removal
of damaging impurities from salt.

Moreover, while a country may be able to shield unsatisfactory domestic
manufacture for a time by a high tariff upon competitive imports, no com-
parable measure is possible to protect its own inefficiency when attempting to
sell its products on a world market. For, to date, none of man's efforts to
repeal the law of supply and demand have been successful.
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Technical Control

In Cuba a reasonable amount of technical process control is practiced in
the extraction and refining of sugar, in the manufacture of alcohol, beverages,
tires, certain textile products, and in a number of otlier industries-particu-
larly those which are foreign-owned. A good many other industries are
operated by rule-of-thumb, and sometimes without sufficient understanding of
the processes or the properties of the materials which are being worked. For
example, it is found that some of the Cuban makers of solar-evaporation salt
are not acquainted with the principles of crystallization or the constituents
of sea water.

As in other applications of technology, the problem here lies partly in the
lack of practical training facilities. Yet it is also true that many of the
manufacturers do not fully appreciate the commercial importance of quality
and uniformity in their products. More than a few consider the addition
of a competent technical staff member as an expensive luxury.

Poor Quality Compels Imports

One result of this condition is that production costs are often higher than
they need be, for remediable technical reasons, quite apart from such things
as labor problems. Another is that numerous Cuban industries find it neces-
sary to import raw materials even when such materials are nominally made
in Cuba. For the best grade of Cuban shoes, the manufacturers must import
leather because the quality of Cuban leather will not satisfy. In turn, the
Cuban tanners are dissatisfied with the general quality of domestic salt, and
those who cannot conveniently procure it from a few more careful local pro-
ducers are forced to import it.

Other Consequences

Still another result of the shortage of good technical personnel in industry
is that the enterprises are extremely vulnerable to the advances of unscrupu-
lous promoters who pose as "investors" and "experts". This is a very real
hazard, for the displacements of the recent war have flooded the less-developed
countries with persons attempting to sell "secret new processes".

Without technical competence, but armed with impressive scientific
language and promises of fantastic quick profits, such persons have already
bilked some of Cuba's industries, including even a few of the large sugar
centrales. Real technical knowledge is the best defense against such schemes.

Potential investors are aware of the scarcity of experienced technologists,
and that the Cubanization Law makes it difficult or troublesome to import them.
This contributes to the lack of confidence in Cuban industrial projects. Quite
rightly, investors fear that the chances of losing their money will be increased
by inadequate technical management.
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5. Technical and Specialized Industrial Training
University of Habana

The principal institution of higher learning in Cuba is the large Univer-
sidad de Habana. Apart from one religious university and the embryonic
Universidad del Oriente, the country must depend upon this one institution
for its domestic supply of industrial technologists.

For the current needs of the country there is a very poor distribution of
the professional graduates turned out by the University. The medical budget
is high; there are far too many lawyers and architects; there are too few
chemists and engineers. Even for the all-important sugar industry the em-
pliasis is upon the production of routine control chemists and saccharimeter
operators. The significance of chemical engineering as the really basic
technical study required by the sugar industry seems to have been largely
overlooked;

Theoretical Approach
The University is government-supported, receiving by law a fixed per-

centage of the total national budget. Otherwise, it is autonomous and virtually
untouchable.

In common with many other Latin American universities, its courses tend
to be heavily theoretical and decidedly deficient in laboratory work and
applied science. Its technical graduates cite actual cases to show that a decade
ago it was possible for a student to get a doctorate degree in physical science
without even once using an analytical balance. In recent years the laboratory
work has improved somewhat. but almost all earnest Cuban students of
industrial technology-except those who wish to be routine sugar-mill control
chemists-still find it necessary to go abroad for their specialized university
education.

Atmosphere
The problems of the University are not limited to the nature and scope

of its instruction. In the past 15 years the institution has hardly ever com-
pleted a course without interruptions due to strikes, internal politics, and
the like. At one time recently it remained closed for a two-year period.

Professors are appointed for life, elect their own rector, and answer to
nobody. Even in cases of gross incompetence they cannot be discharged
except by action of their own group; and, of course, nobody wants to cast
the first stone. There are, to be sure, some excellent and conscientious pro-
fessors on the staff; but these complain that it is difficult for them to make
much improvement in the situation. The result is claimed to be much slipshod
work, spotty student attendance, far too much preoccupation of the students
with political matters, and very slow progress toward a better university.
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Powers

By law the University of Habana holds the reins of a number of things
nominally concerned with higher learning, such as the right to practice a
profession in Cuba or the technical qualifications of a foreign specialist. A
practicing professional man must either hold a degree from the Universidad
de Habana or have his outside degree certified and approved by the University
-an ironical situation, since Habana's own technical training curriculum
and facilities do not meet the minimum standards established by many of
the outside institutions and learned technical societies. Moreover, the Univer-
sity of Habana shows a certain reluctance to certify or approve degrees
granted by foreign institutions, however world-renowned these institutions
may be.

Hardship for Cubans

Such a policy may have been intended to restrict the entrance of foreigners,
but, in practice, the principal hardship falls upon the many Cubans who
study abroad.

During the recent two-year "holiday" of the University of Habana, the
number of these, of course, was greatly increased. Most of them paid heavily
for their well-intended effort. In what may or may not be a typical case,
a Cuban, who returned to his country with a degree in chemistry from a
well-known United States university, was obliged to take additional courses
at Habana for two years before his degree was approved.

As for foreigners, in another case an eminent medical doctor and blood
specialist from Spain is reported to have suffered a 10-year delay before
the University would allow him to practice.

At the time of the field work of the Mission, the University was supporting
agitation against a bill in Congress which would permit experienced sugar
chemists to continue working in jobs they already held several years ago
when new regulations were passed.

The University, too, opposes the employment of foreign chartered
accountants.

"Coercion and Violence"

As the Mission completed its field studies in Cuba, the following words
appeared in one of Habana's leading newspapers:

"The new term at the University of Habana has been inaugurated
with its usual ceremony. The commencement of educational activities
at the University has been accompanied by a series of disturbances,
strike attempts and moves to suspend classes. This is not an excep-
tional case, for the citizenry is well accustomed by now to the way
things are done at the University, where coercion and even violence
interfere with academic studies.
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"The old evils of gangsterism are evidently reappearing with the
commencement of the new term, while thousands of real students for
whom the University is a means of education and not an end in itself,
are beginning to suffer the consequences of an academic course which
functions without regularity."

The term "academic freedom" was never intended to include so much.

Lack of Technical Library Facilities

The Mission found no technical library, in any part of Cuba, which could
be considered as even approaching ordinary needs of industrial operation,
technical instruction or research. A few private libraries may exist, but they
are not generally available. The library of the experiment station at Santiago
de las Vegas can be helpful in agriculture, but many of its technical periodicals
are incomplete. Prominent Cuban chemists state that they are unable to find
a single complete set of Chemical Abstracts on the island. Specialists in other
lines voice similar complaints.

Technical training, to be up-to-date and effective, requires constant
reference to current technical and trade literature and to standard publications
on a multitude of subjects. Neither the teachers nor the students can do
without library facilities; nor can the practising engineers, who must keep
informed of new developments. A few school textbooks are not enough.

Research in the physical sciences and applied technology is not merely
difficult but practically impossible without adequate libraries. Such research
is all but non-existent in Cuba today; but the numerous proposals for Cuban
research organizations and institutions of various kinds are foredoomed to
failure unless accompanied by proper facilities for literature reference.

Creation of suitable technical libraries, available to the public, is an
essential step in the development of any country's technology.

Trade Schools and Special Instruction
Out of 84 schools established in Cuba for the teaching of practical arts,

trades, and similar specialties, 22 are commercial business schools and 16
teach domestic science. Thirteen of the others are normal schools, five are
for the training of nurses, one teaches journalism, and six are limited to
artistic painting, drawing, sculpture, and landscaping. As will be noted,
these account for 63 of the 84.

In the field of agriculture there are six small provincial agricultural
schools and one school for forestry. The former are described in Chapter 5.

The national government operates three special schools in which women
are taught such things as dressmaking, commercial cooking, food canning,
and beauty parlor operation. Of the remaining schools ostensibly teaching
trades and industrial subjects, seven are of a type known as escuelas de artes
y oficios and four are called escuelas politecnicas.
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"Schools of Arts and Trades"

The escuelas de artes y oficios are of historic origin. Some were founded
by private endowment, which they still enjoy. They are generally small, have
very little equipment or capacity, and their teachers are few and poorly paid.

One of these schools, established in the city of Santa Clara in 1882, will
serve as illustration. The Mission is informed that it has an income of
$3,000 per year from a private endowment, plus $300 per year from the pro-
vincial government "if and when it is received" plus the services of four
professors paid by the city of Santa Clara and several others paid by separate
endowment. The school has a total of 13 professors, whose salaries average
about 70 pesos per month.

Each year's enrollment in this school starts with about 100 new, pupils
(all boys) who enter at around 14 years of age and pay no tuition. Within
three months after school starts the freshman enrollment commonly drops
to about 70. Diplomas are granted after a three-year course in carpentry,
woodcarving, modeling, or architectural drawing.

By means of a recent cash grant from the national government, the school
has purchased $5,000 worth of carpenters' tools and elementary scientific
equipment, and expects to teach basic physics and chemistry in addition to its
present curriculum. It is understood that in the coming year the national
government will take over the operation of this school, as a simple method
of satisfying its commitment to establish a trade school in this Province.

Judging by samples of the handiwork of third-year pupils, the graduates
are by no means ready to hire out as practicing carpenters, but their training
appears to be reasonably good in the artistic aspects of joinery, sculpture,
fancy wood-carving, and the exterior design and landscaping of modernistic
private dwellings.

Polytechnic Schools
Four fairly large escuelas politecnicas have been established by the

national government for the training of skilled workers in mechanics, wood-
working, construction, printing, shoemaking, leather-working, electrical
trades, food preserving and similar specific industries. Two of them are
actually fulfilling these objectives.

An outstanding member of this group is the Escuela Politecnica para
Varones de Ceiba del Agua, which has been in operation since 1939. While
not the oldest, this school has been taken as a model for the later ones
established at Holguin and Matanzas. Its capacity is 1,200 students, who
pay no tuition and are supplied with room, board and clothing, as well as
such things as motion picture entertainment. The budget is in the neighbor-
hood of $1,000,000, all of which is supplied by the national government.



164 REPORT ON CUBA

The physical plant at Ceiba del Agua includes a main building, housing
the administrative offices and classrooms for theoretical courses, large dormi-
tory buildings, and various other structures, including an extensive series of
instruction shops, power plant, kitchen and dining hail, motion picture
theatre, laundry, etc. Somewhat removed from the main location are special
buildings concerned with practical agricultural instruction.

The various shops are fairly well equipped for practice in carpentry,
cabinet-making, machining, welding, foundry work, sheet-metal work, brick
and tile construction, painting, electrical and radio work, canning and pre-
serving, printing and engraving, bookbinding, shoemaking and leather work,
elementary chemistry, textile work, agriculture, dressmaking and tailoring,
beauty-parlor operation, and a few other trades.

A Three-year Course

A complete course in any chosen specialty is of three years' duration.
Students in this school are admitted on the basis of competitive examination
and apparently without prejudice to other factors. An incoming student is
given an "orientation course" of six weeks, during which he is tested for
aptitude in all of the various trade shops and laboratories. He then chooses
the field or trade in which he would like to specialize, and if his performance
has been satisfactory in this and the particular quota is not already full he
is enrolled in this choice. For the remainder of the three-year course he
attends morning classes in basic subjects and the theoretical aspects of his
chosen trade, and works three hours every afternoon in the appropriate shop.

An Unfortunate Policy

Inspection of the school and its work gives a very good impression of
its effectiveness. One exception to this is a very unfortunate policy for the
classification of students. It appears that there is a stronger demand for train-
ing in the industrial trades than in agricultural specialties. Therefore, to
distribute the students in accordance with the capacity of the shops, students
who consistently do poor work in carpentry, plumbing, or other trades are
automatically transferred to the courses in agriculture. Thus agriculture-
most vital of all to Cuba-receives the poorest students instead of the best.

Situation Improved

It appears that, until fairly recently, qualifications for teaching positions
at this school were rather loose and the faculty included numerous political
appointees. However, the situation has been much improved by stiffening
the requirements for these posts. At present the rector of the institution is
elected by the faculty itself. There appears to be relatively little governmental
interference with the day-by-day conduct of the school, in spite of the fact
that the Government supports it.
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Another Good Example

One other good trade school is the Escuela Teenica-Industrial "General
lose B. Aleman" at Rancho Boyeros. This institution is older and smaller
than the one at Ceiba del Agua, but the training is comparable. Its capacity
is from 350 to 400 students, of which between 50 and 100 are the recipients
of fellowships awarded by government officials and the rest chosen by com-
petitive examination. Like those at Ceiba del Agua, the students here pay
no tuition an3 receive food, shelter, clothing and entertainment (as well as
education) at government expense. It appears that the teachers are well
trained, and the claim that they are not political appointees is borne out by
their long tenure and the fact that they are not replaced at the time of changes
in government.

The Rancho Boyeros school also has an agricultural department. In some
contrast to the situation at Ceiba del Agua, school officials here state that
many students-the, sons of farmers-choose this field voluntarily. It is
also claimed that upon completion of the course these students go back to
their fathers' farms to introduce modern methods-a phenomenon of which
very little actual evidence is to be seen.

Unsatisfactory Schools
The schools at Ceiba del Agua and Rancho Boyeros are members of a

more extensive series of institutions classified as Escuelas Politecnicas del
Grado Medio which are distributed about the island. The two already
described, however, are distinguished by the fact that they are doing what
they are supposed to do.

The visitor receives a rude shock upon inspection of such others of this
series as those in Holguin and Matanzas. Each of these magnificent establish-
ments, situated along the Carretera Central, bears an enormous sign proclaim.
ing it to be an Escuela Politecnica. Actually it is nothing of the kind.

The school in Holguin, whose five-year construction job was complete'd in
1944, began classes in September of 1945. It has capacity for 1,200 students
and a current enrollment of 830. The school buildings include extensive
dormitories, and a large central building containing administrative offices,
ordinary classrooms, cafeteria, a small museum of stuffed animals and sea-
shells and a large modern auditorium. There are some additional structures,
such as a boiler-house, but only a comparatively small building-somewhat
foreign to the architectural scheme and possibly added as an afterthought-
intended for instructional shops.

Unused Shops
These shops are not prepared for instruction and, up to the present, have

never been used for this purpose; nor would they be large enough if they
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were. There are no work benches, vises, or hand tools. The only equipment
consists of an assortment of machines, some of which are of unnecessarily
expensive types, more suitable for advanced work or large-scale production.
(Example: a large, high-production, power-driven pipe-threading machine
which the average plumber would not need to use in a lifetime of practice.)

Although the published reports of the Ministry of Education state that
these shops have been equipped for proper instruction, the machines have
stood long enough for spots of rust to appear where the protective coating
of grease has been rubbed off, and not a single machine has ever been con-
nected to the electric power.

The Matanzas Polytechnic

The Polytechnic School at Matanzas, put into operation at about the same
time, is smaller but similarly designed. When inspected by the Mission this
school had about 150 pupils enrolled out of a capacity for 400. Here, again,
the shops are too small and have never been used anyWay. As in Holguin,
a certain amount of machinery-in many cases poorly selected for the purpose
-has been received but never installed.

By checking with the stockroom it was found that the school did not have
a single carpenter's bench equipped with vise, and possessed hammers and
similar hand tools for not more than 24 students.

Real Nature of Schools

Even more astonishing than the lack of proper equipment in these schools
is the nature of the student body. The students are from 6 to about 14 years
of age, and are receiving ordinary elementary instruction in such subjects as
reading, writing and arithmetic. In other words, these elaborate schools have
been converted into nothing more than elementary schools.

According to the faculties, the pupils do not enter by means of competitive
examination, but by the personal recommendations of politicians. Investiga-
tion discloses that some of the students are orphans who are being cared for
by the State in this manner, while the rest are the children of various citizens
who allegedly have done favors for politicians. These citizens are no doubt
very pleased to have their children lodged, fed, clothed, educated and enter-
tained entirely at Government expense.

Problems

The polytechnic schools at Ceiba del Agua and Rancho Boyeros are doing
work which, in the Mission's opinion, justifies additional support. Though
they are receiving their allotted funds, it is clear that these are not sufficient
either for the purchase of necessary instructional materials or for proper
maintenance of buildings and equipment, some of which are obviously falling
into disrepair.
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Under the present program all of the instructional shops are vacant in
the morning and the classrooms are unused during the afternoon. It is readily
apparent that with additional dormitories, some enlargement of the faculty
and certain other adjustments, the student capacity of both of these schools
could be doubled.

Resistance by Sindicatos

One of the most serious problems faced by these-and all other-trade
schools in Cuba is the fact that their graduates encounter strong resistance
upon trying to enter the trades for which they have prepared themselves.
The sindicatos will not admit them to practice except as apprentices-a status
no better than that which can be achieved without any training whatsoever.

It is claimed that not only do the sindicatos want to restrict the number
of men allowed to share the work in a given trade, but also that they fear
these trade school graduates, who are better trained in theory (mathematics,
etc.) and might constitute a competitive threat to the older workmen.

There are rumors of a contemplated change in the operation of the
Holguin and Matanzas polytechnic schools, and it is hoped that these are
true. To care for orphans may well be a legitimate government obligation.
But there is no justification for allowing this to usurp the function of much-
needed trade schools. As for the remaining students, it would seem that the
present government could demonstrate its integrity by refusing to tolerate
this condition any longer. It should remove these pupils at once to other
schools where they will receive their elementary education on exactly the
same basis as the rest of the children who attend the ordinary public schools
of the nation.

The excuse that these ordinary public schools may not provide an equiva-
lent education is not valid, for if this is true it is also the fault of the
Government and should be remedied immediately.

6. Raw Materials

Most Materials Imported
An outstanding feature of the present Cuban industrial pattern is its

heavy dependence upon imported raw materials. This is partly due to an
actual lack of certain materials on the island or to a demand too small to
justify the necessary production facilities.17 But a study shows that among
equally important causes are (a) failure to produce or utilize many potential
Cuban raw materials and (b) failure to produce materials of acceptable
cost or quality to meet the needs of domestic manufacturers.

I' Perhaps a few of the existmng industries may have been poorly chosen or were originally established
under the pressure of abnormal wartime conditions as hsa happened almost everywhere.
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Opportunities for Development
Numerous available Cuban raw materials are not adequately utilized at

home, and some are even exported instead, while the finished products made
from identical materials are imported. Though seasonal prices may have
something to do with it, the fact is that out of 11,000,000 kilos of tomatoes
exported annually, an estimated equivalent of 9,000,000 kilos return to Cuba
in various forms such as tomato sauce, paste, ketchup, etc.

Pancreatic enzymes for the tanning industry are all imported, while the
domestic raw material-from cattle slaughter-is thrown into the tankage vats.

For that matter, almost none of the by-products of the meat industry are
processed in Cuba, although in the United States and some other countries
these represent the main sources of profit to the industry. Large quantities
of hide scraps from Cuba's tanneries-as well as the other raw materials
used-for glue and gelatine-are either exported for processing elsewhere or
simply discarded.

The practice of shark-fishing has been almost discontinued because the
fishermen can sell only the liver (for oil) and skins; yet the growing demand
for fish meal should absorb the rest of the shark readily.

Only a few small Cuban tanneries use domestic mangrove tannin.1 8 The
rest import other tannins while vast swamps of mangrove stand unexploited.

All o1 these examples are opportunities for industrial development.

Domestic Quality Often Unsatisfactory
Some materials now produced in the Republic are unacceptable to manu-

facturers because of their unnecessarily poor quality, or because of the simple
failure of producers to supply what is wanted.

There need never be a shortage of salt in Cuba. But there is a shortage
of good salt now, because very few local producers pay any attention to the
ordinary technique of purification Chapter 48. Hence salt is imported.

So also is chocolate for candy and bakery goods, because domestic
chocolate makers have not yet adapted themselves to the needs of the market
(Chapter 44).

Cuban textile manufacturers have trouble with domestic starch because
there is so little technical control in its preparation.

On the other hand, some of the island's natural resources are idle through
the failure of manufacturers to use them in the right manner. An attempt to
make bottles was a commercial failure, not because good raw materials were
unavailable, but because the bottles were poorly made. Field reports of the

Is Of the several available types, the best Cuban mangrove bark is estimated to contain at least 30% tannin
and gives good results when properly used. A lhttle of this bark is collected by individuals who sell it to
nearby tanneries at $2.00 to 33 00 per 100 pounds. Aflter removal of the bark, the wood is made into charcoal.
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Mission indicate that good glass sand is to be found in the Province of
Pinar del Rio.

High Costs of Materials
Other major Cuban problems affect the raw material situation. Excessive

profit-taking and high labor costs have made some domestic materials more
expensive than imported ones. Little vegetable oil of any kind is produced
in Cuba now; existing extraction plants have either shut down or are operat-
ing on a greatly reduced basis. Meanwhile increasing quantities of vegetable
oils continue to be imported for cooking and soap-making.

Lack of roads causes coffee growers to pay up to $4.00 per 100 pounds
to mule owners who must haul the coffee to the central collecting points. The
same lack of roads adds an estimated $10 per thousand board feet to the
price of Cuban pine lumber.

Despite the scarcity of the country's rema'ining timber, many good logs
from agricultural clearings are burned on the spot because there are no
roads to take them out.

Diversified Agriculture as a Key to Industry

The greatest potential source of Cuban industrial raw materials is the
soil. This has been all but ignored except in the case of sugar. Unquestion-
ably, the growing of sugar is one of the best uses for land in Cuba, and it
is clear that there are further opportunities for industrial growth in the
making of secondary products from sugar itself, as well as from the much-
discussed by-products and wastes.

But sugar alone is not good. There are many other industries, dependent
upon agricultural products, which could become important in Cuba if only
the farmers could be persuaded to cultivate such other crops.

Cuban authorities recognize this problem and have tried various measures
to solve it from time to time. Perhaps the formation of the Agricultural
and Industrial Credit Bank offers the best hope to date, at least for improve-
ment of the unfavorable credit situation. Other facets of the problem are
more difficult.

"Frutas Menores"
To persist in calling everything except sugar "frutas menores" has a

psychological effect which does not help to encourage diversification.
Even more fundamental is that the growing of sugar cane requires so

little work, a fact which many Cubans put forward as the chief reason for
the independent farmer's concentration on this crop. And overshadowing
these arguments is that, in the eyes of past governments, sugar has always
represented income while virtually all other products have been regarded
as part of the "cost-of-living".
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In other words, the tendency has been to protect-and even augment-
the cash income of the cane grower and, at the same time, to make sure
that the producer of meat, milk, coffee, and general farm crops does not
receive more than a necessary minimum for the fruits of his labor. Small
wonder that they are called frutas menores.

Minerals Under-exploited

A second natural source of Cuban industrial raw materials is, of course,
her mineral wealth. Present evidence indicates this to be far greater than
has been generally supposed (see Chapter 8). A significant reason for
underestimating it has been the traditional tendency to look down upon
anything in this category except metals-more especially the precious metals.
Although Cuban limestone and gypsum are utilized to some extent in cement
and the building trades, these as well as barite, kaolin and various special
clays offer a diversity of imp6rtant new industrial opportunities which have
been overlooked. This Mission is confident that competent technical develop-
ment of these deposits will demonstrate the truth of this.

7. Power and Fuel

High Cost of Public Power
Power generation is in private hands but, for a variety of causes, the

price of purchased industrial power is excessive. The average industrial rate
is about 3.2 centavos per kilowatt-hour. Moreover, at present the public
service installations are not prepared to absorb additional loads.

This in itself, however, is not considered an impediment to further indus-
trial growth, for under existing rates an increasing number of industries have
found it much more economical to install and operate their own power plants
(see Chapter 12). It is felt that this procedure is to be recommended to new
industries of sufficient size contemplating installations in Cuba, not only
because of the lower power cost but also to minimize stoppages due to
hurricane damage and possible labor unrest in the power industry.

There are a few relatively small hydroelectric power generation units in
the Republic. While a number of opportunities exist for small local or
private industrial installations of this kind, the information presented in
Chapter 12 indicates that Cuba cannot count heavily on this source.

Bagasse Problem

Most Cuban electric power is generated in thermoelectric plants burning
imported fuel oil or coal, or else in diesel-electric units for which fuel is
either imported directly or refined in Cuba from imported crude oil. Unless
impqrtant deposits of coal or oil are found in Cuba this situation is likely
to continue.
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A large exception is noted in the case of the sugar mills, which depend
almost entirely upon their waste bagasse for fuel. The mills are aware that
from 10% to 15% of the total heating value of this bagasse could be
recovered as additional power for other uses, if seasonal load and distribu-
tion problems could be solved. For technical reasons, the storage of excess
bagasse for use in off-peak seasons is not yet practical, but this too offers
a possibility for the future.

Special Fuels
Large-scale experiments in the burning of Cuban asphalt for fuel have

not been very successful. The measure was tried during the last war, and
would probably be attempted again under similar conditions. But the high
ash content and other technical considerations limit the use of such unsatis-
factory fuel to times of dire emergency.

Cuba has produced a very small quantity of unusual types of petroleum.
The volume is not significant and is decreasing; yet there are some indica-
tions that more important deposits might be found with proper exploration
and drilling (see Chapter 8).

Certain domestic industries are not giving adequate attention to special
fuels available to them. Unless prepared to use them for by-products, rice
mills could burn their hulls for power as is sometimes done elsewhere. Only
a few Cuban sawmills burn their wood waste as fuel, and even these are
seeking lower rates for purchased power in the hope of discontinuing the
practice.

As long as the country continues to be short of fuel, the recovery of the
heating value of wastes should be encouraged wherever economically possible.

Use of Charcoal Undesirable
Charcoal is a widely used fuel on the island, particularly in homes but

also occasionally in industries. Firewood is also employed in some factories.
Both of these practices have eventually proven ruinous to the forests-and
hence the soils-of several Latin American countries. The planting of fast-
growing eucalyptus and poplar for these purposes has been proposed; but
this idea is not without precedent either, and must be viewed with some
skepticism.

In a well-populated country today, wood fuel cannot be grown as fast
as it is used. Any who doubt this assertion need only to study what has
occurred in such countries as Mexico, El Salvador, or Argentina, or to make
their own calculations. There is no reason to believe that Cuba will be an
exception, and she cannot risk the loss of her most vital asset through soil
erosion.

It is felt that the best ultimate goal for Cuba in this respect would be to
limit industrial consumption to the charcoal and the firewood which may be



172 REPORT ON CUBA

by-products from other operations.1 9 Above all, the domestic use of charcoal
should be discouraged.

8. Water

Perennial Crisis
In Habana and other principal cities, few of the municipal water supplies

are adequate for present needs. Perennial crisis is the rule rather than the
exception. So far, when measures have been taken to correct these shortages,
at best they have been designed to bring the supply up to the needs of the
moment without regard for future growth. Even in Habana, industries fre-
quently find it necessary to drill and operate private wells to assure themselves
of a continuous supply. In Santiago de Cuba during 1950, leading makers
of beer and rum shipped water from other sources to their factories in
railroad tank-cars, while some of the smaller manufacturers used tank trucks.

The sugar mills obtain their water from private wells or from streams
and other sources located on their property. Most of them operate spray
ponds or cooling towers for the recycling of condenser water.

9. Transportation

Handicap to Development
Few things in Cuba have been so actively discussed and so little helped

as the transportation system. In its present state, it is a definite handicap
to industrial--and other-development.

The railroad service, whose improvement is recommended in detail in
Chapter 10, has been on the verge of collapse through enormously swollen
payrolls, uncollectable accounts and lack of maintenance. Coastwise shipping,
to which Cuba would seem to be unusually adapted, has already died of an
overdose of social legislation. Hampered by certain government restrictions
yet aided by lax adiministration in other directions, trucking (Chapter 11)
is the only form of surface freight transportation in Cuba which has shown
any signs of development. Even this is limited, however, by the continued
failure of the Government to build roads and highways.

Need for Roads
The need for roads is acute (Chapter 11). There is, of course, a small

amount of new construction each year; but the maintenance of existing
highways is so poor that in some years the Republic probably starts and
finishes the year with the same net total of usable road mileage. That there
has been a great deal of misappropriation and maladministration of road-
building funds is unquestioned by any Cuban.

is For erample, either firewood or charcoal can be produced as a by-product of mangrove tannin-manufacture
-or vice ersa. Mangrove, incidentally, grows in useless seacoast swamps and its cutting will not cause
erosion of Cuba's agricultural land.
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Some sugar mills and a few other industries have been forced to construct
feeder roads at their own expense. In a number of instances such roads
have been built under agreements between the industry and the government
to share the expense, but in the cases encountered in the present study the
government has failed to meet these obligations.

10. Taxes Affecting Industry

Tax Level Reasonable
Though industrial people in Cuba complain of the corrupt handling of

tax collections in the past, as well as of the somewhat irrational manner in
which many taxes are levied, very few express the feeling that the general
tax level is too high. There is, however, a fairly general opinion that more
of the burden should be shifted to income and profits taxes instead of those
now imposed on sales, transactions, transfers and documents. The Asociacion
Nacional de Industriales de Cuba points out that taxes of the latter category
are not properly related to ability to pay, since a transaction may often result
in R severe loss and still be taxed.

General Industrial Taxes
Cuban tax structure is treated more fully in Chapter 36. It may be men-

tioned here that there is a graduated personal income tax ranging from 1%
to 30.5%, and a tax on net profits of business and manufacturing enterprises
of which the basic rate is graduated up to 34%. Corporations, banks, sugar
mills and mining companies pay a profits tax, the scale of which ranges
from about 2% to 8% higher than that for other enterprises. There is an
excess profits tax of 157o on profits exceeding 10%o of the declared capital.
and an annual tax of 0.3%o on declared capital. Interest on loans, dividends,
etc., are taxed at various rates depending upon their nature.

There are stamp taxes on documents such as receipts, drafts, bills of
exchange, promissory notes, payrolls, vouchers, invoices, bills of lading, travel
tickets, insurance policies and most types of contracts; documents of this
kind have no legal standing unless the proper stamps have been affixed. There
is also a tax on remittances and exportation of capital in general, and one,
with a variety of rates, on the transfer of property.

Sugar Taxes
As the chief breadwinner of Cuba, the sugar industry is taxed heavily in

a multitude of ways and for all sorts of purposes. Some of the taxes are
assessed for general revenue, but there is a discernable custom of levying
another tax on sugar whenever the country wants something and cannot think
of any other way to pay for it.

A tax of nine cents per bag is levied to maintain the rural civic military
schools and to improve Cuban education; another of 1.5# per bag is to pay the
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expenses and administration of the Cuban Institute for the Stabilization of
Sugar; a variable tax of about 0.5~ is charged for the maintenance of the
.4sociacion Nacional de Hacendados, while another 0.5# per bag is for
the building and maintenance of a national library; still another of 4.45
(per bag of sugar or per gallon of syrup not intended for export) was levied
in 1942 for military and war expenses.

The colonos are not forgotten: a tax on sugar cane is levied to pay the
expenses and administration of their national association. Sugar consumed
in Cuba, especially that which enters into secondary manufactured products,
pays a tax of 1.5¢ per pound; a syrup similarly destined pays at the rate
of 18¢ per gallon.

Special Taxes on Industries
Industries other than sugar face a hodgepodge of special taxes, each levied

upon a particular industry and usually for some specific purpose which may
or may not be related to the industry taxed. These taxes are usually assessed
at a fixed rate for each article or unit of production sold. As a rule, t4hey
are not so large as to be burdensome.

The industries complain about them chiefly because the funds too fre-
quently are used for purposes other than those for which they were intended,
or perhaps disappear altogether. Coffee producers, for instance, were hopeful
when a tax was created to build much-needed secondary roads into the coffee
growing areas. With nearly $4,000,000 collected by the government to date,
they are naturally beginning to ask why the roads have not been built. In
1936, a tax was levied on lumber to pay for reforestation; the tax has been
collected ever since, but the reforestation has been limited to token efforts.

The sugar tax to build a National Library has been collected since 1941.
The law provides that when the library has been constructed, half of this tax
will be used to support the Sugar Cane Experiment Station. The sugar in-
dustry is now agitating because nothing has been done about either institution.

Unusual Methods
Sometimes unusual methods are employed to levy or collect these taxes.

Occasionally such methods are the only ones which can provide a satisfactory
check on the taxpayer under existing circumstances. An example is the
beverage tax, which is collected not on the beverage sold, but on the purchase
of the bottle caps required by each factory.

Methods of determining certain taxes, while perhaps satisfactory when
the decree was passed, have become unrealistic in the light of present con-
ditions. For example, crude oil imported for refining in Cuba is assessed a
gasoline tax based on the percentage of the material which distills at a
temperature of 392 degrees Fahrenheit. But petroleum refining techniques
and the relative markets for different petroleum fractions have changed since
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the creation of this regulation. The one refinery operating in Cuba has asked
that taxes be assessed upon the products actually issuing from the refinery
instead-a reasonable request for the flexibility which they need in order to
adapt their operations to present-day conditions. (See Chapter 37.)

Apart from those mentioned above, each Cuban manufacturer pays a
number of general and special taxes to provide funds for social benefits to
his workers established by law. Sometimes these are for the benefit of workers
other than his own. For example, a tax of 100 on each barrel of cement
is collected to provide retirement pensions for architects. And since the
Mission left Cuba, it has been reported that Law No. 6 of 1949 is now being
enforced. Among other taxes, this law imposes a head tax of five cents on all
animals imported or exported-including, it is said, baby chicks-to provide
a retirement fund for veterinarians.

11. Government Controls

Lack of Clear Purpose
Concurrently with the growth of present-day labor legislation, and partly

as a necessary corollary, the Cuban Government has undertaken an increasing
amount of control over various aspects of industry.

Aside from the labor laws, however, and a number of temporary measures
introduced to control allocations and prices or to alleviate shortages during
the recent war, the Cuban pattern of government control in industry has
not reflected much unified purpose. Rather, it has been a patchwork of
unrelated laws and decrees, each apparently designed to meet some limited
immediate situation or to placate some small group.

It is feared that a great many of these decrees have been passed without
considering their secondary effects or how they would function under chang-
ing conditions. Some have apparently been issued without realization that
they were in conflict with others in their ultimate-or even immediate-effect.

In Cuba, as in most countries, it has seemed easier to pass laws than to
repeal them. Quite a few decrees have been passed to correct situations caused
by other existing decrees, when the same effect could have been achieved
more easily by abolishing the first ones.

Over-control-The Cuban Sugar Shortage

One of the most interesting effects of over-control encountered in Cuba
was an apparent domestic scarcity of sugar, which developed during the time
of the Mission's field studies. This phenomenon caused a severe crisis in
several domestic industries dependent upon sugar as a raw material. Two
soft-drink bottling plants were forced to suspend operations; candy and pre-
serve manufacturers had to reverse their plans for market development and
other such industries were seriously threatened.
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Although officials seized upon the Korean war as a popular explanation,
the underlying cause was that both the supply and price of sugar for domestic
consumption had been fixed by government control. This had been done in
a manner which-though no doubt desirable from the Cuban household con-
sumers' point of view-was unrealistic in the light of world market conditions.
Considering the prevailing Cuban wage and level of living in comparison
with those of many other parts of the world, it is not entirely clear why it
was considered necessary to legislate the price of sugar in Cuba at a level
somewhat below that of the free international market.

20-lbs. Confiscated

What took place under these conditions could not have been wholly
unexpected: some of the holders of domestically-allocated sugar stocks quite
naturally (although illegally) attempted to sell them at the best available
price. Within the law, Cuban industries consuming sugar could not pay an
equivalent price and had difficulty in filling their requirements. There was,
in fact, considerable sugar in the warehouses; but many who were not actually
selling it abroad were at least holding it in view of the trend of the outside
market.

With proclamations and police activity the concealed stocks were soon
brought to light and forced on to the market. In Habana, a 19-year old
Spanish cruise passenger was arrested for carrying 20 pounds of Cuba's
principal export commodity to his ship; his sugar, intended for relatives in
Spain, was confiscated.

The Government, too, suspecting that manufacturers of candy and pre-
serves might export domestic sugar at a better price in these forms, issued
a decree prohibiting the exportation of such items.

Manufacturers Puzzled

To none was the situation more puzzling than to these manufacturers.
Originally they had been encouraged to set up industries which would not
only add to domestic payrolls but would also utilize more of Cuba's main
crop. They then found themselves paying a special tax of $1.50 per hundred
pounds of sugar used aimed specifically at domestic sugar-consuming in-
dustries. Next they were given a subsidy, in the form of an exemption from
this tax, to enable them to compete with foreign products and to encourage
the sale of their products in other countries. And finally, they were pro-
hibited from exporting their products.

What is more, all of these decrees were in effect at the same time.

General Control of the Sugar Industry
Governrment control of the Cuban sugar industry is far too intricate to

describe here (see Chapter 43). It begins before the cane is planted and
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extends through the harvesting, grinding and processing, until after the sugar
is sold. It stems, of course, from the fact that sugar so completely dominates
all of Cuban life that whatever happens to it can profoundly affect the whole
of the nation's economy.

It is perhaps one of the most elaborate patterns of government control
ever imposed upon an industry, short of actual nationalization.

Wide Distribution of Profits

Much of the legislation in this field is aimed at insuring that the ample
profits flowing from this industry are distributed in a somewhat equitable
manner, not only to the stockholders but all the way down the line to the mill
and field workers, colonos, and others who contribute to the operation.

Pressure groups on the fringes of the industry have also counted themselves
in. To guarantee business for the railroads, sugar operators are told when
they may or may not use trucks. For the same reason, and also to assure
work for certain groups of port labor at the expense of others, individual
mills are told that they must ship through specified ports.

Molasses

The price and distribution of molasses is rigidly regulated. At times,
such as the present, the market rapidly absorbs all of this sugar by-product
that is available; at other times there is an excess on hand. The expense of
disposal of any surplus molasses is left to the mill owner; but, when it is a
profitable commodity, any gain from it must be shared with the original
growers of the cane.

If an independent Cuban alcohol distiller wants to buy molasses from a
nearby sugar mill, he cannot do so without permission from the Sugar Stabili-
zation Institute. Ordinarily he can get this permission, within his quota,
although he may be ordered to buy it from another mill. In reality he must
buy the molasses from the Institute. which in turn buys it from the mill, the
prices in both transactions being fixed by the Institute itself. The molasses
is not delivered to the Institute but moves directly from the mill to the distiller.

Sold in the Plumbing
An interesting phenomenon occurs, as a result, because a large proportion

of the alcohol distilleries are operated by the sugar mills themselves on their
own premises. In these cases the molasses is, of course, piped directly from
the extraction process into holding tanks, whence it passes by other pipes to
the fermentation vats.

From an engineering standpoint this is excellent; but it is not as simple
as the plumbing would indicate. Although it never leaves the premises, on its
way down the pipe this molasses must be sold to the Institute at one price
(for example, 4) per gallon) and immediately bought back by the original
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owner at another price (450 per gallon). The difference accrues to the
Institute to finance its cost of carrying out the transaction. Thus, it is to be
noted that the centrales' cost of production of a by-product is artificially
raised.2 0

A Precedent

Fixing the price of molasses may not have produced any seriously harmful
effects to date, except the failure to encourage the formation of stable indus-
tries of other types to utilize molasses. At the same time, however, the mech-
anism of this regulation establishes a precedent for similar moves, affecting
other by-products which might at some time be developed into substantial
industries.

Cane bagasse is now considered to be the property of the mill owner, and
is used by him as fuel to operate the mill; yet it is known to be convertible
into various industrial products. If any such conversion were undertaken on
a scale large enough to interest the control authorities, measures comparable
to those now applying to molasses might make the project uneconomic and
could even require the mill owner to pay additional tribute for his fuel.

Control of Non-sugar Industries

In other industries government control-other than the labor legislation
affecting all industries-has been far from uniform. It has been less concerned
with distribution of the gains among the workers than with maintenance of
marginal or unstable centers of production, with restriction of free choice
of markets, with roundabout devices for the collection of certain taxes, and
with the shielding of Cuban consumers from the unpleasant truth that prices
in the world have gone up.

Whatever the merits of the controls themselves, they have been only par-
tially effective. Enforcement of many of them requires a small army of
inspectors, clerks, and officials of various kinds. Few of these are paid enough
to be attracted to their positions for reasons of salary alone. The island's
factory operators and businessmen, knowing this, seldom hesitate to offer
what seems to them a more advantageous deal than compliance with the law.
Often the result is not control at all, but simply a higher cost of production
through extra cash outlays to officials for their "cooperation".

Coffee Control

The coffee business has been considerably annoyed and impeded by
government control, but this furnishes an excellent illustration of how Cuban
producers in certain lines have brought trouble upon themselves.

20 Since the manufacture of alcohol is subsidized by the Government under certam condltions, this in
tarn is reflected in the amount of subsidy paid (see Chapter 15).
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In 1934, the coffee growers, disturbed by low prices and market fluctua-
tions, requested the government to regulate "the fixing of a minimum price
and the declaration of a moratorium for the debts guaranteed by either the
harvest or the plantations themselves". The government responded by creat-
ing a Cuban Institute of Coffee Stabilization empowered to "control pro-
duction, cultivation, distribution, consumption, and import and export prices
of coffee".

The Coffee Institute has successfully controlled import, export and domestic
prices, as well as the kinds and amounts of coffee admitted from other coun-
tries from time to time. Through these steps and the setting of quotas it has
influenced-if not controlled-domestic production, although not always in
a manner ultimately beneficial to the country.

The other stated objectives of the Institute were perhaps a little ambitious.
As distinguished from production, it has accomplished little or nothing in the
fields of cultivation and distribution. It is not clear how or why the govern-
ment expected the Institute to control the consumption of coffee.

Dismay of Growers
With the regulation and with changes in world conditions since the estab-

lishment of the Coffee Institute, until recently prices have tended to be higher
on the domestic market. To remove excess stocks, the Institute has set for the
individual growers quotas which must be sold abroad. Government subsidies
on exports have also been provided. &

Though the request of the coffee growers in 1934 had been for the estab-
lishment of a minimum price, the Coffee Institute soon discovered that it could
also control the maximum price. To the dismay of the coffee growers, the
Cuban domestic price was recently pegged very much lower than the world
market, out of deference to the Cuban housewife. The effect was disastrous;
before this price was freed in September 1950, many coffee plantations had
been destroyed. In rectifying the damage, it must be kept in mind that the
most enlightened legislation will not make a newly-planted coffee tree produce
in less than four to five years. Meanwhile, coffee price control has already
been re-established.

Price Control
Although Cuba's centralized wartime price-control system is no longer

in effect, the Government has maintained price regulations on various items
of primary necessity, especially on basic foods. Sugar and coffee have been
mentioned earlier. The policy also extends to such things as meat, milk
and serves as a bar to development.

Unfortunately, in Cuba as elsewhere, this kind of attempt to cheek a few
undesirable effects of natural economic laws also sterilizes their good effects,
and others.
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As one result of a fixed price of 12¢ per pound for beef, the once-
promising cattle population has dropped nearly 20%7 since 1941,21 and the
control has been at least partially responsible for the closing of two large
slaughtering plants. Cattle-raisers find no incentive to raise better grades of
beef, because these would fetch the same price anyway.

The price officially fixed for the sale of canned milk produced in Cuba
allows the retailer a total mark-up of 47o, which is not enough to meet the
overhead of an ordinary grocery business. In consequence, the stores naturally
encourage their customers to buy imported canned milk, on which the profit
is greater. The price of Cuban milk is automatically limited all the way down
the line to the dairyman, whose costs are high for technological reasons, and
who is thus not encouraged to increase his milk production. One canning
plant is able to buy only half the quantity of milk required to keep the factory
operating at capacity.

Export Controls
Some of the Cuban export regulations are designed to assure local con-

sumers and manufacturers of a supply of certain domestic raw materials. For
example, though a local producer of such raw products as henequen fiber,
hides, etc., may arrange to export these materials to a foreign buyer, under
Decree No. 3485 he must first obtain a permit and advertize his intention,
allowing ten days for Cuban buyers to exercise the right of priority to pur-
chase at tb. same price.

Controls to Insure Honesty
Controls intended to insure the collection of taxes are varied. Many simply

require that a stamp, purchased in advance, shall be affixed to the product in
a manner plainly visable to the purchaser. In the case of the beverage tax,
the manufacturer of bottle caps actually collects the tax and pays it to the
government. But this encourages c*ndestine manufacture with harmful effects
not so much on the larger manufacturer as on the government itself. It is
reported that a number of small shops are making bottle caps which they sell
to the bottler at a price slightly higher than the established rate but without
the tax added, thus effecting a net saving to the bottler.2 2

Intervention
Another form of control practiced by the Cuban government is that of

"intervention" in an individual company-a final resort in irreconcilable
labor disputes. Since many Cuban labor disputes appear irreconcilable unless
the management gives in, cases of intervention are fairly frequent.

21 See Table 206, Chapter 45.
22 A certain percentage of cape is inevitably spoiled by corros-on or faulty bottling machinery. The

bottler mast save these caps for nspection by the government to obtai a tax rebate en them.
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Actually, many companies-facing financial ruin through impossible situa-
tions created by labor legislation-have sought intervention, and have turned
over their plants to government-appointed interventors to accomplish the
necessary adjustment which they are powerless to make themselves.

Intervention is not always successful, and there are a few cases in which
it has resulted in further degeneration so serious that the plants have closed
permanently. In other cases, it may be quite costly, as a company may be
forced to finance uneconomical situations for many months while the inter-
ventor is making his studies. Yet sometimes it is the best way out of a dilemma;
for if-as with a certain shoe factory in Oriente-the plant is actually carry-
ing 90 more workers that it can afford to pay, the government will eventually
be forced to conclude this from its own operation of the plant and to dismiss
them.

Discriminatory Enforcement

A complaint of many Cuban industries concerning government controls,
taxes, and social laws is that, in practice, they are applied in a somewhat
discriminatory fashion. It is claimed that enforcement agencies deliberately
ignore thousands of tiny "clandestine" operators who observe no regulations,
pay no taxes, and do as they please. Recognized manufacturers in some lines
assert that such competition is ruinous.

While this is difficult to verify, it is certainly true that a substantial part
of the national output of certain products such as candles, bricks, simple
furniture, charcoal, roasted coffee, toasted wheat, cornmeal, preserves and
other food products comes from a myriad of very small producers. Despite
the protests, however, and without condoning a discriminatory situation, it
must be noted that there is very little evidence of any of the larger manufac-
turers being forced out of business by this type of competition. It is possible
that much of their annoyance is caused by being forced to sell their products
competitively at a more reasonable price than they would like to demand.

Official Delay 0

Fishermen complain that the net effect of government concern with their
business is not a help but a hindrance, and charge officials with non-coopera-
tion. For instance, one owner of seven fishing boats in Cienfuegos, who
received an offer of a United States outlet for his cherna catch, felt that this
would help to develop his enterprise. After waiting nearly three months for
a reply to his request for a proper permit, he was denied the permit on the
grounds that to export might raise the price of fish in Cuba.

Other industries find their business hindered, if not actually blocked, by
unreasonable governmental delays. An Oriente salt manufacturer, who could
make deliveries to one of his principal local customers in two hours, has to
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wait as long as two weeks for the permit which is legally required before he
can move the salt off his property.

Fear of Too Much Control
Where there is a history of control and interference, there is also fear

of more control.
Some of the larger tanners cannot get enough hides, although a part of

the domestic supply is exported. One of them said: "There is no law to prevent
us from paying enough to get the hides which are now exported. There is no
government price-control on hides and we don't want any. But if we pay
enough for the hides we will have to increase the price of leather; and, if
we do that, there will be a hue-and-cry in the local market and the government
will step in. We don't like the present situation, but it is the better of the
two."

-Or of Not Enough
If there is too much control in some things, there is not enough in others.

Protection of the country's live resources is inadequate. The trees, which once
might have maintained at least certain parts of the domestic lumber industry
on a sustained-yield basis, are almost gone. So are the deer and alligator;
skins of these types used in Cuba's well-known leather handicraft industries
are now imported. Enforcement of fish and game laws is so lax that any casual
stranger can obtain fresh Morro crab out-of-season just by ordering it in a
restaurant. The famous Morro crab is on its way out.

A vigorously active Bureau of Weights and Measures, backed by laws
providing stiff penalties for short weight and misrepresentation in commercial
practice, would do more to give the customer his money's worth than a great
deal of unrealistic price control.

Similarly, a well-enforced Pure Food and Drug law would be of genuine
benefit to industrial development, although it might be loudly protested at
first by a few unscrupulous producers.

'Cuba needs a greater water supply, 6ut not in its milk.
Domestic oleomargarine might yet be saved by eliminating wholesale

adulteration.
The Cuban canning industry, a natural one for the country, can never

really develop until the sanitation, purity and quantity of its products
approach those of its competitors.

12. Protective Tariff and Subsidies

What Should be Protected?
Cuba's sugar industry is great not because of legislation, but in spite of

it. The reason is that Cuba is an excellent place to grow sugar.
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Cuba is also suited to other activities2 3 but not to everything. In view
of the economic perils of monoculture, and of the constant threat of being
cut off from time to time from essential supplies, there are good reasons to
encourage the diversification of production for its own sake. But there are
limits to diversification beyond which the price is far too great.

Cuba's ultimate objective is to obtain for her people the highest possible
standard of living-which simply means the greatest general level of goods,
services, comforts and personal satisfactions that the average Cuban can
enjoy during his lifetime.

There are many industries besides sugar-perhaps smaller but no less
stable-which can exist in Cuba without the aid of artificial props. Certain
others, however uneconomical, may be essential in troubled times, or may
offer sufficient personal satisfaction to Cubans that they are willing to support
them. All told, these are the only groups of domestic industries which can
really contribute to a raised standard of living.

Protection from Healthful Competition

Adnittedly, the establishment of an entirely new industry in a limited
market is sometimes exceptionally difficult; and its "growing-pains" may be
somewhat eased by protective measures. Where these are necessary, however,
it should be understood they are not granted as a right for all time but only
as a push to get the infant industry started. During the period of protection
the infant should be made to prepare itself to stand alone when the tariff
is removed.

One of the most unfortunate effects of tariff protection is that it destroys
the competitive incentive to produce high quality merchandise. This is a
part of the price which a country must pay for industries which are artifically
maintained. The trouble is particularly acute in a country such as Cuba,
where the traditions of marketing depend much more on the principles of
monopoly, cartels, and scarcity than upon the alternative way of getting
customers by offering them more for their money.

Problem of Hosiery Industry
It must be acknowledged, of course, that many Cuban manufacturers

today are unable to make much improvement in the quality of their products
or to lower their cost because labor powerfully resists measures which would
normally make these things possible.

Cuban knitting-mills, for instance, say that they once had adequate tariff
on imported competitive products but that the behavior of labor has raised
costs until this tariff is no longer protective. As an illustration, in one common

2 Specia, attdntwon is directed to Chart 11 in Chapter 2 and also to the e.tensive examination of Technical
Problems and Possibilities mn Book X.

a
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operation a Cuban worker supervises from 10 to 12 machines, while from
16 to 22 machines of the same type are handled better by a single worker in
other countries.

When asked what could be done to correct this situation, the knitting-mill
operators do not even speak of any possibility of lowered costs. They can
only suggest a further increase in the tariff or else a government subsidy
to the mills.

Tariff Regarded as Bonus
By some producers a tariff is regarded simply as a bonus which an in-

dustry can obtain if it exerts sufficient pressure upon the government.
Although one Cuban textile factory now claims that its unit costs are

among the lowest in the world and another states that in a free market it
can compete with anything except outright dumping, the textile industry
has tariff protection already and is asking for more.

Who Is Really Protected?
In some instances, previous governments have established substantial

tariffs on the importation of certain articles not produced in Cuba, apparently
in the hope that this protection would attract investors into those fields of
production. After a sufficient number of years, however, when this objective
has not been achieved, it would seem wise to remove these tariffs if at all
possible.

For example, there is no indication that the growing of cotton will be-
come popular in Cuba. Nobody, therefore, is protected by the existing tariff
on raw cotton unless it be the spinning mills of other countries which now
supply the bulk of cotton thread to Cuba's weaving mills.

To take another example, why should semolina flour pay a duty of $2.10
per 100 kilos, when it is unlikely that it will ever be a Cuban product? It
is preferred for making spaghetti and noodles, but the tariff is so high that
Cuban manufacturers are forced to use ordinary wheat flour instead.

Interrelation of Industries
The various elements of modern industry are interrelated in a very com-

plex manner. The product of one industry is the raw material for another;
or the market for different products may be complementary. There would
be no ink sold if there were no pens.

The market for pancreatic enzymes (obtained from the pancreas of
slaughtered cattle and used in the making of leather) is dependent upon the
number of hides to be tanned. But the number of hides depends upon the
number of cattle slaughtered, which also determines the available supply of
pancreatic enzymes.
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To meddle with the tariff in response to pressure groups is a hazardous
practice, and its harm to an intricate industrial balance may easily exceed
any benefits. As for revenue, the government, of course, must get money
somewhere to meet its running expenses; but the customs-house as a main
source is outmoded.

Subsidies
Like controls, subsidies have taken various forms in Cuba. This pro-

cedure of taking money away from one group and giving it-minus adminis-
trative expenses-to another has become increasingly popular in recent years,
as a means both of avoiding unpleasant realities, and also of making possible
activities which have already been made impossible by preceding legislation.

When, in 1945, a decree was passed tying wages in the sugar industry
to the market price of sugar (see Chapter 43), it may have seemed that at
last a rational basis for determining these wages had been established. It
still appeared so when the price of sugar rose subsequently. But when the
price dropped again in 1948, only the employers continued to see the justice
of the arrangement.

Over their protests, the drop in sugar price was disregarded and a decree
was promptly issued ordering them to pay the same salaries and wages as
were paid for the crop of the previous year. To "satisfy" all parties, the
government created a subsidy fund to reimburse mill owners and cane planters
for the wages which they would have to pay under the new decree in excess
of those determined by formula from the price of sugar. The employers
were told to go ahead and pay the extra wages and that they would get their
money back from this fund.24

Textile Wage Subsidy

Another significant case of wage-subsidies occurred in the textile indus-
try (Chapter 49). With the change of conditions in this industry some time
after the end of the war, one of the largest mills faced the need to reduce
swollen payrolls in terms of both wage.rates and number of personnel.

After a period of considerable difficulty-in the course of which it was
necessary actually to close the plant for several months-the government
finally allowed the dismissal of a thousand extra workers and a 30%o wage
reduction for the rest.

In doing so, however, the government provided a cash subsidy to Lhe
workers remaining, sufficient to restore their total pay to the former level.

24 They paid the wages and the cane planters were reimbursed. The mill owners, however, were still trying
to get their money back m 1950. Acs.rdmig to press reports, when they applied for it they were told
that the Government needed the cooperation of everyone, and that the best form of cooperation that the mill
owners could give was to forget the $6,000,000 involved. Later the government adopted the attitude that there
was nothing due them. On September 5, 1950, the Government issued Decree No. 2662 transferring the
$6,000,000 to a special account in the public treasury, and another decree appropriating $5,000,000 of the
$6,000,000 for public works.
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At the same time it subsidized the discharged workers also, by giving them
60% of their former wages for 90 days, while they sought other employment.

The original 90-day period has been extended so that already the un-
employed workers have been receiving this 60% wage continuously for
nearly one and one-half years. The wage-cut restoration for the retained
workers also continues, and may remain indefinitely. Funds for these sub-
sidies are provided by a 6%o wholesale tax on textiles.

Subsidy by Tax Deduction

Reference has already been made25 to the subsidy, in the form of excused
taxes, to encourage the exportation of products made from sugar and to
improve their position on the domestic market in competition with similar
imported products. There are other examples of this kind.

Since labor costs in the Cuban fiber and cordage industry have virtually
priced this cordage out of the world market, manufacturers of Cuban rope,
twine, and similar products have been given a subsidy of 4 centavos per
pound for all such products exported from Cuban territory. The cordage
subsidy is payable by deduction from the sales and transfer taxes which
the manufacturers would otherwise have to pay.

Subsidy by Capital Gift

Some attempts have been made to subsidize the development of specific
industries by outright gifts of capital equipment. These experiments have
not been too successful.

At the principal fishing port of Bataban6, the government supplied a
fishermen's cooperative organization with boats and nets, and built them a
complete cannery. The organization appears to have disintegrated, however;
the cannery has never operated, although another cannery built next door
by private enterprise is doing a thriving business.

Despite this complete failure of capital-subsidy at Bataban6, other Cuban
fishing ports feel that they "do not have proper government cooperation"
because they have not received similar gifts. An unsuccessful fishermen's
cooperative at Caibarian has recently been revived, and has been presented
with some nets and 8 rowboats by the government in what is evidently an-
other attempt to make a success of this type of venture.

The Mission does not feel that much can be expected from capital equip-
ment supplied as gifts, when the recipients do not themselves contribute any
major investment which would inspire them to protect their own financial
initerest in the equipment.

1s In the d,scussion of government controls.
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Alcohol Subsidy
An important subsidy, discussed in Chapter 15, is that furnished to Cuban

alcohol distillers to make possible the blending of absolute alcohol with
gasoline as a motor fuel. The amount of this payment is believed to be
more than is necessary for the purpose, and is so attractive as to cause the
continued installation of new distilleries at a time when the island's alcohol
distilling capacity is already greatly overexpanded.

13. Marketing Practices

High Price-Low Volume
Cuba has inherited a general philosophy of marketing in the ancient

tradition of low volume at high prices, in contrast to the reverse pattern
which has made possible the rapid growth of production in the more highly
industrialized countries of the world.

Coupled with this is an apparent confusion of cause and effect. The local
manufacturer explains that because of his low volume he is not able to achieve
optimum factory size, and that his costs of production are therefore high.
He also points out that with a low sales-volume he must make a large profit
on each article in order to make a living.

Unwilling to be the one to take the first step to expand his market through
lowered price, in many cases he watches an increased national demand for
his type of product being satisfied by imported merchandise instead. He
then calls for tariff protection to raise the price of the competing article
instead of lowering his own. Naturally this has a tendency to diminish, if
anything, the total market available to him.

The Protection Spiral
Buyers. report that Cuban manufacturers whose products are adequately

protected by tariff often fail to take the best advantage of their protection.
Where the tariff is such as to give them the opportunity to undersell the
imported article, they view it instead as an opportunity to raise their own
prices to the equivalent level for a higher profit. Thus they continue to be
pressed by the foreign competition of merchandise which, as often as not,
is of a more carefully controlled quality anyway. Occasionally this leads to
a mistaken conclusion that the tariff is insufficient, and further demands for
help are made upon the government.

Competition to Cartels Resisted
Resistance to legitimate price competition has resulted in various cartel-

type arrangements, as well as in price-fixing by decree or by single-industry
"institutes", formed under governmental auspices. Sometimes it also takes
more violent forms which increase the difficulty of governmental efforts to
hold the rising cost of living in check.
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When a well-known mail-order and retail department store organization
brought to Cuba its popular policy of supplying the public at low prices and
standardized moderate profit margins, it suffered slanderous attacks, broken
windows and even a bombing.

Variable Mark-up

Cuban retail mark-ups are high on the average, but far from consistent.
At times, they are fairly reasonable.

Rope-soled shoes, with a factory price of $0.51, may retail at $0.80 per
pair; a shirt costing $2.00 wholesale may be sold by a retail shop at $3.25.
On the other hand, the store immediately next door may price the same
shirt at $4.50. Four small clothing stores in the street-level arcade of the
same building in Habana offered guayaberas2 6 of the same brand and quality
for four different prices, with a range of nearly $3.00 from the lowest to
the highest. '

In the absence, of an actual statistical investigation, the Mission was
unable to arrive at an average Cuban mark-up on standard agricultural
machinery, for the various arbitrary sales-prices on identical items (includ-
ing duties, taxes, freight, etc.) ranged from 20% to more than 200%o over
the corresponding U. S. prices for this equipment.

A by-product yeast cattle feed prepared at a cost of $45 per ton is sold
by the manufacturer for $90, and reaches the ultimate purchaser at $120.

Cuban fertilizer is available at around $40 per ton if purchased direct,
but the manufacturer finds his farm sales retarded by the avarice of some
local dealers who sell it for $80.

The domestic market for these two products-if not restricted by such
practices-should be enormous.

Distribution

Cuban manufacturers sometimes distribute a portion of their output
through their own retail outlets, or direct to small independent retailers;
but many prefer bulk sales to warehouses and brokers as a method of obtain-
ing immediate cash payment. These alternatives may partly account for
inconsistent consumer-prices, because the number of middlemen-each of
whom expects a large profit on his transaction-is variable. The way is
also paved for seasonal speculative hoarding, a phenomenon which appears
in numerous commodities at intervals.

Harmful Practices

There appears to be an unusual amount of uncontrolled sharp practice
in retailing, especially in foods and certain other lines. Advantage is taken

2 A form of shirt with four pockets and a straight hem, worn outside the trousers in place of a coat
in the Cuban hot weather.
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of the possible confusion of various units of measure which are nearly-but
not quite-equivalent.

A storekeeper who advertises cloth at a specified price per yard may
actually measure the customer's purchase by the slightly smaller Spanish
yard, or vara. Similar gains are made through appropriate use of the Spanish
pound (1.014 English pounds). The five different "tons" used in Cuba2 7 -
offer possibilities which are not entirely overlooked.

Many food retailers have refused to sell staples such as rice and coffee
in pre-packaged form. They prefer to handle bulk goods which give them
more freedom in weighing. Some coffee wholesalers have succeeded in over-
coming this resistance by creating a strong consumer demand for domestic
packaged coffee through advertising. But in these cases, the packages are
not marked with the weight of contents, and the factories admittedly vary
the weight according to the market in order to sell the packages at a fixed
price. Therefore, though the retailer is no longer free to manipulate, the
consumer still does not know what he is getting for his purchase price.

Adulteration

Adulteration is another problem, which is touched upon in a number of
connections in this Report. Complaints of watered milk are common. The
specifications of manufactured articles, the composition of textiles used in
clothing, etc., are sometimes subject to misrepresentation.

Before the market for Cuban oleomargarine was ruined by some of the
manufacturers themselves, the amount of adulteration of the product with
water went as high as 80%. Some makers, indeed, called upon chemists for
technical help-not to improve the margarine, but to incorporate more
water into it.

Expansion Impeded

The Mission does not wish to moralize. Yet as a plain business matter,
it is clear that expansion of Cuban industrial production is impeded by some
of these practices. Production in any line cannot be maintained at greater-
than-market levels for long; hence market expansion is one primary need
if development is to take place.

The domestic Cuban market is not unlimited, but it is large enough to
absorb greater domestic output if the manufacturers will use the normal
incentives of price, quality and service to persuade Cuban consumers to buy
their products voluntarily in preference to imports. This is the way the
competitors do it.

27 These are the English short and long tons, Spanish short and long tons, and the metric tos; their
appros..sate weights are 907 2, 1016.0, 920.0, 1030.4, and 1000 kltograms, respectively. See Table of
Equivalents isn Appendix IV.
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Background Causes

It is easy to point to these problems; but they must be viewed with
sympathetic understanding, for their solution in some cases will come slowly.
Today's customs, in any country, are rooted in the past. The problems, too,
are largely inherited. People have followed their own leaders.

Admittedly, Cuba's history has been most unfortunate. During some
four hundred initial years of outright colonial exploitation, officials held
their position-and possibly were granted them in the first place-with the
tacit understanding that they were primarily opportunities for privilege and
personal gain rather than public trusts. It has been difficult to erase this
concept of public office; it still persists widely.

Generations of malpractice have left their scars. Many of the unfortunate
practices which have characterized some of Cuba's past governments have
so thoroughly permeated the nation's internal commerce and industry that
they have almost become accepted by the public as the normal way of
doing business.

Effect on Development

This presents some special problems in industrial development.

For example, it has been mentioned that a strong pure-food law, enforced
by frequent bona fide factory inspections, would do much toward making
certain Cuban food products truly competitive with imports on the basis of
quality and consumer acceptance. But Cubans know that too many of the
inspectors who now visit factories for other purposes expect to be paid for
not making bad reports. The factories pay them, moreover, and so they need
not even make the inspections.

The government, in turn, finds it unnecessary, in many cases, to pay
the inspectors more than token salaries, since their income is augmented
privately; consequently, an inspector is under economic pressure to continue
the vicious system. In these circumstances, it might be inferred that to
saddle the factories with one more set of government inspectors would only
increase the costs of production without having any significant effect upon
the low standards of manufacture in these cases.

Cubans say sadly that this is the entrenched system, and that although
they really abhor it, they cannot change it. If this were true, then it would
be a waste of time to talk of progress. But, of course, it is not true.

The Cuban people can change the system and tear down the barriers to
progress at any time they wish to do so.
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IV. RECOMMENDATIONS

Labor and Labor Management
Recommendations of the Mission in connection with Cuba's urgent prob-

lems of labor and labor-management relations are given in Chapter 16.

These problems are basic; and it is again emphasized here that unless
they are tackled in a vigorous and constructive manner, the Mission sees
little possibility of any significant industrial developments in Cuba.

In connection with other major industrial problems,
the Mission recommends that:

Basis of Policy

1. The Cuban Government should adopt a selective bi%t consistent policy
directed towards encouragement of industrial development on economically-
sound lines. The basis of this policy should be:

(a) Reasonable minimum of restrictive control.
(b) Minimum interference in industry.
(c) Minimum of inconsistent taxation.
(d) Greater dependence on good technology.
(e) Less dependence on the financial devices of

tariff and subsidy.

Agricultural Diversification
2. Since agricultural diversification helps industry, the Cuban Govern-

ment should review and revise all existing policies and legislation-de-
scribed in the foregoing and other chapters-which impede agricultural
diversification.

Need for Foreign Technology

3. The Cuban Government and people should recognize that more and
better technology from other countries is essential to Cuban national develop.
ment, until sufficient Cubans have been trained to supply it. For this reason,
the policy of the Cubanization of Labor should be relaxed in order that
experienced foreign technologists may be more readily available to Cuban
industries.

Technical Education in Cuba
4. In order to make more and better-trained Cuban technologists eventu-

ally available for employment in Cuban industry, the Cuban Government
should take the following measures:

(a) Arrange for an international and objective panel of experts to
examine the technical and engineering curricula, physical facilities,
budgets and instruction in the Universities of Habana and Oriente
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and other Cuban institutions of higher learning, and to make recom-
mendations to improve the training of technical students.

(b) Relieve the University of Habana of the monopolistic right to be
sole judge of technical competence in various fields. The ability of
other educational bodies and of individual Cuban citizens to assist
in such judgments should be officially recognized and encouraged.

(c) Modify the operation of the polytechnic schools in the following
ways, which are of great psychological importance:

(i) All students should be charged a small amount for registration
and living expenses. In bona fide cases of hardship, these
could be offset by work and/or scholarship grants.

(ii) Students should be encouraged to assist in the work of main-
tenance, kitchen, cafeteria, etc., as a means of earning their
tuition.

(iii) Students should be taught the basic principles of industrial
production costs.

(iv) Students should not only be taught the legal rights of the
worker. They should also be taught-with equal emphasis-
the worker's moral duties towards his country and his employer.

(d) Convert the polytechnic schools at Holguin and Matanzas to their
advertised purpose and equip them properly for instruction in the
trade skills now taught at Ceiba del Agua and Rancho Boyeros.

(e) Increase the budgets for the polytechnic schools at Ceiba del Agua
and Rancho Boyeros, in order to provide better maintenance and
more adequate supplies. The possibility of doubling the capacity
of these schools by alternate shifts should be studied.

Conservation

5. A Cuban Technical Commission should be appointed to suggest
means to tighten and to enforce regulations for the conservation of forests,
fish and wild game, in order that these resources, which can support Cuban
industries, shall be efficiently protected and conserved. This Commission
should advise the proposed new Ministry of Mines, Water and Forests.

6. To conserve resources and to reduce unnecessary imports, every en-
couragement should be given to Cuban industries to burn for heat and power
any combustible waste products, such as sawdust, wood-scrap, hulls, etc., if
no other industrial use for these can be found.

Pure Food Legislation

7. The Cuban Government should enact and rigorously enforce suitable
laws to ensure tlJe purity and hygienic handling of foodstuffs. In order that
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Cuban food products may be acceptable for export to the United States, the
United States pure food and drug authorities should be consulted before
this law is framed.

Weights and Measures

8. The Cuban Government should establish and enforce stronger regu-
lation of the weights and measures used in commerce. Advice should be
sought from neighboring countries with effective legislation and enforce-
ment procedures.



CHAPTER 7

Problems of the Sugar Industry

This chapter is a brief review of some of the problems of the Cuban sugar

industry and contains the Mission's main recommendations.

A technical and historical study is given in Chapter 43, Book X, and

many problems which concern the sugar industry-labor, mechanization,

irrigation and so on-are discussed in other parts of this Report.

1. Part Played in the Economy

World's Largest Supplier
Cuba is the world's largest producer and exporter of sugar. Production

of this commodity is her principal national occupation. Although Cuba
produces only about 17%7 of the world's total sugar production, she furnishes
more than 50%c of the sugar which enters the "free" international markets.

Nothing could be more apparent than the dominant role of the sugar
industry in the Cuban economy. More than 50% of the cultivated land is
devoted to cane and, when there is a favorable sugar market, two-thirds of
the agricultural income is contributed by it. Nearly one-third of the gain-
fully employed, or approximately 500,000 workers 1 find direct employment
in the industry during the height of the zafra.2 Between one-third and one-
quarter of the national income arises directly from sugar production. Total
investment in the industry is estimated at from three-quarters of a billion to
one billion dollars.

Servicing of the Sugar Industry
Moreover, the servicing of the sugar industry is an important outlet for

such domestic activities as the foundries and especially the railroads. Not
only do the sugar mills themselves operate a rail mileage almost double that
of the entire public railroad system, but as much as 80% of the tonnage
and 53%,<o of the revenues of the "Grade A" public railroads arise from the
hauling of sugar cane and its products (see Chapter 10). About half of the
country's electric power generating capacity is controlled by the mills and
largely absorbed by them.

Problems of Industrialization
Such data by no means tell the entire story. Modern processing of raw

sugar is a highly technical operation requiring both large capital investment

1 Hugo Vi-o, El Empleo I la Poblac-on Act-ro de Cuba -sociacion N.cionol de IndastrWales de Cuba,
1950. pp 13-18. Vivo summarizes and compares a number of different estimates.

2 CJne harresting and grind-ng period.
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and trained personnel. A sugar-producing country therefore finds itself,
despite an agricultural base, significantly "industrialized". As such, it not
only realizes the gains in productivity but also pays the costs-in terms of
problems of social adjustment-which industrialization involves.

One example of this is the successful organization of the agricultural field
workers into labor unions. Another is that the seasonal rhythm of wet and
dry weather is reflected and accentuated in Cuba's economy by an industry
which operates at a frenzied pace for only the few months of the sugar harvest
and is largely inert during the rest of the year.

Dependence on World Markets
Cuba, though not a monoculture, is nearly so and certainly approaches

a mono-export economy. Around 70% of Cuba's exports have typically been
in the form of sugar products, and in recent years the figure has risen to
90%. Since only about 5%7 of her sugar production can be absorbed
domestically, Cuba's exports and her large imports of the food, consumer
durables, capital equipment and raw materials are linked with the vagaries
of the world's sugar markets.

Domestic prosperity thus depends upon forces beyond the nation's control,
and changes in the price of sugar or in its market outlets make the difference
between well-being and depression.

Uncertain Foundation for Prosperity

This is important in understanding the current dilemma of Cuban sugar
producers. For the past four years, the Cuban sugar crop has approached
or exceeded 6,000,000 short tbns, including a record output of 6,675,000
tons in 1948. The total value of these recent crops has been five or six times
greater than those of the late thirties, and has been exceeded only in 1920.

The situation generally would seem to provide the basis for considerable
optimism; but, as will be seen here and in the supplementary discussions in
Chapter 43, Book X, both the record of the past and certain transitory
features at the present suggest that the prosperity rests on a shaky basis.

2. Controls versus Efficiency

Excessive Regulation
More than any other, the Cuban sugar industry is regulated hand and foot

by laws and decrees, from the first step, the planting of the cane, to the last,
the sale and shipping of the product.

Many of these measures have come into existence through apparent neces-
sity, others under pressures from various groups. They are discussed in
Chapter 43, Book X. Whatever their cause, their effect is that management
has very little freedom of action; the inefficient are being protected; the
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colono3 who delivers inferior cane to the mill receives the same price as his
neighbor; and wages have been frozen at the high level of 1947.

When the difficulties of discharging labor are also considered, it is
perhaps less hard to understand the technological stagnation of the industry,
described below. Yet, in view of the difficulties in marketing and increased
competition, improvement is absolutely necessary for the industry's future
health.

An Example of Competition

For, in the future, Cuba must expect to face even more energetic competi-
tion, from countries which employ scientific development and mechanization,
or have a lower standard of wages.

As an illustration of the former, we quote below a summary of recent
spectacular progress in reducing the cost of growing sugar-beets in California.
This is from an address by Dr. Claude B. Hutchison, Dean of the College
of Agriculture, University of California, to the Northern California Research
Conference in 1949. Dr. Hutchison described the agricultural research and
development conducted in a state-wide system of experimental stations and in
thousands of experimental plots in 48 counties of the state.

He said that in none of California's many agricultural industries is the
advance of mechanization better illustrated than in the sugar-beet crop:

Great Saving in Cost

"Several years ago we set out upon a program of research designed
to develop labor-saving devices and procedures in the growing and
harvesting of this important crop.

"The first steps in this program came about in our agricultural
engineering division, where the beet seed-ball, consisting of from two
to five or six single seeds, was broken down to individual seeds; first,
through segmentation by shearing, and later, by decortication by
grinding. Then a precision planter was developed, which dropped
these seeds at exactly the desired spacing. These two operations
reduced and, in most cases, obviated hand thinning and blocking.

"The botany division then came into the picture, along with soils
and irrigation. Preparation of land for planting formerly was delayed
as long as possible in order to kill the weeds when the ground was
plowed and the ridges formed. This, however, left a soft, unpacked
seedbed full of air pockets which reduced germination and gave un-
certain stands.
Weeds Controlled

"It was found that the seedbed could be prepared in the fall and
settled by the winter's rains, no attention being paid to weeds which
came up. At seeding time, beet seeds are drilled in among the weeds

3 Colono- a sugar cane grower who may be either owner or renter. In recent years the tern has been
broadened -n popular usage to nclude growers of other crops.
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and just before the plants come through the ground a pre-emergence
spray to kill the weeds is applied. The result is an excellent stand of
beets with no competition from weeds. Where nematodes are present,
the soil is sterilized by methods worked out by our entomologists. Our
plant pathologists have designed seed treatment to prevent damping-off
or any other seed-borne disease. Little cultivation is required, for
selective sprays keep weeds under control.

Harvester Perfected
"A beet harvester has been perfected, most of the principles of

which have been adopted by farm machinery manufacturers. This tops
each individual beet, large and small, at just the right place, after
picking it out, whether it be in the row alignment or not. The beet then
is lifted from the soil, the dirt shaken off, and elevated to a bin on top
of the harvester. At the end of the row a conveyor transfers the beets
to waiting trucks, which do not have to come on the field, and which
makes it possible ta harvest as easily in wet weather as in dry. The
beets are delivered clean and in excellent shape.

"These practices have reduced the man-hours required to grow an
acre of beets from about 103 to 35. With 150,000 acres of beets in
California, this means a saving of $50 an acre, or approximately
$7,500,000 a year."

Cane Yield Increased

In other sugar-producing areas of the world, efforts are being made to
increase the yield of cane per acre by using new varieties, adapted to local
climates and soils.

An example of these-from the Bundaburg area of South Queensland,
Australia-shows what can be done in a relatively short time.

Cane growers in this area obtained a new variety of cane-CP.29-116-
from the experimental station of the U. S. Department of Agriculture. By
good fortune, this happened to be so well suited to their soil and climate that
the yield of cane was increased by 20% in about four years.

3. Technological Stagnation

Research in Doldrums

While other sugar-producing countries are trying to increase efficiency
and to reduce costs, Cuba's vital industry shows-in many respects-a con-
spicuous lack of technological progress.

More than 60% of the cane planted is still P.O.J. 2878, a variety developed
in Java and introduced in the late twenties. Admittedly, an improvement for
Cuba at the time, nevertheless it was not developed specifically for best per-
formance under Cuban conditions. Moreover, Cuba can no longer depend
on Java for improved sugar canes. Only one significant variety, Media Luna
3/18, has been bred in Cuba itself.
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While some of the mills maintain small experimental plots, a joint project
formerly operated at Central Baragua has been abandoned. A cane experi-
ment station in Matanzas Province, supposedly financed by the Department
of Agriculture, actually subsists principally on a few small contributions
from some of the mills in the area and receipts from selling its own sugar
cane for grinding.4 Although a tax of 0.50 per bag is levied on sugar
production for the joint support of a national library and this experiment
station, these purposes have not yet in fact been served.

Little Irrigation and Fertilization

Other aspects of field operations present an equally mixed picture.
Blessed with a high land-labor ratio, Cuba is able to continue its practice
of extensive cultivation. It has been estimated (Minneman, 1948) that only
5%o of the cane lands are irrigated, and about 15%o fertilized, although the
latter proportion appears to be on the increase. Evidence of falling cane
yields on untreated lands is difficult to establish without better records, but
one mill informed the Mission that whereas formerly its ratoons would last
for 10 years or more, it now finds it necessary to replant after about five cuts.

4. Apathy Toward By-products

Small Sums for Research

Failure to interest itself adequately in by-product research is a prominent
feature of the industry.

In years of high earnings, sugar operations of themselves appear to supply
a sufficiently profitable outlet for industrial activity. When earnings are low,
on the other hand, the industry feels that it has no money to invest in
research. It is reminiscent of the classical story of the leaky roof, which
could not be fixed when it was raining and did not need fixing when it was not.

Some research on the uses of molasses is being undertaken in Philadelphia
by one of the American refineries affiliated with Cuban centrales. As far as
the industry as a whole is concerned, the sole effort appears to be nominal
contributions made to the Sugar Research Foundation, New York, chiefly
for basic and academic-rather than applied-sugar research. We are in-
formed that the Cuban Government provided $137,000 for that purpose in
1947 and 1948, but that contributions are now obtained from the mills by
the Hacendados Association, on a voluntary basis, and that the present amount
is around $60,000 to $80,000 annually. These are ridiculously low figures
for an enterprise as large and as important nationally as is Cuba's sugar
industry.

4 See C5apteT 5.111-8.
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Present By-products

During the war, distillery facilities were installed at a number of mills.
These properties were largely amortized out of wartime profits from indus-
trial alcohol. Some have been closed down since the end of hostilities; of
these, a few are currently preparing to restore and expand operations.

Absolute alcohol, which the law requires to be blended with gasoline for
motor fuel, is produced at some mills, but the output is manufactured to a
considerable extent by distilleries unaffiliated with sugar centrales (see
Chapter 15).

Other by-products of sugar operations receive short shrift. Dry-ice is
produced by one central, which also is turning to the manufacture of yeast.
Experiments have been conducted on the extraction of wax. Some Cubans
are hopeful of using bagasse for fiber or cellulose; but, deficient as Cuba is
in other fuel resources, it is apparent that most bagasse will continue to be
needed for firing the mills' boilers. This does not preclude greater heat-
economy in the burning of bagasse, and appropriate use of the excess.

Significance of By-product Research

By-product research has a particular significance for Cuba. If successful,
it can reduce the economy's vulnerability to fluctuations in the market price
of sugar alone. To some extent, it may lessen the seasonality induced by
the zalra pattern. It can also contribute to the solution of major national
problems unrelated to sugar.

In a country which is short of high-protein feed needed to raise the
quality of its cattle production, the continued exploration of the economical
manufacture of yeast from molasses for domestic cattle feed holds out the
promise of extremely fruitful results. Here also, of course, there may be
the impact of forces beyond Cuba's control-in this case the wide fluctuations
in the price of molasses, which could disturb the basis of by-product indus-
tries in periods of sugar (and molasses) prosperity.

A Chemical Industry

It should not be forgotten that, in essence, the sugar industry is a
chemical one, based upon an agricultural raw material. In highly-industrial-
ized countries it is not unusual to devote to research from 1%o to 11/2% of an
industry's gross receipts. Even if the average gross receipt per bag of
sugar is taken at only $13 (40 per pound) and the crop at only 30,000,000
bags, 1% of gross receipts would provide the sum of $3,900,000. This indeed
could provide for more nearly adequate research in the agricultural field-
which has to be done in Cuba-and would also leave funds to finance basic
industrial research on new uses of sugar and by-products.
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The experience with the 0.50 tax, however, demonstrates that technical
development cannot be left to the State alone. It is also evident that the in-
dustry has so far shown no great interest in research. But the industry
should be able to carry out research and experimentation more effectively
than the Government.

The Mission therefore feels that the associations of mill owners and of
colonos should assume most of the responsibility for this work, which is so
essential to the future of the industry, and should make full use of all
appropriate agencies, such as the Cuban Research Foundation proposed in
Chapter 9. The Government, however, should give them every assistance
and encouragement.

Failure to Diversify
Auxiliary crops so far show little sign of lessening the seasonality of

sugar operations. Attempts to promote the growing of garden crops through
executive decree-in 1937 when sugar markets were weik and in 1942 when
imports were being hindered by lack of shipping-have had little success.
The mills themselves have engaged in such subsidiary production as henequen,
cattle, peanuts and timber, but these activities are neither on a scale nor of
a type to fill the gap. The planting of kenaf, now being conducted on an
experimental basis by some centrales, offers a ray of hope.

5. Mechanization and Improvement

On the credit side of the ledger must be placed the current revolution
that is gradually taking place in the mechanization of cane cultivation and,
in part, of planting, as well as in the motorization of the harvest. Figures
on the import of tractors into Cuba, at the rate of about 2,000 annually in
recent years, reflect this picture.5 Trucks with removable cradles are also
being introduced for hauling cane.

A corollary, of course, is the reduced need for oxen as draught animals,
and a freeing of land formerly required for animal pasture. The expanded
fuel consumption, on the other hand, involves an inelastic demand for petro-
leum products which must be overwhelmingly met by imports.

Reinvestment Improving
Until recently, the efficiency of the manufacturing side of the industry

had been allowed to fall off in the face of the long period of output restric-
tion. No mill has been constructed in Cuba since Santa Marta (Camaguey)
was built in 1925.

Years of depression, curtailed crops, low prices and low earnings meant
that expenditures were curtailed except for essential repairs. The war years

6 See Chapter 5-III-2.
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improved the profit situation but machinery was difficult to obtain. Since
the war, the industry shows strong evidence that it is willing to reinvest
profits when they are earned.

6. Recommendations

Against this background, considered together with the more detailed'
examination of sugar market trends and influences presented in Chapter 43,
Book X of this Report, the Mission recommends:

1. That the Cuban sugar industry substantially increase its expenditures
on research, especially in the fields of by-product development, bagasse
storage, improved cane varieties, fertilization and irrigation.

2. That the Cuban Government adopt-and express publicly-a policy
of encouraging:

(a) Further mechanization of sugar cane cultivation and harvesting;

(b) Increased tonnages of cane per acre, higher mill yields and other
measures toward greater efficiency in the industry.

3. That colonos be paid for their cane on the basis of its sugar content,
as determined by laboratory test, in order to reward the growing of superior
cane.

4. That sugar wages be allowed to have some downward-as well as
upward-flexibility, if they are to be linked to sugar prices or sales.

5. That negotiations for increasing Cuban sugar outlets in Europe be
pressed forward, including a reappraisal of commercial relations with the U. S.
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Mineral Resources

I. A GENERAL REVIEW

1. Introduction

Cuba's Lack of Interest
In most countries, mineral resources are of paramount economic impor-

tance. In Cuba, however, the development of such resources has unfortun-
ately been retarded by official and public ignorance and lack of interest.

A sound development of mineral resources and of mineral industries
could give substance to Cuba's dream of economic diversification. It could
help to a great extent to reduce the diabetic dangers of the dominance of
sugar in her economic blood-stream.

But this cannot happen till the trend of history is reversed.

The Trend of History

History shows that nearly all worthwhile exploration, geological mapping
and successful development of Cuba's mineral resources has been undertaken
either by the United States Government or else by American mining companies.

This sporadic American interest, of course, has neither been disinterested
nor inspired by a desire to help the Cuban economy. It has been the result
either of war shortages-or the fear of them-or else of normal commer-
cial motives.

There are, of course, some distinguished exceptions to this general rule
of foreign development. While the greatest credit, however, is due to these
enterprising Cuban mining men for their success in developing some of
the minerals of their own country, they are in too small a minority effec-
tively to exploit the full potential of Cuba's mineral resources.

Danger of False Hopes
This cannot be done unless or until the time-honored attitude of Cuban

governments and Cuban investors is reversed. No proper progress is possible
while Cubans complacently rely on future wars to stimulate further mineral
development by the American Government.

It would be unwise, too, to place much hope on more foreign private
enterprise being attracted to Cuban minerals. For, whatever basis such hopes
may have had in the past, they have now been dimmed by the present atti-
tudes of Cuban labor and by the present opposition to foreign technicians.

202
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Action is Urgent

Action by the Cuban Government and people to develop their own min-
eral resources is urgent for several reasons. In the first place, the essential
preliminaries of any successful development, which are suggested later in
this chapter, will necessarily take time. Practical results will take even longer.
For this reason alone, then, immediate action is essential if mineral industries
are to be ready to help to cushion the shock of any future set-backs to the
sugar industry.

Another reason is the shortage of Cubans technically qualified to develop
Cuba's minerals. To man Cuba's future mineral industry, young Cubans
must be found, encouraged and trained in theory and practice and much of
their practical experience must be gained abroad. All this will take time.

But perhaps the most compelling reason for urgency is that Cuba's most
important mineral resource-water-is in a precarious state of neglect.

Water is a Vital Mineral

Though water is too rarely recognized by the general public as a mineral
resource, it is, in fact, the most important of all and indispensable to life
itself, as well as to all forms of agriculture and industry.

Even in the short period of its visit, the Mission had striking evidence
of how little the importance of water is realized in Cuba. A long spell of
dry weather evoked fears of a substantial reduction in the 1951 sugar crop
and nearly precipitated a disaster in the city of Santiago de Cuba. The latter
is discussed-and the Missions recommendations are offered-in Chapter 13.

Fortunately, heavy rains fell but, unfortunately, the lesson of the drought
was ignored. Most people seemed to take it not as a warning that something
should be done to reduce such risks in the future but as a happy confirmation
of a popular Cuban theory that chance always intervenes to save Cuba
from disasters.

Water Supplies Inadequate

In most parts of Cuba, the Mission found other evidence that the impor-
tance of water is not sufficiently appreciated. In only a few places, for instance,
have steps been taken to store water for irrigating crops.

Even in the towns, water supplies are too often inadequate, uncertain
and-more likely than not-unsanitary. This does not apply only to the
smaller towns. In one of Habana's wealthiest residential areas, inhabitants
complained of a scarcity of water and the Mission observed private wells
being drilled in front yards.

Throughout Cuba, the public works policies of the past seem to have
been mainly concerned with providing public buildings, parks and play-
grounds at the expense of reservoirs and aqueducts, which, of course, are
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much more essential to the health and prosperity of the nation. Other basic
necessities, too, such as roads and schools, have been subordinated to more
ostentatious projects.

From the point of view of public health and well-being, public works
expenditures have not only been unbalanced in kind but also in distribution.
At the expense of the rest of Cuba, Habana has enjoyed a disproportionate
share of public-works projects. Though inadequate, Habana's water supply
is far superior to that of other cities and, at the same time, Habana enjoys
public works "luxuries" while other cities lack the bare necessity of suffi-
cient water.

To remedy these scarcities of Cuba's most vital mineral resource-water
-will naturally take time and first steps cannot be taken too soon.

2. Studies of the Past
Reasons for Apathy

Past studies of Cuba's economy have done little to arouse interest in her
mineral resources. This is partly because in nearly every report on Cuba
the emphasis has always been on the importance of sugar. Though this is
natural enough, it is no reason to ignore her other resources.

Past studies, too, of mineral possibilities seem to have been inadequate
and, in some cases. misinformed.

For example, the Report on Mining and Manufacturing Industries in
Cuba by the United States Tariff Commission in 1947 opens with this
sweeping statement:

"Mining industries are relatively unimportant in the Cuban economy.
Although various minerals are found in the country, many of the deposits
contain grades of ore which cannot be developed commercially except during
periods of high prices."

A Misleading Statement
This statement is misleading. It ignores, for instance, the striking fact

that Cuba produces over half the world's chemical-grade manganese ore-
the highest grade of manganese ore obtainable.

It forgets that the concentrates exported from Cuba's chromite and copper
deposits are in no sense low grade.

It is true that Cuba's vast iron-ore deposits do not possess the same iron
content as those of many of the regions which are currently producing ore.
But they do contain additional elements of strategic importance in the nickel,
cobalt and chromium found with the iron.

Successful exploitation of these deposits must await the development of a
satisfactory metallurgical or chemical process for the separation of the various
elements. But that is no reason to dismiss them as unimportant.



MINERAL RESOURCES 205

The Tariff Commission report also fails to point out that Cuban limestone
and clays, which are discussed later, are as high-grade as those of any
country in the world.

Other reports ignore an obvious economic fact-that resources do not have
to be exported to contribute to a nation's economy. They forget that Cuba's
economy could not continue if she were not endowed with sufficient water-
the most important mineral resource known to man-with which to grow
her sugar.

Resources Overlooked

They omit to mention that Cuba's sugar industry annually requires large
quantities of burned lime-produced from Cuban limestone-and could not
operate without this. It overlooks the lime and limestone used in building
and road construction and in a hundred other common uses of this essential
mineral resource.

Clays for brick and tile occur throughout the length and breadth of Cuba.
If they did not, Cuba would have to import them for building construction.
Cuba's low-grade gypsum deposits, too, supply an essential domestic need
in the manufacture of portland cement and in building construction.

Production and consumption of these non-metallic mineral resources are
therefore a considerable factor in the Cuban economy. But because,these
sssential commodities do not appear in import or export statistics, few econo-
mists are aware of their importance.

Major Obstacles

Such reports have not illuminated the major obstacles to Cuban mineral
development and to competition in the mineral markets of the world.
These are:

1. The lack of governmental and public interest in-and support for-
mineral developments.

2. Absence of an equitable mining law.

3. Shortage of Cubans with adequate technical training.

4. Attitudes and practices of labor.'

Object of this Report

This report on Cuban mineral resources will attempt three things:

1. To provide a clearer view of Cuba's mineral potentialities.
2. To demonstrate that, although largely overlooked in the past, proper

exploitation of Cuba's mineral resources can be a potent factor in
the future Cuban economy.

3. To suggest ways of overcoming present difficulties.

1 This subject as further d&scussed -a Chapters 6, 16, and 17.
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3. Types of Mineral Resources

Mineral resources are divided into four categories: (1) Metallic; (2)
Non-metallic; (3) Fuel; and (4) Water.

(1) Metallic Resources

Metallic mineral deposits are composed of minerals that exhibit a metallic
luster, i.e.:-have a metallic appearance, such as the principal minerals
found in copper, iron, gold, lead, manganese, chromium and zinc deposits.
After concentration and beneficiation they usually, but not always, yield metals.

Cuba has been richly endowed with a variety of metallic mineral deposits.
The most important are those of chromium, manganese, copper, iron and
nickel, while those of lesser importance are gold, silver, Icad, zinc and tungsten.
Unfortunately, when the term "mining" or "mineral deposit" is used in
connection with Cuban mineral resources, laymen, and even some professional
observers, immediately apply the term only to metallic mineral deposits.
.They do not realize that other types of Cuban mineral resources, such as
water, are not only more important but-as in the case of non-metallic
minerals-are also many times more abundant that the metallic deposits.

The aura of romance and legend associated with the search for and
exploitation of metallic minerals has generally led to the over-emphasis of
their importance.

(2) Non-metallic Deposits

Non-metallic deposits consist of minerals that do not exhibit a metallic
luster, such as gypsum, barite, asbestos, limestone, sandstone, shale, magnesite,
clays, sand and gravel. After concentration and beneficiation they may yield
metallic minerals, as in the case of bauxite, the source of metallic aluminum,
but more frequently they remain non-metallic materials.

Various Cuban non-metallic mineral resources occur in unlimited quanti-
ties. For example, limestone, shale and clay are found in inexhaustible supply
in every province. Although Cuba's gypsum and barite deposits are large,
they are not believed to be unlimited.

Metallic and non-metallic deposits have other differences besides their,
chemical and physical properties. The former are much scarcer, more difficult
to mine and usually produce a concentrate of relatively high value. The non-
metallics, on the other hand, are usually found in tremendous, relatively pure,
deposits over wide areas, which normally are easy to mine by open pit.
The concentrates of the latter, however, are valued at a much lower figure.

(3) Fuel Resources
Fuels are of three types: liquid (petroleum); gaseous (natural gases);

and solid (coal). To date, Cuba's lack of fuels has been a great economic
disadvantage.
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Petroleum and natural gas production is small and does not begin to
satisfy the domestic market. It is hoped, however, that future oil exploration
in presently unexplored and unmapped areas may eventually disclose oil
fields of sufficient size at least to eliminate present importations.

During World War II, asphalt (between a liquid and solid fuel) was
used experimentally as a substitute fuel but its high ash content and low
B.T.U. value proved too great an 'obstacle to permit its use for this purpose.

Gilsonite and grahamite, the solid asphalts, have proven to be excellent
fuels. But they do not occur in sufficiently large deposits and their production
is too costly to permit their employment as fuels.

Coal does not occur in Cuba, while the few lignite deposits are small and
inaccessible. Peat deposits are large and widely scattered but production
and other technical problems have so far prevented their exploitation. -

(Maps 4 and 5 which show the location of Cuba's metallic, non-metallic
and fuel resources will be found in Chapter 49.)

(4) Water Resources

Water, the fourth type of mineral resource, does not require defining.
Its function as a mineral resource is invariably ignored by the layman and
often by the professional observer.

Water is relatively abundant in Cuba but factual data regarding types,
sources and quantities available are practically nonexistent. To overcome
this deficiency in knowledge, the whole subject of ground and surface water
requires immediate study by qualified personnel. It is suggested that the
proposed Ministry of Mines, Water and Forests should exercise continuous
supervision of all work connected with this most important of all natural
resources.

Importance of Mineral Industries

Mineral industries, of course, are closely associated with mineral deposits,
as they consume the raw materials produced in their manufacturing processes.

Cuba7 portland cement plant, the many lime and gypsum kilns, the over
thirty solar salt evaporation works and the numerous brick and tile plants
scattered from one end of the island to the other are Cuba's representatives
of mineral industries.

The function of mineral industries in the economy of a country cannot
be over-emphasized. The production of mineral raw materials provides Cuba
with a certain source of wealth and income. But it is the conversion of
these raw materials into manufactured products utilizable by man which
assures by far the greatest source of revenue that can be secured from
mineral resources.
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For this reason, every effort should be exerted continually to increase
Cuba's mineral industry so that she can secure the greatest return from her
mineral deposits which, when once they have been mined, are gone forever.

4. Past and Present Developments

Cuba's Earliest Mining Activity

Before the discovery of Cuba, history states that Indians mined asphalt,
which they used in the concoction of medicines and for caulking their boats.
Legend claims that Columbus returned to Spain from his discovery of Cuba
with gold won from Cuban gold deposits.

History also reveals that the earliest Spanish settlers soon became inter-
ested in Cuban copper deposits, especially at El Cobre, in Oriente Province.
These deposits, which have been inactive since about 1927, were reputedly
mined for more than 400 years.

Cuban mining history, therefore, which is a record of production from
metallic deposits, covers a period of several hundred years. Large scale
development, however, began during the twentieth century with the exploita-
tion of the iron deposits of Mayari area in north Oriente, in 1908, by
Bethlehem Steel Company; with the opening of the manganese and chromite
mines of Oriente and Camaguey Provinces; with the development of Mata-
hambre copper mine in Pinar del Rio Province; and with the Nicaro nickel
project in north Oriente Province.

Nead for More Surveys
These developments, of course, were, to a large extent, attributable

directly to American initiative and mineral requirements during two World
Wars. During this period, potential mineral-producing areas were mapped
by the United States Geological Survey. These surveys represent the major
portion of the detailed geological mapping undertaken in Cuba.

Further scientific work of this type is essential if Cuba's mineral pro-
duction is ever to become a major factor in her overall economy. There is
no reason why Cubans should not be trained to undertake this mapging.

Production from Metallic Deposits
The following are the total production figures from various metallic

mineral deposits for the 10-year period from 1940 to 1949 (inclusive):

Mineral Resources Production
(metric tons)

Manganese ore 1,597,800

Chromium ore 1,773,300

Iron ore 678,500

Copper concentrates 236,300
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The production of copper concentrates is increasing while the production
of chromium, manganese and iron is declining.

Fuel Production

Cuban fuel production began in 1881, when a well drilled in the Motembo
field, Las Villas Province, produced natural naptha. From the best figures
available, which are believed to show a figure lower than the actual produc-
tion, the following represents Cuba's total petroleum production to the end
of 1949:

Field Total Production

(barrels)

MIotembo 1,142,546
Bacuranao 148,703
Jarahueca 772,856

Total 2,064,205

Non-metallic Mineral Production

Records of non-metallic mineral production are nonexistent. The clays,
limestone, gypsum, barite and igneous rocks have been continually used
for many purposes for several hundred years. This type of deposit lacks
the glamor of the search for metallic deposits such as gold, copper and iron
and of their exploitation. Statistics of such production, therefore, have been
omitted from history and still are neglected by the statistician and economist.

Non-metallic minerals are consumed in great quantities by domestic in-
dustries and records cannot be kept of their production without an efficient
government organization established for this purpose. One has only to look
at the homes of Cuba-from the lowliest hut fabricated with clay, to the
brick and concrete mansion-to appreciate how much Cuba owes to her
non-metallic mineral resources.

Water Supplies
As indicated above, most municipal water supplies are in such a condition

that extensive renovations and improvements are required. These should
include sources of supply, distribution-facilities and water treatment plants.
In some cases, new sources of supply will have to be located and established.

Some sugar centrales and rice-growers have constructed earthen dams as
surface reservoirs for irrigation water. The government, too, is assisting the
farmers to obtain ground-water by drilling wells. The government provides
the drilling equipment and personnel while the farmer pays for the fuel.

This program certainly has merit but could be far more effective if more
geological information were available. Without this, it is impossible for the
drillers to know whether aquifers are present or not in the localities drilled
and what their depth is.
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Roads and Mineral Development

The lack of roads has unquestionably retarded the mineral development
of Cuba. Many deposits will not be exploited until they are made more
accessible by road-building.

Mining operators, however, with sufficient capital and initiative, usually
handle the road-building problem in their own way. One, for example, has
built and maintained one of the best dirt roads in Cuba nine kilometers long.
Another maintains a good trucking road some 16 kilometers long. But small
mining operators, as in the Cristo manganese area, have not the financial
backing to build and maintain roads. As a result, many cases of miners
transporting their mined ore on mule-back to the Central Highway or second-
ary roads have been reported. This situation does nothing to speed progress
in mineral development. But it can only be corrected if the government
comes to the aid of these small, struggling independent operators and solves
their transportation difficulties by building suitable trucking roads.

Labor Practices

Cuban labor practices and attitudes have long been an obstacle to the
success of the Cuban mining industry. Their causes-and their effects on
industry-are fully discussed elsewhere in this Report. But it should be
noted that in few other industries is discipline so important as it is in mining
for the safety of the workers' lives and of the properties by which they earn
their livelihood. Yet in Cuba it is often difficult to discharge an employee
for inefficiency, drunkenness, insubordination or even attempted sabotage.

Such conditions harm both mine-owners and mine-workers and undoubt-
edly deter investors from developing Cuba's mineral resources. One day
they may lead to loss of life.

Lives Imperilled

One mine manager reported to the Mission that he had appeared over
sixty times before the government labor referee in Habana to argue cases
in which he had dismissed employees for everything from sabotage to drunk-
enness. These misdemeanors, of course, had often imperilled the lives of
other workers. But he stated that he has yet to win a single case before
the government labor authority and has been compelled, in each instance,
to put the dismissed employee back on the payroll.

5. Future Potentialilties-Metallics

Following is a brief review of the future potentialities of Cuba's mineral
deposits, as the Mission sees them. For a more detailed treatment and technical
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examination the reader is referred to Chapter 49, Book X "Mineral
Production".

Chromium
The possibilities lying dormant in Cuban chromium and manganese

deposits are not fully appreciated.
It is believed that only the surface of the chromite deposits in Camaguey

and Oriente Provinces have been partially explored and mined, with large
reserves still to be located hidden below the surface of the ground. The
application of geophysical methods to determine the location of the obscured
deposits is of prime importance. Improved methods of concentrating the
chromite ore should be devised. The loss of chromite in small particles,
through present hand-sorting methods, is appreciable. It is also believed that
mechanical crushing and concentrating would produce a cleaner, higher-
priced product.

Manganese
Manganese ore reserves in Oriente Province are considered to be large,

as in the case of chromite. Substantial tonnages of reserves have been estab-
lished, through drilling, in the limestones of the Charco Redondo area. Much
larger tonnages should be proven up through the drilling of the volcanic
tuffs of the Cobre formation in the area along the southern edge of the
Cauto-Guantanamo lowlands and north of the present producing manganese
bodies.

Iron
Iron deposits occur in thick lateritic soils over widespread areas in

Oriente, Camaguey and Pinar del Rio Provinces. The presence of nickel,
cobalt and chromium in close association with the iron has, in the past,
prevented the full exploitation of these deposits. With the development of
a more efficient method to separate and recover these various minor elements
from iron, these deposits, now dormant, should become large producers of
iron, nickel and cobalt.

The high-grade iron deposits of the Daiquiri area, east Oriente Province,
are again reported to be mined out and all mining operations have ceased.
But other similar deposits on the island certainly merit a detailed study.

Copper
The oldest and largest scale mining operation in the past history of Cuba

was the copper mining operation at El Cobre, Oriente Province. Today, the
most efficient and largest active mining operation in Cuba is the Matahambre
copper mine at the. other end of the island, in Pinar del Rio Province.

Copper, often associated with gold, occurs in the Sierra Maestra, Trini-
dad Mountains and elsewhere. It is believed that some of these deposits,
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with the proper type of supervision and financial backing, may become
producers.

Gold
Gold deposits have been reported from every province and gold is being

produced on the Isle of Pines. It is believed, however, that the best oppor-
tunity for gold production in Cuba lies in the development of copper-gold
deposits.

Other Metals
In the light of available information, lead, zinc, tungsten and antimony

are believed to occur in deposits of too low a grade and too small a tonnage
to permit their mining at a profit.

6. Future Potentialities-Non-metallics

Limestone
Limestone of all grades occurs in each province. The quantity available,

even of a very high grade, is unlimited. The present production is known
to be large but production statistics are not available. New industries that
can utilize this abundant mineral resource or its calcined product, burned
lime, should be encouraged to locate in Cuba.

Production of limestone and burned lime has had-and will continue to
have-a profound effect on the Cuban economy, especially in connection
with building construction, road construction, the sugar and tannery indus-
tries. These are only a few of the consumers of limestone.

Barite
Cuban barite deposits in Pinar del Rio Province, at present inactive,

contain appreciable but not unlimited reserves. The exposed barite is not of
a particularly high grade but certainly is suitable for the manufacture of
oil-well drilling mud. An increase in oil well drilling in Cuba should prove
an incentive to reopen the barite mines, if sufficient interest can be aroused
in the project in Cuba.

Magnesite
The known magnesite deposits in Camaguey, although apparently con-

taining an average grade of magnesite, are believed to be too small to hold-
much promise for the future. If other deposits are eventually located in the
same area, the aggregate deposits may contain sufficient mineralization to
permit their exploitation.

Clays and Ceramics
Clays, of course, are found in widespread deposits in every province.

Numerous clay deposits were sampled and ceramic tests indicate that Cuban
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clays possess the usual variation in physical and chemical composition, rang-
ing from common red brick clays to high-grade kaolin.

The ceramic industry, as represented by the brick and tile plants scattered
throughout the island, also varies in its operation from very primitive hand
manufacturing methods to the most advanced mechanical manufacturing
processes. There appears to be a definite trend in large plants to mechanize
and produce a superior product.

The ceramic industry has definitely affected the economy of the country
in the past and should continue to be even more effective in the future,
through the manufacture of superior products for the building industry of
the island.

A rapidly expanding ceramic industry is essential to permit a fast-growing
building-construction industry.

One phase of the ceramic industry has not been successful in Cuba-the
manufacture of glass. A glass-bottle manufacturing plant operated in Habana
a few years ago, at the site of a previous effort in the same field, but passed
out of business. It is reported that a new glass plant is to be completed in
Habana within the next few months. It is hoped that this venture is a
success as the country sorely needs this particular type of industry.

Silica Sand
Silica sand, perhaps suitable for the manufacture of glass, is found in

the south of Pinar del Rio Province. Other silica sand deposits should be
expected to occur in south Las Villas Province, Isle of Pines and northeast,
east and southeast Oriente Province.

The country requires more careful exploration for high-grade silica sand.

Gypsum
.The known gypsum deposits are not of a particularly high grade. But,

by hand sorting, a suitable product is secured for the manufacture of port-
land cement and for burning to produce calcined gypsum, which is employed
by the Cuban building industry. Any appreciable increased consumption of
gypsum in the future is expected to come from the latter market.

The gypsum deposits are of sufficiently large size to supply any future
markets indefinitely. Transportation difficulties caused by a lack of passable
trucking roads will be one of the greatest deterrents to expand gypsum
production in the future.

Salt
Since the numerous solar salt-evaporation works throughout the island

satisfy most of the domestic market, the reported salt deposits in northeast
Oriente Province are not expected to become operative in the near future.
For further details, see Chapter 48.
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Asbestos and Talc
Known asbestos deposits are too small and contain fibers that are too

short for many uses. Geologically, one would expect both asbestos and
talc to occur in the serpentinized areas of Cuba. Future prospecting may
uncover mineable deposits of these minerals for which there is a ready market.

Cement
Portland cement is a part of the mineral industry and for this reason

is briefly referred to here. One plant, located at Mariel Bay, has alternately
been able to satisfy and has been unable to fulfill the domestic requirements
for portland cement. The present is one of the periods when demand is
greater than supply. As a result the company has been compelled to add an
additional kiln (the sixth). A proposal to build a second portland cement
plant near Santiago has been rumored. The question immediately arises as
to whether a sufficient future market is available in the east end of the
island to merit the building of this proposed plant.

7. Future Potentialities-Fuels
Oil

Past and present production of petroleum from three fields in Cuba has
been small. Several major American oil companies have explored the oil
possibilities of Cuba and failed to develop a producer. Recently a new
group-the Cuban-Venezuelan Oil Voting Trust-became interested in the
problem.

This group believes that southern Cuban basins, as well as other areas
of less intense folding, offer the greatest chance of finding unfissured oil
structures still enclosing commercial oil deposits. The Mission is in accord
with this thesis. It also believes that Cuba still has great possibilities as a
wildcat country.

Asphalts, Etc.
Many unsuccessful attempts have been made in Cuba to utilize asphalt

as a substitute for much-needed fuel. These experiments have not been
successful, because of the high ash content and low B.T.U. value of the
asphalt. In addition, the true size of the deposits is often unknown. The
future of the asphalt deposits, therefore, does not appear promising.

Gilsonite and grahamite, the solid asphalts, have been sporadically pro-
duced. Their future continued production can only be assured when suitable
permanent markets are secured.

Lignite and Peat
Lignite deposits are too inaccessible and too small to be of importance.
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Peat deposits are extensive, especially along the south coast. But technical
difficulties connected with their production have so far been insurmountable.
The future need for solid fuel may force a detailed study of these deposits
and of possible production methods. This may eventually lead to their
development.

8. Future Potentialities-Water

Other portions of this Report refer to this important phase of Cuban
mineral resources.

II. RECOMMENDATIONS

Summary

Following recommendations are presented with one objective in mind:
the development of a Cuban mineral industry which could play an important
part in the future economy of the Republic.

1. Creation of a Ministry of Mines, Water and Forests.
2. Revision of Cuban mining law.
3. Expedition and completion of topographic mapping of Cuba.
4. Development of further foreign markets for Cuban mineral production.
5. Stimulation of public interest in mineral resources.
Recommendations in connection with the City of Santiago water supply

are given in Chapter 13.

1. Creation of a Ministry of Mines, Water and Forests

At the present time, all information concerning geology and mineral
resources is gathered by a small group-Direccion de Montes, Minas y Fauna
-in the Ministry of Agriculture.

This group has too few technical and scientifically-trained personnel
efficiently to perform its duties. At the same time, it appears to be encumbered
with too many non-technical staff, who cannot make any effective contribution
to its scientific work.

Inadequate Stipends
Cuba is fortunate in enjoying the services of a handful of technically-

qualified personnel, who compare favorably with those engaged in geology
and mineral development in other countries. But this good fortune can only
be due to the fact that these men place loyalty to their country above person-
al remuneration.

This is evident because the total budget for the entire staff of the Direccion
de Montes, Minas y Fauna who deal with mineral deposits is only $8,400 per
annum. Though this sum is less than the annual stipend that would be
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acceptable to two qualified men in other countries, in Cuba it is expected to
pay for a whole staff.

This is the simple reason why Cuba has lost-and will continue to lose-
the trained scientists and engineers she needs to develop her mineral resources.

Cuba's Loss

In other countries, the practical value of the geologist or mining engineer
is recognized by salaries commensurate with the necessary training and
experience. In Cuba, however, trained men are expected to be content with
a pittance. This implies that their work is not considered in Cuba to be a
national necessity but is regarded as an impractical activity, to be tolerated
rather than encouraged.

Results of this attitude are obvious. Cuba's mineral deposits have been
developed mainly by foreigners and most of the profits of these operations
have been exported to foreign countries.

The study of mineral resources and their future importance to the economy
of Cuba will depend on the work of geologists and specialists in mineral
deposits. If Cuba is to reap the fullest advantage of her mineral potential,
it is imperative that the need for more qualified Cubans should be recognized
and that immediate steps should be taken to attract and train them. Otherwise,
Cuba will continue to lose the full benefit of her mineral resources.

Need for a New Approach

Since the Direccion de Montes, Minas y Fauna is a subsidiary part of the
heavily-preoccupied Ministerio de Agricultura, it is perhaps natural that the
development of mineral resources is apt to be regarded as of secondary
importance, by comparison with agricultural developments.

A new approach, therefore, to mineral resources and a new emphasis on
their importance is essential. This can only be achieved if all government
departments connected with the development of mineral resources are removed
from the Ministerio de Agricultura and reorganized under a separate
administration.

A Ministry of Mines, Water and Forests
The Mission, therefore, recommends that the Cuban Government should

establish a separate Ministry of Mines, Water and Forests.
As a pattern for the organization and operation of this Ministry, it is

recommended that the Geological Survey of the State of Illinois, U. S. A.,
should be carefully studied.

Advisory Council
Geological surveys, mineral developments and irrigation and reforestation

schemes cannot be successfully completed if they are subject to political
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exigencies and changes, for the reason that they can rarely conform to political
timetables. Success of the work of the Ministry therefore will require con-
tinuity of policy and action.

For this reason, the Mission believes it to be essential for the Minister
to be advised by a permanent non-political Advisory Council composed of
the following ex.-oficio members:

1. Independent Chairman, with no vote, appointed by the Minister.

2. Head of Science, University of Habana.
3. Head of Engineering, University of Oriente.

4. President of National Development Commission.

5. President of Cuban Federation of Mines.
6. President of the Cuban Engineering Society.

Functions of the Council would be purely advisory, and it would be
required to publish all its recommendations.

Members of the Council would receive a small honorarium for each
meeting of the Council they attended and any necessary travelling expenses.
Members would serve for staggered terms of office.

Organization of the Ministry

The actual direction of the Ministry should be undertaken by a Director,
who should be well-trained and experienced in geology and allied sciences
and should also be familiar with the mineral industry.

At the outset the Ministry should be divided into the following depart-
ments:

1. Department of Water and Irrigation.
2. Department of Metallic Resources.

3. Department of Non-Metallic Resources.
4. Department of Fuels.

5. Department of Geology and Cartography.
6. Department of Forests.

7. Department of Chemistry and Physics.
These departments, of course, would overlap in many instances, but each

would have its own particular field of endeavor. For example, the Depart-
ment of Water and Irrigation would deal not only with all problems pertain-
ing to the subject of surface and sub-surface water and irrigation but would
also specifically be responsible for stream gauging; collecting rainfall data;
collecting the cuttings from water-well drilling operations for ultimate study
by the Department of Geology; securing of water samples for chemical
analyses by the Department of Chemistry and Physics; advising municipali-
ties or private individuals as to their nearest and best source of water.



218 REPORT ON CUBA

Salaries and Expenses

The present salaries of geologists and mining engineers in Cuban Govern-
ment employ are $1,700 to $2,100 per annum. Stipulated office hours
provide a 24-26 hour week.

While engaged in field work, however, these specialists often are required
to work 60-70 hours per week without receiving any additional financial
compensation. Field work, too, entails travelling and living expenses. Though
the government guarantees to pay these, it often forgets to do so and these
government servants lose some of their meager remuneration. If such condi-
tions were allowed to continue, the proposed Ministry could not become a
major factor in the future development of Cuba's mineral and forest resources
by Cubans.

It is recommended, therefore, that all personnel of the Ministry should
be required to work at least 40 hours per week, while performing office
work, and should be remunerated accordingly.

It should also be recognized that the nature of the problems encountered
in field work will determine whether the geologists and forestry experts
should work 40 or 70 hours per week for maximum efficiency. Living and
travelling expenses incurred in field work, too, should not only be guaranteed
by the government on a suitable scale but should also be paid promptly.
Cash advances for such expenses should be permitted when necessary.

Salary Scale
The following salary scale for the Ministry is proposed in the light of

two facts.
1. As a general rule, properly qualified personnel cannot be obtained

at lower salaries.
2. Efficient geological work demands a much longer working week than

that of the average Cuban government employee.
With these in mind, it is recommended that:

Department heads should receive a minimum salary of $5,000 per
annum.

Experienced and technically trained men under department heads
should receive a minimum salary of $4,000 per annum.

Junion scientists and technicians should receive a minimum starting
salary of $2,500 per annum.

With proper direction and suitable personnel there is no doubt that the
cost of the proposed Ministry would be repaid to the Cuban economy several
times over, in a few years. This would happen in one field alone-the con-
servation and development of water resources. In addition, increased national
income would be provided by further developments in the fields of metallics,
non-metallics and fuels.
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Problem of Personnel

Since the success of the Ministry would depend almost entirely on its
staff, the importance of selecting suitable personnel from the outset cannot
be too strongly emphasized.

At the present time, it is doubtful if there are sufficient Cubans with
the necessary technical training and practical experience satisfactorily to
provide the essential technical nucleus of the proposed Ministry.

Suggested Temporary Measure

Since there do not seem to be sufficient qualified Cubans inmmediately to
fill all the important posts in the proposed Ministry, it would be necessary
to employ foreigners for a few years to occupy some of them. Only by doing
so would it seem possible to establish the Ministry without delay.

It is recommended, however, that the Ministry should immediately grant
fellowships in foreign schools to Cubans who seem specially qualified to
study geology and mineral resources.

Recipients of fellowships should be required to agree to return to Cuba
on completion of their studies and to enter the employ of the Ministry for
a prescribed number of years.

In this way, in a few years, it would be possible to staff theoMinistry
entirely with Cuban personnel and it is confidently believed that they could
make it both an asset and a credit to Cuba.

2. Revision of Cuban Mining Law

The present mining law of Cuba is reported to have been based on the
old Spanish mining laws. Whatever its origin, it is as out-of-date and un-
suited to modern conditions as old Spanish mining methods would be to the
exploitation of mineral deposits today. If Cuba, therefore, desires to improve
the status of her mineral industry, a revision of the mining law is essential.

For this reason, it is suggested that a new mining law, on the pattern
of the mining law of the Province of Ontario, Canada, should be substituted
for the existing law of Cuba.

'Defects of Present Law

One of the chief defects of the present Cuban mining law is that it
permits anyone to make a denouncement on a tract of land and become the
holder of the mineral rights indefinitely without performing any type of
development work.

The result is that thousands of acres of Cuba's mineral lands are legally
tied-up by those who do not intend to develop the mineral resources. They
merely hold them, without doing any work themselves in the hope that
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others will discover mineral wealth on their property and that they can then
exploit their efforts.

The Ontario Law

The Province of Ontario mining law, recommended above, states that a
prospector can stake only nine claims of 40 acres each. In order to have this
privilege, he must purchase a prospector's license for $5.00, which is renew-
able annually. But this license only permits him to stake three mining claims
each year (120 acres) in his own name. The remaining six claims (240 acres)
must be staked in the names of the holder; of at least two other individual
licenses.

After staking, the license holder must perform, or have performed, over
a period of five years, 200 man-days work on each of the mining claims. The
work performed each year is recorded with the Provincial Mining Recorder.

At the end of the five-year period, the mining claims are subject to patent
which is only granted after proof of work completed. On the receipt of the
patent, the prospector and future owner, is required to pay a small annual
nominal tax on his mining claims, as long as he wishes to maintain ownership.

The Cuban mineral industry definitely needs a law of this kind which
compels its holder either to develop the mineral deposits on his property
or else t% drop the denouncement and thus permit someone else who is more
qualified to work the deposits to bring them into production.

3. Expedition and Completion of Topographic
Mapping of Cuba

Present Status
At the present time, Cuba and the United States are jointly underwriting

the field work necessary for the compilation and construction of a topographic
map of Cuba. The operation is under the general sponsorship of the Inter-
American Geodetic Survey.

It is reported that the United States Air Force has completed aerial photog-
raphy of the entire island of Cuba with only about 8% of the exposures
requiring re-takes. About 55% of the prints are already in the hands of the
Cuban Government.

All first order electronic-geodetic triangulation (shoran) is complete.
This work necessitated the establishment of ten shoran stations in Cuba,
aligned with neighboring islands, such as Bahamas and Jamaica, as well
as with Florida. The second order of triangulation has been started.

The first order of levelling has been completed along the Central Highway
and other principal roads in the three eastern provinces. In addition, the
establishment of nine stations of first order astronomical and azimuth deter-
minations and six magnetic stations have been completed. To assist and
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actively cooperate in this work, the Cuban Government has founded its own
Cartographic Institute.

Completion of Topographic Mapping Essential

It is recommended that the completion of an accurate topograplhic map
of Cuba should be given high priority by the Government.

Old military topographic maps, in spite of their inaccuracies, have been
practically the only maps available to cover most of the country.

One authority has stated that errors in the geographical location of some
Cuban towns are as much as 12 miles. The need for accurate topographic
maps of Cuba, therefore, is of the utmost importance to the military as well
as to the civil authorities for the building of roads, for geological mapping,
for the establishment of property boundaries and for all other essential
large and small scale field activities.

In order to complete sufficient field work to permit the compilation of
these topographic maps, covering the entire country on a scale of 1:100,000,
about five to six years will be required. It is estimated that the cost to Cuba
will be approximately $120,000 per annum with the United States contributing
a similar amount if, of course, the latter is prepared to continue to contribute
this generous assistance. It will also be necessary to purchase photogrammic
equipment to the value of about $200,000, in order to produce the maps,
once the field data and air mapping has been completed.

Since accurate topographic maps are so essential to Cuba, it is strongly
recommended that surveys be completed and the maps produced with as little
delay as possible.

4. Development of Further Foreign Markets for Cuban
Mineral Production

Development of Cuban mineral resources has been seriously retarded by
the lack of foreign markets for her mineral production.

Wealthy owners of mineral deposits are able to finance the search for
foreign markets. But the small operator cannot afford this and therefore has
largely to depend on chance for a continuing market.

It is recommended, therefore, that the Cuban Government should take
immediate steps to familiarize all its Embassies and Consulates with the
mineral potential of Cuba and should instruct them to exert special efforts
to make this known in the countries in which they serve.

They should also be instructed to compile as complete lists as possible
of foreign manufacturing concerns which consume the various minerals which
Cuba could supply.
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These lists should be handed to the Ministry of Mines, Water and Forests,
proposed above, and it should be the duty of the Ministry to place this infor-
mation at the disposal of all Cuban mineral producers.

5. Stimulation of Public Interest in Mineral Resources

In any country it is difficult to arouse public interest in mineral deposits.
The Cuban people are not generally interested in such developments. They
are reluctant to invest in them, because of the element of risk inherent in
any mining or petroleum venture, and capital has to be raised from foreign
sources.

But, for the sake of their economic future, it is time for Cubans to cease
to criticise foreigners for exhibiting more faith in the future of Cuban mineral
resources than they display themselves.

To this end, it is recommended that interest in Cuban minerals could be
stimulated in Cuba by suitable education and information in colleges and
schools and through the media of the radio and press.



CHAPTER 9

Applied Research

1. Vital Principles
No Suitable Facilities

Cuba's economic development demands effective laboratory and field
research facilities. But the Mission could not find any suitable applied
research laboratory, public or private, in Cuba.

Government agricultural stations sometimes do not receive the funds
allotted to them which, in any case, would be inadequate. The great sugar
industry has nothing but routine control laboratories and contributes only
a small sum annually to the Sugar Research Foundation, which is engaged
primarily in research of a somewhat academic nature.

Many Cubans are aware of the acute need for technical investigation and
a number of proposals and projects are being discussed at the present time.
These have been carefully considered by members of the Mission who have
helped to create applied research facilities in other Latin American countries,
with problems similar to those of Cuba.

In the light of this practical experience, the Mission believes that none
of these proposals is suitable for Cuba's requirements. Instead, it recom-
mends the establishment of an applied research organization on different lines.

Mistakes to be Avoided

Though applied research is essential to Cuba, it will be wasteful and
ineffective unless it is organized on the right principles. It is important,
therefore, to discuss these in some detail so that the mistakes of other
countries may be avoided and the reasons for the type of organization
recommended may be thoroughly understood.

One of the mistakes made in other countries is to model new research
institutions on forms which have already become obsolete elsewhere.

Another is to introduce extreme nationalist sentiment into the organization
of applied research. This mistake has probably done more than anything
else to ruin the prospects of good research facilities in Latin American
countries in recent years.

Several of the most promising new institutions have died at birth because
misplaced patriotism has imposed such strange requirements as that all the
directors and scientists must be natural-born citizens. One institution, known
to the Mission, which made a promising start, was rendered useless by this
naive belief that experience and scientific ingenuity can be created by decree.

223
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Cuba's Choice

Science is no respecter of nationalities. Place of birth does not auto-
matically confer scientific ability. In this matter of research, therefore, Cuba
faces a clear-cut decision:

If she wishes to establish her own research facilities in Cuba, she must
be prepared to relax her present attitude towards the employment of foreigners.
If she prefers to place a false national pride before an urgent need for the
most competent technical research personnel, any facilities she may attempt
to establish will not fulfill their purpose, and ambitious plans for Cuban
research institutions should be abandoned.

In this event, she should take her research problems to existing organiza-
tions outside Cuba which may be able to solve at least some of them more
economically and without offending political feelings.

This choice, of course, is Cuba's alone. But the Mission would fail in its
duty if it hesitated to state the issue bluntly and to indicate obvious, if
unwelcome, truths.

Vital Ingredient of Progress

Only those nations which already possess sufficient domestic research
personnel can possibly afford to shut out the help of foreign technologists.
But it is signficant that the most highly-developed countries in the world
never consider themselves in this position.

It should be noted, too, that this question is not an isolated one because
research is a vital ingredient of all modern economic development. Moreover,
it is now recognized as such by progressive countries and alert investors.

For any country, therefore, to proclaim to the world that no foreign
technicians will be admitted is almost equivalent to advertising that progress
is not desired and also that foreign investments and other kinds of assistance
are not needed.

Importance of the Human Factor

Any country which is well-supplied with men gifted and experienced in
research and its management is sure also to have good research facilities
already in operation. This follows automatically because truly enthusiastic
research men will create their own facilities over almost any obstacle. Thus
the existence of research activity in a country is the best test of the presence
of research personnel. And the opposite is equally true.

It is too often forgotten that it is the research people themselves who make
research what it is. It is not the modernistic buildings, not the rooms full
of apparatus, not the letterheads and brochures, not the impressive names
on the board of directors, and certainly not government decrees. If the
research men are there, money helps greatly; but even money is really
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secondary. One competent research worker may find several new uses for
sugar. Five million pesos, by itself, will not find any.

This aspect is particularly important in Cuba. Employers are high in
praise of their Cuban technicians in work of construction, daily operation and
control, but unanimously state that they have found few, if any, research
men among them. All evidence found by the Mission indicates that it is
seldom that a Cuban engineer or chemist is interested in conducting applied
research; operational work is preferred instead.

In spite of the considerable number of Cubans who study scientific
courses in leading universities abroad, there is virtually no real research in
the Republic today except that being conducted with the aid of foreign
technical personnel. This may be because, hitherto, an objective analytical
approach has neither been taught nor rewarded in Cuba.

To remedy the lack of Cuban research workers, Cuba should create her
own institution in which objective study can be learned from trained foreign
research personnel.

Foreign Specialists Essential

One of the first requisites for Cuban research, therefore, is to facilitate
the necessary importation of foreign specialists. The present law of "Cuban-
ization of Labor" is supposed to make provision for this, but in practice it
is not satisfactory for the purpose.

Research takes time and the state of mind required for it cannot be
passed to an apprentice just because a law orders it. Cuba needs the pro-
longed services of carefully-selected foreign research men. There are such
men, who would be disposed to work in Cuba's best interests and to en-
courage young Cubans to follow in their footsteps. But the best men would
not work under the present law which makes them feel pressed for time,
uncomfortable and unwelcome from the outset.

If Cuba desires to retain the present general law of the "Cubanization," a
solution to this dilemma will be to pass another law to exempt research
personnel from the provisions of the general law. This exemption should
apply to all foreign personnel engaged in the direction and conduct of
scientific investigation and development and should not be restricted to those
employed by certain institutions.

On the contrary, research should be encouraged throughout industry for
it is from this source that most of the genuine technical development may
be expected. The more widely, too, that foreign research men are spread
through Cuba, the greater the opportunities of encouraging young Cubans
to make a career of research.
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Suggested Law

On the assumption that Cuba will make the wise decision to place research
before "Cubanization", it is recommended that a law be enacted, with the
following provisions:

1. Subject to the usual immigration laws, foreign technical personnel may be
employed without restriction by any legal enterprise in Cuba when the prin-
cipal occupation in such employment is the conduct or direction of technical
research and development for the ultimate benefit of Cuban production.

2. Specifically, such personnel shall be exempted from the provisions of the
"Cubanization of Labor" laws, and that employers shall be excused from
the special obligations of these laws applying to other types of technicians.'

3. The enterprises which may receive the benefits of this new law shall include
private or public institutions established for the specific principal purpose
of conducting research, as well as private industrial, agricultural or mining
enterprises.

4. Research in which these specialists shall be engaged shall be defined as that
of which objectives are the improvement in quality or cost of production,
or wider application through new uses, of Cuban products; the better supply
or distribution of products required by Cuba; or, in general, the more
advantageous utilization or conservation of Cuban natural resources.

When a law of this kind has been enacted, the way will be open for
the creation of much-needed Cuban research institutions.

2. Objects of Proposed Organization

Cuba's Research Needs
Cuba's present research requirements fall into two broad categories:

In the first is the type of research which can best be done in agricultural
research stations. This category includes problems of plant-breeding and
selection, the experimental cultivation of new crops, soil-analysis, fertilizer
experiments, irrigation, the control of insect-pests and plant-diseases and
similar work which requires the actual use of land.

In the second are those forms of research which are centered in the
laboratory. These include almost all problems which may be solved without
land cultivation, as well as many which originate in agriculture but which,
at a later stage, must be passed to the laboratory.

Recommendations for better handling of research in the first category
are offered elsewhere in this Report (Chapter 5). Following is a discussion
of research in the second category.

To handle this, the Mission recommends the establishment of a Cuban
organization for applied research, to provide laboratory and pilot-plant
development for Cuban industry, agriculture and mining.

1 To encourage research departments to train young Cubans in research, they should he permitted to regard
young men under tramnig-for any period-as temporary employees. Part-tine employment on research
should also be permitted.
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Name of Proposed Organization

Although, at first glance, it may seem strange to be concerned with the
name of the proposed organization at this stage, the selection of a tentative
name here will simplify the discussion. Also, there are special conditions in
Cuba in which the name of such an organization may exert considerable
influence upon its public acceptance and, success.

In this case it is believed that the word "Institute" should be avoided.
In many countries it would prove very suitable; but in Cuba the word has
become associated with governmental control, price regulation, commodity
quotas, and similar restrictive measures. "Laboratory" would do, but it is
not wholly descriptive; as will be seen below, there are certain important
functions for this organization apart from its laboratory work. Perhaps a
better choice in these circumstances would be "Foundation".

It is desirable to identify the research organization with Cuba, but not
in such a way as to label it as a government institution. For the Mission
proposes an organization to, serve the free enterprise of Cuba as well as to
aid her government.

Experience has shown that private industry in any country will not bring
its research problems to a government-controlled institution if there is any
other place to take them, and therefore a government research institution
does not receive much financial cooperation from private enterprise. For
this reason the proposed Foundation should be called "Cuban" rather than
"National".

The Spanish language-significantly-has no single word for the exact
translation of "research". The closest approach is investigacion; but this
should be modified to avoid misunderstanding, because it applies equally to
other types of fact-finding, including police detective-work.

The proposed Foundation will be concerned with studies in applied tech-
nology, which should be distinguished from the more abstract academic
research usually conducted in universities. To be too specific would, unfor-
tunately, result in a name too long to be practical, but to refer to "techno-
logical investigation" might be a satisfactory compromise.

A suggested name, therefore, is "Cuban Foundation for Technological
Investigation" ("Fundaci6n Cubana para la Investigaci6n Tecnol6gica").
For simplicity a shorter form, Cuban Foundation-or Fundaci6n Cubana-
will be used in the following pages.

Purposes
Any institution's detailed structure must be designed to serve its real

objectives. This should be its only purpose but, unhappily, this is not always
the case, and sometimes an obsession for organization for its own sake dis-
tracts attention from the reason for its existence. It will be helpful, therefore,
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to examine the objectives of the Fundaci6n Cabana. It is suggested that
these should include the following functions:

The Cuban Foundation should:

1. Help to develop Cuban industrial activity by conducting confidential research
programs for private companies, in which the individual company pays the
cost and receives exclusive rights to the results.

2. Conduct both broad and specific research and development programs of
benefit to all members of a certain industry - such as the sugar industry,
or the leather industry. These may be financed by an association of com-
panies; or in the case of a relatively undeveloped industry, the government
may contribute a part of the cost if it wishes to help the national develop-
ment of the particular activity.

3. Conduct research programs of broad benefit to the entire Republic. These
should include studies for the development of untapped natural resources,
such as the benefication of minerals, the utilization of new agricultural
products, or perhaps a profitable process for using mariba or mangrove.
Such programs could be financed with public funds, at the discretion of
the various branches of the government.

4. Conduct special routine tests and analytical work, at suitable rates, in order
to serve as an impartial and competent laboratory where private individuals,
companies, and also government agencies can obtain test-data when needed.
It must be emphasized, however, that ordinary testing and analysis are not
the main objectives of a research laboratory, and that these activities must
be kept within limits. Also, the Cuban Foundation should carefully avoid
endorsing individual products, even though it may test them for the manu-
facturer's own information.

5. Accept research work impartially fromi all of the various government depart-
ments to assist them in their work. Therefore, it should not only be inde-
pendent of the government, but in such support as it might receive from
the government it should not become subservient to any one Ministry or
department.

6. Pronde, at reasonable cost, special technical advice and consulting services
to aid in the modernization of Cuban industrial and agricultural processing
enterprises. The service should be available to all, but especially to the
smaller enterprises which cannot maintain staff technicians and cannot afford
individually to pay the full transportation and fees of imported consultants
when needed. This could be accomplished by maintaining such specialists
on the staff of Fundaci4n Cabana for varying periods of time, and
making their services available to individual companies at predetermined rates
for a day or two as required.

7. Sub-contract portions of research problems to other institutions, both Cuban
and foreign, in order to take advantage of special equipment or personnel
too difficult to obtain immediately. It should also be able to accept such
sub-contracts from other institutions, either Cuban or foreign, whenever the
Cuban Foundation could offer unusual facilities or conditions to aid in the
solution of the problems.

8. Furnish impartial and expert analyses of the economic possibilities of pro-
posed new developments and processes.

9. Publish informative technical and semi-technical booklets and bulletins for
distribution to Cuban enterprises and the general public. These should
describe helpful improvements and modern methods which a producer could
adapt to his own factory or operations. Such publications should explain
simple procedures for the control of quality, for the lowering of costs and
similar matters, in language which could be understood by the ordinary man.

10. Obtain from foreign countries, adapt to Cuban conditions, translate into
Spanish and publish technical bulletins and pamphlets, such as those issued
by the U. S. Department of Agriculture for the information of farmers and
the public. It should be emphasized that a great deal of technical informa-
tion of great value to Cuban industry and to the Cuban farmer could be
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obtained in this way with little delay and cost because a vast amount of
technical advice which could be useful to Cubans has already been published
in other countries and only needs to be modified to Cuban conditions. This,
therefore, should be one of the first-and always one of the most important
-functions of the Cuban Foundation. It would be appropriate for the
Ministry of Education to finance some of this work and to assist in dis-
tributing the publications.

11. Serve as a center of Cuban industrial technology, to stimulate interest in
improved production, research and development. The Foundation, too, should
serve as a practical training ground for selected Cuban technologists who
may become interested in applied research as a career, offering them an
opportunity to work in this field in close association with experienced indus-
trial research workers from all parts of the world.

3. Typical Research Program

Needs May Change

A new research organization should not be blue-printed in its entirety.
It must grow gradually. No matter how obvious the list of research problems
at this time, no one can say with certainty what the program of the Cuban
Foundation will look like five years from now. For there are too many inde-
terminate factors.

For example, a certain Cuban problem may press for solution now and
may seem to be one of the most urgent fields of study for the Foundation.
But within a few months a solution might be announced from another research
center somewhere in the world. This would shift the emphasis in the Cuban
research program overnight. Or a new Cuban problem may arise next year,
overshadowing others in importance.

Tentative Examples

For these reasons, the suggestions given below for the program of research
of the Foundation should be considered tentative. They are given merely
to illustrate the type of work the Foundation could usefully carry out.

1. A study of the composition and possible utilization of maribu. This plant is
now considered a nuisance, and perhaps always will be. It may be found
that it can be eradicated by chemical treatment. However, maribu may
contain a usable tannin or other extractible portion; or perhaps a more
profitable method for converting it to charcoal can be developed. In any
case, if it were possible to convert it to cash, maribu would soon either
disappear or cease to be a nuisance.

2. Development of a commercial method for extracting and concentrating the
tannin of Cuban mangrove bark, with simultaneous carbonization of the wood
to charcoal.

3. Beneficiation of a number of undeveloped Cuban mineral deposits, especially
those which are non-metallic.

4. Improvement of the manufacture of Cuban yucca starch, to make it acceptable
for industrial applications.

5. Development of cheap methods for storage of sugar-cane bagasse without
deterioration or hazard. Under present conditions it is not generally practical
to store bagasse for utilization in the "dead" season. Consequently, any
commercial use of it for by-products would have to be conducted during the
zafra, aggravating rather than helping the unbalanced seasonal labor problem.
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Excess bagasse at present is not even held over for later power generation,
but is simply burned to destroy it.

6. Development of new uses for molasses, such as special fermentation processes
to produce organic acids and other chemical products in large world demand.

7. Improvement in the extraction, refining and utilization of cachaza wax.
8. Further continuous improvement in the mechanical harvesting and decortica-

tion of kenaf.

4. Essentials to Success

Experience Available

Within the last decade, over a hundred new research institutions have
been created in the United States alone and many more in other countries.
A vast amount of practical experience, therefore, is readily available to guide
countries which desire to set up their own research institutions.

Specialists who have studied existing research organizations and who have
helped to establish new ones have had ample opportunity to learn certain
basic principles which influence success under various conditions. Some of
these are indicated below:

Some Basic Principles

1. Perhaps the most important of these is that practical experience is
essential from the outset. Competent advice should be obtained before the
organization is actually created and should constantly be sought during the
initial years of operation.

There are many pitfalls, impossible to describe in detail here, which can
only be avoided by taking advantage of experience gained in comparable
operations. Such advice can be found; and any attempts to start a new
research organization without it are inviting failure.

For this reason also, the general policy and internal organization of the
Cuban Foundation should not be defined in too great detail at the start. It
is better to develop these gradually during the early years.

2. An essential ingredient of success is the practical experience of the
research director and personnel. For applied research is a profession and
most of it is learned in practice rather than at schooL The formal training
which a technologist receives at a university is like a set of tools. But a set
of tools alone does not make a mechanic.

Experience is fostered by freedom of movement and of the exchange of
ideas. This is another reason why nationalism sterilizes applied research: it
impedes the exchange of experience and so reduces research to groping in
the dark.

3. Research organizations are sometimes established out of national pride
or for publicity. Needless to say, in such cases the emphasis is in the wrong
place and little research of value is likely to emerge.
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4. As already mentioned, money alone cannot command ideas and effec-
tive research cannot be obtained merely by appropriating funds. But several
of the previous Cuban proposals for establishing a laboratory have envisaged
a Presidential decree to set up a ready-made institution, with government
funds, to solve Cuba's research problems.

It should be emphasized that many such proposals are made simply because
their authors-sometimes prominent associations of industry-want their
research to be paid for by someone else. If it should be found that nobody in
Cuba except the Government wants research sufficiently to help 4ay for it,
perhaps the idea should be abandoned.

5. It was stated earlier that the most important factors in research are
the personnel, both for administration and for development work. Next in
order of urgency are materials and scientific equipment, to be obtained only
as needed. Last in importance is the building.

Here is a pitfall which has caught numerous new institutions in other
countries, even despite experienced warnings. There is often a tendency to
supply these elements in exactly the reverse order.

There is no need for Cuba to make this mistake. Modern buildings and
glittering scientific apparatus do not solve problems. People solve them.

6. In order to meet Cuba's real research needs, a research institution
must be able to operate in a manner which cannot be achieved under govern-
ment control. This is fundamental, and is not intended as a reflection upon
any particular government. However, it is proper that such an institution
should receive a share of government support.

7. In addition to freedom from government control, it is absolutely
essential that the appointment of any of the personnel, including the director
of the institution, should not be subject to politics. Research directors and
investigators must be hired solely on their merits.

5. Recommended Form of Organization

Privileges and Responsibilities
The Mission recommends that the Cuban Foundation should be organized

as an independent non-profit tax-free corporation. If existing Cuban law does
not provide for this type of corporation, special legislation should be provided.

The charter of the Cuban Foundation should permit it to render tech-
nical consultation, research, pilot-plant development, testing and other services
outlined under the objectives already stated, to all other organizations or
individuals, public or private, and to receive payment for its services at the
lowest rates consistent with good work.

The Foundation should be empowered to receive contributions, bequests
and support of all kinds, and to show a gain in assets, and should lie given
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as complete tax-exemption as possible. It should not be permitted to distribute
any of its income as dividends to stockholders, but should use such income
for improvement of its services to the public by expanding its physical facili-
ties, supporting additional selected research projects of national benefit, and
publishing and distributing useful technical information when not of a con-
fidential nature.

Its financial operations should be subject to annual review by outside
auditors, in order to avoid the setting of too high rates for its services as well
as to insut proper handling of funds in the ordinary sense.2

Board of Trustees

A Board of Trustees should be generally responsible for the Cuban
Foundation. The composition and functioning of this Board is of paramount
importance.

In the most successful institutions of this kind the greatest possible latitude
is enjoyed by the chief operating executive, or Executive Director. It is most
important, therefore, for the Board, not to attempt to interfere in the week-to-
week operation, but to select and hire the most competent available Executive
Director and to leave mnost matters to him.

The Executive Director is then called upon to report his actions and the
progress of the institution to the Board at intervals-perhaps monthly. The
theory is that the Executive Director is hired for his good judgment, and
that unless he is allowed to exercise it there is no reason for employing him.
If he makes too many mistakes or is otherwise unsatisfactory, the remedy is
to replace him. Under no circumstances should the Board try to take over
his functions instead.

It should be noted that the selection of a good Executive Director is a
test of the judgment of the Board itself.

Other Duties of the Board

Duties of the Board of Trustees, apart from appointment of the Executive
Director, include determination of major policy of the institution, periodic
review of its operations, analysis and approval of its finances and active
assistance in its development as a true public-service institution.

The last-named function is especially important. While it has been said
that the Board should not unduly restrict the latitude of the Executive Direc-
tor, neither should membership in the Board be considered honorary. Every
member of the Board should be chosen for his conscientious interest and
ability to do something for the success of the Foundation. Generally speak-

2 The Cuban Foundation is conceived as a relatively small organi.ation., with its work performed by research
men. Every employee who does not contribute to the actual research is an overhead eapense. One of the
duties of the auditors should be to crittcize the use of too much non-teehsscal personnel. Institutions of this
kind are lrone to build op e-.essov. overhead through the use of unnecessary forms and red tape, and the
tendency must be curbed constantly.
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ing, individuals are more important in this respect than the particular organ-
ization; that they represent, although of course the connections of a Board
member can be very helpful in what he is able to do for the institution.

It is not desirable to specify that the Board should be made up of
representatives of various organizations. In other words, the Board should
not be regarded as a "congress" of representatives from specific organizations
and groups.

There is great danger in this, and it is one of the harmful things which
almost invariably occurs if a research institution is created by government
decree. For it leads to a battle for control in which the original purposes
of the institution are completely forgotten. Each group tends to imagine
that the particular research in which it is interested will be ignored unless
it has a representative on the Board.

This may be true in some governmental research institutions. But when
-as in the proposed Cuban Foundation-the principal nature of the research
depends upon the groups who are willing to pay for it, there is no cause
for such fears.

Size of the Board
There is room for opinion on the size of the Board of Trustees. Since

each member is expected to do something constructive for the Foundation,
a large Board is helpful. On the other hand, a smaller group is more effective
in settling policy questions.

A good procedure 'to obtain both benefits is to have a large Board of
perhaps 25 to 40 members, and an Executive Committee of not more than
10 elected by the Board from within its own membership. The entire Board
can assemble once or twice a year for a general meeting and review, while
monthly and special meetings of the Executive Committee afford the normal
liaison with the Executive Director.

The Mission recommends this arrangement for the Cuban Foundation,
with a total board of about 30.

Constituting the Board
To assemble the first Board, it is suggested that eight specific individuals

voluntarily form themselves into an organizing committee. For this com-
mittee the Mission proposes the Minister of Finance, the Minister of Agri-
culture, the President of the National Bank, the President of the proposed
Agricultural Bank, the President of the Comisi6n de Fomento, the President
and the Secretary of the Asociacion Nacional de Industriales de Cuba and
the President of the Asociacion de Hacendados.

In assembling the Board, the organizing committee should not overlook-
the possibility of enlisting the advice and help of the foreign community
in Cuba.
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This organizing committee should consider the various influential per-
sons, in Cuban industry and other pursuits, who would be most likely to
take an active interest in the development of the Cuban Foundation and who
would be willing to serve on its Board of Trustees.

It is suggested that each of the above-named organizations immediately
should contribute a small sum for expeinses, and that the committees should
engage one or more experiencd advisors for consultation and assistance.
Such advisors should be thoroughly familiar with the operational goals of
a research institution and the attitudes to be sought in selecting Board mem-
bers. At least some of the organizing committee may be willing to serve
on the Board.

Staggering Periods of Service

When a Board of 30 has been selected and assembled, at its first meeting
it should divide itself by lot into three groups of ten each: one group to
serve six years, another to serve four, and the third to serve two.

By this means the expiring terms of the Trustees would be staggered to
provide continuity. Thereafter all members chosen to fill vacancies should
serve six-year terms. New Trustees should be proposed and elected by the
Board itself.

The Board of Trustees should, of course, elect its President, who should
preside over the Executive Committee. When the Executive Director of the
Foundation has been engaged, he should be included ex officio in the
Executive Committee.

The Executive Director

As already mentioned, the chief operating executive of the Foundation
should be engaged in the same manner as any expert is engaged for any
purpose. That is to say, the Board should consider just what the Executive
Director is expected to do, and hire the man who knows how to do it.

It is suggested that minimum qualifications for an Executive Director
should be five years' experience of applied research or research management.
The aid of such bodies as the National Research Council of the U. S. A.
should be sought in finding an Executive Director.

The Executive Director is not supposed personally to solve all the scien-
tific problems brought to the Foundation, although he must be able to under-
stand them. Any contribution, too, which he can make toward their solution
should, of course, be welcomed. Therefore, he need not be a country's lead-
ing scientist.

The Executive Director is supposed to develop the Foundation, to create
public interest in it, to obtain support for it, to administer its policies, to
see that it turns out good practical technical work, and to do the especially
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difficult job of managing, harmoniously and efficiently, a staff of somewhat
temperamental research men.

Since he must hire these research men, he must know where to look for
them and must know precisely what he is looking for in each case. These, then,
are some of the things in which he should have expert knowledge.

Experience for Cubans
Since Cuba has no research organizations of the kind proposed and little

technical research of any sort is carried out, there have been few local
opportunities for Cubans to acquire the experience looked for in an Execu-
tive Director. It is probable, therefore, that the latter will have to be obtained
from abroad, at least in the early years of the Foundation.

To any who may object, out of national pride, it could be pointed out
that pride cannot manage research any more than it can create automobiles
and the other specialized products which Cuba has to import.

Under competent direction, too, the Foundation will afford experience to
Cuban staff members from whom, in later years, it may be possible to select
an Executive Director.

Premature Planning Unwise
There is always a temptation for those with a passion for "organization"

to draw up a chart, showing departments of chemistry, biochemistry, physics,
metallurgy, etc., as well as of accounting, purchasing, and so on. This has
been done before. Usually such charts are modeled on larger institutions
already in existence, and overlook the fact that the needs of each organiza-
tion differ and must be discovered in the course of growth.

Such premature planning is often followed by hiring the heads of all
these departments before it is known whether some of them will ever have
any real work to do. Complex systems, too, of regulations, requisition forms
and internal accounting procedures are often installed just as if the institu-
tion were swamped with business and already needed these costly time-
consumers. Though this picture may seem exaggerated, several cases are
known in which these things-and more-have occurred. Moreover, some
of the current Cuban proposals for research institutions have been drawn
up in exactly this way.

The Staff
The Executive Director should hire the staff one by one and only when

actually required. Departments should be created only when enough actual
work of a given kind justifies its consolidation under subordinate leadership,
and not before.

The Executive Director may create a department when he believes it to
be necessary-and he may reorganize it, abolish it or combine it with others
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later if he thinks such moves beneficial. Heads of departments can be chosen
better on a basis of demonstrated ability.

It will be desirable to have as many Cuban research personnel as possible.
But it is improbable that there are enough Cuban applied research workers
to staff even a small institution at this time.

More must be trained, but there is no university course in this specific
subject anywhere. Cubans, therefore, must be trained in practice, over a
substantial period of years. Some of this could be done in the Foundation
itself, if its staff were liberally sprinkled with imported specialists who could
impart their methods, techniques and habits of thought. A good Executive
Director will know this, and will know how to organize the work so that
its training aspects are most effective.

Laboratories and Equipment
For a definite type of routine analysis or testing, it is a simple matter

to make a list of needed apparatus and supplies and to design an efficient
laboratory.

This is not true of research, which is a form of exploration into unknown
territory. Even for a very specific research problem it is impossible to
predict what will be needed, beyond a few obvious basic essentials to start
with. The idea of equipping a new research laboratory so as to be ready
for anything that may arise is fantastic. Nobody who understands research
would try it. Neither is it feasible to go into much detail on a research
building too far in advance.

The most successful procedure is to provide a moderate-sized building,
mostly bare open space inside, which can be partitioned and equipped gradu-
ally. An experienced research advisor can aid in planning such a building
and its basic utilities so that they will prove most useful in such a process.
This should not be left entirely to an architect, but should be handled jointly
by the architect and the research advisor. Sometimes it is advantageous to
house a new institution in inexpensive temporary rented quarters for a year
or two until more is known of the probable research requirements.

A Foundation could be started on modest and practical lines for between
$300,000 and $400,000.

"Plant for Solving Problems"
Laboratory equipment should not be acquired for show, but for profit-

able use. For instance, the urge to purchase an expensive electron micro-
scope should be curbed until a problem definitely calls for it, and the same
applies to any other piece of apparatus. If an impressive list of equipment
is bought at the start, the probability is that much of it will never find a
use, while there will be no funds remaining to buy what is really needed.
at a later date.
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A research laboratory is a plant for solving problems, just as a factory
is a plant for making something. No manufacturer would buy machinery
for a lot of processes that he is not using, just because he might someday
have a use for it. The same sensible business viewpoints should govern
the conduct of a research organization.

Financing the Foundation

Current thinking in Cuba on the financing of research is in the direction
of government support. Taxation of the sugar industry has been proposed,
as it always is for financing anything. Another proposal has been made for
a general tax-levy on all industry. Complete financing through such measures
is applicable only to a government research agency. The Cuban Foundation
is proposed as a non-governmental institution.

Taxation for research holds several dangers, one of which is that it
creates industrial opposition, rather than cooperation for the research insti-
tution. Another hazard is that each industry so taxed will clamor for more
attention to its own research problems. This divides the efforts of the institu-
tion so much that not enough can be done on anything.

How Government Can Help

The Government can give financial support to the Cuban Foundation by
several means, all of which would be helpful. Among these are the following:

1. The Government can offer the institution an available building, or better,
can build one for it according to its needs.

2. The Government can place with the institution certain selected research
problems, to be paid for just as a private industry would be expected to pay.

3. Certain Government departments can engage the institution to conduct a
continuing program of routine analysis, such as to make a soil survey or
to check compliance with regulations of the customs, food and drug purity,
specifications of materials in Government purchases, etc., thus providing a
stable supplementary income.

4. The Government may grant the institution an annual sum for unspecified
public services, to cover some of the services mentioned in the list of
objectives.

5. The Government may allow private industries a tax deduction for amounts
spent on research.

6. The Government may offer to pay half (or some such fraction) of the cost
of research undertaken by a private industry for certain approved purposes
beneficial to Cuba.

Stimulating Support

If a general industrial tax is to be levied for support of research, there
is one plan which offers hope of stilling the otherwise inevitable clamor.
The tax can be a relatively small one, sufficient only to provide partial support
of the Foundation.
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A private industry could then engage the research services of the Founda-
tion by separate private payment, but the Foundation would be able to charge
a much lower rate to cover its remaining costs for the work.

Each industry would thus contribute to the Foundation through taxation,
but would receive private benefits only in proportion to its willingness to
protect its first investment by paying the remaining costs. This plan might
have the desirable effect of stimulating Cuban industrial investment in
research.
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CHAPTER 10

The Public Service Railways

1. ESSENTIALITY OF THE PUBLIC SERVICE RAILWAYS
Introduction

To a degree found in few other parts of the world, Cuba possesses a large
and vitally important asset in its railroad network. Its total railroad service
numbers 17,470 kilometers, the equivalent of 15.3 kilometers for every 100
square kilometers of its territory. Related to population, the railway network
is no less impressive. Cuba's network of railways is equivalent to nearly 3.4
kilometers per 1,000 persons in the population, compared with slightly over
2.4 kilometers per 1,000 people in the United States.

It is, of course, self-evident that that large segment of Cuba's railroad which
is owned and operated by the sugar industry exists almost exclusively for the
benefit of that industry. These private sugar railroads total 12,645 kilometers,
created and operated primarily for the purpose of conveying ciane from the
fields to the grinding mills. While these private railroads are to some extent
available for non-sugar transportation they are essentially adjuncts of the
sugar properties and not public service railways. What is not so clearly
appreciated is that the remaining 4,825 kilometers operated as public service
railroads likewise are extremely closely related to the sugar industry.

Relation to Sugar Incdustry
In brief, the tonnage of sugar cane moved each year from the fields to

the centrales by the major public service railroads is equivalent to 25%o of
the total tonnage of cane ground for sugar and molasses. In the case of raw
sugar, the principal public service railways hauled over 4,100,000 metric
tons during the fiscal year 1948, compared with an aggregate export of raw
sugar amounting to 5,900,000 metric tons.

Of the aggregate network operated by public service railways, the major
portion-totalling 4,034 kilometers-is composed of the two principal public
railroad carriers; namely, the United Railways of Habana and the Consoli-
dated Railroads of Cuba. Broadly speaking, the former serves the territory
from Santa Clara westward through the western portion of Las Villas Province,
and the areas of Matanzas, Habana and Pinar del Rio Provinces. The Con-
solidated system connects with United at Santa Clara, serves the eastern
portion of Las Villas Province, and the areas of Camaguey and Oriente
Provinces. The Consolidated Railroads, including its three operating systems,
has a total of about 1,900 kilometers of productive trackage, and the United
comprises a network of approximately 2,0 kilometers of productive track-
age. Virtually all of the trackage of both carriers is standard gauge corre-
sponding to that utilized as standard in the United States.

241
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Historically and geographically, the development of these two major
railway operations is exceedingly closely coupled with the sugar industry in
Cuba. Reference to Map I. will serve to illustrate this conclusion. In the
case of the United Railways, for example, the small railroads which ultimately
came to make up the present network had as their principal objective the
traffic potential of the various sugar districts in the movement of the products
of the industry to the ports. This is well illustrated by the manner in which
the lines from the several sugar centers converge upon such major ports as
Habana, Matanzas and Cardenas. Similarly, the Consolidated Railroads
of Cuba, although composed of operating carriers of more recent origin,
is seen on the map to be laid out for the principal purpose of conveying the
products of the sugar industry to the major ports which the network serves.
Among the most important of these ports, for example, are Nuevitas and
Antilla on the north coast and Santiago de Cuba, Santa Cruz del Sur, and
Casilda on the south coast.

Another reflection of the extremely close relationship between the major
public service railroads and the sugar industry is illustrated in the two lines
on Chart VI. One of these lines depicts the annual fluctuations in the tonnage
of the sugar cane ground in Cuba. The other line represents the corresponding
fluctuations in the annual tonnage of sugar cane which the United and Consoli-
dated railways carried from the fields to the grinding mills. Both of these
lines represent relatives of annual totals related to their respective averages
over the 20-year period 1929-48; the averages of the two series are expressed

as 100. The close correspondence of the two curves-not only in the broad
pattern described during the interval but also in the year-to-year fluctuations
-demonstrates the intimate interrelationship between these public railroad
carriers and the fortunes of the Cuban sugar industry.

The tonnage of cane hauled on these two public service railways between
fields and centrals was equivalent, on the average over the last 20 years to
approximately 25% of the aggregate sugar cane ground in the nation. Thus,
the 20-year average of annual sugar cane ground amounts to slightly under
31,000,000 metric tons. The corresponding annual average of the tonnage
of cane carried on the two railroads during the same interval is about
7,800,000 tons. As seen on the chart, this relationship of 25% of the total
cane prevailed substantially unchanged throughout the period shown, through
years of prosperity and depression, through years of peace and of war.

The traffic in sugar cane on the public railroads, although very large in
itself, is by no means the only phase of the sugar industry in which these
railroads occupy an important role. This is particularly striking when the
traffic statistics are expressed in terms of ton-kilometers, as shown in Table
28. This table refers to the two principal operating railways of the Consoli-
dated network; namely, the Cuba Railroad and the Cuba Northern. The



0 A BA N A M A T aN Z3 L

PINED DEL PI / - -StUA D 4A .

bLt ~~~~~~~~~~~~~, _, % , > N

| .EBENEa <2X <, ~ -- .A cr

gV~~~~~~~~~~~~~~~~EAZ A -W_;





THE PUBLIC SERVICE RAILWAYS 243

figures relate to the fiscal year ending June 30, 1949, and represent the
metric tons and ton-kilometers of sugar cane, raw sugar and other sugar
products, and other revenue traffic.

TABLE 28

Percentage of total
revenue freight

Metric Ton
tons kilometers Metric Ton-

Class of freight (thousands) tons kslometers

Sugar cane 4,623 61,871 53.6% 10.5%
Raw sugar and other sugar products 2,355 207,077 27.3 35.0

Total cane and sugar cane products . 6,978 268,948 80.9 45.5
Other revenue freight . . 1,647 321,874 19.1 54.5

Total revenue freight 8,625 590,822 100.0 100.0

As shown in the table, sugar cane accounted for somewhat over one-half
of the tonnage carried on these railways during the year, but made up only
about one-tenth of the ton-kilometers of revenue freight. The reason for this
lies in the short average distance over which the cane was hauled by these
public service railroads (in this case about 13.4 kilometers). In contrast,
raw sugar and other sugar products, which represented only slightly more
than one-fourth of the tonnage, accounted for over a third of the ton-kilo-
meters. In the case of these products, generally carried to ports for the
export trade, the average distance hauled on these railroads was about 88
kilometers. Referring, then, to the combined 1948-49 traffic of these two
public railroads in the sugar trade it is seen that over 807o of the aggregate
tonnage of revenue freight relates to this industry. Of the total ton kilo-
meters of revenue freight, about 45% was accounted for by sugar cane, raw
sugar, and products of the sugar industry.

Relation to Non-sugar Traffic
The importance of the public service railroads to the remainder of Cuba's

economy is also illustrated in Table 31. It should be noted, for example,
that revenue freight carried by the railways included in the table during
the fiscal year 1948-1949 amounted to 1,647,000 metric tons. Although this
tonnage represented less than one fifth of the total tons of revenue freight,
the classes of traffic included accounted for nearly 55% of the ton-kilometers
produced by the railways during the year. The significance of this measure
lies in the fact that the freight carried (aside from that of the sugar industry)
moved on the railroads an average of 195 kilometers.

Further details of the composition of these classes of freight are sum-
marized in Table 29. Note, for example, that nearly a third of the non-sugar-
industry freight ton-kilometers consisted of manufactured products; this
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class was the largest of any group and represented about 17% of total
revenue freight. Forest products and agricultural products also represented
important segments of the railroads' freight traffic, and in these classes the
average haul was in the neighborhood of 250 kilometers.

TABLE 29

Percentage of ton-
kilometers

Metric Ton- To total To total Average
tons Kilometers outside of revenue haul

Class of freight (thousands) sugar traffic freight (kilometers)

Agricultural products 207 50,938 15.8% 8.6% 245,5
Animals and products 126 34,333 10.7 5.8 272.0
Forest products . 254 64,341 19.9 10.9 252.9
Mineral products 280 33,456 10.4 5.7 119.3
Manufactured products 528 101,547 31.6 17.2 192.3
Miscellaneous and L.C.L. 250 37,260 11.6 6.3 148.9

1,645 321,875 100.0 195.4
Total revenue freight . 8,625 590,822 54.5

Rail Revenue from Sugar

As it is true that the sugar industry needs the public service railroads,
so the railroads need the sugar industry. The importance of sugar cane and
its products to the revenue of the principal public service railroads is revealed
in Table 30. Despite the relatively low revenue per ton received by the rail-
ways for carrying cane and cane products (87¢ per metric ton), somewhat
over one-half of the aggregate freight revenue of these carriers is derived
from handling this class of freight. Manufactured products account for the
next largest segment of freight revenue; $5,521,000, equivalent to over 18%
of the total revenue from freight. The figures in Table 30 relate to the
aggregates for the United Railways and the Consolidated Railroad for the

TABLE 30

Percentage of total
Freight Metric
revenue tons Freight Metrnc Revenue

Class of freight (thousands) revenue tons per ton

Cane and cane products $16,151 18,513 53.5% 80.6o $0.87
Agricultural products . 1,683 604 5.6 2.6 2.78
Animals and products . . 1,115 251 3.7 1.1 4.45
Forest products 1,806 803 6.0 3.5 2.24
Mineral products .. 1,651 761 5.5 3.3 2.17
Manufactured products 5,521 1,501 18.3 6.6 3.67
Miscellaneous and L.C.L. 2,257 534 7.4 2.3 4.22

Total revenue freight $30,184 22,967 100.0 100.0 $1.31
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fiscal year ending June 30, 1948, the latest year for which complete tonnage
and revenue figures are available.

Railways and Sugar Exportation
Since the export of sugar is such a vital part of the Cuban sugar economy,

it is revealing to evaluate the role which the major public service railroads
occupy in this phase of the industry's operation. As was observed in the
opening paragraphs, the two principal railways have as a major objective
the hauling of sugar to the ports which they serve. Table 31 summarizes

TABLE 31

1948 EXPORT OF SUGAR FROM CUBA

Metric tons of Metric toss of
sugar exports sugar carried
(raw value) on railroad

Ports from which sugar was exported (thousands) (thousands)

Ports served by United Railway:
Habana . .................................. 621.4
Cardenas ........ ........................... 579.4
Cienfuegos ......... .......................... 454.2
Isabela de Sagua ................................... 387.7
Caibarien ........ ........................... 354.3
Matanzas .... 300.1

2,697.1
Sugar tonnage of United Railway .............. 1,981.7

Ports served by Consolidated Railroad:
Nuevitas ................................... 788.1
Jdcaro ....... ............................ 522.9
Santiago de Cuba ................................... 266.1
Santa Cruz del Sur ........................ ........... 232.2
Antilla ....... ............................ 220.3
Guantainamo .......... ......................... 200.1
Manzanillo . ................................... 134.5
Manati ..... .............................. 131.3
Tunas de Zaza .................................... 90.5
Casilda ....... ............................ 36.3

2,622.3
Sugar tonnage of Consolidated Railroad .... 2,147.4

Ports not served by either railroad:
Puerto Padre ........... ........................ 239.3
Preston ........ ........................... 99.8
Mariel . ................................... 92.8
Banes . ........... ....................... 68.6
Sagua de Tanamo ................................... 34.0
Gibara ....... ............................ 33.6
Niquero ........ ........................... 28.2

596.3
Total exports of sugar . ................................... 5,915.7
Total sugar tonnage of United and Consolidated

railways ........ ........................... 4,129.1
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the exports of raw sugar from the several ports served respectively by the
two railway carriers, and shows for comparative purposes the tonnage of
raw sugar carried during the same year by the railways systems. Although
it does not necessarily follow that all of the raw sugar moving to these groups
of ports was carried by rail, or that all the sugar carried by the railways
networks was consigned to the ports, it is nonetheless clear that there is a
strikingly close relationship between the tonnages moved by rail and those
exported through the ports served by these networks. An additional tonnage
of sugar moved out through ports not served by either railway network.

The Railways in Time of War

No analysis of the significance of the public railway system to Cuba is
complete without a reference to the added transport burden it must bear in
time of war. The recent war (1942-1946) diminished Cuba's supplies of gaso-
line, motor vehicles and tires essential to highway transport. It also increased
the concentration on Habana as the main port due to limited naval convoy.
It is not safe to assume that the impact of another war would be different.

Curtailment of highway transport and concentration of traffic on Habana
materially increased the dependence of Cuba on rail transportation. The
effect on passenger traffic may be used to illustrate this increased wartime
use of the public railways.

TABLE 32

AVERAGE NUMBER or REvENUE PASSENGERS CARRIED

Period United Railways Consolidated Railways

1937-1941 ....... ............ 2,646,926 2,373,474

Percent increase .......... +61% 7o +135%
1942-1946 .......... 4,281,610 5,580,257

Tables 33, 34 and 35 indicate the equally marked increase in the ton
miles and in the average miles per ton of freight carried on the two public
railways during the war.

TABLE 33

CONSOLIDATED RAILWAYS-TOTAL REVENUE FREIGHT

(excluding cane)

1939-1941 1942-1944 % Increase

Tonnage ............................ ... 7,946,000 12,092,000 52

Ton miles .518,295,000 1,132,952,000 113

Average mile/ton .............. . 65 93 43
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TABLE 34

UNITED RAILWAYS-TOTAL GOODS TRAFFIC

1939-1941 1942-1944 % Increase

Tonnage ............... 21,264,000 28,088,000 33

Ton miles . .............. 604,093,000 1,284,959,000 112

Average mile/ton ................ 29 45 55

Unquestionably some of the indicated sharp increase in passenger and
freight traffic must be attributed to an increase in the average sugar crop
in the two periods. However, as Table 38 indicates, this factor was too
small to be the determining factor in such increase.

TABLE 35

CUBAN SUGAR CROP-AVERAGE ANNUAL TONNAGE

Period

1937-1941 ........................ .................. 2,809,338

1942-1946 ......................... ................. 3,603,720

Percent increase ............................................ 28%

Summary

We have, therefore, concluded from our investigations:
1. That the Cuban sugar industry and the public railway systems

of Cuba are mutually dependent on each other to such an extent that
neither could in practice exist without the other;

2. That the peacetime economy of Cuba, quite apart from its depend-
ence on the sugar industry which in turn relies olz the public railway
systems, requires the public service railways for its direct needs; and

3. That the essentiality of the railways to Cuba is substantially in-
creased in time of war.

Conclusion
In short, Cuba must continue to have a railway system and any condi-

tions which endanger that system endanger Cuba.

II. DIFFICULTIES FACED BY THE PUBLIC SERVICE
RAILWAYS

Introduction

As has been stated, the railways of Cuba may be divided into two classes;
the numerous private sugar railways operated as transportation adjuncts of
the sugar centrales with total trackage of about 12,645 kilometers and the
public service railways with total trackage amounting to 4,825 kilometers.
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Within this latter group two railway systems own all except 791 kilometers
of the total trackage. They are:

(1) Consolidated Railroads of Cuba

This Cuban holding corporation owns all of the common stock of the
Cuba Railroad Company and Cuba Northern Railways. Cuba Northern in
turn owns 86.3% of the common stock of Guantanamo and Western Railroad
Company. Through these three operating subsidiaries Consolidated controls
the public service railroad system east of Santa Clara, comprising about
1,900 kilometers of productive trackage.

(2) United Railways of the Habana and Regla Warehouses Limited

This company, constituted under British law, acquired in 1921 the prop-
erties of Cuban Central Railways, Ltd., and the Western Railway of Habana,
Ltd. It owns all of the share capital of Habana Terminal Railroad Company,
Central of Matanzas Railway and the Cuban and International Express and
Transportation Company and it owns 9,113 shares of the 10,000 total shares
of the Marianao and Habana Railroad Company. Directly, and through these
subsidiaries, United owns approximately 2,200 kilometers of trackage west
of Santa Clara. This system has been under the operating control and direc-
tion of an interventor of the Cuban Government since June 10, 1949.

Since these two rail systems represent almost all of the public service
railways of Cuba, this report applies to these two systems and not to the
private sugar railways or to the minor public service trackage not owned
by Consolidated or United. The sugar railways adequately serve the cen-
trales of which each is an integral part and their condition and operation
varies with the individual problems faced by each central. As a group they
do not present problems for Cuba similar to those faced by the public
service railways which link them together and provide common carrier
transport for general public needs.

Physical Problems of Consolidated and United

Both systems have expended substantial sums for maintenance and
improvement of tracks and equipment during the past ten years (Consoli-
dated-$65,705,461.11; United-$46,522,993.96; total-$112,258,455.07).
But these expenditures have not permitted either system to achieve modern,
or even relatively modern equipment, and, in the case of United, have not
served to keep its tracks abreast of adequate maintenance schedules.

Both systems today suffer from the high costs and inefficiency of over-
age steam locomotives, antiquated passenger cars and insufficient and obso-
lete freight equipment. In addition, United's trackage suffers materially
from deferred maintenance. These are the substantial physical problems and
should be indicated by brief analyses.
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(1) CONDITION OF TRACK
Consolidated:

A recent independent engineering report on this system concludes, "The
roadway, track and structures of the Company (Consolidated) are generally
well maintained and are adequate for the volume of traffic handled." This
report found that "The track, including ballast, ties, rail, grading and sur-
facing varies from excellent to good serviceable condition, considering the
volume of traffic carried." Our findings largely support these conclusions
but it is our opinion that the present rail program should be accelerated and
that the ballast program might be improved by better crushing and screen-
ing. Substantially all rails are 80 pounds or less at present. Adequate
supplies of good ballast material are available and native hardwood ties,
requiring no tie plates, are obtained locally.

United:

This system presents an entirely different picture. While its buildings
and bridges are of more permanent structure and have been sufficiently
maintained, its track has deteriorated seriously for lack of maintenance.
Insufficient new ties have been laid. Allowing an average tie life of eighteen
years, an adequate renewal program would call for the laying of about
170,000 ties annually. Despite the laying of 198,602 ties in the year ending
June 30, 1948 and 171,899 in the preceding year, it has been estimated that
there were 418,568 over-age sleepers in the tracks at June 30, 1948. In the
year ending June 30, 1949, 155,017 were laid and 103,572 in the succeeding
year. It is apparent that about 500,000 ties or approximately 16% of all
installed ties are rotten. In the face of this situation there were held in
inventory at the end of August 1950 only 6,330 new ties and only 3,069 ties
were laid during that month.

Substantially all of the United's track (1,959.5 kilometers) is standard
gauge. In this track 1,215 kilometers of the rails are 80 pounds, 204 kilo-
meters are 100 pounds and the balance is 75 pounds or less. Rails installed
in 1,463 kilometers of track are over 30 years old and over one-half of
these are over 40 years old.

Ballasting, drainage and vegetation control also show the serious effects
of lack of maintenance and effective planning which have followed as the
results of financial difficulties and management problems.

It is obvious that very large expenditures (estimated at between five mil-
lion and 10 million dollars, depending on the extent of the work done) must
be made to bring the tracks of United up to serviceable condition, in addition
to current and continuing maintenance.

This condition is serious and immediate and may not be long postponed
if service is to continue.
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(2) CONDITION OF EQUIPMENT

Locomotives:
Table 36 indicates the principal locomotive (steam) equipment and

relative ages of the two systems.

TABLE 36

Consolidated United
No. of Average No. of Average
units age units age

Freight ...................................... 113 30 173 34.5
Passenger .39 33 45 35.9
Yard .8 24 26 36.6

Totals .160 244

Consolidated's locomotives are maintained in good condition considering
the age of the equipment. Uiiited's locomotives are much older than the
averages indicate. United has 79 locomotives 40 years old or more. Con-
solidated has no locomotive over 40 years old. Because of this greater age
factor, much less modern shops, lack of supplies and currently less effective
management, United's maintenance is much inferior to that of Consolidated.

Other Rolling Stock:
Table 37 indicates other principal types of rolling stock owned by the

two systems:
TABLE 37

Consolidated .United
No. of Average No. of . Average

Type units age units age

Freight Cars
Box ....... ................ 2,231 26 2,833 30
Flat ....... ................ 652 32 1,305 30
Gondola ........... ............ 180 31 75 30
Dump ......... .............. 52 19 - -
Stock ......... .............. 143 29 45 30
Tank ........ ............... 189 28 38 40
Refrigerator ....................... 2 6 - -

Work cars .............. ......... 485 - 227 -

Passenger Cars
1st Class ............ ........... 39 27 48 30
2nd Class .............. ......... 50 22 30 30
Dining .......... ............. 2 7 2 -

Sleeping ............ ........... 28 13 9 25

Passenger Motor Coaches
Gas ....... ................ 44 16 14 25
Electric ........... ............ 2 7 12 25
Trailers ........... ............ 26 13 16 -

Trailer express ....................... 1 1 -
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Apart from a relatively few units purchased in the last few years (includ-
ing 250 50-ton steel box cars purchased by Consolidated and some second-
hand passenger equipment purchased by both railroads), the rolling stock of
both systems would not pass inspection on interchange on U. S. railroads.
Under the circumstances Consolidated's maintenance is remarkably good but
maintenance on United is inadequate to the problem.

Obviously present equipment, or at least the best of it, must be kept
running. It would be wholly unwarranted to scrap it all. But both systems
must be placed in a position to commence at once an orderly program of
replacing the traction units with diesel locomotives and the passenger and
freight cars with new or good second-hand units.

Shops:
Consolidated's principal locomotive and car repair shops are located at

Camaguey. The buildings are of permanent construction in good condition.
They are well designed for efficient work, tools and other equipment are, in
general, modern and they are turning out good work.

The principal United shops are in Habana. They occupy potentially
valuable real estate and their efficient operation is made additionally difficult
by their presence in a turbulent labor area, encroachment on their sites for
highway development, and lack of adequate supplies or modern tools. There
are 518 men in the car shop repairing principally obsolete wooden cars.
There are 448 men in the locomotive shop doing five classified repairs per
month-all small engines.

Improvement of shop facilities, and in time their transfer (under a
program of railroad consolidation) to a more centralized repair point, is of
pressing importance to United.

Financial Position
(1) Capitalization

Both railway systems are today overcapitalized in relation to present or
reasonably foreseeable earning power or real asset value.

The funded debt of the Consolidated system amounting to about
$22,000,000 might in time be retired; but some compromise and settlement
of its interest obligations resulting in a reduction of carrying charges should
be effected. However, the preferred stock burden (approximately $40,000,000,
of which $30,000,000 carries 6% cumulative dividends now in arrears for
almost 20 years) and the burden or arrears on the preferred stock (amounting
to approximately $30,000,000 with an additional $8,335,000 subject to un-
certain application) is wholly unrealistic under present conditions.

The United situation, now subject to receivership proceedings in England
and interventorship in Cuba, is even more hopeless in terms of its present
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capitalization. Total capital represented by shares, bonds (principally deben-
ture stock) and deferred interest amounted, as of a recent date (May 8, 1950),
to approximately £36,432,000 (of which over £14,000,000 represented interest
arrears).

(2) Earnings

During the past ten years the profits (losses) from operations were as
shown on Table 38.

(3) Government Obligations

Both railways have been adversely affected by performing services for
various branches of the Cuban Government for which payment was not made.

As of June 30, 1949, the consolidated balance sheet of the Consolidated
Railways and subsidiaries shows as "due from the Government of Cuba for
services and other charges"-

Directly-net after reserves ..................... ...... $4,348,712
Indirectly-through other carriers (United) .......................... 1,909,307

0 $6,258,019

As of June 10, 1949, the statements of United reflect a debt due from the
Cuban Government amounting to $4,251,397 (part of this was in turn due
from United to Consolidated under interline agreement-see above). This
debt is being rapidly offset by the practice under which the Cuban treasury
pays the operating deficits of the Interventor of United and credits them
against this debt.

In addition, United asserts a claim against the Cuban Government in the
amount of about $8,500,000 for land expropriated from United, principally
in Habana, and for which no compensation was given.

(4) Credit

Under present circumstances private financing to permit United to recover
control of its railway and enter upon the required costs of rehabilitation is
not likely. Certain plans, largely dependent on the profitable disposal of
United's Habana real estate, have been put forward, but have not materialized.

Consolidated has been able to obtain limited private financing for new
deisel equipment and is engaged in a program of partial rehabilitation.

Highway Competition
One of the most serious problems faced by the public service railways is

the growing competition of motor truck and bus transportation. This com-
petition affects both Consolidated and United; but has been most adverse to
the operations of United.

In this connection, a glance at Map I in this chapter reveals why the
impact of this competition has been felt principally by United. While the



TABLE 38

EARNINGS RECORD UNITED AND CONSOLIDATED

1940-41 THROUGH 1949-50

UNITED CONSOLIDATED
Year Receipts Expenditures Profit (loss) Receipts Expenditures Profit (loss)

1940/41 ....................... $ 6,576,255 $ 6,689,431 $ (113,176) $ 6,959,907 $ 6,251,972 $ 707,935

1941/42................... ... 8,830,630 7,704,865 1,125,766 9,409,727 7,809,334 1,600,393

1942/43 ..................... 13,853,763 11,433,540 2,420,224 14,518,474 11,611,690 2,906,784

1943/44 ..................... 15,321,490 13,416,117 1,905,373 17,851,418 13,529,919 4,321,4*

1944/45........... .......... 14,363,860 14,027,689 336,171 18,238,036 14,448,500 3,789,536

1945/46 ..................... 15,449,289 15,030,255 419,033 18,683,221 15,580,862 3,102,359

1946/47 ..................... 17,643,190 16,676,604 966,586 23,182,738 18,467,368 4,715,370

1947/48 ... . . 19,264,025 18,632,838 613,187 25,576,153 20,860,301 4,715,852

1948/49 ..................... 14,322,319 17,861,226 (3,538,907) 20,670,245 19,216,420 1,453,825

1949/50 ..................... 20,379,845 18,642,204 1,737,641

* Company figures not available but figureo supplied by Interventor's office for the l1-month period
ending May 31, 1950 are:

1949-1950 12,625,091 15,551,761 (2,926,670)
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Central Highway traverses practically the entire length of the nation, and
thus provides an artery for motor vehicle traffic throughout this terri-
tory, the principal development of other major highways has centered in
the area to the west of the municipality of Santa Clara, and more especially
in the provinces of Habana and Matanzas. As indicated on the map, it is this
same territory that is served by United. It should be observed also that in
conjunction with the Central Highway, this network of highways provides
a system of arteries leading from the municipality of Habana and its related
municipalities. In the aggregate, this urban center contains approximately
one-fifth of the total population of Cuba. Through the port of Habana some-
what over 75% of all the imports into Cuba are received, and that portion
of this large share which does not remain in Habana can, and indeed to a
large extent does, flow to other parts of the nation over the highways. It is
thus evident that the seriousness of the highway transport competition to the
railroads relates principally to the traffic and revenue of United.

There are few reliable statistics with which to assess quantitatively how
large the motor transport industry in Cuba has become. It has been estimated,
on the basis of what appear to be the best available figures, that by 1948 as
much as 21% of the total internal freight traffic was carried in highway
trucks. If this estimate is utilized, it means that approximately 9,500,000
metric tons of freight was moved in that year over the nation's highways and
streets, out of a total of about 45,000,000 metric tons moved by all means
of public transport within Cuba. During the same interval, the total freight
traffic of all public service railroads in Cuba (including United and Con-
solidated) amounted to about 29,400,000 metric tons, and of this amount no
less than 24,000,000 metric tons represented sugar cane and cane products.
This means that the 9,500,000 metric tons of freight carried on the high-
ways was about 78% more than the 5,300,000 metric tons of freight traffic
of all the country's public service railroads, outside of cane and cane products.

It is of course true that an important segment of the truck tonnage
consists of traffic moving over relatively short distances, where the advantage
of the motor truck over the rail carrier is at its peak. In terms of ton-
kilometers of freight traffic, therefore, the comparison between the two types
of carriers would not be so striking. Moreover, a considerable tonnage of
truck freight represents local pick-up and delivery of commodities, some
portion of which doubtless was moved in part by railroad. Nonetheless, it
is perfectly clear that the impact of highway competition on the traffic and
revenue of the public service railroads, and especially of the United Railway,
has come to be an exceedingly important factor.

It should be noted that in Cuba, as in other countries where truck trans-
port is important, the motor truck carriers have been selective in the classes
of freight for which they compete. Specifically, the truckers generally leave
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to the railroads the bulky, heavy and low-revenue types of freight and seek
to compete actively for the "cream of the traffic" producing the highest
revenues per ton. This practice is of paramount significance because of the
virtually unregulated development of highway carriers in Cuba.

Rapid Increase

The rapidity with which motor highway competition has increased since
the close of the war in 1945 is at least as striking as the amount of the traffic
itself. Some indication of this rate of increase is found in the growth of
truck registrations between 1946 and 1950, ps cited below:

TABLE 39

Motor truck registrations Percentage
Size of track 1946 1950 increase

1 ton but less than 3 tons ........................ 11,021 18,025 63%
3 tons but less than 8 tons ...................... 3,276 9,062 177
8 tons and over ..................... 899 2,281 154

15,196 29,638 93

Note also that the greatest relative increases in registrations during this inter-
val applied to the larger trucks; i.e., those of 3 tons or larger.

The movement of passengersWby highway transport has developed at a
still more amazing pace. Here again there are no reliable statistics, but it
has been estimated that nearly 64% of all inter-city passengers travel by bus
as compared with only 34% by train. If these proportions are taken as
approximately correct, it follows that the nation's buses carried nearly
20,000,000 passengers during the fiscal year ending June 30, 1950, while
all the public service railroads carried about 10,500,000 passengers.

A further reflection of the importance of the motor bus transport industry
may be observed in the registrations of buses and in their increase since 1946.
The most reliable available figures indicate that in the middle of 1950 there
were 3,726 buses, an increase of 44%o' over the 2,587 buses registered at the
same time in 1946. It is probable, in this case, that a considerable part of
the increase related to municipal bus service, but nevertheless observation of
the large number of new, highspeed buses on the Central Highway and other
roads confirms the large increase in inter-city buses as well.

Notwithstanding the heavy inroads of bus competition on railroad pas-
senger traffic, the public service railways remain of vital importance to the
economy of Cuba. There are still large areas of the nation where the move-
ment of passengers is possible only by train, 'owing either to the complete
absence of roads and highways or to the inability of buses to operate on
existing roads during the rainy season of each year. Because of the necessity
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of transporting large numbers of migratory workers for the sugar industry
and other enterprises, the economy of Cuba continues to depend on the
capacity of the public service railways to provide reliable and economical
passenger service.

Highway Transportation as a Total Substitute
for Public Service Railways

The growth and extent of highway competition with the public service
railways raises the question of whether or not bus-truck transportation might
not provide a total substitute for rail transport in Cuba.

The impractical nature of such a substitution in the foreseeable future,
if ever, may be indicated by estimates of the costs involved in such a sub-
stitution for the handling of sugar cane and raw sugar alone. Obviously any
such estimates are highly theoretical and, even if correct within broad
tolerances, do not include either the costs of such substitution to handle
non-sugar traffic or manifold problems of organization and maintenance.

The two public service railways have a total trackage of about 4,000 kilo-
meters of which all, or substantially all, is used for the movement of cane
or raw sugar. Substitution of bus-truck transport would require the sub-
stitution of new highways capable of withstanding heavy truck traffic for a
major part of this track. If we make the conservative assumption of 75%
replacement of rail roadbed by such highways and the optimistic estimate
of $25,000 per kilometer for the average cost of such highway construction,
the resultant cost of roads for this substitution alone would be $75,000,000.
The actual cost might well be more than double this amount.

But, in addition to this huge investment, there would be the necessary
collateral investment in motor trucks and related equipment. Here, too, esti-
mates can do no more than indicate the magnitude of the problem.

In making such a calculation for the movement of cane at least the follow-
ing factors would be involved:

1. Cane is hauled an average of 14 kilometers from field to mill, it
might be reasonable to assume 10 such round trips (280 kilometers)
per truck per day.

2. A grinding season might average 120 working days per year.
3. A modern motor truck-tractor pulling an up-to-date semi-trailer

might be capable of hauling 20 metric tons per trip or 200 tons of
cane per day.

4. Such a truck-trailer combination, on this basis, would haul 24,000 tons
in a 120-day season.

5. Thus about 325 such combinations would be required to haul the
7,800,000 tons of cane now hauled in an average season by rail.



258 REPORT ON CUBA

A similar calculation on the equipment to move raw sugar to ports would
involve at least these factors:

1. Raw sugar is now hauled an average of 88 kilometers by rail, two
round trips (352 kilometers) per day might be a reasonable average
per truck.

2. The two railroads moved 4,129,000 metric tons of raw sugar in 1948
or an average monthly rate of 344,000 tons. Allowing for seasonal
fluctuations in the movement of raw sugar to ports, a movement
of 450,000 tons per month might provide a fair assumption for the
peak month.

3. A truck-trailer hauling 20 tons per trip, might haul 1,200 tons per
month (40 tons per day for 30 working days).

4. To handle 450,000 metric tons in a peak month, 375 truck-trailer
units would be needed on the above basis.

Combining the above estimates for cane and raw sugar transport alone,
a total of 700 truck-trailer units would be needed. At $15,000 per unit, the
investment in such equipment would be $10,500,000. It is probable that at
least an equivalent investment would be required in repair shops, spare
parts and related maintenance facilities. The aggregate investment would.
therefore be something like $21,000,000.

These estimates do no more than indicate the magnitude of the cost which
would be involved in no more than a partial substitution of highway for rail
transport. They also assume an impossible result, namely, the elimination
of the public service railways, but the retention of the private sugar railroads.
Factors of time and organization, apart from such costs and other considera-
tions, would in themselves introduce impossible barriers to the idea of total
substitution.

It has been considered important to discuss the suggestion of total sub-
stitution at some length since it is often, perhaps thoughtlessly, put forward.

Special Problems
(1) Labor

Both railway systems have been faced with increasingly heavy labor costs.
In 1940 the payroll of Consolidated was $2,990,051 and in 1948

$12,624,258. This increase was due to additional employees to the extent
of $3,449,506, but $6,184,700 was due solely to wage increases.

Table 40 illustrates the wage increases experienced by United.

TABLE 40

1940/41 1948/49 Difference

Number of men employed .................. 5,503 6,610 + 20%
Total payroll ............. ............ $3,871,393 $11,390,280 +195%
Average monthly wage ........... $58.62 $143.59 +146%
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The ratio between total wages and total receipts and the earnings of
United are indicative of the problem it has faced.

TABLE 41

Wage-income
Period ratio Earnings

1940/41 ................ 59.0% (loss) $ 113,175
1941/42 ................ 50.2% (profit) $1,125,765
1948/49........... ..... 79.6% (loss) $3,538,906

But it seems probable that the wage problem of the railways, difficult
though it is, might be overcome without reduction in the level of wages if
management were able to employ only such labor as it needs, of the type
it needs, and in the places where it is needed and could discharge unsatis-
factory employees and retire those who are over-age. High wages can only
be supported by correspondingly increased productivity. These problems are
discussed elsewhere in the Report and are not limited to the railways although
they have been one of the major factors in bringing on a crisis in the affairs
of United. They must be measurably resolved if Cuba is to have a sound
public service railway system.

One particularly difficult aspect of the railway labor problem is the large
number of employees who are over 65, should retire, would like to retire,
but lack confidence in the pension system and therefore do not dare retire.
This pension aspect of the labor problem is also discussed elsewhere.

(2) Relocation and Consolidation of Repair Shops

Due to the existence of two separate railway systems, principal repair
centers, with duplication of cost and loss of operating efficiency, are main-
tained in both Habana (a high cost area) and in Camaguey (a less congested,
lower realty cost area). Any solution of the railway problem should involve
a gradual consolidation of repair facilities at a more central location, pref-
erably Camaguey in view of existing facilities. Such a move would also
permit liquidation of large holdings of Habana real estate and the use of
the proceeds for debt retirement and railway improvement.

(3) Obstacles to Traffic Through the Ports

Artificial restrictions on sea ferry and sea train operation and on bulk
handling of sugar and other freight have seriously affected the traffic which
might otherwise flow through Cuba's ports. Port labor, although it represents
only a small fraction of all Cuban employees, has consistently opposed
mechanical methods for reducing the costs of freight transfer at the ports,
has demanded and obtained almost incredibly high wage rates and has
imposed various forms of featherbedding as offsets to such bulk handling
and transfer as have been introduced.
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It is believed that these practices in the ports are not in the long term
interests of Cuba and impose higher costs and reduced employment on the
overwhelming majority of Cuban labor for the questionable advantage of
a few thousand port workers.

Traffic that might flow to and from the ports of Cuba, much of which
would move by rail, is prevented from developing by these artificial restric-
tions. The ports of Cuba are among its greatest sources of wealth. They
make it accessible to the world on all sides.

This is also a problem of general importance, not limited to the railways
in its effect, and is therefore discussed more fully elsewhere in this Report.
But it is a problem of great significance to the creation of a sound public
service railway system.

(4) Abandonment or Disposal of Unprofitable Trackage

To some extent unprofitable lines could be dropped or transferred to the
private sugar railroads if the management of the public service railways were
free to do so. In principle, such freedom should be accorded management in
all cases where other forms of transportation are available or the need for
rail transport is slight in comparison to losses involved in its maintenance.

(5) Revision of Railway Rates

A thorough survey should be made of actual and potential rail traffic and
the validity of present schedules of rail charges. This study should include
a review of various current proposals for adjustment of passenger and freight
rates and particularly rates applicable to carriage of sugar and related
products. The rate problem is essentially a problem of placing a fair and
practical rate on sugar products which account for such a substantial part
of the rail traffic and of establishing a practical basis for rail and highway
competition.

III. RECOMMENDATIONS

Analysis of the Problemi
From the discussion in Part I of this chapter, we proceed on the as-

sumption that the public service railways (United and Consolidated) are
essential to the Cuban economy as a whole and are particularly indispensable
to the sugar industry which is so large a part of that economy. The difficulties
faced by these railways are problems which confront all Cuba and not just
these two private companies.

From the discussion in Part II of this chapter, it is obvious that the
difficulties faced by the railways are difficulties of substance and not merely
procedural problems. They must be solved at the financial and operating
level and cannot be solved by mere changes in name and ownership and
burial in the complexities of government bookkeeping.
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Essentially the railways must be placed in a position to carry passengers
and freight with greater convenience and at tie lowest possible cost so that
they may attract more traffic and handle it profitably. Unless this objective
is reached the railways will not be able to draw to their operations the
investment of private money which they in turn must convert into capital
improvements.

Government subsidies will not solve this problem. They. will only tend
to hide it, encourage inefficient operation and pass the cost of this inefficiency
on as a charge against whatever other enterprises in Cuba are profitable
and therefore taxable.

The problems of these railways may be expressed and better understood
in terms of their needs.

Both United and Consolidated need more modern locomotives and passen-
ger and freight equipment to reduce their present costs and, by better service,
attract increased traffic.

Both railroads need to improve the rails, ties, and ballasting of their
tracks. This is particularly true of United which faces collapse if such a
program is not started on a substantial scale promptly.

The railways must be assured that they will not be required to furnish
extensive and costly service to the Government without prompt payment.
Capital tied up in such unpaid services in the past has materially increased
the financial problems of these companies.

Finally, the railways must have effective management and management
must be in a position to eliminate and avoid unnecessary costs. If it is to
pay high wages, it must be in a position to require effective work and to
employ only the personnel needed to do the work which must be done.
It must be assured that its highway competitors will be subject to equal safety,
rate and tax obligations and that those obligations will be equally enforced.
It must be free to expand its trackage where profitable business is likely to
result and to reduce its unprofitable trackage where other means of trans-
portation are available or the losses are out of proportion to the public use.

Unless a plan gives reasonable assurance that it may satisfy these needs,
it will not be a solution to the difficulties faced by the public service railways.

Alternative Courses of Action
It seems to us that there are two general courses of action which might be

adopted. The railways can be rehabilitated under private ownership or they
can be purchased or expropriated by the government and nationalized.

This choice is essentially procedural and should be made only after care-
ful consideration of which procedure is more likely to overcome the under-
lying problems. In view of the severity of the difficulties faced by both
railroads, but in particular by United, this choice must be made by the Cuban
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Government and is, we believe, a matter of major public policy. Its importance
arises not only from its immediate effect on these railways, but much more
from the far reaching implications of embarking Cuba on a path of national-
ization contrary to its past traditions.

It is our opinion that nationalization should be avoided. It is not likely
to provide a solution to the basic problems and, on the contrary, is likely to
encourage less efficient management and a consequent and continuing heavy
drain on the productive life of Cuba. Experience with nationalization of
railroads in other countries, which has varied widely, should be carefully
considered before the choice to nationalize is resorted to by Cuba.

But the alternative procedure of rehabilitation under private ownership
presents serious difficulties that must be overcome.

The first of these is the problem of obtaining the funds to commence the
process of roadbed improvement and the purchase of better rolling stock.
A second, and concurrent problem, is the establishment of the form of private
organization which is most likely to provide maximum operating efficiency
and be successful in meeting the underlying financial and operating problems.
The final, and also concurrent problem, is the question of whether the Govern-
ment of Cuba can and will give assurances of its support without which funds
can not be obtained and the private enterprise can not hope to succeed.

If the procedural choice of rehabilitated private operation is made, any
plan to carry it out must provide for funds, for an appropriate private
organization, for management and for the continuing support of the Cuban
Government.

The final analysis will be made by experience. Only time and an energetic
trial under fair conditions can decide whether the public service railways
of Cuba can provide adequate service on a self-sustaining basis. The im-
ponderables are too varied to enter the experiment with complete assurance
of success.

Recommended Program

We recommend that action be taken, as a matter of urgency, to formulate
and carry out a plan for the reorganization of United and Consolidated, which
would ensure their effective operation, under private management and with
sufficient capital at their disposal to provide for the necessary rehabilitation
of their equipment and other facilities.

More specifically, we recommend:

First: That United and Consolidated should be combined into a new com-
pany and operated as a single railway system.

Second: That individual sugar companies should acquire a substantial mi-
nority interest and a minority participation in the control of the new
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railway company by the purchase from it for cash of a class of its
shares which will provide such minority interest and participation.

Third: That the Government of Cuba give its full support to the reorgani-
zation and provide such reasonable assurances, with respect to pay-
ment of existing obligations, payment for new services, conditions
of employment, conditions of competition with other forms of trans-
portation, and other matters, as may be necessary to permit the new
company to carry out an appropriate program of rehabilitation and
to operate on a self-sustaining basis.

The initial step, we believe, should be the appointment by each of the
two railway companies of an individual to be its representative on a reorgani-
zation committee. At the invitation of these two representatives, a third
member of the committee should be selected to represent such sugar mill
owners as may be interested in developing and participating in the proposed
reorganization.

This reorganization committee should promptly obtain:
(1) An engineering survey of present installations and equipment needs

and a survey of existing and potential traffic.
(2) The services of an independent firm of financial advisers, of known

integrity and outstanding competence, to prepare a detailed plan for com-
bining Consolidated and United into a new company and providing the new
company with an appropriate capital structure. This plan should indicate,
among other things, (a) the treatment to be given to the existing security
holders of each company; (b) the amount and class of stock reserved for
sale to sugar mill owners; (c) the proposed method of raising any additional
capital which may be required; and (d) the assurances which will be needed
from the Cuban Government if the reorganization is to achieve its purpose.

We make the foregoing recommendations only after satisfying ourselves
that, provided the sugar mill owners take a substantial participation and the
Cuban Government gives appropriate assurances, the reorganized company
should be able to raise sufficient capital, either in Cuba or abroad, to make
the reorganization a success.

We would suggest, in conclusion, that the reorganization committee, di-
rectly or through its financial advisers, consult with the International Bank for
Reconstruction and Development at a very early stage after the committee has
come into being, and thereafter keep the International Bank continuously
advised of the progress of the reorganization. We make this suggestion not
only because it may appear necessary or desirable at an appropriate stage
for the reorganized company to seek a loan from the Bank to assist in the
rehabilitation program, but also because the Bank may be in a position to
give the committee impartial advice in connection with its work.



CHAPTER 11

Transportation

I. HIGHWAYS AND ROADS
1. Introduction

A Valuable Asset

In comparison with most other countries of similar economic and social
development, Cuba possesses a great and valuable asset in her highways and
roads. Few-if any-countries of the same general economic status have
anything comparable to the Central Highway, either in quality or in the
extent to which it traverses the national territory.

Both the rapid increase in motor vehicles and in bus and truck trans-
portation and also the opening up to commerce of areas not previously served
by other means of transport demonstrate the value to Cuba of her Central
Highway and of her other highways and roads.

A Major Achievement

In addition to the Central Highway with its 1,144 kilometers extending
from Pinar del Rio in tle west to Santiago de Cuba in the east, Cuba at
present has approximately 794 kilometers of paved secondary highways in
good condition, 1,619 kilometers of highways under construction or repair,
and some 1,175 kilometers which are in bad condition. This represents a
total of 3,588 kilometers of secondary highways.

Besides this, according to official figures, there is a total of 1,164 kilo-
meters of farm-to-market roads, including those which are under construction
or repair and those which are in bad condition. There are also many hundreds
of kilometers of roads and paths which can be utilized by some types of
vehicles during the dry season but which are not included in the official figures.

In a country of only 5,200,000 people, occupying, an area of 114,500
square kilometers, this network of highways and roads represents a major
achievement and a large public investment on the part of past and present
generations.

2. Basic Defects

NEEDLESS COST
Principal Causes

This great national asset, however, has certain basic defects which will
be analyzed before principles of development are suggested.

Cuba's road system has been needlessly expensive for three reasons: First,
highways and roads have been permitted to deteriorate through lack of
adequate maintenance. Second, funds have been wasted through failures to
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complete undertakings that have been initiated. Third, the development of
highways and roads has continued largely without any sustained and logical
plan, extending over successive governmental administrations.

Consequently, the aggregate cost incurred by several generations of Cuba's
citizens for the construction of highways and roads has been out of all pro-
portion to their present utility.

Following are examples to illustrate this:

Deterioration of Central Highway

One of the most striking examples of wastefulness in the management of
Cuba's highways is the fact that it recently proved necessary to invite bids
from contractors for the reconstruction or repair of 540 kilometers of the
Central Highway.

The need for this large undertaking results partly from the faulty con-
struction of the highway and partly from the absence of a consistent highway
maintenance policy and program. The two sections concerned are one of
165 kilometers from Km. 75 to Km. 240, and another of 375 kilometers
extending from Km. 594 to Km. 969.

When it is realized that these two sections together represent slightly less
than one-half of the total length of the Central Highway, the extent of under-
maintenance on this major highway can be more fully appreciated. This
outstanding instance of the waste of a valuable asset is further emphasized by
the fact that the highway is only about 20 years old.

Condition of Secondary Highways
Similar conditions exist on the secondary highways. Out of about 3,600

kilometers of these, nearly 1,200 kilometers, or one-third of the total, are
officially classified as "in bad condition", and another 1,600 kilometers are
still under construction or repair. Table 42 summarizes the situation:

TABLE 42

Number of Percentage
Condition of secondary highways kilometers of total

Paved and in good condition ......................................... 793.7 22.1%
Under construction or repair ......................................... 1,618.7 45.1
In bad condition ........................................ 1,175.5 32.8

3,587.9 100.0

Farm-to-Market Roads

Cuba's farm-to-market roads (caminos vecinales) have suffered a still
more serious deterioration. Current figures indicate that no less than 58%b
of the total number of kilometers of these roads are at present in bad condition,



266 REPORT ON CUBA

and virtually the entire remainder is under construction or repair, as the
following summary shows:

TABLE 43

Nlulber of Percentage
Coldition of roads kilometers of total

Paved and in good condition ........................................... 60.4 5.2%
Under construction or repair ...................... .................... 423.7 36.4
In bad condition ............................................ 680.2 58.4

1,164.3 100.0

Specific Examples

Concrete examples are perhaps more illuminative than general statistics.
Of the numerous instances that could be mentioned, two will serve to illustrate
the serious problem of failure to maintain existing highways.

The highway between Santa Clara and Caibarien, extending 51 kilometers
in Las Villas Province, is an example of a highway which, not many years
old, is partly in the early stages of disrepair-from Santa Clara 24 kilometers
to Camajuani, and from Remedios to Caibarien, some 10 kilometers-and
partly in so advanced a stage of disrepair that the highway is worn down
in many places through the surface well into the foundation.

A second example is a part of highway between San Nicolas and Las Vegas
in Habana Province. This section of 9 kilometers, lying in comparatively
low country, has an exceedingly poor foundation and has a great many large
holes in the surface of the highway. These are not only hazardous but will
also greatly increase the expense of repairs whenever they are undertaken.

Failure to Complete
Failure to complete an undertaking after it has been started is an expensive

weakness in the administration of Cuba's roads and highways. A single ex-
ample of this characteristic pattern will suffice.

On a portion of the highway between Bayamo and Manzanillo grading had
been done preparatory to paving. But the pavement has never been laid.
Successive rains have so thoroughly ruined the raised central graded section
that traffic now habitually travels by preference in the ditches on either side.
It is difficult to estimate the heavy cost of the failure to complete the highway,
but it is probably no exaggeration to say that the ultimate cost preparing it
for pavement will be twice the amount which it should have cost had it been
completed originally.

Piecemeal Construction and Maintenance
Another characteristic form of waste is the piecemeal construction or

maintenance of highways between important centers. Typical "missing links"
resulting from this practice are to be found all over Cuba.
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Examples are the lateral highway between Guines in Habana Province
and Union de Reyes in Matanzas Province, and the extension of this highway
on to Jovellanos. The utility of the former is completely nullified by the
"missing link" between Los Palos and Cabezas, a distance of some 10 kilo-
meters; while that of the latter is similarly nullified by the "missing link"
between Guira de Macurijes and Pedro Betancourt, a distance of 12 kilometers.

Illustrations of piecemeal maintenance operations are to be found on the
highway from Santa Clara to Sagua la Grande and on the highway between
Vinales and the Central Highway just east of Pinar del Rio. Repairs were
made to the latter highway as late as September 1950, yet the maintenance
was incomplete on the section of highway that was repaired and a number
of kilometers near Vinales were left in bad repair.

DISTRIBUTION OF HIGHWAYS AND ROADS

Share of the Provinces

Unsuitable distribution is another defect in Cuba's road system. With the
exception of the Central Highway, which serves all the provinces and most
of the larger cities in Cuba, the distribution of highways and farm-to-market
roads among the provinces appears to be inequitable.

Referring first to the secondary highways, Table 44 contains data sum-
marizing their distribution among the provinces and shows the corresponding
distributions of the area and the population of the country.

It may be seen that Habana Province possesses the largest provincial total
of secondary highways: 855.1 kilometers, or nearly 24% of the total. The
province has an even larger proportion of the paved highways in good con-
dition: a total of 379.6 kilometers, or nearly 48% of all paved secondary
highways.

In sharp contrast, the two eastern provinces, Camaguey and Oriente, have
respectively only 8.7% and 16.4% of all secondary highways; and between
them they possess only 5.2% of all paved secondary highways.

Distribution by Area and Population

Two possible criteria by which to evaluate this distribution of highways
are the total area and the total population served.

The table reveals that although the eastern provinces of Camaguey and
Oriente possess only about 25% of all secondary highways and slightly over
5% of paved highways in good condition their combined area is 55% of that
of the entire country. Likewise, on a population basis these provinces seem
to have been treated unfavorably in the highway development, because to-
gether they contain over 38% of the Cuban population.
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TABLE 44

Kilometers of secondary highways

Paved and Under Area in Population
in good construction In bad square 1943

Province condition or repair condition Total kilometers (thousoads)

Pinar del Rio . 74.3 246.7 298.0 619.0 13,500 398.8
Habana .. ..... 379.6 233.5 242.0 855.1 8,221 1,235.9
Matanzas ... .. 123.2 175.5 218.5 517.2 8,444 361.1
Las Villas ... .. 175.5 278.0 242.0 695.5 21,411 938.6
Camaguey .. ... 19.8 203.0 91.0 313.8 26,346 487.7
Oriente ...... 21.2 482.0 84.0 587.2 36,602 1,356.5

Total .6 793.6 1,618.7 1,175.5 3,587.8 114,524 4,778.6

Percentages of total
Pinar del Rio . 9.4 15.2 25.4 17.3 11.8 . 8.3
Habana ............. 47.8 14.4 20.6 23.8 7.2 25.9
Matanzas .............. 15.5 10.8 18.6 14.4 7.4 7.6
Las Villas ........... 22.1 17.2 20.6 19.4 18.7 19.6
Camaguey .. . 2.5 12.6 7.7 8.7 23.0 10.2
Oriente . ............. 2.7 29.8 7.1 16.4 31.9 28.4

Total ........... 100.0 100.0 100.0 100.0 100.0 100.0

On the other hand Habana Province, with 48%7 of the paved highways,
contains only 7% of the total area of the country,1 and about 26% of the
nation's population, a substantial part of which is located in the urban centers
of Habana and Marianao.2

Matanzas Province to a substantial degree, and Las Villas Province to a
lesser extent, also have larger than proportionate shares of paved highways
in good condition, evaluated on either an area or a population basis.

Agricultural Activity and Roads

In the case of farm-to-market roads, agricultural activity is a more appro-
priate criterion of equitability. Table 45 reveals the distribution of such
roads among the provinces and shows for comparative purposes the corre-
sponding distribution of farm income, agricultural workers and farm area.

A review of Table 45 indicates that the two eastern provinces of Camaguey
and Oriente together account for about 44% of the farm income, nearly 51%
of the agricultural workers, and nearly 53% of the farm area of the country.
Although the two provinces have about 43% of the total farm-to-market roads,
virtually all of these are in bad condition or are under construction or repair.
Consequently, Camaguey and Oriente provinces combined possess less than
8% of the paved roads in good condition.

I More than a third of the area of Habana Province is situated in the lole of Pines.
I The municipalities of Habana and Marianao in 1943 included 812,200 persons, or about two-thirds of the

population of the province. The remainder of the province numbered 423,700 persons, one-third of the
provincial population and about 9% of the total population of the country.
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TABLE 45

Kilometers of farm-to-market roads

Under
Paved and con' Farm Agricaltural Farm area
in good struction In bad income 1945 workers (1,000's of

Province condition or repair condition Total (S1,000's) 1945 hectares)

Pinar del Rio 21.8 43.7 126.0 191.5 $37,500 89,000 $968.9
Habana .. . 7.0 53.0 48.0 108.0 36,500 67,500 659.2
Matanzas ...... - 28.0 131.0 159.0 34,100 71,200 654.3
Las Villas .......... 27.0 157.0 18.2 202.2 77,500 180,200 2,033.2
Camaguey ............ 3.5 37.0 176.0 216.5 69,300 145,400 2,164.9
Oriente ..... 1.1 105.0 181.0 287.1 76,900 276,500 2,596.6

Total 60. _ 60.4 423.7 680.2 1,164.3 331,800 829,800 9,077.1

Percentages of total
Pinar del Rio ...... 36.1 10.3 18.5 16.4 11.3 10.7 10.7
Habana ........... 11.6 12.5 7.0 9.3 11.0 8.1 7.3
Matanzas ........... - 6.6 19.3 13.6 10.3 8.6 7.2
Las Villas .......... 44.7 37.1 2.7 17.4 23.3 21.8 22.3
Camaguey ........... 5.8 8.7 25.9 18.6 20.9 17.5 23.9
Oriente .. . . 1.8 24.8 26.6 24.7 23.2 33.3 28.6

Total ..... 100.0 100.0 100.0 100.0 100.00 100.00 100.0

Pinar del Rio and Las Villas Provinces, on the other hand, enjoy very large
proportions of the good neighborhood roads, accounting between them for
about 81% of such roads.

Matanzas Province, although having approximately an equitable share of
farm-to-market roads, is in the unfortunate position of possessing none that
is in good condition.

TYPES OF CONSTRUCTION

Lack of Flexibility
Another defect is the singular lack of flexibility in the type of highway

construction employed in Cuba.

Almost without exception, highways are paved with bituminous macadam.
About the only variation to be found in the design of highways is in sub-
surface construction: in some instances, notably on the Central Highway, a
concrete substructure is utilized, while for the most part macadam subsurface
is placed directly on the foundation.

There has been virtually no use of concrete for final paving, notwith-
standing its longer life and ultimate economy on highways with high traffic-
densities.

There has apparently been no use of any of the various soil-stabilization
materials on Cuba's highways and roads.
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All highways appear to have been built for two-lane traffic, despite the
fact that on many of them a reasonable forecast of traffic would fail to justify
more than a single-lane highway.

Uneconomical Design

In these and other important respects, the design and construction of
highways in Cuba has resulted in a much larger expenditure than necessary
in the light of the potential traffic demand. The obverse of this is also evident;
namely, that on highways where the traffic demand justified, it would have
been superior economy to construct a more durable highway, both as to
foundation and as to type of surface paving.

Technical Defects

It is clear, also, that the most up-to-date engineering knowledge of con-
struction design and methods was not always utilized in building Cuba's
highways.

In the case of the Central Highway, for instance, techniques for inter-
locking the two concrete sections composing the subsurface were well known
at the time the highway was built. These techniques, however, were disre-
garded and the resulting faulty design has contributed largely to the settling
of the structure and to the high repair costs which have plagued the country
over the past score of years.

Other illustrations include the improper design of shoulders on most of
the existing highways; insufficient attention to proper drainage, both on the
surface of the highway itself and in the provision of drainage ditches parallel
with the highway; and the specification of an inadequate thickness for the
final macadam surfacing.

Costly Construction Methods

Another factor in the construction of Cuba's highways and roads is the
use of outmoded hand methods. The social cost of continuing to use these
is out of all proportion to the benefits received by the country as a whole.

It is understood that at certain seasons and in some localities the direct,
out-of-pocket cost of construction of the foundation for a highway may be
lower by hand methods than by the use of modern machinery. From the
social point of view, use of hand methods in such cases would appear at first
glance to be sound public policy, because employment is given to men who
are idle and also because the direct cost of construction is lower.

It is urged, however, that when account is taken of the extended delay in
opening the highway to traffic-which retards the extension of motor trans-
portation and the flow of commerce between producing and consuming areas
-the aggregate social cost of antiquated methods is disproportionately high
in comparison with that of using modern machinery.
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Moreover, it is evident that in Cuba hand methods of highway construction
continue to be used even when machine methods would produce lower direct
costs.

Too-elaborate Design

The design of highways and roads is often over-elaborate and over-costly
in relation to the potential traffic demand. Following are two of the numerous
illustrations which could be cited:

On the projected highway between Baracoa and Guantanamo, the speci-
fications for cuts, fills, bridges and highway surface are approximately equiva-
lent to those for the Central Highway. Yet it is evident that for many years
to come the traffic demand on this highway-when it is finally completed-
will fall far short 6f justifying this quality of design. And in the meantime,
because of the high cost of construction and the low appropriations allocated,
there remains no highway link whatever between these centers.

A second illustration is the highway between Santa Clara and Manicaragua.
On this an unduly high cost has been incurred in cuts and fills over the few
kilometers nearest Santa Clara which have been completed. Meanwhile the
rest of the highway has long remained unfinished.

Construction of Farm-to-Market Roads
While most of the foregoing comments refer primarily to highways, similar

observations may equally be applied to farm-to-market roads. Examination
revealed numerous instances of faulty design or construction: inadequate
drainage, insufficient gravel surface, excessi've expense for elaborate cuts and
fills, unnecessarily wide roads, improper shoulders, and failure to utilize soil-
stabilization materials.

It is evident, too, that expenditures on gravel roads are soon wasted-
particularly in Cuba which has heavy rains during certain seasons-unless
road scrapers are continually employed to keep the road in operable con-
dition. But this practice is not followed in Cuba, with the inevitable result
that these roads deteriorate rapidly and soon revert to lanes that can be
used only in the dry season.

UTILIZATION OF HIGHWAYS AND ROADS

Low Traffic Density

The utilization of Cuba's highways and roads is extensive rather than
intensive. That is to say, motor vehicle transportation of all types-private
automobiles, taxicabs, trucks and buses-is found to prevail throughout the
island wherever and whenever the condition of the highways and roads is
remotely capable of accommodating the traffic.
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But the traffic density on any given section of highway is generally low.
This applies even to most sections of the Central Highway, despite the recent
increases in motor vehicle registrations and the growth of motor carriers.
The traffic density is far lighter on the secondary highways and the roads.
It has been estimated, for example, that as much as 70% of the aggregate
highway traffic of the country is on the Central Highway, leaving less than
a third of the total to be spread over all the remainder of the highway network.

Operating Practices

It is common practice for scheduled highway carriers to operate their
assigned routes when the highways and roads are passable-even when they
are barely passable, even in a Jeep-and to discontiniue their service when
the public thoroughfares become impassable. Public and private carriers
also utilize highways and roads even though in an advanced stage of disrepair,
although their operating costs are greatly increased and the service which
they can provide is substantially diminished. Instances of these practices can
be found all over Cuba; as, for example, on the very poor highway between
Pinar del Rio and Guane, in Pinar del Rio Province, and the corresponding
road between Cueto and Mayari in Oriente Province.

Need for Extended Coverage

It seems reasonable to conclude from the extensive, rather than intensive,
traffic-pattern that Cuba needs a greater number of kilometers of low-density
highways and roads rather than a limited coverage of the country with high-
density and costly highways and roads. This conclusion is further supported
by the observation that on the very best of the nation's highways a sub-
stantial part of the traffic consists of men or boys on horseback or driving
horse-drawn vehicles. It is quite clear that for this segment of the traffic
demand a public investment in elaborate and costly highways and roads is
largely wasted.

SUMMARY

Conclusions from the foregoing evaluation of Cuba's existing highways
and roads may be summarized as follows:

1. Cuba possesses an important and valuable public asset in its present
highway and road system.

2. Successive administrations have allowed a large part of this valuable
asset to waste away over the years because of inadequate maintenance.

3. Heavy investments in highways and roads have often been wasted or
nullified by failure to complete an undertaking initiated and to forge
"missing links" in the network.

4. The present distribution of highways and roads among the provincial
territories bears little resemblance to what is justified by such criteria
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as area, population, and agricultural activity. The eastern provinces,
in particular, have failed to benefit equitably while Habana Province
has enjoyed disproportionately high benefits.

5. The design and construction of highways and roads have tended to be
inflexible. They have failed to maintain an appropriate balance be-
tween ihe quality and cost of construction and the potential traffic
demand.

6. Cuba's vehicular traffic is extensive rather than intensive. For this
reason the country's need is for a greater number of low-density high-
ways and roads instead of a limited coverage with high-density and
costly highways and roads.

3. Suggested Principles for Development

Need for Consistent Program

If Cuba's highways and roads continue to evolve in the piecemeal and
largely sporadic manner, money will be wasted and the full benefits of an
efficient network will be delayed. It is to be hoped, therefore, that, instead,
some basic principles for development will be adopted and consistently ob-
served. For this reason, suggestions are offered here for some of the more
important principles to be followed.

SYSTEMATIC DEVELOPMENT OF ARTERIAL HIGHWAYS

Roads and Commerce

The ultimate objective of any country's network of highways and roads
is to serve the needs of its commerce. In its simplest terms, this involves a
network which, together with other modes of transportation, promotes the
economical movement of people and commodities: people from the place
they are to the place they want or need to move to; and commodities from
the place they are produced to the location at which they will ultimately be
utilized.

Since international trade plays such a vital part in Cuba's economic wel-
fare, it is evident that the future development of its highways and roads-
as in the past-will be largely attuned to the objective of facilitating the flow
of commerce through the nation's ports. But, if this objective is to be fully
realized, the flow of commerce in both directions through the ports must
necessarily extend to the initial sources of the goods which enter international
trade and also to those localities where imported commodities reach their
ultimate destination. In Cuba's case, this means not only the large and
principal cities but also the thousands of individual farms scattered through-
out the island.
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Much the same observation applies to Cuba's internal commerce. The
prospect for the future is that this is likely to increase in relative importance,
as it has done in other countries as they moved toward a more advanced
economic development. And the key to this accomplishment, of course, is
the progressive development of more adequate means of transporting the
commodities produced to the points of final consumption.

Need for Farm-to-Market Network

Perhaps the most pressing need of Cuba today, therefore, is the develop-
ment of an adequate network of farm-to-market roads. At present, in spite
of extensive road construction in the past, there are very large areas in Cuba
where commodities produced in one locality cannot economically be marketed
even in neighboring towns simply because no roads of any description exist.

To a substantial degree throughout most of the island, marketing of local
production is seriously hampered because of the time and expense of bringing
the produce to market.

The social consequences of inadequate local roads are probably no less
serious: the isolation of individual farms and of whole communities not only
tends to induce intellectual and social stagnation in those who are isolated but
also promotes the migration of people from areas of high potential productivity
to areas already experiencing overcrowding and unemployment.

Two Choices
In formulating a program, however, to meet the lack of farm-to-market

roads, two choices appear to be open. One of these isE to construct neighbor-
hood roads directly, in response to political demands and social expediency.
To a substantial degree this has characterized the pattern of the past. The
other alternative, which admittedly calls for greater vision and courage, is to
evolve a long-range program for a systematic development of arterial high-
ways with which neighborhood roads can be economically connected as the
needs of commerce justify.

It is strongly urged that the second alternative offers the best basis for
a sound public policy.

Favorable Situation

Cuba is favorably situated for the development of a systematic network
of arterial highways. Since the island is long and narrow, and since it is
already served by the Central Highway-which traverses most of its length
and passes through most of the important interior cities-such arterial high-
ways can be relatively short. At the same time, this network of highways
can provide the connecting link not only between the ports and the interior
of the island but also between the future network of farm-to-market roads
and the marketing centers of the country.
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Policies Contrasted
A contrast between the results of the two alternative policies mentioned

above is given by a specific illustration.

The area in Camaguey Province south and east of the municipality of
Camaguey is not now served either by public railroads or by highways. (See
Maps 1 and 2). One policy would be to open this area to commerce di-
rectly by means of neighborhood roads. But the obvious result would be
that such roads, to serve the needs of commerce, would have to extend either
to the ports on the southern coast or to the nearest point on the Central
Highway. The total number of kilometers of neighborhood roads required to
cover this territory in this way would evidently be substantial.

In contrast, suppose that two arterial highways were first constructed
across this area: one from Camaguey to Santa Cruz del Sur and the other from
Marti to Guayabal. Farm-to-market roads appropriately spaced to serve the
area to best advantage, could then be connected with these highways and,
through them, could provide channels of commercial communication with both
the ports and the inland marketing centers.

It is obvious that the cost of this second choice would be substantially
lower and that the benefit to the whole economy would be immeasurably
greater.

CURRENT REPAIR AND MAINTENANCE

Two Principles
Both the lack of repair and maintenance and also its cost to Cuba have

already been described. It will be obvious, therefore, that to allocate sufficient
resources to repair the existing highways and roads should be one of the
basic principles of a sound highway and road program. A corollary principle
should be to continue to provide resources necessary to maintain the invest-
ment in highways and roads.

It is abundantly evident that former government administrations in Cuba
have either been unable to maintain in good repair highways and roads
constructed by previous administrations or else have been unwilling to do so.
As a result, the present government has inherited, so to speak, a seriously
depleted national asset, the value of which had substantially diminished
through years of deferred maintenance.

Although this pattern is not peculiar to highways and roads, it is particu-
larly critical in this field because the social cost of a failure to maintain these
assets increases so sharply with the lapse of time.

"A Stitch in Time . . .
- Traditional use of macadam pavement, torrential rains during the wet
season, inadequate attention to drainage and the frequent overloading of
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highway vehicles all combine to convert small holes into large ones in a
surprisingly short period.

The only practical remedy is to repair the small holes while they are
still small. For a coat of paint applied to a steel briclge in time to prevent
rust is far more economical than a major repair to a rusted structure.

RELATION OF ROAD-TYPES TO NATURE OF TRAFFIC

Less-expensive Types
A characteristic of most of Cuba's highways and roads-as has already

been noted-is a relatively low traffic-density. Yet nearly all of the secondary
highways have been built to approximately the same specifications, regardless
of the amount or type of traffic in prospect.

There would obviously be great economic advantages in using a relatively
less expensive type of construction on highways where the forecast of traffic-
density is low. On the other hand, it would be false economy to utilize the
same design on a highway to be used by heavy trucks and buses or on a
highway whose potential traffic-density in the near future appeared to be high.

Single-lane First
One appiication of this principle which has proved sound in other countries

is to construct, in the first instance, only a single-lane highway in territories
where the traffic-potential is low. Such single-lanes, constructed on one side
of the centerline of what may ultimately become a two-lane highway, can be
built for roughly half the cost of a two-lane structure, with the result that
twice as many kilometers of useful highway can be built for a given invest-
ment of funds. Shoulders on either side of the single-lane are, of course,
required to permit vehicles to pass. On curves and on hills, too, where visibility
is limited, it is desirable to construct both lanes at the outset.

The use of this procedure would appear to be vwell suited to the traffic
pattern of Cuba. For a given investment in new construction, roughly twice
as many highways could be built and subsequent current expenditure for
repairs and maintenance would be cut approximately in half. And whenever
the traffic density on a specific highway appears to justify it, a second lane
could be added.3

Use of Suitable Materials

Materials for road construction should be selected primarily to suit the
type of traffic the road is intended to carry but with due regard to possible

r It is suggested the Cuban Goveroment should con.sult the Governmeut of Southern Rhodesia so their experi-
once of the cost and utility of "2-strip roads". These roads, which have beenr much used in areas of light traffic
density, hare two narrowv strips of concrete or macadam spaced apart to the average width of the wheel-bhse of
vehicles. When passing, each vehicle keeps two wheels on one strip and the other two on the gravel shoulder.
A menter of the Mission who travelled hundreds of mileos over these roads ih Southern Rhodesia was ispreased
by their economy and utility.
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economies by the use of local materials which may be most easily available.
The present almost-invariable rule of macadam pavement on secondary high-
ways should give way to the principle of using the most suitable materials
in each case.

For new highways, with prospective hig,h traffic-density, the ultimate cost
to the nation, throughout the useful life of the highways, may be substantially
reduced by the use of concrete pavement. This will often be apparent in
cases where high traffic-density is combined with heavy wear by large tru-cks
and buses, if full account is taken of maintenance costs.

On the other hand, gravel surfacing and the use of soil-stabilization
materials can offer impressive savings in the construction of highways and
roads on which both the number and the type of vehicles is expected to
be light.

EQUITABLE ALLOCATION OF CONSTRUCTION FUNDS

Fair Shares for Provinces

An equitable allocation of road-construction funds to the various provinces
is suggested as a fourth basic principle of Cuba's road policy. Funds budgeted
for the national road-construction program should be assigned to individual
provinces in such a way that each will enjoy a fair share of the total kilometers
of new highways and roads.

A corollary of this principle, of course, is that funds for repair and main-
tenance should be allocated strictly in accordance with the length of highways
and roads existing in each province.

Since, hitherto, new highways and roads have been inequitably distributed
among provinces, it would first be desirable to correct this imbalance. For
some time, therefore, it might be necessary to allocate disproportionately-
large shares of construction-funds of those provinces which have not yet
received their fair proportion of highways and roads. In other words, the
eastern provinces-particularly Oriente Province-should receive a major
part of new construction funds for a few years.

Need for a Formula
A suitable formula, which could be applied almost automatically from

year to year would probably be the most practical-and least controversial-
method of ensuring fair distribution.

Such a formula might be devised on the following lines: The total annual
sum budgeted for new construction might be divided in three approximately
equal parts. One part might be allocated to the several provinces on the
basis of distribution of population; another on the basis of the area of the
provinces; and the third part in accordance with appropriate measures of
farm activity.
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If a formula of this kind were adopted, the national government would be
relieved of economic and political pressures from the different provinces and
funds could be allocated purely on the basis of economic need.

Distribution within Provinces

Allocation of funds to specific projects within each of the provinces them-
selves should be determined by local advice. If means could be found to
furnish the road authorities with objective advice, truly representative of each
province, those charged with the final decision would be largely protected
from charges of favoring one part of a province at the expense of another.

CONTINUITY OF POLICY AND ADMINISTRATION

Need for Long-range Plan
A long-range program and continuity of administration and investment

are essential to the development of any logical and systematic network of
highways and roads. Its repair and maintenance, too, require the continuous
execution of a sound policy, related to-and balanced. with-the construction
program.

An efficient network cannot be achieved by the piecemeal and sporadic
policies of the past.

Another basic principle, therefore, should be to assure continuity of policy,
administration and execution over a period of many years. For only in this
way can there be any real hope that projects once initiated will be finished;
that essential repairs and maintenance will be carried out; and that sound
policies and consistent administration will not be at the mercy of political
expediences.

New Budgeting Methods
With the expansion of the network of highways and roads, new budgeting

methods would be needed to maintain this principle. These should make a
clear distinction not only between funds for new construction and funds for
repairs and maintenance but also between funds for highways and roads and
those for other public works.

A need for such changes is shown by the 1949-50 budget of the Ministry
of Works which, in a single allocation, provides funds for such heterogeneous
objects as "expenses for construction, repair and maintenance of highways,
manufacturing works, sewers, aqueducts, airports, tunnels, pavements and
other engineering works".

Need for Central Responsibility
It is also apparent that a sustained and consistent development program

is impossible without central responsibility.
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For some years past, the responsibility and authority for both the con-
struction and maintenance of highways and roads has been divided between
at least three agencies of the Cuban Government: the Office of the President,
the Ministry of Public Works and the National Development Commission.

With divided responsibility and authority, there is little chance of any
systematic development. But the need for central responsibility in no way
affects the equally important need for local representation.

ALLOCATION OF MAINTENANCE COSTS

Highway Users Should Share
Cuba's highway network benefits all her people. It seems fair, therefore,

that most of the cost of new construction should be a charge on the govern-
ment. But, in the case of recurrent expenses for the repair and maintenance
of the highways, it is equitable that a substantial part of the cost should fall
on the users.

This, therefore, is suggested as another basic principle. For not only is
it equitable as between users and non-users but it also helps to correct pre-
vailing inequalities of treatment of highway carriers and of other trans-
portation agencies.

This principle, of course, must be tempered by regard for practical admin-
istration problems. But the general objective should charge various classes
of highway users with a share of the cost of repair and maintenance in
proportion to the amount of wear and tear for which they are responsible.
For this is a rough measure of the benefits derived from the highways by
different types of user.

Suggested Methods
For the operators of private automobiles, the excise tax on gasoline is

probably as equitable and practicable a charge for the use of highways as
can be devised. This type of tax is not only roughly proportionate to the
use made of the highways by automobile owners but also bears a reasonable
relation to their ability to pay the tax.

In the case of those who use animals or animal-drawn vehicles on the
highways, there is probably no practicable means of charging for the use
of the highways because the cost of collecting the charges would be dispro-
portionately high. Moreover, the ability-to-pay principle argues against
charging such groups. But this does not mean that heavy carts and other
similar vehicles which cause serious deterioration to the highways should not
be prevented from using them.

Commercial Carriers
As regards bus and truck carriers on the public highways, including con-

tract carriers and trucks operated by business concerns for their own account,
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it is doubtful whether the excise tax on gasoline, combined with the established
license and franchise fees, adequately reflects fair charges for the use of the
highways.

License and franchise fees are in the nature of fixed charges, and there-
fore are not necessarily proportionate to the use made of the highways. The
gasoline tax, although roughly proportionate to the number of kilometers
driven, does not fully reflect the amount of wear and tear suffered by the
highways as a result of their use by trucks and buses..

Consequently, for these carriers two possible alternatives for a fairer
charge for the use of the highways might be considered: either (a) heavier
license fees, based on the type and size of vehicle; or (b) a system of toll
charges on at least the principal highways, designed to supplement the other
taxes and fees levied on these highway users. Either of these alternatives
would appear to be equitable, both on the basis of ability to pay and because
the heaviest users of the highways should pay the largest charges for their
maintenance. Further study may be desirable to determine the comparative
advantages of these alternative measures in terms of practical administration.

TECHNICAL ADVICE ON HIGHWAY AND ROAD PROGRAM

Need for Experts
The formulation and execution of a long-range program for highways and

roads involves many technical considerations which call for the highest
possible caliber of expert personnel. In any single agency, however com-
petent, it is both difficult and costly to maintain on the payroll a large enough
complement of experts to fill all the requisite needs. Moreover, the staff of
an administrative agency is frequently occupied with many day-to-day deci-
sions and problems. This reduces opportunity to keep abreast of new develop-
ments in the technical sciences and often leads to stereotyped solutions to
problems which call for originality and imagination.

It is suggested. therefore, that another basic principle should be the wide
use of technical experts, in the capacity of consultants to the agency respon-
sible. Such experts should be drawn not only from engineering firms and
others in the engineering profession in Cuba but also from corresponding
organizations in other countries.

In this manner, the best talents of Cuba could contribute to the success
of the road program, and engineering techniques that have proved sound in
other parts of the world could receive proper consideration.

SUMMARY

Following is a summary of the recommendations as basic principles sug.
gested above for the formulation and execution of Cuba's program for high.
ways and roads:
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1. A systematic network of arterial highways should be developed to
facilitate the flow of commerce by highway and should be coordinated with
the evolution of farm-to-market roads.

2. Sufficient resources should be allocated to repair Cuba's existing high-
ways and roads and thereafter continuously to maintain this investment.

3. The type of highway and road construction should be suited to the
density and type of potential traffic.

4. Construction and maintenance funds should be fairly allocated among
the provinces, and specific uses of these allocations should be determined on
the advice of provincial representatives.

5. An appropriate share of highway maintenance costs should be charged
to the users of the highways and this should be based-as closely as may be
administratively practicable-on the wear and tear inflicted on the highways
by different classes of users.

6. Wide use should be made of technical consultants both in Cuba and in
other countries.

4. General Recommendation

An attempt has been made to evaluate Cuba's existing highway and road
system, to analyze present defects and their causes and to suggest basic princi-
ples for improvement and development.

In the light of this, the Mission makes the general recommendation that the
Cuban Government should immediately establish a Highway Advisory Com-
mittee. Other and more detailed recommendations will be found later in this
chapter.

A HIGHWAY ADVISORY COMMITTEE.

To Advise Development Commission
A Highway Advisory Committee should be established to advise the

National Development Commission on all matters concerning the planning,
construction and maintenance of all highways and roads which are-or may
be-primarily the responsibility of the national government.

The Mission further recommends that the Development Cornmission should
not be permitted to construct any new highways or roads which have not been
approved by the Highway Advisory Committee.

It should not be obligatory, of course, for the Commission to carry out
all the proposals of the Committee, for its road construction programs must

be related to other projects and will depend on the funds available at any
given time. But when the Commission is unable to carry out all the proposals
of the Committee, the latter should suggest an order of priority which the

Commission should follow.
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Duties of the Committee
Duties of the proposed Committee would be to apply the principles outlined

in the foregoing pages to the development of a highway and road program
for Cuba; to ensure continuity of policy and also the fair distribution of con-
struction and maintenance, in accordance with the geographical and economic
needs of the country as a whole.

The Committee is intended to provide adequate local representation in
deciding a highway and road program for Cuba; and also competent and
objective technical advice.

Composition of the Committee
The Committee should be composed of two representatives from each

Province in Cuba, who would serve without any remuneration except travel-
ling expenses. Essential qualifications of members should be business experi-
ence or technical training. They also should be residents of the province
represented and should have resided in it continuously for at least five years,
immediately prior to their appointment.

One member from each province would be appointed by the City
Council of the provincial capital and the other by the National Development
Commission.

Members would serve for staggered terms of office.

Staff and Funds

The National Development Commission should provide the Highway Ad-
visory Committee with sufficient funds to employ one permanent Secretary,
who should be a qualified Civil Engineer, several permanent surveyors and
draftsmen, and such temporary technical consultants as the Committee might
reasonably require. Additional funds would be required to pay for a small
permanent office and for the travelling expenses of members and staff.

For this purpose, the Committee should submit an annual budget to the
National Development Commission.

Local and Special Advice

The Committee should designate-and be guided by-provincial sub-
committees to help it to determine the relative urgency of the different types
of highways and roads within each province. The Committee should endeavour
to make these sub-committees as representative as possible of the diverse
interests of each province.

It would be the special task of these provincial sub-committees to advise
on the development of farm-to-market roads.

The Highway Advisory Committee should also maintain close touch with
the National Transport Commission, which the Mission suggests should be
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revived (Section II of this chapter) on such matters as traffic-density, toll
charges on new bridges and roads and so on.

Preparation of Programs
In preparing its highway and road program and estimates, the Highway

Advisory Committee should clearly distinguish between three categories of
expenditures:

1. Expenditures for new construction, showing separately the expenditures
proposed for each province on (a) secondary highways and (b) farm-
to-market roads.

2. Repair and maintenance of existing highways and roads, showing
separately the expenditures proposed for each province on (a) the
Central Highway (b) secondary highways and (c) farm-to-market
roads.

3. Administrative expenses.

All programs and estimates should be published.

Allocationz Policy
In planning new construction of highways and roads, equitable treatment

of the provinces might best be achieved by means of one or more formulae
on the lines discussed above. From year to year, however, account should
be taken of the number of kilometers of different classes of highways and
roads then in existence.

Advantages of the Committee

It is believed that the proposed Highway Advisory Committee would offer
the following major advantages in the development of Cuba's highways and
roads:

1. It could provide a sustained and consistent program for the develop-
ment of highways and roads in accordance with the economic and social
needs of the country and in broad conformity with the principles of equitable
distribution of roads.

2. It could bring to this program competent technical design.
3. It would help to ensurc continuing maintenance of existing highways

and roads.

4. It would be the channel through which the views of the nation as a
whole could be made available to the National Development Commission.

5. Detailed Recommendations
In the following pages, further and more detailed recommendations are

offered. If the proposal to establish a Committee is adopted, these are sug-
gested as a basis for its program.
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NETWORK OF SECONDARY HIGHWNAYS

A Suggested Outline

In the general review of Cuba's highways and roads, a systematic network
of secondary highways was suggested, with which farm-to-market roads should
be integrated.

This proposal is illustrated in the accompanying map (Map 2) which
suggests an approximate outline for a series of arterial highways. These are
divided into two categories-Priority A and Priority B- which are dis-
cussed in further detail below. No suggestions for farm-to-market roads are
offered but it will be obvious from the outline that they could readily be
linked, as required, with the secondary highways.

This proposed program is intended to serve two purposes: (a) to integrate
the major ports with the other important cities and with the Central Highway
and (b) to facilitate the development of farm-to-market roads and to coordin-
ate these with other channels of commerce.

Wherever possible, existing highways, or segments of them, have been
used in formulating the outline. In estimating, too, the approximate cost
of the proposed network, allowance has been made for the condition of any
existing highways or sections which are included.

Priorities have been assigned in accordance with the urgency of the
contribution the highways could make to the economic welfare of the country
as a whole. The more urgent are given Priority A. Suggestions for Priority B
highways are intended as a rough basis for the discussion of the ultimate
objective.

Estimated Cost

As summarized in Table 46-A, the suggested network of main arterial high-
ways includes a total of 2,632 kilometers, of which all but 1,044 kilometers
involve the repair or completion of existing highways. Of the aggregate,
highways classified as Priority A account for 1,951 kilometers, at an esti-
mated cost of approximately $25,250,000,4 while those rated in importance
as Priority B represent 681 kilometers, at an estimated cost of about
$10,500,000.

Taking both classes of highways, the estimated total cost is slightly in
excess of $35,750,000, of which roughly $28,500,000 is the calculated cost for

4 The estimates are necessarily raugh approximations, and more precise callcIations would have to be based
an detailed engineering aurveys and bids from competing contractors. The estimates are merely for the purpose
of establishing the approximate order of magnitude of the program outlined.

In making the calculations, the following assumptions were made as to the probable cost: for minor
repairs to existing highoays, $1,500 per kilometer; foe m-jor repairs, $5,000 per kilometer; for completion,
including pavement, of highways with exiating foundations, 10,000 pee kilometer; and for new highway construr.
tion, $25,000 per kilometer.

Wherever appropriate, deviations from these assumptions were made. For example, where it was known that
large bridges would he required, the costs wre- increased. Similarly, the estimated cost of new constr,ction in
mountainous terrain was taken at $40,000 per kilometer.
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new construction and the remainder represents the estimate for repairs and
completion of existing highways included in the network.

These figures signify the great economic value of repairing and completing
the work that has already been undertaken. Thus, 1,588 kilometers of high-
ways, or over 60% of the total network recommended, can be brought to
satisfactory condition for an estimated $7,250,000, or only 20%o of the
calculated total cost of the entire scheme.

TABLE 46-A

Kilometers Estimated Cost

Priority Priority Priority Priority
Class of Work A B Total A a Total

Repairs:

Minor . . . ... 788 107 895 8 908,250 S 136,500 $ 1,044,750

Major ..... ...... 145 65 210 725,000 350,000 1,075,000

Completion of present

highways .300 183 483 3,300,000 1,830,000 5,130,000

Subtotal .... .. 1,233 355 1,588 4,933,250 2,316,500 7,249,750

New construction ........ 718 326 1,044 20,320,000 8,195,000 28,515,000

Total ............. 1,951 681 2,632 $25,253,250 $10,511,500 $35,764,750

Priority for the East
A large portion of this estimated expenditure for the suggested network

of arterial highways relates to the proposed development in the two eastern
provinces, and particularly in Oriente Province. This is revealed in the
following table. The reason for this suggested allocation of the total expendi-
ture is that these provinces, as noted earlier, have relatively few highways
at the present time and that most of the new construction should therefore
take place in these localities.

PRIORITIES BY PROVINCES

Repair is Urgent
In the following pages detailed recommendations are advanced for the

suggested network of arterial highways in each of the Provinces.

One general observation should first be made: the exclusion of any
existing highways from this outline does not imply that their current main-
tenance is unimportant. On the contrary, as will be shown below, it is regarded
as a matter of the greatest urgency that all existing highways that are capable
of economic rehabilitation should be brought to sound condition.



286 REPORT ON CUBA

TABLE 46-B

Kilometers Estimated Cost

Class of Work Priority Priority Priornty Priority
and Province A B Total A B Total

Repair and completion
of existing highways:

Pinar del Rio 221 78 299 $ 621,500 $ 545,000 $ 1,166,500
Habana .241 50 291 270,000 66,000 336,000
Matanzas ..... . 118 33 151 228,000 193,000 421,000
Las Villas . 345 104 449 2,348,000 772,500 3,120,500
Camaguey .. . 83 58 141 217,000 580,000 797,000
Oriente .225 32 257 1,248,750 160,000 1,408,750

Total . 1,233 355 1,588 $ 4,933,250 $ 2,316,500 $ 7,249,750

New construction:
Pinar del Rio 38 - 38 $ 1,085,000 - $ 1,085,000
Habana .......... .. 6 23 29 150,000 $ 605,000 755,000
Matanzas .... .. 47 19 66 1,175,000 490,000 1,665,000
Las Villas ....... - 84 84 - 2,100,000 2,100,000
Camaguey ........ 167 68 235 3,875,000 1,700,000 5,575,000
Oriente ..... .. 460 132 592 14,035,000 3,330,000 17,335,0t0

Total ....... 718 326 1,044 $20,320,000 $ 8,195,000 $28,515,000

Total program:
Pinar del Rio 259 78 337 $ 1,706,500 $ 545,000 $ 2,251,500
Habana . .... 247 73 320 420,000 671,000 1,091,000
Matanzas .165 52 217 1,403,000 683,000 2,086,000
Las Villas ... . 345 188 533 2,348,000 2,872,500 5,220,500
Camaguey ...... 250 126 376 4,092,000 2,280,000 6,372,000
Oriente .685 164 849 15,283,750 3,460,000 18,743,750

Total .. . 1,951 681 2,632 $25,253,250 $10,511,500 $35,764,750

PINAR DEL RIO

PRIORITY A

Highway from Pinar del Rio through Mendoza to Lia Fe

This highway already exists between Pinar del Rio and San Juan y Mar-
tinez, a distance of some 23 kilometers, and between Mendoza and La Fe, a
distance of 24 kilometers. Since the intervening space of 38 kilometers
between San Juan and Mendoza is not now served by a highway, the extreme
western part of the province is cut off from motor transportation except for
the roundabout and very poor highway via Isabel MaLria and Guane.

It is desirable to close this "missing link" in the highway network, par-
ticularly since the public railroad does not serve this territory. It is esti-
mated that the project would involve an expenditure of $985,250.
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Highway from Pinar del Rio through Vinales, La Palma and
Bahia Honda to Guanajay

A substantial part of this highway has already been surfaced and a sound
foundation has been constructed for the remainder. Principal works required
to complete the undertaking are: the replacement of a section of the bridge
between Pinar del Rio and Vinales, destroyed by the flood of 1950; the
surfacing of some 47 kilometers of highway; and the construction of nine
bridges over streams now served by temporary structures. The existing
surfaced highway is in need of repairs at a good many localities. It is cal-
culated that approximately $706,250 would be required to complete this
highway. Reference to the map shows the importance of this channel of
commerce to the entire northern section of the province.

Highway from Artemisa to Alquizar and Rincon in Habana Province

Only about 10 kilometers of this existing highway are located in the
province of Pinar dcl Rio, and the repairs to this section, together with the
improvement of shoulders and drainage ditches, should not cost more than
$15,000.

This highway is included in the proposed network because it provides a
link by highway between the Central Highway and the south-central section
of Habana Province which would by-pass the dense urban traffic in the
municipality of Habana.

PRIORITY B

Highway between Pinar del Rio and Mendoza by way of Isabel Maria

While this will become less vital with the completion of a direct highway
to Mendoza via San Juan, it is nonetheless important as an artery of com-
merce serving the northwestern section of the province. A highway of sorts
already exists, but, except for the first 20 kilometers, a great deal of repair
work is required to make it a serviceable route for modern vehicles. Much
of the road surface is in an advanced stage of disrepair and many of the
bridges require strengthening and need new flooring. It is estimated that the
necessary reconstruction and repairs would cost approximately $545,000.

HABANA

PRIORITY A

Highway from Artemisa in Pinar del Rio Province through Alqztizar and
San Antonio de los Banos to Rincon

There are some 42 kilometers of existing highway. The comparatively
minor repairs required on this section would probably not cost more than
$31,500, yet would provide a valuable link with the highway south from
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Habana to the south coast. The logical development of farm-to-market roads
in the western part of Habana Province would also be facilitated.

Highway from Habana to Surgidero de Batabano by way of
Rancho Boyeros and Rincon

This highway, approximately 62 kilometers in length, already exists
although it is narrow and poorly drained through a considerable part of
the area. 'It provides a vital link between the two coasts and is a natural
artery with which to connect neighborhood roads. The repairs required to
put it in good condition could probably be effected for $46,500.

Highway between San Antonio de las Vegas and Guines

This would link Guines, an important marketing center, with the north-
south highway just mentioned. The highway is in good condition although
rather narrow. The improvement to shoulders and drainage ditches could
be accomplished over this route of 31 kilometers for approximately $23,250.

Highway linking Guines with the Central Highway below San lose de las Lajas
It is important to provide a good through channel for motor vehicle traffic

between this important marketing center and the Central Highway, a distance
of 14 kilometers. The existing highway could be repaired for as little as
$10,500.

Highway from Guines to Union de Reyes (in Matanzas Province)
Of this highway, some 42 kilometers are in Habana province, and of this

distance minor repairs are required to 27 kilometers, major repairs to 9
kilometers (between San Nicolas and Las Vegas), and new construction is
required over a distance of about 6 kilometers (from Los Palos to the
provincial border). This highway is important as a means of coordinating
farm-to-market roads in the southeastern section of the province and-in
conjunction with other highways shown on the map-of providing com-
mercial channels with the Central Highway and Matanzas. It is estimated
that the completion of this highway would cost approximately $235,500.

Highway between Las Vegas and Madruga
This section of 15 kilometers is a new highway aLnd only minor repairs

would be required to shoulders and drainage ditches. It provides an impor-
tant link between the Central Highway and the east-west highway described
above. The cost of repairs would probably not exceed $11,250.

Highway between Santa Cruz del Norte and San Jose de las Lajas
This highway of 41 kilometers provides an important artery through the

northeastern portion of Habana Province, forging a link with the Central
Highway and furnishing a means of coordinating neighborhood roads
throughout this area. The repairs to put this highway in first-class condition
would involve an expenditure of $61,500.
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PRIORITY B

Highway between Guines and the Central Highway at Catalina de Guines

This section, though probably less vital in view of other connections with
the Central Highway, would serve to shorten the distance between Guines
and eastern points along the Central Highway. The 12 kilometers could be
placed in satisfactory condition for approximately $9,000.

Highway between Habana and Matanzas via Campo Florido and
San Antonio de Rio Blanco del Norte

This highway could make two important contributions to Cuba's network
of highways: (a) it would provide a direct route between Habana and
Matanzas to supplement the Central Highway, on which traffic is heavy and
the route is indirect and curvy; and (b) it would furnish an east-west
artery through the northern part of the two provinces. The route would be
shorter than the contemplated Via Blanca, would be less expensive because
of the use of existing highways wherever possible, and would traverse a
farming section rather than run along the seacoast. It would appear, there-
fore, to offer marked advantages over the Via Blanca.

Since, of the 61 kilometers of the suggested direct highway located in
Habana Province, some 38 kilometers represent existing highways, only 23
kilometers would require new construction. Fewer bridges would be involved
on this route than along the coast. It is estimated that the segment of the
highway in Habana Province would involve an expenditure of some $662,000.

MATANZAS

PRIORITY A

Highway between Matanzas and Union de Reyes

This existing highway of 31 kilometers provides an important artery
through the western section of the province. Repairs required to bring it
to first-class condition would probably not exceed $46,500.

-Highway from Union de Reyes through Cabezas
to the provincial border

Reference has already been made to this highway. The total length
located in Matanzas Province includes two "missing links", which involve
the completion of existing highways or the construction of new highways.
Together these total about 11 kilometers, while the remaining 14 kilometers
require comparatively minor repairs. The estimated total expenditure would
be approximately $206,000.

Highwvay between Union de Reyes and Jovellanos

This highway of some 44 kilometers would provide a valuable artery
through the central section of the province, connecting with the Central
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Highway at Jovellanos. It is not now serviceable because of a "missing
link" of 12 kilometers between Guira de Macurijes and Pedro Betancourt.
The construction of this segment, in other words, would provide a useful
highway for some 44 kilometers. It is calculated that the total cost of the
undertaking would approximate $348,000.

Highway between Varadero and Coliseo

This existing highway provides a valuable artery between the resort
city of Varadero and the important port city of Cardenas and the Central
Highway at Coliseo. The 35 kilometers of this highway require minor repairs,
and the estimated cost of this work is placed at $52,500.

Highway from Colon to Marti

There is no serviceable highway through this section of Matanzas Province
at the present time, and therefore no artery for the integration of vital farm-
to-market roads. The estimated cost of the new construction required for
this highway is approximately $750,000.

PRIORITY B

Highway between Matanzas and Habana

This has already been discussed in a preceding section. The portion of
the highway located in Matanzas Province requires the completion of some
4 kilometers, major repairs to about 7 kilometers, and the construction of
approximately 19 kilometers of new highway. Together with necessary bridges,
the estimated cost is about $565,000.

Highway from Colon to Amarillas, en route to Cienfuegos
The main purpose of this highway is to provide a direct artery between

Colon and the important port city of Cienfuegos, a (listinct advantage over
the roundabout route along the Central Highway to Esperanza. But in addi-
tion, the highway would provide a valuable means of integrating the farm-to-
market roads in the southeastern section of Matanzas Province. The segment
of the highway located in Matanzas Province includes some 10 kilometers
which require completion. The remaining 12 kilometers need minor repairs.
The calculated cost would be about $118,000.

LAS VILLAS

PRIORITY A

Highway from Santa Clara through Sagua la Grande to
Isabela la Grande

Roughly half of this 68-kilometer highway requires only minor repairs.
But another 16 kilometers are in an advanced stage of disrepair; and the
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final 17 kilometers are currently being completed. It is an important highway
not only because of the significance of the port to be served but also because
it can coordinate the neighborhood roads in the northern section of the
province. The estimated cost of the required work on this highway is $302,500.

Highway between Santa Clara and Caibarien

The 51 kilometers of this existing important link between the provincial
capital and a vital port are in serious need of major repairs. It is calculated
that the expenditure would be approximately $255,000.

Highway from Remedios to Placetas

This highway of 27 kilometers connects with the highway mentioned above
and with the Central Highway. It is now in an advanced stage of disrepair,
and the necessary major repairs would cost roughly $135,000.

Highway between Esperanza and Cienfuegos

The 52 kilometers of this highway are in comparatively good Jepair. Its
significance is that it is a link between the port on the south coast and the
Central Highway. It would probably cost approximately $78,000 to put the
highway in first-class condition.

Highway between Cienfuegos and Manicaragua

This 60-kilometer highway is important chiefly as a means to coordinate
the farm-to-market roads in this southern section. It would also connect
with a proposed highway between Santa Clara and Trinidad. At present,
roughly one-half of the highway needs major repairs, while the other half
remains to be completed. Maj or bridge repairs are also necessary. The
total estimated cost is $600,000.

Highway between Santa Clara and Casilda by way of Trinidad
Part of the foundation of this highway exists, and a section through the

mountains is at present being constructed as a neighborhood road. Major
additional work is required on most of the 87 kilometers to make it a first-
class highway. It is likely, therefore, to cost a substantial sum (estimated at
$977,500). However, the highway is important in order to open this territory
and to provide a valuable link between the port and the Central Highway at
Santa Clara.

It has the further merit of connecting the historic tourist city of Trinidad
by highway.

PRIORITY B

Highway between Cienfutegos and Amarillas

This will complete the link between Cienfuegos and Colon in Matanzas
Province. As far as Rodas repairs are needed, and from there to Amarillas,
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some 50 kilometers, new construction is involved. In spite of the high cost,
this highway seems justified, partly to open this part of the province and
partly to forge a vital new link between the port and the western part of the
country. The estimated cost for this highway is $1,287,500.

Highway between Sancti Spiritus and Trinidad

Like the highway from Santa Clara, this would connect the tourist city
with the Central Highway. Even more important, it would serve to coordinate
the farm-to-market roads in the southeastern section of the province. The
completion of this highway would cost approximately $680,000.

Highway between Guayos and Yaguajay

This highway would provide both a means of integrating neighborhood
roads in the northeastern section of the province and also a link with the
Central Highway. The 45 kilometers of highway will require new construction
over most of the distance and major repairs to the remrainder. The estimated
cost is abftRt $905,000.

CAMAGUEY

PRIORITY A

Highway between Ciego de Avila and Embarcadero de Moron

This will require about 40 kilometers of new construction. It will provide
a highway link for the city of Moron and facilitate the development of
neighborhood roads in the northwestern section of the province. The calcu-
lated cost is approximately $1,000,000.

Highway between Ciego de A vila and Jucaro

This is the counterpart of the above highway, joining the port of Jucaro
with the Central Highway and on to Moron. The highway will involve about
27 kilometers of new construction, at an estimated cost of $675,000.

Highway between Florido and Esmeralda

The principal purpose of this 35-kilometer highway will be to integrate
the farm-to-market roads in the north-central segment of the province. The
estimated cost is about $700,000.

Highway between Camaguey and Nuevitas
Most of this 76-kilometer highway is new, though a short distance is

now being completed. The additional cost of putting thLe highway in first-class
condition is estimated at $182,000.

Highway between Camaguey and Santa Cruz del Sur

A highway of some 72 kilometers between these centers will not only
provide for highway transport connecting the port with the Central Highway
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but also serve to coordinate the necessary neighborhood roads in this section
of the province. The cost is estimated at $1,535,000.

PRIORITY B

Highway between Nuevitas and Guaimnaro

This 70-kilometer new highway would be valuable for motor transport
between the port and the eastern end of the island. It would also be useful
as an artery to which to connect farm-to-market roads in the northeastern
section of the province. The estimated cost is $1,525,000.

Highway between Marti and Guayabal

This highway of 56 kilometers would provide a link between the Central
Highway and the network of neighborhood roads required in the southeastern
segment of the province. The estimated cost of the development is about
$755,000.

ORIENTE

PRIORITY A

Highway from Victoria de las Tunas to Puerto Padre

There is at present no serviceable highway in the entire northwestern
segment of the province. This would provide one, would link the port with
the Central Highway, and would coordinate the farm-to-market roads in this
territory. It would cost an estimated $705,000.

Highway between Victoria de las Tunas and Bayamo via Guamo

This new highway would open a new territory to highway transport,
coordinate the neighborhood roads in the area, and provide a short-cut for
the trucks and buses using the Central Highway. The 90 kilometers of con-
struction would probably cost about $1,575,000.

Highway between Bayamo and Manzanillo

About one-third of this 64-kilometer existing highway is in good condi-
tion, requiring only minor repairs to shoulders and drainage ditches. The
remainder requires major repairs or rebuilding. It is estimated that the
total cost would be about $461,500. It seems desirable to provide a good
and serviceable highway between these important centers which would also
serve as a link for necessary farm-to-market roads on either side.

Highway between Holguin and Felicidad by way of Cueto,
Mayari and Sagua de Tanamo

Of this 203-kilometer highway, the 60 kilometers to Cueto are either new
or nearing completion. The remainder will involve new construction, much
of it through mountainous terrain. Nonetheless, the expense seems highly
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justified as a means of opening to motor transport the undeveloped eastern
section of the province, which is not served by public railroad. Considering
the difficult topography, it is estimated that the total cost of the highway
will approximate $4,446,250.

Highway between Mayari and Santiago de Cuba via San Luis

This 87-kilometer highway would link the north and south coasts of the
island through the center of the province, opening a new territory to motor
transportation. It would integrate the needed farm-to-market roads in this
area with the remainder of the island's highway network. The calculated
cost of the highway is about $2,445,000.

Highway from Santiago de Cuba through Guantanamo and
Felicidad to Baracoa

This 202-kilometer highway is essential to open the eastern half of the
province to surface transportation. At present, there are neither highways
nor railroads in the territory east of Guantanamo, in spite of the high
economic potential of this area. Since much of the proposed highway will
pass through mountainous terrain its cost will be high. The small section
of highway already built west of Baracoa is progressing extremely slowly
because of the small monthly allocation of funds for its construction; at
the present rate it will be many decades before the highway connects with
the rest of the highway system. It is estimated that the aggregate cost of
the entire highway will be approximately $5,651,000.

PRIORITY B

Highway between Holguin and Gibara

Most of this 32-kilometer highway requires major repairs to put it in
first-class condition. It appears desirable to undertake this reconstruction
in order to integrate the farm-to-market roads needed in the adjacent area
with the Central Highway. The estimated cost is about $160,000.

Highway between Cueto and Banes by way of Antilla
The agricultural area in the vicinity of the Bahia de Nipe and the Bahia

de Banes is not now served by all-weather highways. A highway of some 32
kilometers in this area would seem essential. The cost of new construction
involved would approximate $800,000.

Highway between Contramaestra and Cacocum
The 60 kilometers of new highway would materially serve to open this

territory and facilitate the logical development of neighborhood roads in
the area. The highway would also serve as a cut-off in the Central Highway.
The probable cost of the highway would be about $1,500,000.
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Highway betweMn Cueto and Dos Rios

This section of approximately 40 kilometers would connect with the
proposed highway mentioned above and would also facilitate the evolution
of farm-to-market roads in an area not presently served. The estimated cost
is about $1,000,000.

DEVELOPMENT OF FARM-TO-MARKET ROADS

Importance to Agriculture

As already noted, one of Cuba's most pressing needs is a better system
of farm-to-market roads throughout the island.

There is abundant evidence that the agricultural population attaches
greater importance to this than to any other measure that might be con-
sidered for the advancement of rural areas. The benefits accruing to farmers
and rural communities from improved neighborhood roads are numerous,
but perhaps the most important might be summarized as follows:

1. Roads would make it possible to bring agricultural produce to market
in exchange for commodities the farm families need. At present, in many
sections of Cuba, valuable products go to waste because it is either impossible
or uneconomical for the farmer to transport them to the nearest market place.

2. When the farmer can transport his produce to optional markets over
serviceable roads it will be possible for him to compete on equitable terms
with the local community storekeeper. At present, it is common for farmers
who can manage to bring produce to market to deal only with the store
in the neighboring community simply because there are no roads by which
to send them to any other community or to the larger marketing centers.
This obviously puts the farmer at a competitive disadvantage in comparison
with the purchaser of his produce. An integrated svstem of roads, coordin-
ated with arterial highways, would solve this problem.

3. Roads would promote the mobility of the rural population. Mobility
is of vital economic importance to the country because it enables workers
to migrate to take advantage of seasonal changes in labor opportunities. It
is no less important in terms of the social welfare of the farmers and their
families, because it diminishes the prevailing iselation and thereby enhances
the attractiveness of rural life. A serviceable system of rural roads would
tend to check the existing trend of a shift of the population from the farms
to the cities.

4. Farm-to-market roads would improve educational opportunities in
rural areas. In modern civilizations, there are marked advantages in con-
solidating schools, because this makes for improved educational facilities and
more competent teachers. Consolidation can be achieved only if there are
adequate roads for the use of school buses. Neighborhood roads in Cuba,
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therefore, would encourage the displacement of the one-room school by the
more efficient consolidated school serving a larger area.

Need for Systematic Development
It is therefore recommended that an appropriate portion of Cuba's pro-

gram for highways and roads should be' systematically devoted to the con-
struction and improvement of neighborhood roads. This development should
parallel the evolution of the network of arterial highways discussed above,
since in that way the most efficient use could be made of the resources avail-
able for the road system.

Obviously, the initiation of this program need not be deferred until the
completion of the highway structure, because in somne areas of the country
the recommended network of arterial highways is already well developed.
On the contrary, the program for farm-to-market roads should be coordin-
ated with the long-range plan for highways, and its execution should keep
in step with progress on the highway program.

Importance of Local Advice
ln planning this program of neighborhood roads and in determining

the priority of various parts of the program within each province, represen-
tative provincial opinion should be given full consideration.

Earlier in this chapter it was suggested that the Highway Advisory
Committee to the Comision de Fomento should, in turn, be advised by
provincial sub-committees and other local groups. If such advice can be
made really representative of the various interest in a provincial territory,
the administration of the highway and road program can move forward in
tune with local needs.

This proposal has the further merit that local citizens and civic bodies,
by sharing in the formulation of programs and their fulfillment, would
experience a sense of responsibility for the continued care and maintenance
of the network.

If the highways and roads are not to be subjected to unreasonable loads
from vehicles for which they were not designed, this type of civic coopera-
tion is of paramount importance.

SYSTEM OF USER CHARGES

Suggested Technical Investigation

It is recommended that a thorough survey be made by an impartial tech-
nical conmmission to determine whether a system of user charges for Cuba's
network of arterial highways is feasible. If the cornmission decided that it
is, the character and scope of the system of charges should then be delevoped,
together with concrete plans for administration.
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There is convincing evidence that at present the various classes of highway-
users do not share equitably in the cost of construction or maintenance.
For example, it is apparently impossible to collect the transportation lax
levied on most bus and truck operators. This is particularly serious because
these vehicles produce the most serious wear and tear on the highways. It
has already been suggested that this problem might be solved either by
heavier license fees or by a system of highway tolls for these vehicles.

It should be the responsibility of a technical commission to work out
the plans for such a system if, in its opinion, it would be practical to
administer.

Problem of Tolls

Pending the development of such plans, it may be suggested that a system
of tolls might be evolved on a selective scale. This might be based not only
on the types of vehicles and operators concerned but also on the classes of
highways and related structures included in the system.

For example, at first the system might be confined to public highway
carriers (truck and bus) and to those private truck operators who haul
freight for their own account or an affiliated company. At the outset, too,
the toll system might be confined to selected major highways-possibly only
the Central Highway-and to certain bridges serving a specialized class of
traffic. For instance, tolls might properly be applied to the bridge over the
Rio Canimar-when completed-because (a) much of the traffic is likely to
be connected with the tourist trade, and (b) there is an optional route
available to those who would prefer to use it.

Some additional observations, although rather obvious, should perhaps
be made lest they be overlooked. First, before any system of tolls is intro-
duced the general public and particularly those directly affected should be
fully apprised of the economic justification for the system and of its fairness.
Second, the system would have to be administered with absolute integrity
and efficiency, with adequate mechanical devices and supervision of personnel
to guard against dishonesty. Third, arrangements must be made to ensure
that net proceeds from tolls are consistently and efficiently devoted only to
the repair and maintenance of the highway system-including bridges-and
to the service of any bonded indebtedness incurred for construction. It is
important for the suggested technical commission to take all these problems
inlo account in deciding whether or not a toll system is feasible in Cuba.

REPAIR AND MAINTENANCE OF HIGHWAYS AND ROADS

A Continuing Responsibility

The tremendous economic and social waste, which results from tlle lack
of highway and road maintenance, has already been described. This can at
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least partly be attributed to the absence of a continuing policy and program,

insulated from the pressures of political expediencies.

'It follows, therefore, that a prompt and orderly program for the repair

and maintenance of existing highways and roads should be given the highest

priority. Continuing maintenance, too, in the future should always be re-

garded as of the first importance.

Some have even argued that no funds should be allocated to new construc-

tion until all existing highways and roads have been properly repaired. This

view, however, is probably somewhat extreme because, if it were adopted,

certain areas which have been unfairly treated in the past would continue

to suffer from a lack of roads and highways. But it is at least certain that

the vital importance of maintaining this great national asset should no

longer be ignored.

Need for Specific Allocations
Adequate repair and maintenance would be easier to ensure if sufficient

resources for this purpose were specifically allocated in the annual budgets.

While this is not done, political pressures tend to divert funds to new con-

struction, at the expense of vital maintenance. The result is that the more

new highways and roads which are started in this manner, the more the

waste from under-maintenance.

This haphazard approach to new construction, too, makes it more difficult

to tailor the type of road to the class of prospective traffic and thus to effect

substantial economies, as already indicated. Unnecessary waste is therefore

increased.

Load Limits
Another problem, which has an important bearing on the preservation of

Cuba's highways and roads, is the establishment and enforcement of suitable

load-limits for vehicles.

This admittedly, is a difficult problem, which is found in nearly all

countries with a highway network. But it is aggravated in Cuba not only by

heavy modern vehicles but also by the traditional cane-carts. With their high

unit-loading on the wheels, cane-carts cause heavy damage to roads and

highways not designed to carry such loads.

Though it may be difficult, it is clear that a more consistent and vigorous

prevention of overloading of vehicles of all kinds could substantially reduce

the cost of highway repairs and the deterioration of structures subjected to

loads for which they were never intended.

There is only one practical approach to this problem: sound regulations
must be framed to define permissible loads, in the light of engineering data

on proposed highways and of the conditions of existing ones. Sufficient

resources must then be provided to enforce the regulations.
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HIGHWAY NUMBERS AND SIGNS

Difficulties of the Stranger
It is recommended that the Central Highway and, at least, the principal

arterial highways should be given numbers, as is done in other countries.
These numbers should be used on direction and warning signs to be posted
along the routes. Highways could then be identified by number on maps
available to the public.

At the present time, it is quite impossible for the uninitiated driver of
a motor vehicle to drive in Cuba-even along the Central Highway-without
making frequent inquiries for directions.5 The highways become lost, so to
speak, whenever they enter or leave a community of any considerable size.
On lesser highways, each fork or crossroad is confusing to the stranger.
Numbering highways and posting these numbers along them with suitable
direction-signs would solve these difficulties.

This simple and not-too-costly measure would greatly facilitate the use
of the highways by the average motorist. If Cuba, too, hopes to encourage
tourists to drive through the island, numbered highways are essential.

Need for Warning Signs

Examination by the Mission of many kilometers of Cuba's highways re-
vealed an almost complete absense of vital warning signs to denote dangerous
sections, sharp curves, detours or bridge load-limits. Even the Central High-
way is poorly marked, and avoidable accidents are known to have happened
because the driver had no warning of a faulty section of pavement.

Two examples from other important highways may be cited. One con-
cerns the highway between Pinar del Rio and Vinales where, owing to the
flood of 1950, a part of a bridge was washed away. During the interval
when a detour was necessary (while a temporary bridge was being con-
structed), there was no detour sign at either end of this highway to warn
the motorist or to tell him how to by-pass the bridge.

The other example is from the highway between Santa Clara and Sagua
la Grande, where the only warning sign about a particularly faulty bridge
is one placed as an advertisement by an enterprising department store.

Such negligence makes the life of the highway user unnecessarily perilous,
and does much to deter even optimistic motorists from venturing far from
familiar territory. If even a fraction of the current expenditure on signs
advertising new construction projects were devoted to highway direction
and warning signs, an encouraging beginning could doubtless be made in
meeting this important need.

Stone kilometer markers, giving distances to various towns with arrows showing directions, are found all
along the Central Highway and in a few other places. But political pooters ace allowed to rover many of them
and the driver seeking information sees only the rain-streaked face of some political candidate.
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SUMMARY

Foregoing recommendations may be summarized as follows:

1. A network of secondary highways along the general lines suggested
should be the long-range objective of Cuba's highway development program.
This would serve not only to facilitate transportation on the arteries themselves
but also to coordinate the necessary development of farm-to-market roads.

2. Farm-to-market roads through the island shLould be developed as
rapidly as the network of arterial highways permits them effectively to be
integrated with Cuba's system of highways and roads.

3. An impartial survey should be mnade to determine the feasibility of
a system of user charges, such as highway and bridge tolls, for public and
private highway carriers. If this is found to be practicable, such a system
should be introduced on a progressive scale.

4. Adequate resources should be specifically allocated for the repair of
existing highways and roads, and thereafter sufficient funds should be ear-
marked annually for the continual maintenance.

5. Cuba's highways should be designated by convenient numbers and
sufficient direction and warning signs should be installed.

I1. HIGHWAY TRANSPORTATION

1. Description of the Industry

INTRODUCTION

Dramatic Growth

As in other modern countries, the motor truck and bus industry in Cuba
has grown to major importance in the past two decades. The construction
of the Central Highway, some twenty years ago, is generally credited with
this development. But the most dramatic growth in size and significance of
highway transportation dates from the end of World War 11.

Following section of this chapter summarizes the development of the indus-
try, outlines its present scope and attempts to forecast its future expansion.
Its impact on other forms of surface transportation, particularly the public
railroads, is also examined.

DEVELOPMENT OF THE INDUSTRY

Few Reliable Statistics

Reliable statistics of the growth of this industry are fragmentary. Truck
and bus registrations are the most satisfactory measure available, although
even these data are not entirely suitable because there are no separate classifi-



TRANSPORTATION 301

cations showing the ownership of vehicles by public carriers. These are the
only figures, however, which furnish any measure of development over a
period of years and, in the absence of other more suitable data, must be used.

Table 47 belows summarizes the expansion of trucks and buses in recent
years. Figures are shown for selected years since the close of the war.

The table reveals that registered motor trucks in Cuba increased about
( ,. between 1946 and 1950, from slightly over 15,000 to somewvhat more
than 29,000 trucks. These figures fail to reflect, however, the much sharper
increases in the larger trucks. For example, motor trucks from 3 to 8 tons
increased about 1.r during this interval, from less than 3,300 to nearly
9,100. The growth in the number of trucks of 8 tons and over was only
slightly less rapid: an increase of almost 15 1, from about 900 to nearly
2,300 trucks.

In comparison, the rate of increase of the smaller trucks, less than 3 tons
in size, was only about 64%, from 11,000 to about 18,000. As a consequence
of this differential rate of increase, the two classes of larger trucks accounted
for nearly 39% of all motor trucks by 1950, compared with less than 28%
in 1946. In terms of the aggregate capacity of the truck fleet, the larger
trucks represented a substantially larger part of the total than is reflected by
the number of vehicles.

TABLE 47

REGISTRATO NS

Percent of
P-eretage total

increase
Type of Vehicle 1946 1948 1950 1946 to 1950 1946 1950

Trucks a:

1 ton-under 3 tons ..... 11,021 12,382 18,025 63.7% 72.5% 61.4%

3 tons-under 8 tons .... 3,276 6,546 9,062 176.4 21.6 30.8

8 tons and over ... ....... 899 1,682 2,281 153.7 5.9 7.8

Total ................. 15,196 20,610 29.368 93.2 100.0 100.0

Buses b .. . 2,587 3,137 3,726 43.0

a Excluding government-owned trucks.
b Excluding buses owned by schools and charitable organizations.

The growth in the number of buses in the post-war period is considerably
less than that of trucks. Between 1946 and 1950 the number of buses increased
4. , from 2,587 to a total of 3.726. Practically all of these are of more than
12-seat capacity, but registration figures do not classify separately the sizes
of buses in this group.
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PRESENT SIZE OF THE INDUSTRY

Truck and Bus Operators

Private sources estimate that there are at present about 100 inter-city
trucking firms in Cuba and somewhat over 200 bus lines operating more or
less regular schedules. Recent official figures appear to confirm the number
of bus companies, but suggest that the motor truck companies are not so
numerous as in this estimate. Since entirely up-to-date official figures are not
available and private estimates give no information on the characteristics
of the companies, it seems best to refer to the official data of a year or two ago.

These seem to indicate that most of the existing motor trucking companies
operate from 1 to 20 trucks each but that a dozen concerns are sufficiently large
to operate 50 or more trucks. The figures for the 72 comcpanies registered with
the National Transport Commission as inter-city contract or common trucking
carriers are summarized in Table 48. These companies operated 1,942 trucks,
of which 993 were operated by the 60 concerns with less than 50 trucks
apiece while the remaining 949 trucks were operated by the 12 companies
having more than this number.6

6 Since the number of trucks operated is likely to be known in the case of a large concern, it is assumed
that the company classed as "unknown" in the table is a small operator, or, at least, that it has less than 50
tnmcks.

TABLE 48

TRUCK OPERATORS

Size of Company
Number of trucks per company Number of Companies

1-5 . . ........................ ... 6

6- 10 .......................................... 1........................... 0

11-15 ............. ................................ 18

16-20 ......................................... 0........................... 10
21-25 ...................................................................... 4

26-30 ... 5
31-35 . ............ ....... . 2

36-40 ............................... ............................... 1

4 1 - 45 .................................................... ................. . . ... 1

46 - 50 ............................................... ....................... . .2

5 1 6 -0 ............................................ ............... . ...... 6

61 -70 ........................................................ .............. . . ..... 2

71 -80 .................................................... ......... ..... _. . ..... 1

8 1 - 100 .................................................... .......... ............ I

101 and over .................... ....... .... 2

U nk n ow n .... .................................................... 1

72
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It will be noted from these figures that the dozen largest carriers-one-
sixth of the number for which data were available-operated nearly as many
trucks as all the other carriers combined. And nearly a third of the motor
trucks of these largest companies were operated by the two with the most
trucks: Cooperativa de Camiones del Oeste, S. A., with 150 trucks, and
Compania de Transporte Aliados, S. A., with 160 trucks.7 The former concern
operated over four routes, including the one between Habana and Santiago
de Cuba, while the latter furnished service simply between Habana and Pinar
del Rio.

The "Private Truckers"

No estimate of the present size of the truck industry in Cuba would be
at all accurate without recognition of the "private truckers". In effect, these
are concerns which operate one or more trucks for their own account, either
directly or through an affiliated concern, for the purpose of hauling their
own freight. There are no available statistics on the number of these organiza-
tions or the size of their fleets. It is clear, however, that the number of trucks
so operated must be very substantial indeed.

A rough indication of this may be obtained bv comparing data on truck
registrations above with the figures on the number of trucks of the public
service truck carriers. It will be recalled, for example, that in 1948 there
were 8,228 trucks registered in the size classes of three tons or larger. Data on
the public service truck carriers, however, account for only a little more
than 1,900 trucks altogether. Although some of the difference between these
figures is doubtless explained by individual operators such as farmers and
by the delivery fleets of such companies as dairies, it is evident that a large
number of trucks must belong to concerns functioning in the capacity of
a "private trucker".

It is indeed probable that the number of such trucks substantially exceeds
the total fleet of the public service trucking concerns.

Bus Operators
The tabulation of bus operators (Table 49) reveals that there were, at the

time the available official figures were compiled, 214 companies operating
public service buses. This number includes not only those which were inter-
provincial, but also the much larger number chartered to operate within a
single province (see Table 50). It also includes those licensed to operate
only within a prescribed territory in and adjacent to an urban center. In
the aggregate, these companies operated 3,085 buses.

It should be emphasized that the official data tilized as a source are not strictly up-to-date, and that
therefore the present number of trucks in the fleets of these romapanies may he considerably different from those

quoted. It is probable that prs t egistrtions are ppeeciobly foger. This obse-ation pplie to oil the data
undertying thi.sSection of the Report.
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By far the largest concern was the Cooperativa de Omnibus Aliados,
which operated 1,669 buses. Of these, 1,171 were in urban service in metro-
politan Habana and 498 buses were in intermunicipal and interprovincial
service. It is understood, however, that this concern, like other cooperativas
in the truck and bus industry in Cuba, consists of numerous and relatively
small individual owners of equipment, loosely joined in a single organization.
It is also understood that the individual members of the organization ordinarily
operate over their own prescribed routes. It is not to be presumed, therefore,
that the Coperativa de Omnibus Aliados operates the nearly 1,700 buses
listed under its name as if it were a single integrated company.

Most of the other 214 operators of public service buses in Cuba are small;
that is, operating from one to five buses each. This is brought out in Table 49,
which shows that 153 of the listed concerns operated five or less buses apiece.
Only nine companies had more than 25 buses, and only two were registered
more than 50 buses. As in the case of truck carriers, the small operators,
although important in number, operated a relatively small proportion of the
total number of buses. For example, those with from one to five buses each
accounted for only 421 buses out of a total of 1,416 buses registered.

TABLE 49

Bus OPERATORS

Size of Company
Number of buses per Company Number of Companies

I .................................................... ................... I....... -... , 1

2 ... 85
3 .. . ...................... . 31
4 . . . 23
5 ........ ... . . 13
6 ...... 6...... .. . ... 6
7 ........ . 6
8 9. ...... ... 9
9 ... . . 5

10 1.................. , , 1

11 - 15 ... . . .. 13
16 - 20 . .. . . . . 8
21 - 25 4.. . ...... . 4
26 - 50 ..... . ... 7

51 and over ... .. .. 2

214

Eleven of these concerns operated in inter-provincial service only. These
companies operated 215 buses, according to the official figures. The remain-
ing 203 organizations were widely distributed over the six provinces, with
approximately equal numbers of companies located in Pinar del Rio, Habana,
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Las Villas, and Oriente provinces and smaller numbers in the other two
provinces. Table 50 summarizes the number of intra-provincial bus companies
and the number of buses according to the several provinces.

TABLE 50

INTRA-PROVINCIAL OPERATORS

Number of
Intra-provin6cial Number of

Province Bus Companies Buses

Pinar del R io ....... .......................... 40 143
H abana ............... ................. 38 153
Matanzas ................................. 25 114
Las Villas .................... .......... 42 398
Cam aguey ................................. 15 126
Oriente ................... .............. 43 267

Total ................................. 203 1,201

Traffic Pattern

It seems probable that a major part of the traffic of public motor carriers
in Cuba is on the Central Highway. Although no data are available on which
to make a precise calculation, it has been estimated that this highway carries
approximately 70% of all the highway traffic of the island. While this figure
applies to all traffic-including automobiles and private truckers-it seems
reasonable to assume that about the same proportion also prevails in the
case of public service highway carriers."

The remaining traffic of such carriers is widely distributed over the
secondary highways, as evidenced by the routes over wllich carriers have
been licensed to operate.

Many of these routes are over highways which are barely passable, even
in a Jeep in dry weather. Examples of this pattern include the route between
Pinar del Rio and Guane via Isable Maria; the route between Cienfuegos
and Manicaragua; the one between Bayamo and Manzanillo; and the route
between Cueto and Mayari. Frequently, carriers operate their vehicles more
or less regularly, even over poor highways, when they are at all passable
but discontinue operations when the rains prevent their getting through.

Some carriers are limited to one or two routes over relatively short dis-
tances. There is one trucking concern, for example, with nine vehicles which
operate between Habana and San Antonio de los Banos. Other companies
are engaged in both short-distance and long-distance carriage. For example,

8 It has be estimated that in relation to Habana the traffic on the it.,-'5,.,s distributed in approximately
the following proportions: traffic eastwrard. 70%; traffic westwvard, 20%, . . . southward, 10%. It appears,
therefore, that roughly 90% of the traific between Habana and the remainder of the island travels over the
Central Highway.
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the Cooperativa de Camiones del Oeste, S. A., operating 150 trucks, is licensed
to operate over four routes: Habana-San Juan y Martiniez, Habana-Santiago
de Cuba, Habana Mariel-Bahia Honda, and Habana-Surgidero de Batabano.
It is not uncommon for some of the larger trucking companies to operate
as many as 10 different routes, while the Cooperativa de Omnibus Aliados
is licensed for somewhat over 75 different bus routes.

PROBABLE GROWTH OF THE INDUSTRY

Factors Involved
Further development of public highway transportation in Cuba depends

on a number of factors, largely beyond the control of the industry itself.
One of the more important of these is the further development of the country's
highway network, not only in the extension of highways to localities not
currently served but also in the repair and maintenance of existing and
new highways.

The fact that the motor-transportation industry has expanded so rapidly
in the post-war years, in spite of the deterioration of many of the highways,
indicates that it has a high vitality and a strong economic incentive. With
a further development of highways and particularly with an improvement in
their quality, a greatly expanded growth may be expected.

Another factor of perhaps equal importance to growth is the type of
regulation of the industry which may prevail in the future. If motor trans-
portation continues to develop largely without effective public regulation, it
may well grow so rapidly and so chaotically as to defeat its own sound
expansion. On the other hand, if harsh and ill-advised regulations were
introduced, the industry would be prevented from occupying its natural
economic role in the nation's transportation system. Such possibilities, of
course, are problematical.

Possibility of Improvement

One other vital factor is at least partly within the control of the industry
itself. This is the continued introduction of technological improvements in
equipment and in its operation. Substantial improvements have taken place
in recent years in the types of equipment available. These have been advances
in the efficiency of trucks and buses; light-weight semi-trailers have been
developed; and fuel, tires, and maintenance techniques. have been improved.

Since a substantial part of Cuba's fleet of trucks and buses is old and
out-of-date, such technological advances offer great economic possibilities.
Manufacturers of equipment, too, will doubtless continue to make further
improvements in their products, which will enable carriers to haul larger
payloads at less cost.



TRANSPORTATION 307

In view of these and other factors which are likely to affect the future
growth of the highway transportation industry in Cuba, it is impossible to
make any precise forecast. It is reasonable to assume, however, that the
industry there will share in the growth which seems likely in other countries
and will also expand with any further growth of the economy. Just how
rapid this expansion will be, must be a matter of conjecture. Private sources
in Cuba, however, who are familiar with past developments and with present
conditions, estimate that the industry may double in size in the next ten
years. In the absence of more factual data, this appears to be a reasonable
forecast.

HIGHWAY TRANSPORTATION IN CUBA'S
TRANSPORTATION ECONOMY

Volume of Business
Thus far, neither private nor public agencies in Cuba have compiled

comprehensive statistics of the volume of business conducted by the motor
transportation industry. Even reliable sample data are missing. Exact
measures of the role of the industry in Cuba's transportation economy are
therefore not available, and there is little upon which to base even approxi-
mate estimates.

From interviews with public officials and private concerns, it is estimated
that during the fiscal year ending June 30, 1948, roughly 65% of the freight
tonnage hauled by public service carriers was transported by the public
railroads, and that the corresponding proportion hauled by motor carriers
was approximately 21%. Taking these percentages and applying them to
the statistics of the public railroads, it is estimated that the trucking com-
panies of the country hauled a total of about 9,500,000 metric tons of freight
during that year.

In comparison, published figures for the public railroads reveal that their
tonnage was in the neighborhood of 29,400,000 metric tons, of which approxi-
mately 24,000,000 metric tons represented sugar cane and cane products.
Roughly 5,300,000 metric tons of other freight were hauled that year on
the public railways.9

If the estimate for truck tonnage is approximately correct, then it follows
that outside of cane and cane products the tonnage hauled by trucks was
approximately 78% more than the metric tons of freight traffic of all the
country's public service railroads.

Passenger Traffic
Similar estimates have been made of passenger traffic in Cuba. These

are also based on private sources, and seem to indicate that roughly 64%a

oJ The diffrece between 29.400,000 netnie tons and the s-u of 25,000,000 and 5,300,000 tons is explained
by rounding the figures to the nearest unit of 100,000 tons.
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of all inter-city passengers traveled in 1948 by bus, compared with only
34% by train. If these proportions are taken as approximately correct and
are applied to available data on railroad passenger-traffic, it appears that by
1950 the buses carried nearly 30,000,000 inter-city passengers-not much
less than double the 16,000,000 passengers traveling on the public railways.10

It may be seen, therefore, that the motor carrier industry in Cuba occupies
a very large role in the transportation economy of the country. That its
role is particularly vital is shown by the fact that in some sections of the
country the transportation of people and of commodities is possible only by
highway. As highways are extended to areas not currently served by either
railways or highways, the motor transportation industry will become pro-
gressively more important to the whole economy and welfare of the nation.

2. Government Regulation of the ][ndustry

CHARACTERISTICS OF TRANSPORTATION POLICY

Policy and the Law

In theory, the cornerstone of Cuba's transportation policy is that there
shall be uniformity of freight tariffs for all forms of internal transportation,
after allowing for variations in the conditions under whlich the transportation
service is to be rendered.

As a broad statement of public policy, this principle was laid down in
Chapter III of Title III of the Law of February 14, 1938. This chapter,
entitled "Tariffs and Coordination of Traffic", empowered the National
Transportation Commission" to coordinate freight tariffs and to enforce
the tariffs which they were authorized to approve. Such approved tariffs
were to become, under the provisions of the law, the only "official tariffs",
and carriers were proscribed from,establishing charges lor their services either
above or below the official tariffs.12

Although uniformity of tariffs for a particular transportation service was
established as the fundamental principle of public policy, the law provided
that "equality of treatment in public service and the application of tariffs
shall in every case be subject to equality of the circumstances of transporta-
tion, and different tariffs and conditions shall be justified by the different
nature and magnitude of the traffic offered and the localities, in addition to
the competition, when the enterprises take those circumstances into considera-
tion for the benefit of the development of their traffics".13

0 Both of these figures exclude com-uters and iltex-city passeegees.

-Created by Chapter I of Title III of the LaW of February I4, 1938. This Commission superseded the then
existing Railroad Cotmission.

12 Article XLIV of Title III.
13 Paragraph (c) of Article XLVI of Title 111.
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The National Transportation Commission was authorized to require exact
fulfillment of the tariffs fixed in accordance with the provisions of the law
for the coordination of traffic.14

The Coordinated Tariff
In an attempt to implement the provisions for uniform tariffs, the

Coordinated Tariff was prescribed in a decree published in the Official
Gazette on November 7, 1940. This document classified nearly 2,000 trans-
portable items of freight into seven broad classes, and also enumerated some
21 special classes. The Tariff then established a freight rate for each of
the classes, expressed in terms of a specified number of centavos per 1,000
kilograms or per volume of two cubic meters, and provided that the amount
of the charge should also be dependent upon the length of the haul.

The consensus is that this Coordinated Tariff never functioned from the
date of its promulgation. It is, perhaps, arguable whether it might have been
made to function with a different organization to enforce it. But it is much
more important to consider the fundamental question whether the Tariff was
an efficient and readily-workable method of regulating transportation. There
are several compelling reasons for suggesting that it was not; that, instead,
it was cumbersome, unwieldy; and tlhat, without substantial modifications,
it could not be in the best interests of the nation.

Objections to the Tariff
The principal objections to the Coordinated Tariff as a basis for regulat-

ing internal transportation may be summarized as follows:
1. It is inflexible, and therefore incapable of meeting changes in economic

conditions.

Fundamentally, charges for transportation services are merely prices
for the performance of an economic function and as such, should
remain in harmonious relationship with the rest of the price structure.
They should be reasonably free to move up and down with correspond-
ing shifts in the general price level and with changes in the costs of
performing the service.

When transportation charges are established in the form of official
tariffs, they are no longer able to meet this requirement except by the
very slow and cumbersome procedure of introducing general revisions
in the tariff structure. Moreover, even general revisions are unsatis-
factory because they tend to affect all classes of freight tariffs alike.
In any economic context, there is constant need for adjustments in
individual tariffs in order to meet changing conditions in the move-
nient of particular commodities in specific localities. A system of
official tariffs cannot provide the requisite flexibility.

Article XLIII of Title III.
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2. It is insensitive to differences in the transportation service rendered.

In the transportation of any given class of goods from one locality
to another, there are inherent differences in the kind of service which
trucks and railroads are able to give to the shipper and consignee.
These differences are fundamental and depend on the character of
equipment utilized, the routes traversed, the clistances involved, the
schedules followed, and the quantities of the goods which the carriers
are best suited to handle.

For example, suppose that a shipper in city A desires to ship 20
metric tons of a commodity to a customer in city B, 400 kilometers
away. A railway serving both cities could provide carload service to
this shipper and, at a relatively low line-haul cost, could move the
carload in its regular freight train service. Its service, however, would
ordinarily be somewhat slow because it would have to await the com-
pletion of an entire train of such freight cars.

A trucking company, on the other hand, would require several
medium-sized trucks to haul this quantity of merchandise, and each
of the trucks would operate over-the-road at a higher cost per ton-
kilometer than the carload of freight on the railroad. However, as
each truck was filled it could begin its trip. Equipment used by truck-
ing concerns is ordinarily more flexible and rapid than railroad
equipment, but beyond a certain distance the trucking costs are
generally higher.

It may be seen from this illustration than an official tariff applicable
to both types of carriers fails to take into accoant the inherent differ-
ences in the two types of operation and the c]haracter of the service
rendered.

3. It does not promote the most economical use of each of the various
types of carriers.

As a generalization, the trucker has lower costs than the railroad
over short distances because his starting and stopping costs at the
terminals are less. The railroad on the other hand, tends to have
lower costs over long distances because its line-haul costs are less.
Similarly, the truck operator has a competitive advantage over the
railroad in hauling relatively light, high-value commodities, while the
railroad has an inherent advantage over the trucker in moving com-
paratively heavy, low-value items.

The truck can pick up or deliver freight at any point where there
is a serviceable road or street; the railroad can move a freight car
only to a terminal or to a customer's spur track. In these and other
respects each type of carrier has some inherent competitive advantages.
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A system of coordinated tariffs is unable to preserve for each class
of carrier the types of freight service to which it is peculiarly suited.
The result is that all carriers will continue to be used less efficiently
than if each were free to seek its own most advantageous role.

4. It is unable to encourage the eflective competition between types of
carriers, which would promote the best service and lowest costs to
the users of transportation service.

If all carriers-truck operators and railways alike-adhered to
the rates established in a coordinated tariff, little opportunity would
remain for competitive forces to bring about the best transportation
service to the carriers' customers. There would be no opportunity
whatever for price competition between carriers.

Although it is recognized that the unrestricted competition of
transportation companies can produce uneconomic or even ruinous
results, there can nonetheless be effective competition under a minimum
of established regulations. A procedure based on this principle will
not only tend to fit each carrier into its logical role in the whole
transportation economy but will also promote the interests of shippers
and consignees by encouraging the lowest rates and the best service.

An Unsatisfactory Policy

Principally because of these considerations, it is concluded that the corner-
stone of Cuba's transportation policy-the application of a coordinated
freight tariff system-is neither in the best interest of the country as a
whole nor even of the transportation industry. Even if such a system were
workable, which is open to serious doubt, it would not produce satisfactory
results. The fact that it is so inflexible and cumbersome has doubtless contrib-
uted to past difficulties in attempting to administer the regulation of trans-
portation.

ADMINISTRATION OF REGULATIONS

The National Transportation Commission

Prior to 1938, regulation of the transportation industry in Cuba was
administered partly through the Railroad Commission, created in 1902 for
the regulation of railroads, and partly through the Ministry of Communica-
tions.1 5 Bv a law passed in that year, the authority for regulating trans-
portation was consolidated in a new agency, the National Transportation
Commission.16

15 The foemer authority wa- established pursuant to Military Order No. 34, and the latter by Law No. 54
(April 3, 1935), Decree Law No. 745 (April 3, 1936) and Decree Law No. 800 (April 4, 1936).

1t Established by Chapter I of Title III of the Law of Febhnary 14, 1938.
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This Commission was established as an independent, quasi-judicial agency.
The law provided that there should be five commissioners, of whom the
chairman and one other commissioner must have had previous service of
a specified interval in the Judicial Branch of the government. The com-
missioners were to be appointed by the President with the approval of the
Senate. Dismissal by the President of any of the commissioners was limited
to specified causes and was made subject to review by an agency of the
Supreme Court.

The law also provided, for the appointment by the President of a General
Secretary, on approval of the Commission, with specific qualifications. The
organization and budget of the Commission were also described in the act
creating the agency.

Two Qualifications

Subject to two major qualifications, it is generally agreed that the organ-
ization of government regulation of transportation through the National
Transportation Commission was inherently sound. Tbese two qualifications
are:

1. The basic transportation policy for the administration of which the
Commission was responsible, was unwise. This policy centered on
a coordinated tariff, the weaknesses of which are discussed in the
preceding section.

2. The resources available to the Commission were inadequate for the
magnitude and complexity of its responsibilities. The law established
a fixed annual budget for the Commission of $120,000, and set the
salaries of the commissioners and the senior staff members. It devel-
oped that about half of the total budget was used to remunerate
personnel whose salaries had been specified by law, which left only
about $60,000 per annum for all the remaining staff required by the
Commission. The inadequacy of this amount is dramatically indi-
cated by the fact that the staff has had only five inspectors for the
entire country.

Independence Removed

Instead of correcting these deficiencies, however, in 1947 the government
destroyed the independence of the National Transport Commission by trans-
ferring it and its functions to the Ministry of Communications. 17 The effect
of this was to make the Commission a division of the Ministry, and thus
to make its actions subject to the Executive Branch o:f the government.

17 Presidential Decree N.. 371, February 18, 19-17.



TRANSPORTATION 313

The introductory clauses of the Decree set forth in some detail the justi-
fication for this action, which, essentially, may be summarized under three
arguments:

1. That the Constitution prescribes that executive powers shall be exer-
cised by the President with the Council of Ministers, and that one
of these ministers is the Minister of Communications;

2. That the independence of the National Transportation Commission
unduly duplicates and interferes with the administrative affairs of
the Ministry of Communication; and

3. That the Constitution, by specifying certain agencies whose funds
were to be derived outside the annual budget of the nation, sought
to avoid the creation of other bodies entrusted with the exercise of
public powers.

Original Purpose of Commission

Without entering upon an involved legal discussion of these arguments,
it may be said that many of the functions of the Commission, as set forth
in the 1938 act creating it, are inherently judicial in character. At numerous
points in the act, the Commission was directed to hold hearings, to review
evidence, and to consider arguments and factual data presented by parties
involved in a controversy.

It was empowered to establish tariffs, to review petitions for permission
to discontinue transportation services, and to require the fulfillment of the
principle of coordinated tariffs by a number of specific sanctions and man-
dates. These authorities and obligations are fundamental characteristics of
judicial agencies.

It is for this reason that the Commission was created as an independent
body; it is for this reason that the qualifications of the commissioners and
of their principal staff officers were so clearly and specifically described in
the act establishing the Commission.

It is concluded, therefore, that to transfer the National Transportation
Commission in 1947 to the Ministry of Communications was ill-advised on
two grounds:

1. It did not come to grips with the real problem: to make the basic
transportation policy workable.

2. It assigned to an executive agency functions and powers which are
essentially judicial.

No Effective Regulation
In any event, transportation in Cuba has developed over the years with-

out effective regulation. While the abuses detrimental to the public welfare
are by no means confined to highway carriers, their effects in that area
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have perhaps been of more vital importance than in others, at least in
recent years.

A comprehensive list of the abuses by highway carriers would serve no
useful purpose, even if it were possible to compile one. It is desirable,
however, to illustrate some of the more important and far-reaching of these
offenses to show how ineffective the public regulation of transportation
has been.

Abuses by Carriers

These examples are necessarily based largely on "hear-say evidence",
since there is virtually nothing documented available.,

1. Public service truckers-although taxed at a lower rate than contract
carriers and ostensibly representing themselves as common carriers
-frequently limit their service to one or to a restricted number
of shippers.

2. Highway carriers of all types deviate from the official tariffs, give
secret rebates to certain customers, fail to document the cargo hauled,
prepare false waybills, and make other similar concessions.

3. Inter-city truck carriers, although forbidden by law to do so, provide
door-to-door service.

4. Private carriers, licensed to haul freight for their own account or
for an affiliated company, carry cargo for other customers. In many
cases, this practice is a private business of the truck driver, even
though he is employed by the carrier and operates his vehicle.

5. Private carriers licensed to operate in only one specified locality
very often haul freight far beyond their legal limits.

6. It is customary for operators of small trucks to register their vehicles
and to pay established fees based on cargo capacity, gross and net
weight, and other related measurements and then substantially to
modify the vehicles to increase their capacity and dimensions. It is
not uncommon for the cargo capacity of small trucks to be increased
by 50% to 100%.

7. Carriers often deviate from the established routes over which they
are authorized to operate.

3. Truck carriers frequently deviate from their established schedules.
Sometimes their vehicles do not even continue to destination if the
out-going cargo is delivered at some intermediate point.

9. With few exceptions, highway carriers do not file with the govern-
ment agency concerned the prescribed financial and operating reports.
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10. With the exception of some of the larger carriers, truckers and bus
companies alike escape the payment of the 21/72 % transportation
tax on their gross volume of business.

11. Operators of trucks generally engage in the practice of overloading
their vehicles whenever the volume of traffic warrants it.

12. Taxicab operators, licensed to operate within limited zones in or
near an urban center, are ordinarily willing to carry passengers far
beyond those zones.

Effect on the Railroads
Such abuses, which, it is understood, have prevailed generally in Cuba

for many years, serve to indicate that there has not been-and there is not
now-effective regulation of transportation by highway. Some of these
offenses, particularly deviations from the official tariffs, are also said to
occur on the public railroads. It is generally believed, however, that the
anarclhistic evolution of highway transportation has resulted in totally unfair
competition between the highway carriers and the railways. This is at least
partly responsible for the economic plight of one of the principal public
railroad systems.

Moreover, the disregard for regulation which seems to characterize part
of the motor transportation industry makes it exceedingly difficult for those
carriers who wish to conform with legitimate practices to do so and still to
stay in business.

3. Recommended Changes in Transportation Policy

SUBSTITUTION OF REGULATED COMPETITION
FOR COORDINATED TARIFF

A Suggested Policy
Objections to the coordinated tariff as a basic principle of transportation

policy have already been described above. It is therefore recommended
that the coordinated tariff should be superseded by a broad statement of
policy, based on the principle of regulated competition among carriers.

There is no intention to imply that the United States has a monopoly
of sound transportation policy, or that its statement of broad policy repre-
sents, in practice, a perfect solution to the complex and difficult task of
regulating competition. But, in the last major revision of transportation
legislation, the Congress of the United States made a statement of policy,
which, it is believed, should be considered as a broad objective, equally
applicable to transportation in Cuba. The statement reads as follows:' 8

"It is hereby declared to be the national transportation policy . .
to provide for fair and impartial regulation of all modes of transpor.

Is The declaration of policy precedes Parts 1, 11, and III of the Transportation Act of 1940.
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tation . . . so administered as to recognize and preserve the inherent
advantages of each; to promote safe, adequate, economical, and effi-
cient service and foster sound economic conditions in transportation
and among the several carriers; to encourage the establishment and
maintenance of reasonable charges for transportation services, without
unjust discriminations, undue preferences or advantages, or unfair or
destructive competitive practices; . . . and to encourage fair wages
and equitable working conditions;-all to the end of developing,
coordinating, and preserving a national transportation system by
water, highway, and rail, as well as other means, adequate to meet
the needs of the commerce . ., of the Postal Service, and of the
national defense."

The Public Interest

It will be noted that this statement of policy in no way implies that the
general welfare, or even the soundness of the transportation industry itself,
is promoted by the free play of economic forces.

In the first place, transportation is one of those industries which, to use
an Anglo-Saxon term, is affected with the public interest. For in some
localities or in the case of some classes of commodities, only one form of
transportation may be available. In such cases, the unrestricted operation of
economic forces would tend to produce monopolistic charges.

In other cases, unlimited competition between several carriers would tend
to result in "rate wars" which in time would not only eliminate the weaker
companies but also undermine the financial stability and the quality of service
of all the others.

A Logical Rate System
In the second place, uniformity of rates does not necessarily result in

equitable treatment of the users of transportation service. A logical system
of rates must necessarily take into consideration many factors which deter-
mine whether they are reasonable and fair. Chief of these are cost-of-service
and value-of-service factors, which in turn are compiosed of many complex
elements.

For example, cost-of-service factors may include such considerations as
the value of the commodity, its perishability, the potential obligations of the
carrier in event of loss or damage, and the frequency and speed of the
transportation schedules.

Modes of Transport
Thirdly, a cardinal principle of regulation policy in the transportation

field should be to "recognize and preserve the inherent advantages of each
mode of transport".

For example, wherever the highway carrier is inherently more efficient
in performing a particular service-as, for example, on a short haul of a
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fragile commodity-regulation should preserve this economic advantage over
the railroads. On the other hand, wherever the railroad or water carrier has
a natural advantage-as in a long haul of a heavy commodity-that, too,
should he preserved by government regulation.

A Continuing Process

It is obvious that the economic regulation of the transportation industry,
on the basis of such principles, calls for continual adjustments and changes
in rates and other related factors. Regulation should be a continuing process,
reflecting fluctuations in the character of the traffic that flows, the costs of
operation, the nature of the transportation equipment available and utilized,
and numerous other elements. These factors do not remain static, and there-
fore no single set of tariffs, codified in the form of a so-called rate structure,
can long serve as a satisfactory guide to fair and equitable regulation of
transportation operations.

The economic context within which the transportation industry must
necessarily function is highly volatile. It is doubtful, therefore, whether any
single government regulatory agency, however competent and wise, can effec-
tively set or alter, on its own initiative, the thousands of commodity tariffs,
class tariffs, and other types of rate which are involved in a modern transporta-
tion economy. It appears much wiser, as a matter of general policy, for the
carriers themselves to propose the rates which they consider sound and for
the regulatory body to review the proposals for equitability, and reason-
ableness.

PUBLICITY FOR APPLICABLE TARIFFS

Enforcement Promoted

A second principle recommended for the regulation of transportation is
that all carriers should be required to publish the schedules of current tariffs
after they have been approved by the regulatory agency. This has been
found to be essential to effective public regulation in other countries.

Since one of the principal objects of public regulation is to prevent undue
preference for some classes of users and discrimination against others, the
publication of rates serves to mobilize all users of transportation in their
enforcement.

For example, if customer A discovers that his competitor B is receiving
from a carrier a more favorable freight rate than is specified in the published
schedule, he may be expected promptly to file a complaint with the authorities.
He thus becomes a part of the enforcement machinery.

Need for Time Interval
An important corollary of this principle of regulation is that changes in

tariffs should be permitted only after a suitable lapse of time following the



318 REPORT ON CUBA

proposed change. In other countries, for example, it has been fountl desirable
to require that proposed changes in tariffs be filed 30 days in advance of
their effective date. The object of this is to preveni: arbitrary and sporadic
modifications in particular rates which would have the effect of discriminating
between users of transportation service.

COORDINATION OF DIFFERENT FORMS OF TRANSPORT

Two Examples

Since each form of transportation has inherent economic advantages,
substantial social gain is likely to result from the coordination of the different
forms in one transportation system.

In a developing economy, for example, the traffic on a short branch line
of a railroad may become so reduced that it is uneconomic to continue the rail
service. In such a case, it would be beneficial not only to the railroad but
also to the community it serves if the former could substitute an adequate
trucking service for the branch line. Through shipments between the area
and other parts of the country could thus be effected by a single carrier on
a through waybill, although both truck and rail transportation would be used.

To give another illustration, it is often an advantage to customers who
have no spur track facilities to be able to enjoy door-to-door service on a
single bill of lading because this preserves the economy in line-haul which
the railroad can offer. If the railway can furnish a coordinated rail-truck
service, it can often compete effectively with truck carriers. But, if it is not
allowed to do so, it is at a competitive disadvantage, although it is generally
more efficient in moving loads between terminals.

Existing Provisions

Some provisions already exist in Cuba's transportation policy for this
kind of coordinated service. Public service railroads may establish passenger
and freight services by highway under certain conditions, and may also
abandon unprofitable branches. These provisions enable the railways to make
effective use of highway facilities.1 9 One railroad, indeed, has already
recognized the advantages of this type of coordination and has established
a bus service. So far as is known, however, none of the public railways has
so far similarly coordinated freight transportation by rail and road. Public
policy, however, seems designed to facilitate this when and if it is desired.

19 Varioas provisions of Chapter 11 of Title III of the Law of February 14, 1938. Note, for example, that
Article XXXIV provides that phblic service railroads may establish passeo-er and freight services by highway.
and specifies the conditions for such action. Similarly, Article XL provides that, subject to the approval of
the National Transportation Commission, a pablir service railway may suspend the operation of any railroad
line if it praves to be -nproductive, and may substitate passenger or freight transport by highway in place of
a branch line by rail.
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Door-to-Door Service
In the case of door-to-door service by railroad carriers, Cuba's present

policy is not altogether clear. One provision of the Law of February 14, 1938
would appear to permit the establishment of such service provided that a
suitable charge is made for the delivery and collection of the freight by motor
vehicle.2 0 In possible conflict with this provision, however, is another section
of the same law which permits the National Transportation Commission to
prohibit door-to-door service, apparently on the ground that regulation of
equitable tariffs for such service cannot be enforced.2 1

It is recommended that in this particular the public policy should be
clarified to clear the way for the economic advantages of door-to-door service
by both rail and highway carriers.

FINANCIAL AND OPERATING REPORTS FROM CARRIERS

Little Is Known
Although, for many years, the public service railroads have been required

to furnish elaborate financial and operating reports, virtually nothing is
known about the activities of the motor-transportation enterprises. It is
admittedly difficult to obtain reliable reports from such companies chiefly
because of their small average size. But it is nonetheless important, in any
well-rounded organization for the public regulation of transportation, to
prescribe and secure from motor carriers financial and operating reports of
a simplified character. The development of sound public policy depends
on the collection and interpretation of such reports, since in no other way
can a regulatory body know the nature and magnitude of the economic
problems it has to solve.

Two Suggestions
It is understood that, in theory, reports from motor carriers are required

but that the agency responsible for collecting them has so far enjoyed little
success except in the case of a few of the larger companies.

Two suggestions are offered which may help in this problem. The first
is that the prescribed reports should be as simple as possible and should
contain only the minimum for effective regulation. This will not only make
it easier to prepare and collect the reports but would also make their analysis,
interpretation and publication cheaper.

The second suggestion is that the prompt and regular filing of such reports
should be made a condition of permitting the carriers to continue in business.
Annual application forms for registration of the motor vehicles operated
by highway carriers could require simplified financial and operating statistics

20 This provii. is .ontained in Article XXXIV.
'n See Article XLIII. It is possible to interpret this provision as being applicable only to door-to-door

ser-ice by bighway carriers. However, there is no inherent reason to prohibit these carriers from rendering
such service any more than there is ti preceat railroads from doing so.
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of the preceding year. Such a requirement, too, logically relates to the taxa-
tion of motor carrier operations.

Sample Audits
Since complete audits of all such reports would be time-consuming and

costly, the regulatory agency could adopt the plan of auditing and verifying
representative samples. If each carrier knew that his report might be checked
and that false reports would incur penalties, there would be an incentive to
file reliable data.

The sample technique would yield more timely (lata at lower cost, and
would provide a basis for estimating corrections in the consolidated statistics.

EQUITABLE TAXATION OF TRANSPORTATION ENTERPRISES

Roads and Railroads
It is generally agreed in Cuba that motor carriers have an unfair advantage

over public railroad carriers because of defects in the tax structure. It is
argued, not without reason, that motor carriers enjoy a substantial subsidy
from the public treasury because the streets and highways are built at public
expense; while the railroads had to construct their own right-of-way.

It is further argued that the railroads also have the expense of main-
taining their right-of-way while truck and bus enterprises pay only a small
share of the cost of maintaining highways and streets. In addition, the
railroads own large amounts of tangible property, both fixed and mobile, on
which property taxes are levied. Such arguments cast doubts on the fairness
of present taxation of the two classes of carriers.

Enforcement of Taxation

Even if these inequalities were corrected, it is doubtful whether the rail-
roads would receive equitable treatment because tax laws are not uniformly
enforced. The Mission was reliably informed that the 21/2% tax on trans-
portation is not ordinarily collected-or indeed collectible-from most of
the motor carriers. Some of the practices, too, of highway carriers, described
in section 1-2 above, are examples of tax-evasion.

The problem, therefore, is not only to revise the tax structure, to make
it equitable for the different forms of transportation, but also to enforce
the tax lawvs fairly and consistently. Unequal enforcement of the tax laws
cannot be excused on the ground that many of the motor carriers are small
and have limited financial resources. For, if such carriers cannot pay their
just share of the tax-bill, they should not remain in business.

Allocation of Costs

The allocation to motor carriers of a fair proportion of the cost of high-
way construction and maintenance is a difficult and complex problem, since
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there are others who also use these facilities. In view of the relative import-
ance in Cuba, however, of highway carriers among other highway users, the
task is less difficult than in countries where the use of private automobiles
has reached substantial proportions.

In any event, it should be possible, on the basis of rudimentary statistics
of traffic volume, to arrive at a rough measure by which fairly to allocate
costs to the various types of highway users.

Possible methods of taxation are discussed elsewhere.

4. Recommended Changes in Administration

Re-establishment of Transportation Commission

In a previous section, it was observed that a commission had long been
recognized as a suitable form of agency to regulate transportation in Cuba.
But this principle was set aside in 1947 when the National Transportation
Commission was transferred to the Ministry of Communications. This action
is regarded as a major reversal of sound public policy and of sound govern-
mental organization.

It is therefore recommended that the action of 1947 be rescinded and
that the National Transportation Commission, created by the Law of February
14, 1938, be re-established as an independent regulatory body. The provisions
of that law for the composition of the Commission and for the qualifications
of the Commissioners and the principal staff officers appear to be as sound
today as when they were written.

Suggested Modifications

In reinstating the Commission to a status of independence, it is suggested
that two major modifications should be considered.

One of these is that the organization of the staff of the Commission should
be made more flexible. It is believed that the details of the most suitable
form of organization might well be left to the judgment of the Commission,
which should be allowed discretion in making changes from time to time.

The second modification suggested is a more adequate budget for the
work of the Commission, which would permit a scale of remuneration for
the whole organization in keeping with its authority and responsibilities. To
limit the Commission to the budget specified in the original act would effec-
tively defeat its purpose since this proved inadequate at the time.

It is suggested that the budget alloted to the Commission should be based
on a broad review of its prospective scale of operations, and should be
adjusted from year to year to meet changing requirements.
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I,evision of Policies

Although the reinstatement of the National Transportation Commission
is recommended, it is not suggested that its terms of reference or its obliga-
tions and responsibilities should be the same as those specified in the 1938
law. On the contrary, these should be thoroughly revised, in keeping with
the broad public transportation policies recommended in the preceding section.

The Commission itself, too, should constantly review Cuba's transporta-
tion policy and should be able to offer constructive recommendations for its
revision from time to time. Only in this way would it be possible to preserve
its vitality and to ensure its continuing benefit to the public welfare.



CHAPTER 12

Power
1. Industrial Requirements

Probable Trend
Future requirements of electric power in Cuba are likely to fall into two

separate categories-industrial and non-industrial.

In contrast with the situation in some other countries, in Cuba these
should be considered separately because of the unusual conditions in the
Republic, which-in some respects-offer peculiar advantages.

For her basic industry, Cuba has a large number of strategically-located
processing plants-the centrales-each of which is equipped with the neces-
sary steam and electric generating capacity. These operate on fuel-bagasse
-which is automatically supplied at the right time and place and in about
the right quantity.

This is particularly fortunate because Cuba has to import other forms
of fuel and the power load of her basic industry is seasonal. Apart from
steam requirements, the power required in huge quantities for only a few
months a year in widely-scattered-and sometimes remote-districts could
not be economically supplied by central generating stations and a power
grid, as it can be in more compact and more industrialized areas with a
steady load.

Future Requirements
As far as can be foreseen, any major industrial development in Cuba will

be concerned with processing the products of the soil. This means that for
the most part, developments will not be concentrated in urban areas and are
likely to be near to-or associated with-the centrales.

Such processes, too, are likely to require steam as well as electric power
and, where steam is already a requirement, electric power can be generated
on the spot at little extra cost.

Future power requirements for industrial development, therefore, are not
likely to be of the kind that can be most economically supplied by central
generating stations and long transmission lines.

Moreover, a great deal of equipment-idle a large part of the year-is
already available at the centrales in the very areas where it is most likely
to be needed. Much of this can no doubt be adapted and extended to supply
steam and power for future developments.

Future developments of mineral resources will be mainly in isolated areas
and power can most economically be furnished in such cases by local gener-
ating plants-probably diesel driven.

323
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Present Trend

Indications of this future trend are furnished by present trends. The
Mission found several cases in which industries have found it better to install
their own generating capacity, partly because they claim they can generate
electric power more cheaply than they can buy it, partly because they wish
to eliminate the uncertainty of labor troubles in thie public power system
and partly because, in Cuba, transmission lines are vulnerable to hurricanes.

One or two industries, in fact, which formerly used the public power
supply, have converted to their own generating plants at substantial savings.

Some centrales, close to public power lines, take a certain amount of
power during the dead season. But this is merely to avoid running their
own plants for a light load.

Possible Improvements and Extensions
As the need arises, it will undoubtedly be possible to make better use

of the installed steam and electric generating capacity of the centrales. With
better steam economy, a surplus of bagasse of about 15% over present
requirements can be achieved. But to make use of this it will be necessary
first to develop means of storing bagasse. At times when bagasse is not
available supplementary equipment for burning oil will be able to furnish
steam and power.

Modern diesel generating units, too, are economical and reliable and
particularly suitable for a country which has no coal supplies of its own.
Possibilities of mobile diesel generating plants-mointed either on flatcars
or trucks-to handle intermittent loads or emergencies should not be over-
looked.1

As the need for more power develops in different areas, it may be desir-
able for adjacent units to be interconnected with local transmission networks.

Hydroelectric Power
While a few small local or private hydroelectric units exist, Cuba is not

particularly well endowed for hydroelectric power. This shortcoming is in-
tensified by the extremely seasonal flow of water, which quickly reaches
flood proportions at certain times of the year and is entirely lacking in
others. For this very reason it is urgently necessary further to impound
water to prevent excessive flood damage; and some officials have regarded
such projects as magnificent opportunities for power generation. This seems
to be a misunderstanding for three reasons:

1. The topography in which much of the flood control is needed suggests
good opportunities for impounding water to be used for irrigation,
but usually does not offer sufficient drop in head to be attractive for
power installations.

I For e-ample. see Elect,i-e World January 1, 1951, p. 51.
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2. Since many of the watersheds themselves are under cultivation and
arc subject to the most serious erosion, effective flood control requires
a multitude of small retention reservoirs 2 distributed on the slopes to
hold the water before it has done its damage, rather than a few large
dams at lower points which only act as central receiving stations to
fill up with the top soil washed off the entire watersheds. These small
reservoirs will be hardly more than ponds, and are not adapted to
large-scale power generation.

3. Effective flood control requires an empty reservoir, while power gen-
eration requires a full one. The conflict in this simple truth can be
reconciled only when there is a pronounced topographical drop in
elevation below the dam, a circumstance not often present in Cuba.3

A Flexible System
In short, for most of her probab]e industrial requirements, Cuba already

has large, flexible and easily-extended generating capacity, well distributed
and well located. Her future industrial development, therefore, is unlikely
either to require or to justifv great investments in public power schemes.
Her needs can be met as they arise, stage by stage and in relatively small
units.

For these reasons, the Mission believes that any expansion of the present
power system should be considered mainly from the point of view of non-
industrial requirements.

2. Non-industrial Needs

The Cuban Electric Company
In the case of non-industrial uses of electric power, the situation is quite

different. The Cuban Electric Company (Cia Cubana de Electricidad),
which supplies over 90%/o of the public power consumed in the island, is
operating close to capacity and 80% of its equipment is over 25 years old.
By modern technical standards, too, it is uneconomical. New equipment,
therefore, is urgently needed.

Cuba's growing population and also increasing uses of electricity for
refrigeration and air-conditioning will undoubtedly mean increasing demands
for power over the next few years. The Company is reported to be hoping to
increase its capacity by about 35% in the next four years if the necessary
finance can be arranged.

The true financial position of the Company is hard to assess. It seems
probable that it is over-capitalized in relation to its real value and earning
capacity, but expert opinion differs as to the extent. Competent observers

C Combined with improved agricultural practices.
One proposal, however, for hydroelectric power is discussed in Section 4, Chapter 13.
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feel, however, that at present rates the Company is in a position to pay
reasonable dividends on a reasonable capitalization if large customers, such
as the Cuban Government, pay their bills and do not again fall into arrears.

By standards of other countries, however, rates are high and, as already
noted, some big industrial consumers who could buy the Company's power
are finding it cheaper to generate their own. There are widespread public
complaihts, too, about the cost of electric power.

Dilemma of the Company

The Company seems to be in the dilemma that it cannot afford to reduce
rates unless or until it can install more modern-and therefore more eco-
nomical-generating equipment.

But this is only on the assumption that labor costs will remain as at
present-an assumption that no business enterprise in Cuba can safely make.
For it is impossible to predict what new demands labor may make at any
time, which, for political reasons, may have the full support of the govern-
ment, even to the point of "intervention."

It is generally felt in Cuba that the Company is not only over-capitalized
but also that it has failed to pursue a farsighted program of renewal and
development. Its labor relations, too, do not seem to have been as fortunate
as those of some other foreign enterprises. But, against this, it should be
said that it has had little encouragement to progress. Uncertainties of the
labor and political situation in Cuba have hardly been conducive to develop-
ment in this-and other-fields. For example, the Company has had the
same experience as the railroads of not being paicl for services rendered
by the Government and municipalities.

For a long time, the Company had to furnish power to the Habana street-
car system for which it was not paid, just as the railroads have had to
furnish services to the Government and have not been able to collect their
bills.

As of July, 1950, the balance sheet shows Accounts Receivable to include
"Customers-government $1,937,499 and Customers-maiunicipal $7,584,537."
These, combined, equal almost three times the average annual sales.

A Test Case?
As this is written, the Company is, attempting to raise the finance neces-

sary to expand its generating capacity and it is not known whether or not
it will be successful.

Whatever the shortcomings of the Company in the past, the Mission
believes that this could be a legitimate investment for private capital if, and
only if, the Cuban Government can give satisfactory assurances that the
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Company will enjoy reasonable operating conditions and freedom of action
in the future.

Therefore, if the Company is unsuccessful in raising the finance from
private sources, a part of the reason will be that not enough private investors
have sufficient confidence in Cuba. This is, so to speak, a test case which
may establish whether or not the outside world believes in Cuba's future and
any assurances its Government may give. The outcome of present negotia-
tions, therefore, may have wide repercussions.

This, therefore, may bring Cuba face to face with the hard reality of
the need for confidence, which is so essential to her development but which,
in recent years, has been so seriously undermined.



CHAPTER 13

Santiago Water Supply

1. Reason for Study
A Crisis Avoided

In June, July and August, 1950, it was freely predicted by responsible
citizens and qualified observers that unless 8 inches of rain fell before
October 1st the city of Santiago would be completely without water. It was
also prophesied that, if this crisis occurred, all employment in all industries
would cease and that rioting, epidemics, a general exodus and an extreme
danger from fire would probably occur.

Only heavy rains in September averted this critical situation. Without
these both the Cuban Government and the local authorities would have been
powerless to prevent disaster.

Causes of Shortage
Indirectly, the Santiago water shortage was caused by the lack of satis-

factory reservoir facilities, capable of retaining water during an extended
rainless period. The direct cause was the scarcity of rainfall during 1949
and 1950. Previous serious water shortages in Santiago have been reported
-the worst one on record occurred. some 15 years ago. But the situation
bad never grown so grave as during this year. This was partly due to the
growth of the city, partly to greatly increased sewage facilities and partly to
the establishment of several new industries.

Santiago has a population of about 160,000. Since the city is not heavily
industrialized, a per capita consumption of 80 gallons per day is considered
a fair estimate of water requirements under normal circumstances. The
daily water requirements for the city of Santiago- are therefore 12,800,000
gallons. During the month of August the actual supply available had
decreased to 3,500,000 gallons per day.

2. Present Sources of Supply
Inadequate and Impure

Even under normal conditions the daily water supply in Santiago is
only between 8,000,000 and 8,500,000 gallons, or about two thirds of the
normal requirements of a city of 160,000 people-a dangerous situation.

Santiago water, too, is notoriously impure, and liable to cause visitors
and many of the residents to suffer from "Santiago colic" or "flux". Since
the water is often unfit for human consumption, reasons for neglecting to
install a modern, water-treatment plant are obscure.

328
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Six Sources of Supply

Santiago normally receives its water supply from the following sources:

1. The aqueduct at Charco Mono dam on the Canas River, located about
32 kilometers northwest of the city. It is reported to have a capacity of some
two billion gallons. When the reservoir was visited on August 13, 1950, it
was dry.

2. A supplementary source of water is obtained from an earthen dam
at Chalons, about four kilometers north of Santiago. This reservoir, which is
fed by a small creek, is reported to have a capacity of 400,000,000 gallons.
This reservoir was completely dry when visited on August 12, 1950.

3. There are 22 wells, including 4 new ones, sunk in gravel in the San
Juan Valley, east of San Juan hill and immediately east of Santiago. At the
start of the crisis these wells produced 2,000,000 gallons per day but ulti-
mately dropped to 500,000 gallons per day. Water was pumped from only
9 or 10 of the wells.

4. An additional three wells, with an initial daily capacity of 2,000,000
gallons, which later dropped to 300.000 gallons, had been sunk, by Febru-
ary 1950, in the San Juan Valley, at Santa Rosa, immediately south of the
aforementioned 22 wells. Single wells were also sunk at Caimanes and
El Purgatorio.

During the water crisis the water level in the wells of the San Juan
Valley dropped from 2.75 meters above sea level to 80 centimeters below
sea level.

5. During the same period, water from a pool at Tempu, on the Cauto
River, located some 43 kilometers northwest of Santiago, was connected by
a 14-inch cast iron pipe line with the Canas River aqueduct. The connection,
completed by July 25, 1950, is 8-9 kilometers in length. During the rainy
season the Cauto River has a large flow but during dry seasons it suffers
the same viscissitudes as the Canas River. Some two million gallons per day
were secured from this source during a short portion of the critical period.

6. During the late stages of the water shortage, it was planned to tap
the old water-filled open cuts excavated by Freeport Sulphur Company's
manganese mining operations at El Cristo, about 15 kilometers northeast of
Santiago. It was hoped that this source could supply over 1,000,000 gallons
per day. But since this water is contaminated and unfit for human consump-
tion, it is perhaps fortunate that the objective was never achieved.

3. History of the Problem

The Salcines Proposal
The Law of October 20, 1923 provides for the construction of a water

supply system for the city of Santiago with a capacity of 45,000,000 gallons
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per day. During the period from 1924 to 1926, therefore, there was much
discussion of methods to develop this supply. Various parties wished to
tap the Canas, Cauto and Mogote River Basins, located west and northwest
of Santiago. On the other hand, Ing. Jose Lecticio Salcines submitted a plan
to secure water as well as power from the Bacanao, Guantanamo, Jaibo, and
Yateras River basins, located northeast of Santiago.

In an effort to secure the professional advice of a qualified referee,
Dr. Carlos Manuel de Cespedes, Minister of Public Works, in 1925-1926,
requested the L. E. Meyers Company, Chicago, Ill., to study the two areas
in question and offer recommendations for the future guidance of the
government.

After field parties had explored both areas-to the northeast and north-
west of Santiago-the L. E. Meyers Company recommended that Ing. Sal-
cines' project on the river; to the northeast held thLe most promise. As a
reward for his proposal the government commission responsible for the
investigation awarded Ing. Salcines $20,000, which he has never been able
to collect.

The Baltran Contract

Bids were then called for on both the northeast and northwest projects.
The Meyers Company offered a bid of $7,700,000 on part of the Salcines
project which was to extend only to the Bacanao River. This company also
offered to finance the venture, allowing the government from 25 to 35 years
to pay for it. But their bid and offer were rejected.

Instead, Dr. Cespedes awarded a $7,200,000 contract to Sr. Jose Baltran,
Representative from Oriente Province, to build a dam on the Canas River
in the northwest and to connect it with a reservoir to be built in Santiago.
This contractor subsequently built the dam (Charco Mono), a 5-kilometer
tunnel and the reservoir in Santiago but never built the connecting line.
As mentioned earlier, the reservoir formed by the dam was dry in August
1950. The connecting line was eventually constructed.

It is of interest to note that the VII Engineering Congress, held in Habana
in April, 1949, awarded Ing. Salcines' original project the "General Electric
de Cuba" prize and requested the Cuban Government to adopt it. The First
Pan American Congress of Engineering held in Rio de Janeiro in July, 1949
also placed its stamp of approval on Ing. Salcines' project.

Despite these expert verdicts the Cuban Government persists in attempts
to secure water for Santiago from the rivers to the northwest. A pipe line
connecting a pool at Tempu on the Cauto River was completed by July 25,
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1950, in time to help temporarily to alleviate the recent water shortage. A
permanent and more suitable dam site, too, has been chosen on the Cauto
River. Construction of the dam had not started by the end of September
1950, but 75% of the pipe line had been completed when the contractor
stopped construction until the government should pay for the previous work.

Plans are reported eventually to tap the basins of the Mogote River and
Contramaestre River 25 to 35 miles farther to the west.

4. Ing. Salcines' Proposal

Water from East and Northeast

This project consists of the construction of individual dams on each of
the Yateras, Jaibo, Guantanamo and Bacanao Rivers, located 35 to 70 miles
to the east and northeast of Santiago. (See Map 3.)

The plan, of course, is to store the water which falls during the rainy
season. It is proposed to use the water from the four reservoirs behind
the dams to produce electric power, to irrigate throughout the region and to
provide a potable water-supply to the surrounding cities and towns.

It is estimated that the water, piped from these reservoirs to suitable
hydroelectric plants, would develop over 30,000 H.P. From these plants,
the water would flow through a canal with 1:4000 slopes extending from the
Yateras to Santiago, and would supply municipal and irrigation demands.

Ing. Salcines states "the seven sugar mills operating south of the pro-
posed canal are using crude-oil-burning boilers to produce about 17,000 H.P."
His plan is to provide these mills with all the power needed.

Irrigating the Guantanamo Valley

This thesis also deals at length with the advantages to be derived from
the irrigation of the Guantanamo Valley. When the project was first pro-
posed in 1925-1926, sugar cane plantation owners offered to pay $300 to
$375 per caballeria' annually for irrigation water. But it is unknown if
these organizations are still willing to do so.

According to Ing. Salcines, "the canal included in this project would
give Santiago de Cuba a gravity flow of 100,000,000 gallons per day. The
excess over the 45,000,000 gallons, which the law calls for, could be used
for irrigating the land around the city of Santiago de Cuba, which would
lie south of the stretch of the proposed canal running between the Bacanao
River and the city proper."

In Cuba, I cabaZleria = 33.162 acres.
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Finances of the Project

Following is an abbreviated accounting of Ing. Salcines' proposal:

Total cost of project (including dams, hydroelectric plants
and Santiago waterworks, etc . ................................ . $23,859,247.90

Annual operating costs. ......... ....................................... 2,165,916.95
Estimated yearly income:

Revenue from waterworks .................... $ 450,000.00
Revenue from power plants ................. ... 3,830,512.80
Revenue from irrigation ..................... 1,250,(000.00

Total estimated yearly income . ..................... 5,530,512.80

In other words, Ing. Salcines estimates an annual operating profit of
$3,364,595.85.

These figures, computed by Ing. Salcines, are of course only estimates
and subject to drastic revision. It is felt that his estimate of the cost of
building dams, power plants and irrigation facilities, etc., is decidedly low
under present conditions. His estimates, too, of annual income may be
optimistic.

"Rainfall More Abundant"

Ing. Salcines concludes his thesis with the following statement:

"The only real solution consists in the utilization of the basins east
of Santiago de Cuba, which are very large and are located far inland,
where rainfall is much more abundant than near the south coast, which
is the location of the western basins.

"The financial problem posed by the construction of adequate water-
works for Santiago de Cuba would also be solved by this project,
because of its manifold benefits, combining the potable water service
for the city with tbe hydroelectric power utilization and the improve-
ment by irrigation of good lands whose productive capacity has become
extremely low for lack of water.

"As we have shown, this multiple-use project will pay for itself,
and, in addition, will yield profits to the State amounting to several
millions of dollars per year."

5. Potential Productivity of Basins to East and West

Lack of Essential Data

Most of the statistical data essential for a discussion of this subject is
not available. The average rate of run off in the various basins, the stream
flow, complete rainfall data and the composition of the river waters must
all be determined before any final comparisons of the two areas can be
concluded.

Both areas must be topographically and geologically mapped before the
merits of either area can be intelligently discussed. For example, the east
portion of the eastern area is known to be underlain by cavernous limestone,
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thus seriously affecting run off and profoundly affecting the water storage
capacity of individual dam sites. The area of the catchment basins obviously
depends, to a large degree, on the topography.

A Comparison of Areas

The Meyers Company, in 1925-1926, in their reconnaissance fieldwork,
attempted to compile part of the missing data. The following discussion is
based on this data and on some missing portions supplied by Ing. Salcines.
The areas of the various catchment basins are:

TABLE 51

Meyers' Figure Salcies' Figure

(sq. kilometers) (sq. kilometers)

East Area

Bacanao ... . 170 340

Guantanamo ........ 900 900

Jaibo .......... ... 160 160

Yateras . ...... ... 300 300

West Area

Canas . . . 40 70

Cauto .............. 30 100

Mogote . .140 100

The Meyers Company provides the following figures on reservoir capacity:

Bacanao (east) .19,500,000,000 gallons
Guantanamo (east) .... 59,500,000,000 gallons
Yateras (east) .5,500,000,000 gallons
Mogote (west) . 2,273,700,000 gallons

These tables clearly indicate that the catchment and possible reservoir
areas on the rivers to the east are appreciably larger than those on the west.

Estimated Supply
The Meyers Company provides the following estimates on the daily water

supply anticipated from the various reservoirs:

Bacanao (east) 16,272,000 gallons
Guantanamo (east) ... 50,000,000 gallons

Yateras (east) .. .. 28,000,000 gallons

Mogote (west) .. . 14,000,000 gallons

The Charco Mono reservoir on the Canas River in the west, before drying
up during the past summer, onlv produced some 2,000,000 gallonis daily.
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Estimated Costs

The Meyers Company also made the following estimates of the length
of the pipe lines, aqueducts and tunnels to connect the various reservoirs
with Santiago and also of the cost of the construction of each of the dams,
reservoirs and aqueducts. These estimates were made in 1946.

Reservoir Projected Length Cost

(kilometers) (dollars)

Bacanao (east) .61.48 $ 7,720,212.70
Guantanamo (east) .97.23 14,540,370.40
Yateras (east) .119.23 12,361,006.93
Mogote (west) .73.40 13,601,129.30

Rainfall Data

The only rainfall data available was secured by Ing. Salcines from sugar
central records in the catchment areas to the east of Santiago. The average
rainfalls in inches, for periods varying from 5 to 11. years in different por-
tions of the various catchment areas are:

Catchment Basin Raifial1 (inches)

Bacanao (east) . ... none
Guantanamo (east) .94; 122; 60; 52
Jaibo (east) .. 96
Yateras (east) .120; 115; 105
Canas (west) ... south half: less than 20

north half: unknown
Cauto (west) .. south two-thirds: less than 20

north one-third: unknown
Mogote (west) .south half: less than 20

north half: unknown

6. Conclusions

Eastern Supplies Seem Superior
On the basis of present available data on the areas of the catchment

basins, stream flow, rainfall and reservoir capacity, the river basins on the
east certainly appear to be far superior potential sources of water-supply
to those chosen by the government to the west of Santiago.

At least it is certain, from the sad experience of 1]950, that the first guess
of the Cuban Government-Charco Mono Dam-has not resulted in an
assured municipal water supply for the city of Santiago.

The second government choice-the construction of a dam on the Cauto
River-may provide Santiago's needs for a short period but there is no
indication that this is the permanent answer to the whole problem.

It is also felt that Ing. Salcines' proposals to obtain water in the basins
east of Santiago and especially as far east as the Guantanamo River have
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merit and should be most sympathetically and constructively considered be-
cause his thesis may well be the forerunner of a permanent remedy for the
deplorable conditions that exist at present.

7. Recommendations

The Mission recommends that:

1. A fresh study should be made of the whole problem of supplying the
city of Santiago with water, with the aim of meeting needs for many years
ahead. Since such a study will take several years it should be begun as
soon as possible.

2. In order to assess the relative merits of the two areas and also
accurately to estimate the amount of water likely to be available, following
steps should be taken:

(a) Facilities should be established for stream-gauging the rivers in
question and also for rain-gauging, in order to secure accurate data
on the rainfall of the areas.

(b) The areas should be topographically and geologically mapped, in
order to secure a proper basis for future decisions.

3. An efficient water-treatment plant for the city of Santiago should be
established as soon as possible.



CHAPTER 14

Telephones

1. Service
Public and Private Lines

Cuba's principal telephone service is that of the Cuban Telephone Com-
pany, a Delaware corporation controlled (84.41% as of December, 1949)
by I.T.&T. Corporation. This Company has a virtually unlimited govern-
ment concession for domestic service in all parts of the island, and a thirty-
year concession (through its wholly-owned subsidiary, Radio Corporation
of Cuba) for operation of international radiotelephone service. In addition,
it has a working arrangement with American Telephone and Telegraph Com-
pany for division of revenues from the Habana-Key West cables.

The island has also a number of small private telephone systems serving
the properties of individual sugar centrales, and to, a certain extent these
are interconnected. In general, however, they are not available to the
ordinary public.

2. Telegraph Competition

Government and Private
No less than eight companies offer radio-telegraph service in Cuba, for

domestic or international messages or both. Telephones are preferred, how-
ever, and except for periods of wartime mail censorship the telegraph business
has been falling off steadily.

The government offers its own telegraph service to the public, at rates
as low as 20 per word. But the equipment is mostly of the historic Morse
sounder variety, with only a few teletypes on certain lines. An estimated
75% of the messages are the government's own, carried gratis. As a result,
private messages are so delayed that the independent companies are able
to compete at rates three times as high.

None of the telegraph companies is making money, according to avail-
able information. With falling revenue, there is little incentive for them
to invest in new micro-wave equipment. It seems improbable Lhat the island's
telegraph service can expect to carry any significant portion of an expanded
communications load.

3. Installations
Growing Demand

Telephones of the Cuban Telephone Company in service numbered approx-
imately 38,000 in 1935, 59,000 in 1940, 74,000 in 1945, and somewhat over
106,000 in 1949. The net increase in active telephones was 8,945 in 1948
and 12,608 in 1949. Pending requests for new installations as of the begin-
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ning of 1950 numbered about 15,800, of which 85%/ were in the Greater
Habana area.

The Company has endeavored to keep pace with the growing demand for
telephones. This has been especially evident since the war, after equipment
again became available. During the four-year period ending in December,
1950, the program has involved an expansion of approximately 50% in
telephones in service, a 60% increase in domestic toll calls, more than 100%
increase in international service, and the installation of numerous new lines.

Installation Complaints
Potential subscribers are far from satisfied with the rate at which new

telephones are installed. Needless to say, in Cuba as in other countries, it
has been difficult to meet at once all of the backlog applications accumulated
during the war.

There appears to have developed a form of "black market" in telephone
installations, as has occurred in a few neighboring countries under similar
pressures. It is popularly charged that applications are filled, not in chrono-
logical sequence, but in an order determined by personal or governmental
influence.

That there is some of this is undoubtedly true. At the same time, it is
equally true that many local citizens and officials do not understand the
technical limitations which any telephone system faces in such matters.
Whether a new telephone can be installed in a certain house or neighborhood
is often determined by the physical capacity of a local switchboard or its
lines, regardless of the number of new telephone instruments available in
a warehouse.

Quality of Service
In point of actual service, the Cuban public telephone system is far from

satisfactory. Poor or erroneous connections and electrical disturbances are
frequent. Both domestic and international long-distance calls require unusu-
ally long periods of waiting for connections, and then may be cut orf
repeatedly during a single conversation. Connections are frequently so
faulty as to require shouting, and the quality of voice transmission is not good.

Maintenance is not prompt. To the common complaints that out-of-order
telephones remain so for days at a time, the Mission can add its own from
personal experiences. It should be emphasized, however, that maintenance-
is unavoidably difficult under hurricane conditions.

An appreciable number of broken or defective instruments, of both pri-
vate and coin-box types, are observed in service. Moreover, few instruments
of the most modern types are seen. It is reported that some of the central
station equipment is in bad repair and that boards installed forty years
ago are still being used.
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4. Problems

Financing Necessary Expansion
Since its establishment in 1908, the telephone company has considered

it necessary to show a good return on invested capital in order to obtain
the additional financing constantly needed for further expansion.

In this it has apparently succeeded, except for certain periods. From
1918 through 1931 its annual dividends on common stock ranged from 6%
to 8%c of nominal value;1 they ceased from 1932 to 1942, but were resumed
at 4% in 1943 and 1944; and since 1945 they have been at 6%,. A stock
dividend of 8 3%% (one share for each twelve) was issued in September, 1948.
On the preferred stock a 6% dividend has been paid regularly since 1939.

New Stock Sold
Thus, despite the usually unreceptive Cuban capitaLl market (Chapter 30,

A Capital Market for Cuba?), the Company has been able to sell new stock
offerings in Cuba as recently as 1948 and 1949, at prices from 1% to 91/2%
above nominal value.

It would appear, however, that this has been accomplished at the expense
of maintenance and replacement of equipment. Net earnings have been
governed by the regulated rates and other factors discussed below. The
Company, it must be inferred, faced a dilemma: proper expenditures for
maintenance would mean lower dividends and difficult financing of each
expansion demanded by the public; while dividends sufficient to attract new
capital meant a public made irate by degeneration of service. Neither course
being wholly satisfactory, it can be concluded that the basic problems
lay elsewhere.

Rates
The rate structure under which the telephone system operates has been

in effect since 1909. An exception is the Cuba-U.S. toll service, rates of
which were reduced in July 1950, by order of the Cuban Government.

Since 1946, the ratio of net telephone earnings to average invested capital
has decreased from 5.98% to 4.41%. Company officials consider 8% neces-
sary for satisfactory service to both the public and the investors.
b

Free Service to the Government
The Cuban Government enjoys free local telephone service from the

Company, and a 50%o reduction in toll charges. It is understood that during
the five years, 1945-49, the total value of these free services and reductions
amounted to $900,000.

'Par value $100.
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The Mission believes that the government should pay for its telephone
service. This is as much a normal operating expense of government, as the
purchase of carbon paper or feed for army horses.

Uncollected Accounts
In addition to the free service mentioned above, the Cuban Telephone

Company's records indicate that as of August 31, 1950, there were the follow-
ing amounts receivable for services to Cuban governmental agencies:

TABLE 52

1950 Unpaid Total Unpaid
accounts accounts

National government . . .... $161,469.39 $754,647.41
Provincial governments .2,940.12 4,818.47
Municipal governments . 19,116.74 149,276.28

Total .. $183,526.25 $908,742.16

The Mission understands that these accounts are non-controversial, and
that nearly 50% of the total has been outstanding since before 1946.

Payment of these accounts would assist the Company in improving its
service to the public.

Installation Priorities
In partial answer to public complaints of favoritism in making new

installations, the telephone company has formally protested an order of the
Public Service Commission of September 8, 1950. In this protest, it is
claimed that the Commission is taking over specific functions of the manage-
ment of the Company, such as deciding which service connections must or
must not be made questions which cannot be decided properly by anyone
not fully familiar with the technical and other limitations.

5. Future Growth
Requirements

It is anticipated that provision must be made for installing some 15,000
telephones per year for the next two years, together with the necessary lines,
exchange equipment and other facilities. In addition, it is clear that some
progress will have to be made in renewing and repairing unsatisfactory
existing equipment.

The fixed obligations of the Company have increased by $9,000,000 since
1945. Assuming equipment and supplies to be obtainable, the Company
estimates that an additional $18,000,000 will be required in 1951 and 1952.
Some $6,000,000 will be available through retained earnings, depreciation,
etc., leaving $12,000,000 to be raised elsewhere.
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Conditions

Abandonment of its dividend policy will certainly do nothing to help the
Company to acquire the needed capital.

Yet some of the facilities, maintenance of which appears to have been
sacrificed to meet dividends, are now so old that they will soon have to be
replaced in some way.

The Mission is of the opinion that if Cuba wants a better telephone
system, she will have to pay for it.

Unquestionably, therefore, a review and revision of the rate structure
is necessary.



CHAPTER 15

Alcohol-Gasoline Blends

1. Introduction
Important Factor in Economy

While the Mission was in Cuba, the use of alcohol-gasoline blends was
costing the Cuban Government-directly and indirectly-over $4,500,000 per
annum, or nearly 2%/c of the national budget.

When there is a surplus of molasses, or when world prices of molasses are
low, the cash cost to the Government of fuel-alcohol can partly be offset by
certain gains to the Cuban economy as a whole, as indicated below.

But when there is a shortage of molasses and the world price greatly
exceeds four cents per gallon, which was the amount paid by alcohol-producers
while the Mission was in Cuba, the Cuban economy sustains a loss by using
molasses for fuel-alcohol.1

Use of alcohol-gasoline blends, therefore, is an important factor in the
Cuban economy and it seemed desirable carefully to examine the economics
of this subject.

Abnormal Conditions
Since, at this writing, it is impossible to forecast how long the present

abnormal world prices for molasses and for alcohol will continue, only
general recommenidations will be offered.

It may be helpful, however, to describe the situation as it existed in Septem-
ber 1950, to analyze some of the complex factors involved and-by way of
illustration only-to offer some hypothetical examples. Relevant technical
considerations will also be examined.

It is hoped that this may be useful in formulating a policy if or when
world conditions become more normal.

2. Use of Alcohol and Gasoline

One Grade for Motorists

Two kinds of gasoline are available in Cuba-aviation gasoline, most of
which is imported and which represents only a small proportion of sales;
and regular-grade gasoline. About 75%Mo of the latter is imnported and the
remainder is produced in local refineries.

The octane-number of this regular-grade gasoline averages between 78
and 80 (Research Method).

I As this was written sales at 20 cents were eported.
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No facilities exist generally to distribute two grades-"premium" and
"regular"-as in the United States and, in the opinion of some local distribu-
tors, it would not be economic to do so.

A Satisfactory Fuel
When blended with alcohol, however, the regular-grade gasoline makes a

satisfactory fuel even for modern high-compression engines because the
alcohol gives the gasoline an effective octane-rating of 86-87 (Research
Method).

During 1949, the average amount of alcohol in the blend was 12.792%.
But since the amount of fuel-alcohol produced is fixed by decree and consump-
tion of motor fuel rose in 1950, the percentage of alcohol was correspondingly
reduced. It is reported that permission is being sought to raise the alcohol
content to 14% of current motor-fuel consumption.

Regular-grade gasoline, with no alcohol-content, is used only by:

(a) The Cuban Armed Forces.

(b) The U. S. Embassy and the U. S. Navy.

(c) Bus companies.

This gasoline is sold tax-free to users (a) and (b) . In connection with
two bus companies only, a special rebate of 4.38¢ per gallon is granted in
addition to tax remission.

Consumption of Blend
Official figures give the consumption of alcohol-gasoline blends in 1949

as follows:

Gasoline ............... ... 92,367,243 gallons 87.208%
Absolute alcohol (99.5%) . . 13,548,890 gallons 12.792%

Total blend (1949) ...... ... ... 105,916,133 gallonis 100.00%

Consumption rose sharply during 1950 and it was estimated that the total
for the year might reach 140,000,000 gallons. But for the purpose of this
discussion an estimate of 120,000,000 gallons will be taken.

During the year a fixed quantity of 1,200,000 gallons of 99.5%7 alcohol
a month (or 14,400,000 gallons a year) was authorized for mixing with
gasoline. It is reported, however, that raising this tc 1,800,000 gallons a
month is under consideration.

Cost to the Government
For each gallon of alcohol produced for this blend, Cuban alcohol-pro-

ducers receive a government subsidy of 18 cents. This subsidy, therefore,
costs the Cuban Government 14,400,000 x 18¢ or $2,592,000 per annum.
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This, however, is only the direct cost to the Government. There is also
an indirect cost because substitution of a proportion of alcohol for the gaso-
line which would otherwise be consumed represents a loss of tax revenue.

With the blend at present employed, a gallon of alcohol may be taken
as equivalent to a gallon of gasoline from the point of view of mileage.
Taking the total taxes on gasoline, therefore, at 13.850 per gallon, 14,400,000
gallons of alcohol (to use the authorized amount) represents a loss of tax
revenue of $1,994,400 per annum.

Adding this indirect cost to the direct cost above, it will be seen that the
total cost to the Government of subsidizing 14,400,000 gallons of fuel alcohol
per annum is $4,586,400 per annum.

Gain to Cuban Economy

From the point of view of the Cuban economy as a whole, however, this
is not a complete picture, for two reasons.

First, substitution of 14,400,000 gallons a year of alcohol for the same
amount of gasoline reduces foreign exchange expenditures. Taking 10.5
cents per gallon as the price for imported gasoline, the saving in foreign
exchange is 14,400,000 x 10.5 cents or $1,512,000 per annum.

Second, use of an alcohol-blend permits the oil companies to purchase
or to refine gasoline of a lower octane-rating than would otherwise be accept-
able to the motorist.

Differences in price between gasolines of different octane-ratings depend
on various factors, such as locality and the type of refinery from which they
are produced. Under some conditions, there may be no difference. But
experts in Cuba seemed to agree that it would be fair to say that the alcohol-
blend reduces the cost of the gasoline used by one cent per gallon.

Assuming a consumption of 120,000,000 gallons a year, if no alcohol were
used, Cuba would have to import this full amount of higher-octane gasoline
at an additional cost of one cent per gallon or $1,200,000 per annum.

Adding this saving in quality to the saving in quantity above, in theory
the Cuban economy gains $2,712,000 to offset the cash loss to the Government.

Gain Only Theoretical

While world prices for molasses are high, however, this gain is purely
theoretical. For molasses is sold to alcohol-producers in Cuba at four cents per
gallon, which, in effect, is an additional subsidy.

Since to produce each gallon of alcohol requires approximately 21/_2
gallons of molasses, 14,400,000 gallons of fuel alcohol annually absorb about
36,000,000 gallons of molasses or about 12% of the current Cuban output.
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If the world price for molasses were only 10 cenrts, this could be sold
outside Cuba for $3,600,000 which, of course, would more than offset the
monetary gain to the economy indicated above.

Against this, of course, certain permanent gains of a different nature must
be noted. Alcohol production gives some employment in Cuba and, presum-
ably, yields some taxes. The encouragement of the industry, too, is some
safeguard against a future surplus of molasses and against a shortage of
motor-fuel in the event of war.

Cuba's Dilemma
Since the consumption of motor-fuel is rising, its anti-knock quality is

deteriorating. because the alcohol-content (based on a fixed production) is
diminishing.

In the near future, therefore, Cuba may find herself in a dilemma. She
may either have to increase production of alcohol for mixing with gasoline
or may have to import a higher-octane gasoline than at present at an addi-
tional cost of at least 1/2 cent per gallon.

If the alcohol subsidy is continued at 18 cents yoer gallon, the cost of
raising the alcohol-content will be high and in addition, of course, the
Treasury will lose further taxes on the gasoline for which the alcohol will
be substituted.

On the other hand, high-octane gasoline is becoming more scarce and it
was announced at the end of September 1950 that the octane-rating of gaso-
line sold to the public in the U. S. A. would have to be reduced to meet
the demands of the Korean war.

If Cuba, therefore, decides to use more higher-octane gasoline instead
of more alcohol, the price difference may well be more than 1/2 cent and,
under certain circumstances, it might even be difficult to supply her demand.

For these reasons, it is important to examine the costs of alcohol pro-
duction in relation to the subsidy and also the octane requirements of Cuba
where one grade of gasoline has to serve most purposes.

3. Cost of Alcohol Production

Price Paid to Producers
While the Cuban Government pays a subsidy of ]L8 cents per gallon for

alcohol, the oil companies in Cuba pay the alcohol-producers 23 cents per
gallon (slightly more outside Habana)-a price which allows the companies
the same margin of profit as on the sale of gasoline in addition to one cent
per gallon for handling and blending.

Alcohol producers, therefore, receive 41 cents per gallon, in addition to
a guarantee of molasses at four cents per gallon.
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Twenty-one distilleries in Cuba can manufacture absolute alcohol, of
which 10 are not attached to any sugar mill. Their estimated total capacity
is 5,000,000 gallons a month as compared with current production, fixed
at 1,200,000 gallons a month by Decree 3569 of August 17, 1949.

It is unofficially estimated in Cuba that, if production were raised to full
capacity, the cost of producing absolute alcohol would be 26 cents per gallon.

To check this unofficial estimate, following opinions have been obtained
from eminent and independent authorities outside Cuba.

Estimates of Cost

One of these states that the cost of producing 99.5% alcohol from
molasses should not exceed 7-8 cents per gallon, in addition to the cost of
raw material. Assuming that 2.62 gallons of molasses at 4 cents per gallon
are required to produce one gallon of 99.5%o alcohol, raw material costs
are 10.5 cents per gallon. Total cost, therefore, should not exceed 17.5-18.5
cents per gallon with modern equipment-and much of the equipment in
Cuba is said to be modern.

If modern equipment is not available, this authority states, the cost
might be 19.5-20.5 cents per gallon.

The Melle Process

Another authority questions the need for 2.6 gallons of molasses. He
states that the Melle yeast re-use process, which is used in Cuba to some
extent, may reduce the amount of molasses required to as little as 2.2 ganlons
per gallon of absolute alcohol.

However, on a basis of 2.5 gallons of molasses at four cents per gallon, he
suggests that a reasonable cost would be 22 cents per gallon. This is arrived
at as follows:

Cents

2.5 gallons of m olasses at 4¢ .................. ............................... 10.0
Plant conversion cost ................................................. 8.0

Alcohol-naked cost ................ ........ .......................... 18.0
A dd for overhead/sales ................................................. 4.0

Total, loaded in tank cars on plant siding, without profit ....... ...... 22.0

It will be noted that above figures include sales cost though, in Cuba,
the market is guaranteed.

A Third Estimate

Another authority estimates in detail below that alcohol could be pro-
duced for 20.85 cents per gallon.



346 REPORT ON CUBA

This estimate includes depreciation of plant, insurance, taxes, etc., but
does not include selling costs or profits. It is based on the investment and
production figures of a plant recently built in the Caribbean.

Details of Estimate

Plant Production: 2.5 x 106 gallons absolute alcohol

Raw Material Used: 6.5 x 106 gallons blackstrap molasses

Investment: $620,000

Assume molasses costs four cents per gallon.

TABLE 53

Amount Unit Cost/unit Total Cost

Cost per gallon: Cents Cents

Molasses .......... ............... 2.6 gallons 4.0 10.40
H2SOA(60 Be') ......................... 0.17 pound 0.725 0.12
(NH4) SO4 ............ ............. 0.015 pound 1.75 0.02
Steam ........ ................. 50.00 pound 35/1000 1.75
Process water ................ ......... 10.00 gallon 18/1000 0.18
Cooling water ................ ......... 42.00 gallon 0.7/1000 0.03
Electricity ............... .......... 0.11 kwh 0.5/kwh 0.06
Direct labor ... ...................... 0.01 man hr. 225.0 2.25
Overhead (50% labor) ...................... 1.13
Overhead (2% investment) .............. 0.50 1.63
Supervision (20% labor) . . . .0.45
Maintenance (3% investment) . . . .0.74
Taxes, insurance, etc. (3% investment) . . .0.74
Depreciation (10% investment) . . . .2.48

Total Cost ........................................................ 20.85

Excessive Subsidy
In Cuba, a market for fuel-alcohol is assured and selling-costs are negli-

gible. Whatever profit, therefore, may be considered fair, in the light of the
foregoing estimates, it is certain that the present subsidy of 18 cents, in
addition to a selling price of 23 cents, is excessive, as long as the raw material
is furnished at four cents.

While the price of molasses is highly variable, the cost of producing
alcohol is relatively constant. It would be more rational, therefore, to base
any subsidy on the price of molasses if-as a matter of policy-it is decided
to continue fuel-alcohol subsidies in the future.

Present subsidies to producers could be replaced by guarantees of fixed
costs for raw material and of fixed prices for alcohol. When the world price
of molasses exceeded the guaranteed price, the difference could be paid to
the molasses suppliers.
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4. Some Hypothetical Examples

Effects on Economy

It is impossible, of course, to predict future trends of molasses prices
when the present emergency is over. But there will probably be times of
surplus as well as of high prices.

Until the Korean war raised prices for molasses and alcohol, production
of alcohol from fermentation had rapidly been losing ground to synthetic
processes in the United States. Indeed, by 1948, 38.18% of the alcohol pro-
duced in the United States was synthetic as compared with 38.75% from
molasses. 2 Since then, synthetic alcohol is reported to have made even
greater gains because it can so often undersell fermentation alcohol.

On the other hand, when normal times return, increasing use of molasses
for feedstuffs may help to maintain its price despite the competition of
synthetics in alcohol production.

With these and other uncertain factors, it is impossible to say to what
extent-if any-the continued use of fuel-alcohol is likely to benefit the
Cuban economy.3 Following examples, however, are offered in the hope
that they may serve to illustrate some of the economic problems involved.

They are, of course, purely hypothetical. They are based on the arbi-
trary assumption that-with molasses at four cents per gallon and with oil
companies paying the present 23 cents per gallon for alcohol-it should not
be necessary for the Cuban Government to pay more than three cents per
gallon of fuel alcohol, either by way of direct subsidy or to subsidize the
cost of raw material.

A 20% Blend

Another assumption is a blend with a maximum content of 20% alcohol.
Much more than this can be used, if necessary, without special adjustments
to automobiles being required. But, in Cuba, 20% is generally considered
the maximum which the public will accept in peacetime, though, as indicated
later, the loss of mileage is not as great as is sometimes believed.

Following, then, is an example of the economics of increasing the alcohol-
content to 20%, first, in a total annual consumption of motor fuel of
120,000.000 gallons a year and, second, in an increased consumption of
140,000,000 gallons a year, on the basis of a subsidy for raw materials
equivalent to three cents per gallon of alcohol produced. It is also assumed
that taxes and prices of imported gasoline remain as at present.

2 7sdastrisl Alcohol, U. S. Dept. of Agriculture, Misc. Pub. 695.

sAs indicated above, the loss of a potential foreign market for the molasses required to produce alcohol
can obviously be considerable.
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TABLE 54

CONSUMPTION OF 120,000,000 GALLONS A YEAR WITH 20% ALCOHOL

COST TO GOVERNMENT:

Loss of taxes on 24,000,000 gallons of gasoline at 13.85¢ per gallon ....... $3,324,000
Subsidy at 3¢ per gallon ........................................................... 720,000

Total Cost to Government $4...................................................... v4,044,000

GAIN TO CUBAN ECONOMY a:
Saving in foreign exchange on 24,000,000 gallons of gasoline at 101/2½

per gallon ........................................................... $2,520,000
Saving in purchase of lower octane gasoline than would be needed if no

alcohol were used at 1¢ per gallon on 120,000,000 gallons ....... ....... 1,200,000

Gain to Cuban Econom y .......................................................... $3,720,000a
Difference between loss to Government and gain to economy ................. $ 324,000

CONSUMPTION OF 140,000,000 GALLONS A YEAR OF MOTOR FUEL
WITH 20%o ALCOHOL

COST TO GOVERNMENT:
Loss of taxes on 28,000,000 gallons of gasoline at 13.85¢ per gallon $........ 3,878,000
Subsidy at 3¢ per gallon .......................................................... 840,000

Total Cost to Government .....................................- ................ $4,718,000
GAIN TO CUBAN ECONOMY a:

Saving in foreign exchange on 28,000,000 gallons of gasoline at 101/2¢
per gallon ................... ........................ ............... $2,940,000

Saving in purchase of lower octane gasoline than would be needed if no
alcohol were used at 1¢ per gallon on 140,000,000 .................... .............. 1,400,000

Gain to Cuban Economy .......................................................... $4,340,000
Difference between loss to Government and gain to economy ............ ......... $ 378,000

a A loss in foreign exchange must of course be deducted from this figure at times when it is possible to
sell the molasses abroad instead of using it for fuel alcohol.

Other Gains
It will be noted from these examples4 that the cost of subsidizing a 20%

alcohol content of 140,000,000 gallons of motor fuel (on the three cent basis)

is only $131,600 more than the cost of the present subsidy of a lower percent-

age of alcohol in a smaller consumption. But the theoretical gain to the Cuban
economy as a whole is $1,628,000 more than under present circumstances.

Two other points should also be noted. There would be additional employ-
ment from alcohol-production and also some taxes. There would also be
some tax-revenue to the Government from the fuel oil consumed in making the
alcohol. For, unless surplus steam is available, each gallon of alcohol requires
about 1/2 gallon of fuel oil, on which the tax is one-half cent.

Importance of Variables
Such examples, of course, have only an academic interest while the price

of molasses is greatly in excess of the assumed four cents. But they serve to

4 More accurate calculations can be made when the following variables have been determined at a given
moment: landed cost of gasoline; world price of molasses rost of converting molasses to 99.5% alcohol, and
percentage of alcohol in Cuban blend.
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show how either surplus of molasses or even a slight increase in the price of
imported gasoline could alter the whole picture in favor of the Cuban economy.

An increase, too, in the difference of price between high- and low-octane
gasolines would have an important effect, which, in the future, is by no
means improbable. For this reason, it is important to discuss the octane-
problem.

5. The Problem of Octanq

Cuba's Special Difficulty

Cuba enjoys an unusally large proportion of modern cars, with high-
compression engines, such as Cadillacs and Oldsmobiles. On the other hand,
it is considered uneconomic to distribute more than one grade of gasoline
to motorists and truck-operators.

It is important, therefore, to attempt to assess the most economical octane-
level-that is, the grade of gasoline which has a high enough octane-rating
to operate high-compression engines without knock and is not too wasteful
for general use.

With this problem is bound up the use of alcohol because, as already noted,
the addition of alcohol can raise the effective octane-rating of the blend.

A Controversial Problem
These are complex technical problems in which there is some divergence

of technical opinion. For this reason, several leading, and independent
authorities have been consulted.

According to a table taken from the "Octane Number Requirement Sur-
vey", issued February 1950 by the Coordinating Research Council, New
York, octane requirements of post-war cars are as follows:

TABLE 55

Ratings of commercial
type gasoline

Percentage of cars with require- Primary
moets equal to or lower than reference Research Motor

given -otane number fuels method method

260 CARS, ALL MAKES

20 ....................... .................... . 78 78 74
50 82 83 77
75 85 87 79
90 88 90 81
95 90 92 82

64 "HIGH REQUIEaEMENT" CARS
20 84 84 77
50 87 88 80
75 90 90 81
90 92 92 82
95 94 94 83
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The high-requirement cars in the lower part of the tLble are principally the
Cadillac, Oldsmobile and the big Buick.

U. S. Government View

On the other hand, a bulletin was issued in January 1948 by the Technical
Committee for Lubricants and Liquid Fuels Federal Specifications Board, to
which attention was drawn by a U. S. Treasury Circular Letter of March 30,

91949. Following are extracts from this bulletin:

"In the interest of economy, regular gasoline should be used in
all government vehicles. A few engines because of special high com-
pression ratio may require gasoline of premium grade and in these
exceptional cases premium gasoline should be used .....

"All stock-production model passenger cars, trucks and buses,
which have been built to the present time, have been designed for com-
pletely satisfactory operation on gasoline of anti-knock value not
higher than that now found in the regular grade .....

"The principal causes of knock in an automotive engine are im-
proper spark setting and accumulation or carbon on pistons and
cylinder heads. Removing deposits generally will eliminate knock
completely. If this result is not obtained, or if knock recurs shortly
after cleaning, the spark setting should be retarded until knock is no
longer objectionable .....

"The effect of necessary spark retardation on vehicle performance
is negligible, although the octane requirements of individual cars vary
to a considerable extent. It has been found that the spark can be
retarded to the point that would be necessary if gasoline of 60 octane
number had to be used, and still maintain good performance and
economy. If this amount of retardation is necessary, test results show
that an average loss in fuel mileage of approximately 1%o will result.
It has been shown further by tests, that this loss will be offset by a
reduction in speed at 60 miles per hour of 1/2 to 1 mile per hour, or
a one to two mile per hour reduction in speed at 40 miles per hour.
Since at the present time, the octane number of gasoline is 75 for
regular, and 78 for premium and since it is not expected that the octane
number for regular gasoline will drop below 72, the retardation of
the spark which is necessary to obtain knock-free performance on
regular gasoline will not involve any appreciable loss in mileage or
performance at the usual driving speeds."

Variables a

It is difficult precisely to fix the minimum octane rating acceptable for
high-compression engines because so many variables are involved. For in-
stance, octane requirement changes with mileage-because of carbon forma-
tion-and the octane requirements of cars of a single make and model may
vary between 10 and 20 octane numbers.

In theory, to satisfy 90-95% of the most modern cars an octane-number
of 91 (Research) would be required. But, in practice, most of these cars
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could operate with only a reasonable loss in performance by retarding the
spark slightly from its position for maximum power or from that specified
by the manufacturer. This would reduce the required octane-number by
about 7.5 octane numbers.

All but a few of the cars in Cuba, therefore, should be able to operate
satisfactorily on fuel of 81-octane (Research). In the case of the few excep-
tions, special arrangements, such as alcohol-water injection, would probably
overcome knocking. In any event, the performance of a few cars seems less
important than the fuel economy of the whole island.

Recent surveys indicate that trucks and buses have about the same octane-
number requirements as passenger cars. Some can operate satisfactorily
with less than 70 (Research); others knock with 90. But, with some loss
in performance in a few cases, a fuel of 80-81 octane should be suitable for
trucks as well as for the passenger cars of Cuba.

For these reasons, motor fuel with an octane number of 80-81 (Research)
seems to be the economic optimum as a general fuel for Cuba, despite some
Cuban opinion that this is lower than would be popularly acceptable.

Alcohol and Octane Number

Some authorities in Cuba maintain that the effect of alcohol in raising
the octane-number of gasoline falls off sharply as 20% is approached. But
tests at the Peoria Laboratory of the U. S. Department of Agriculture-con-
firmed by a large amount of additional data from elsewhere indicate that
additions up to 25% alcohol will give an almost linear increase of Research
octane numbers, as the following table shows:5

OCTANE NUMBERS OF ALCOHOL BLENDS

Plus 10 percent Plus 25 percent
Fuel Straight (ethanol) alcohol (ethanol) alcohol

Ra AMa R M R M

Regular with 1.8 ml TEL/gal ......... 81.2 77.6 86.4 81.0 94.7 85.4

Premium with 2.9 ml TEL/gal ... 86.2 81.0 90.9 82.3 97.5 84.8

a R and M designate Research and Motor method octane numbers, respectively.

Lead-susceptibility, too, of blends is satisfactory because alcohol and
tetraethyl-lead are independent and additive in their effects on octane-number.
Either or both may be used.6

I If it were economically desirable, therefore, it is techlnically possible to use a higher percentage of
alcohol than at present to up-grade low-octane gasoline to the optimum rating for Cuba.

6 Addition of .02% of tetraethyl-lead will give about the same octane improvement as 10% af alcohol
at a cost of 1/S per gallon as compared to aboot two cents, according to "Tcchoicol Charo-erciotico of Alcohol.
Gasoline Blends" poblished by committee on Motor Fuels, American Pectoleum Institute.
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The Mileage Problem
A general feeling in Cuba that blends in excess of 18%-20% will cause

a noticeable loss of mileage is not borne out by experience in countries
where such blends are employed.

In theory, since the heat of combustion of a gallon of alcohol is less
than that of a gallon of gasoline, less piwer should be obtained with alcohol.
In practice, however, the fuel economy is ordinarily the same as-or some-
times even better than-with gasoline. The reason for this is that carburettor
adjustments are often made rich and, with no changes in such adjustments,
alcohol-blends will give a slightly leaver and more economical mixture. At
times, this may give a slight reduction in power butt in the vast majority
of cases this is hardly noticeable as all cars have excess power available.
Loss of mileage, therefore, is negligible with 20% blends and not important
up to 30%.

Technical Flexibility

All these considerations indicate that there is more technical flexibility
in Cuba's fuel problem than is sometimes believed in Cuba.

One grade of fuel of 80-81 octane (Research) should satisfy all reason-
able requirements while blends up to at least 25% of alcohol are technically
acceptable if desired.

If it is decided, therefore, to continue to use alcohol blends, it is possible
to import a gasoline of 70-octane or less-instead of the 78-80 imported at
present-and obtain a satisfactory fuel. The exact minimum rating of the
imported gasoline will depend on the source because the effectiveness of
alcohol in raising the octane-rating differs with various gasoline components.

Problem of Cost
As stated earlier, the price-advantage which could be derived from import-

ing a lower-octane gasoline would depend on the source and the type of
refinery concerned.

But it is certain that oil companies value markets for low-octane fuel
because its disposal improves the octane number of the remaining fuel for
marketing elsewhere.

A market for low-octane gasoline, too, offers the r efiner certain economic
advantages, such as more flexibility in the refiner,y, less segregation and
blending of crudes and less need for high-cost cracking equipment.

Also, if the low-octane gasoline is to be blended with alcohol the need
for tetra-ethyl-lead is obviated.

Despite the advertised virtues of high-octane gasolines, many refiners do
not welcome the present "octane race" because refinery costs increase sharply
with an increase in octane numbers, especially in the range beginning with
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90. As the octane-number is raised, the gasoline-yield per barrel of crude
is greatly reduced and the amount of fuel necessary for the manufacture
begins to approach the gasoline yield, on the basis of heating-value.

In short, higher-octane numbers are wasteful of petroleum resources
and require large investment.

In these circumstances, a country like Cuba should be able to make
advantageous arrangements with oil producers, if it could assure them of a
continuing market for low-octane gasoline.

6. Recommendations

In the preceding pages, an attempt has been made to sketch some of the
factors involved in the economics of alcohol-gasoline blends in Cuba. It is
hoped that this will at least serve to show that this complex and technical
problem, in which there is honest divergence of opinion, is worthy of the
most careful consideration.

At the present time, the many uncertainties and variables permit only
the most general suggestions. In the light of this study, however, the follow-
ing recommendations are offered:

1. A permanent Technical Fuel Advisory Committee should be appointed
as soon as possible by the Minister of Finance continually to review Cuba's
fuel policy and alcohol subsidy and to recommend courses of action.

2. This Committee should consist of:

(a) An impartial chairman, preferably with judicial experience.

(b) A representative of the Minister of Finance.

(c) Representatives of all oil companies in Cuba.

(d) A qualified economist.

and should be authorized to engage foreign technical consultants on a tem-
porary basis, if required.

3. Through Cuban Embassies and Consulates in the United States and
elsewhere the Committee should at once assemble all relevant technical data
from independent sources outside Cuba, including information on the use
of blends in other countries.

4. The Committee should keep a close watch on new technical develop-
ments in other countries. For example, a carburettor has been reported
which enables agricultural machinery to operate either on gasoline or on
95% alcohol. This may be important for Cuba.7

5. The Committee should survey existing Cuban facilities for producing
absolute alcohol with a view to suggesting more efficient methods in some

Project of University of Keotucky-sponsored by Josoph E. Seagram and Sons, Inc. See ch-margic
Digest, June 1948: 95% Alcohol Jo F-d by R. E. Davis and A. J. Meyer.
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cases, in the light of the best technical advice obtainable. Efficiency might
be made a condition of any subsidy.

6. The Committee should give special attention to the possibility of
increasing molasses storage capacity in Cuba, in orcler to help to stabilize
price-levels, for whatever purposes molasses may be used.

7. The Committee should seek the best technical advice on the all-impor-
tant question whether it is better for Cuba to use more molasses for feed-
stuffs and less for fuel alcohol. On the other hand, the value of a fuel
alcohol-production capacity in the event of war or in times of economic
difficulty should not be overlooked.

8. The Committee could appropriately advise the Minister of Finance
on the technical aspects of petroleum taxation. (See Chapter 37.)
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CHAPTER 16

Labor-Management Relations

I. INTRODUCTION
Productivity the Solution

Conflicts in labor-management relations in Cuba today are undoubtedly
among the chief obstacles to economic progress.

The Cuban constitution sets as a national obj ective "una existencia
decorosa" (freely translated: "a decent standard of living") for each indi-
vidual. This can be attained only by expanding production and employment.

How can this be done in Cuba today? There is only one answer: high
productivity.

In the sugar industry, fairly high productivity and wages have been
achieved because of excellent natural resources and large capital investments.
But the market for sugar is limited, and Cuba badly needs the expansion of
other activities, new and old.

Essential Conditions Absent
This requires enterprise and initiative on the part of managers and in-

vestors, installation of the latest and best machines, and a good day's work
by efficient and cooperative labor. Today in Cuba these conditions are not
present, and labor is the chief sufferer.

A major reason is the unsatisfactory state of labor-management relations
and of relevant government policies. Resentment and distrust on both sides
are widespread; there is much labor resistance to technical improvements;
union pressure often forces employers to retain unnecessary workers; and
poor morale effects production by lowering the zeal of both workers and
managers.

No picture of the Cuban economy, therefore, would be complete without
a detailed analysis of labor-management relations.

In Chapter 6, the immediate effects on industry of present labor conditions
are described, while the size and quality of the Cuban labor force as a
potential resource is discussed in Chapter 3.

Since labor conditions in the principal ports are a particular danger to
the Cuban economy, these are treated separately in Chapter 17. In the present
chapter an attempt is made to analyze causes and to suggest remedies.

II. THE VICIOUS CIRCLE
Purpose of the Mission

It is not the purpose of the Mission to attempt to assess blame for any
of the difficulties which will be examined in this and other chapters.

357
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The Mission, as an independent body of observers from outside Cuba,
is interested only in the welfare of Cuba as a whole and may be able to
help by analyzing the impasse which has arisen. For a vicious circle has
developed which harms all Cuba; and sometimes a vicious circle may be
broken only if it is examined from the point of view of someone outside it.

Nature of the Vicious Circle
Factors which are a part of the vicious circle rnay be summarized as

follows:
1. Insecurities and Anxieties: The Cuban workers and their leaders

are a prey to the anxieties which result froim the instabilities, the
stagnation, and the chronic unemployment of the Cuban economy.
They see all about them the fearsome consequences to workers and
their families from loss of jobs. They lack confidence in the will or
ability of employers, investors, and the government to create new
enterprises and new employment. They have vivid memories of past
abuses by employers, and of past oppression by governments.

Also, few of them have had good educational opportunities, and any
economic education has probably been at the hands of "class-struggle"
doctrinaires.

2. Unjustified Demands: Hence, workers and their leaders are inclined
to exploit ruthlessly any temporary advantage in economic and politi-
cal bargaining power. The political labor-leaLder rises to power by
displaying a maximum of aggressiveness. Unions seek job security
by ill-considered devices for freezing the status of workers in existing
jobs, by requiring employers to hire excessive workers, and by rigid
seniority regulations.

3. Lowered Efficiency: In consequence, the incentives for good work
by both labor and management tend to disaippear. Efficiency goes
down, or fails to rise as it should. Costs of production are unneces-
sarily high.

4. Enterprise Discouraged: Partly for these reasons-but also partly
for reasons which have little to do with labor relations-people with
money are unwilling to invest in constructive new ventures which would
increase production and employment in Cuba. Business men who have
constructive ideas and initiative become discouraged. Lazy or incom-
petent managers can point to the unreasonable attitudes of labor as
excuses for inaction. New foreign capital is frightened away.

5. Unemployment: In further consequence, diversification of production
lags in Cuba. Good job opportunities increase much less rapidly than
they should. If a man is thrown out of work by a decline in one type
of production, there may be no other expanding type in which he
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can find work. Thus, the insecurities, which result from chronic uln-
employment and from the instabilities and seasonal fluctuations of the
Cuban economy, continue to keep the Cuban worker in a state of
anxiety.

And the vicious circle goes around again.

If Circle Is Not Broken
We could have started at any other point in this circle, as well as at

point 1. For, in the nature of vicious circles, each point is a cause and also a
consequence of some of the other points.

Unless this vicious circle can be broken, all efforts at economic betterment
in Cuba will be severely handicapped. Then Cubans of all classes will suffer
by lower incomes, by fewer and inferior job opportunities, and perhaps even
by internal dangers to their cherished political freedoms.

The Situation Cannot Last
It is improbable that the present lack of constructive cooperation between

labor, management, and government can continue indefinitely.
In a modern economy, with its interdependence of many individuals and

groups, it is a fact that there must be at least a moderately high level of
continuous cooperation among all segments of society to permit production
to go forward with reasonable efficiency. If this cooperation is not attained
voluntarily, then in practice it is usually sought by force, at the sacrifice
of freedom.

Cooperation, Voluntary or Coerced
It is impossible, of course, to make reliable forecasts in matters of this

sort. But the present impasse, with its stifling effects on production, will con-
front Cuba with two alternatives. There must be either:

1. Marked improvement in labor-management-government relations fairly
soon, in order to create a better "climate" for investment and enterprise
which will expand employment for workers; or

2. Progressive deterioration of Cuba's economic situation. Externally,
her ability to compete in the world market-at least in normal times-will
be reduced. Internally, production, employment, and income will suffer.
Social tension will grow, with the danger that some form of dictatorship
would arise to "solve" the country's problems.

Experience of Other Countries
Historically, dictatorships have arisen either from the political "right" or

from the political "left". In the first case, a major objective has been to
"put the workers in their place." In the second, slogans have referred to
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"the workers' state" and the need to abolish "capitalist exploitation" and
"imperialism".

In a third type of development-perhaps even more dangerous-trade
unions are used as tools by the political regime. Union leaders deliver votes
or even help in suppressing civil liberties in return for short term and often
fictitious gains for labor.

In all these cases free trade unions disappear. Any trade unions that
continue to exist are tools of the state. The right to, strike is abolished or
made dependent on political whims. Independent business enterprises and
private investment are abolished or closely regulated, or made tools of the
governing power. Freedom of speech, of the press and radio, and of political
organization and discussion are restricted or abolished.

Suggestions for Voluntary Improvement

From contacts with Cubans of all classes, the Mission has no doubt that
they prefer voluntary cooperation and political freedom to coercion. At the
end of this chapter, therefore, a number of suggestions will be offered for the
improvement of voluntary cooperation among labor,, management, and the
government. The object of these is to increase production and thereby to
raise employment and living standards.

These suggestions are not made under any illusion that improvement will
be easy. The Mission fully appreciates the human factors-deeply rooted in
history and in Cuban social relations and political conditions-which make
the present situation discouraging.

But defeatism is no answer. It is believed that labar, management, govern-
ment and the Cuban people as a whole could benefit greatly if they would
adopt certain changes of attitude and concrete measures of the kind to be
suggested. It is also believed that jhere are Cubans of all groups who not
only realize this but who also have the desire and the ability to make
improvements.

III. BACKGROUND

1. A Legalistic Approach

The Labor Contract

In examining the background of current labor conditions in Cuba, the
Mission immediately noted an unduly legalistic approach to labor problems.

The terms of the labor contract-wages, hours, vacations, tenure, and other
conditions of work-are determined only to a minor extent by genuine col-
lective bargaining between unions and employers. To a much greater extent
they are determined by law or decree of the government. Ostensible collective
bargaining often turns out to be government decrees because the disputed
points are taken to the government and settled by an administrative order.
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In some important instances, however, genuine collective bargaining does
take place between organized labor and employers on, say, a new wage rate.
After this the results are merely registered and formalized by the government's
administrative order.

Political Factors

In view of the important role of the government in these matters, the
political strength of organized labor, which has become very great since the
political and social revolution of 1933, is in many respects a more important
factor than its economic bargaining power.

Before the 1933 revolution, the government was usually on the side of
employers in disputes with workers. Since then the pendulum has swung so
far towards the other extreme that it is now employers and investors who
complain that every issue seems to be settled against them.

Trade union leadership, as we shall note below, is closely linked to political
party organization.

Legalistic Setting

Under Cuban conditions, labor-management relations are not only strongly
affected by the political currents which move the government but also take
place in a highly legalistic setting. To plan and conduct labor relations,
employers rely to a considerable extent on lawyers. Only in exceptional firms
does there seem to be much attention to modern personnel practices, or much
acquaintance with modern management thinking on human relations in
industry.

The emphasis on the legal and political approach-to the near-exclusion
of economic and human relations factors-is chacteristic of all the groups.

This was noticeable in discussing labor-management relations with many
Cubans of diverse backgrounds and viewpoints-including government
officials, employers and their attorneys, and trade union leaders.

The Law by Heart a

With impressive facility, nearly all from whatever group could quote
"Decree-Law Number .. . of ... date" or could discuss whether a
given government action or a ruling of a court was or was not constitutional.

But equally impressive was the fact that almost everyone connected with
labor-management relations lacked precise information on the most elemnentary
economic and social facts which would seem to be important to wise settle-
ments.

For example, few knew the extent of employment and unemplovment in
general and in a particular industry or occupation; the cost of living and
its changes; family budget studies showing cost of living differences in cities,
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towns, and rural areas; or trends in costs, productivity and profits in Cuban
industries and agriculture and in competing industries abroad.

As one Cuban put it, lamenting the lack of good statistical information
for use in wage determinations, the prevailing process is "solucion por con-
trastacion de opiniones" (solution by contrast, or competition, of opinions).

Specific Regulations: Wages
Laws and government regulations have a very extensive influence on wages

paid in Cuba in almost all lines.
A provisional minimum wage of 0.80 peso a day for labor performed

outside of cities and of 1.00 peso for labor within city limits or in the indus-
trial work of sugar-milling was established by Decree Law No. 727 of 1934.

This also created a Minimum Wage Commission, charged with fixing
minimum compensation for different industries and zones. The principle of
fixing minimum wages for each branch of industry, by means of a Commission
on which employers and workers as well as the government are represented,
was incorporated in the Constitution of 1940 (Article 61).

The current general minimum wage is 1.60 pesos a day or 48.00 pesos a
month in rural areas, and 2.00 pesos a day or 60.00 pesos a month in cities.
Many special minimum wage regulations have been issued for particular
industries, however.1 The enforcement of the minimum wage regulations is
known to be incomplete.

The wage contract is also substantially affected by a number of other
items of Cuba's social legislation. Among these are the right to an annual
paid vacation of one month for every worker (equivalent to a 9.09% wage
increase), the principle of a 44-hour week with 48 hours' pay (another
9.09% wage increase, embodied in the 1940 Constitution), and the right to
nine days of sick leave and four official holidays withL pay during each year.

Regulation of Non-wage Features

Non-wage aspects of the labor contract are also closely regulated by laws
and decrees. The kasic 8-hour day and 44-hour wee]k are established in the
Constitution of 1940. Laws and decrees extensively regulate the employment
of children under 18 and of women.

The "Law of Nationalization of Labor" prohibits, except in special cases,
the employment of non-Cubans, and certain effects of this law are.discussed
in Chapters 6 and 9. Laws also establish a maternity fund, with contribu-
tions by workers and employers, and the right of com;pensation for accidental
injuries in the course of employment. Retirement funds have been established
by law for employees in a number of industries and occupations (see Chap-
ter 22).

1 One interesting special case is the legislation designed to link sugar wages to sugar prices, as described
in the chapters on the Sugar Industry.
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Job Tenure

From the standpoint of effects on economic development in Cuba, the
most important regulation of the non-wage aspects of the labor contract is
that concerned with job tenure or nion-firing ("inamovilidad").

Cuban laws provide that no employee may be dismissed except upon proof
of proper cause, duly established in administrative proceedings, with the right
of appeal to the courts. This principle was established in Decree-Law No. 276
of January 27, 1934; was regulated in detail by Decree No. 798 of April 13,
1938; and was enshrined in Article No. 77 of the Constitution of 1940.

Grounds for Dismissal

The causes for which an employee may be discharged, according to
Decree 798, are as follows:

(1) Absence from work, without justified cause, for more than two
consecutive days or more than 12 days in a year.

(2) Fraud or abuse of confidence in the acts entrusted to the worker.

(3) Offense, serious disrespect or lack of consideration for the employer
or for members of his family who live with him, or for other
workers of the enterprise.

(4) Conduct, by the worker, of private business transactions which
interfere with those of the employer, and without the employer's
knowledge and consent.

(5) Ineptitude or negligence of the worker.

(6) Habitual drunkenness.

(7) Commission of a deceitful crime against the property of the enter-
prise.

(8) Lack of discipline and serious disobedience.

(9) Contracting a contagious or repugnant disease of more than 120
days' duration.

(10) Revealing the secrets of the industry.

(11) Voluntary and continued diminution from the normal amount of
work rendered.

(12) The necessity of introducing justified economies. In this case the
worker retains preferential right to return to his position if the
service is re-established.

(13) The necessity of compliance with provisions of the Cubanization of
Labor law, or other laws in force.

(14) The necessity of compliance with stipulations of a collective bargain-
ing contract in force.
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Difficulties in Practice
In the view of most employers interviewed, this list of causes for discharge

is reasonable and ample in theory. But, in practice, very great difficulties
arise in proving any of them.2

In practice, therefore, a Cuban worker cannot be dismissed, even for good
cause, unless the employer is willing to go through a long and expensive,
procedure with very uncertain results. The alternative is to bribe the worker
or the union leader or some politically-influential person in order that the case
may go through uncontested or with assurance of a favorable administrative
decision.

2. Leadership of Labor

Local Unions and Federations

The prevalent pattern of trade union organization is that of local unions,
covering employees of each establishment or enterprise, linked into federa-
tions of the union in the same industry or similar industries. The Cuban
Confederation of Labor (CTC) unites most of these federations. There
are also some independent unions and a rival General Confederation of
Labor (CGT).

The union-organized sectors of the Cuban economy include the extremely
important sugar industry, in which the agricultural workers as well as the
vWorkers in the mills and offices are unionized; practically all of manufactur-
ing industry; transportation (railroads, port operations, busses, etc.) ; com-
munications; electric power, hotel and restaurant operations; banking; and
some of the larger retail stores.

Union organization is weak or nonexistent in the multitude of smaller
commercial enterprises which together comprise an important segment of
the Cuban economy; in cattle-raising; in coffee-growing; and on small farms
other than those attached to the sugar industry.

Altogether, the CTC claims 800,000 members and the outside unions
several hundred thousand more. Well-informed observers, however, regard
these claims as highly inflated, and there are not authentic figures based on
anything like an audited, dues-paying membership count.

Gap Between Leaders and Members

A weakness of Cuban unions is the wide gap which often exists between
the leadership and the rank and file. Membership is too frequently more
nominal than real (in the sense of active, informed participation). The
standard of education of the members is generally low. (See Chapter 18.)
Cuban unions, for the most part, lack a really strong democratic base, and

a Examples of the almost iocredible difficolty of proof are give. in Chapter 6.
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they are not firmly founded in legitimate collective bargaining relations at
the factory and shop level.

They tend, therefore, to become sounding-boards for ambitious political
leaders who seek to advance some doctrine or party in the name of organized
labor or to promote their personal fortunes and positions in politics.

This is not to indict all union leaders. There are those who deplore
these weaknesses in the movement and would like to correct them. But the
fundamental problem is to improve the education and sense of democratic
responsibility of the rank and file. This must take time, even when something
is being done about it. Little, however, is being done today by the public
educational system, by the unions, or by employers, though all three cer-
tainly have a stake in the problem.

Heritage of Anarcho-Syndicalism and Communism

In the colonial days, labor leadership in Cuba came largely from anarcho-
syndicalists of the Bakunin school. A strong thread of their ideology, with
its emphasis on "direct action", its contempt for legality, and its denial that
there can be common interests of worker and employers, persists in the Cuban
labor movement in modern times. Machado, in the twenties, smashed the
anarcho-syndicalist leadership.

A new Communist leadership thereupon arose. Until 1933 it was clandes-
tine. Subsequently, the Communist leaders worked in the open at times, were
suppressed at times, and at times worked in political alliance with the govern-
ment.

From 1933 to 1947 the Communists, by superior industriousness, devo-
tion, training, and tactical skill-all of which qualities their bitterest enemies
emphasized-succeeded in attaining practically complete control of the Cuban
labor movement. In late 1947 control of the CTC was wrested from them,
and with the help of the government was lodged in the hands of leaders
affiliated with the "Autentico" or Government party, where it remains today.

Pressure on Present Leaders

In the fall of 1950, while the Mission was in Cuba, the Communist daily
newspaper in Habana, Hoy, was suppressed by the Government. Communists,
however, still have a strong underground influence in some unions, and some
authorities estimate that perhaps 25% of all Cuban workers are secretly
sympathetic to them.

The new leaders are, in some respects, less skillful and experienced in
trade union matters than the Communists whom they displaced. Because of
their close connectionis, too, with the Government party many regard them
primarily as political rather than labor leaders. Hence, they are under
constant pressure to demonstrate to the rank and file that they can "deliver"
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more for the worker and can carry on a "struggle" with employers even
more uncompromising than that of the former leaders.

Finally, it must be remembered that nearly all the popular education of
working people on how an economic system works and what might be done
to improve it came first from the anarcho-syndicalists, and most recently-
and most effectively-from the Communists.

IV. EMPLOYERS' POINT OF VIEW
1. Common Grievances

Prevailing Problem
Members of the Mission had occasion to discuss many problems with

employers throughout Cuba. These discussions rangecd from highly technical
production problems to broad economic conditions. Almost invariably the
conversation turned sooner or later to labor difficulties. In most cases the
employer indicated that he regarded labor questions as his main problem.

Following is a summary of the problems in the field of labor relations
which, in the view of most employers, create the greatest difficulties for them
and most seriously hamper production and new enterprise:

(1) Excessively rigid job tenure. Nearly every employer complained
of this. The near-impossibility of dismissing a worker, once he has
been on the payroll for six months, increases risks of new ventures.
It affects the attitude of workers in a way which keeps them from
doing their best. It leaves management without effective means to
enforce managerial decisions.

(2) Bias or' political influence in administration. Employers regard the
government's administration of labor laws and its handling of labor-
management disputes as one-sided.

(3) Rigid seniority requirements of unions. These further lessen incen-
tives to individual effort, deprive management of inducements which
depend on promotion for merit, and reduce the worker's interest in
improving his skill.

(4) Union make-work requirements, or resistance to mechanization. Im-
provements in working efficiency are often blocked by union insist-
ence on employment of unnecessary workers. New methods and
machines are often resisted. The seriousness of this complaint varies
considerably according to the type of production and the particular
employer and union involved.

2. Some Personal OpinioinIs
Typical Points of View

To illustrate some of the problems and preoccupations of employers today,
we give below some summaries of personal statements to members of the
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Mission. It is believed that these give a fair picture of the point of view
of most emplovers throughout Cuba.

"CONTINUOUS LABOR DEMANDS"
"You ask about technical problems and markets. But our main

problem is labor. I don't know whether my company can make another
cent here because of continuous labor demands and the Government's
policy of yielding to them.

"During the war we granted automatic wage increases by means
of a clause in the collective contract which tied the rise and fall of
wages to the rise and fall of the price of our product. When the price
came down about 30% two years ago the union refused to permit the
decrease in wages called for by the contract.

"We took the matter up formally with the government and dis-
cussed it with the Minister of Labor in person, who listened with
apparent understanding of our problem. We never received any answer
to our request for a wage adjustment.

"In public speeches, however, the President and the Minister of
Labor stated that there would be no reduction in wages while they
were in office. Today, the union representatives argue that we can
pay the same wages as those established when the price of our product
was more than twice as high."-Manager of plantation which produces
and processes an agricultural crop.

"NO INCENTIVE TO INVEST"
"New undertakings to give employment in the dead season would

be fine but we have no incentive to invest in them. We are not even
interested in tax incentives while labor is such a problem.

"Labor contracts work only one way. We must observe them, but
labor can repudiate or violate them more or less at will.

"The worst part of the social laws in the sugar industry is that
uniform wages and the difficulty of firing tend to drag the good worker
down to the level of the worst. It simply does not pay the worker to
exert himself.

"It is not the text of laws-it is the way they are administered.
We fired one man last year for being drunk and staying out six days
after the grinding season had started. The Labor Ministry has upheld
our decision, but the man has appealed and the case is still pending."
-Manager of large sugar central.

"NEITHER A CARROT NOR A STICK"
"Our main problem is labor relations. We hardly run the company

any more; the union runs it for us. Seniority is strictly called to our
attention. We have very little opportunity to reward the better workers,
and we also have very limited power to discipline anyone by outright
dismissal.

"We have neither a carrot nor a stick to get the men to work
properly."-Manager of sugar-cane producing company.
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"FIRING TAKES TIME AND MONEY"

"This problem of getting rid of bad workers worries employers
around here more than anything else. It takes a lot of time and money
to fire a man because the procedure is terrible. In country districts
like this, too, there are not many lawyers who even know how to
handle all the red-ta pe."-Representative of some small sugar-cane
growers.

"NO REWARD FOR GOOD WORIK"

"As things are today, hotel labor contracts are binding on em-
ployers only. When the Supreme Court recently lield a decree about
hotel wages to be unconstitutional, we had to go on paying just
the samei.

"One of the worst features of this labor situation from our point
of view is that it's hard to get efficiency or good service. We do not
have enough control because it's too difficult to fire a man for negli-
gence, misbehavior or insulting the guests.

"Another thing is that the union insists strictly on seniority. So
we can't promote a man for good work-bad workers get the same
pay as good. There's no incentive to work well--no reward for the
man who does.

"If only they would give me good men and give me control over
thema! "--A hotel manager.

"DEPENDS ON THE MANAGER"

"Labor relations depend very much on the maniager. For example,
the manager at Central . .. never has labor trouble. He is firm-but
gentle and considerate."~-Bank manager in pro vinces.

"YOU CAN GET ALONG ALL RIGHT' IF.

"Relations with labor depend a lot on how the mnanagement handles
things. You can get along all right if you give time and attention
to the problem.

"It is true that it's practically impossible to fire a man, even for
a good reason. There's not much wrong with the law as written,
because it does list reasonable causes for dismissial. Trouble is that
nearly all cases are decided in favor of the worker. The law is not
administered or interpreted correctly."-President of manufacturing
company.

"BIGGEST OBSTACLE TO FOREIGN INVESTMENT"

'Lbor problems are the biggest obstacle to foreign investment in
Cuba. It's not so much the wage demands as this inamovilidad-j oh:
tenure. This blocking of dismissals has interfered so seriously withl
free management that confidence has been shakern badly.

"Partly as a result of this a lot of the bank's personnel are lethargic
and lazy. Few of them are keen to improve their positions or to
accept more responsibility."-A banker.
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"NO TIME FOR OUTSIDE CAPITAL"
"The new Agricultural and Industrial Credit Bank can only succeed

if there is a more rational labor situation.
"In the old days labor was mistreated in Cuba, but now the pen-

dulum has swung too far the other way.
"Until things have changed, it is no time for outside capital to

come to Cuba."-A foreign businessman.

"CRAZY"
"Any foreigner who wants to invest in something new in Cuba

as things are today, must be perfectly crazy."-A foreign businessman.

FOREIGN INVESTORS FRIGHTENED AWAY
"Some important American clients asked our advice about starting

a hotel in Cuba. We gave them the facts, as objectively as we could.
Certainly we did not try to discourage them. But when they found
the labor conditions they would have to contend with in Cuba they
gave up the idea and decided to invest their money somewhere else.

"A similar thing happened with some clients who wanted to start
a high-class night-club in Habana, and whose plans were pretty well
advanced. They studied this inamovilidad and the law of Cubanization
of Labor and checked on union policy about the latter.

"One union representative was reasonable but the other wasn't.
And a letter from the union made so many stipulations that they can-
celled their plans and wrote off all the money spent on preparations."
-An attorney.

3. Government v. Employers

Government Subservience to Labor
As noted elsewhere, many employers complained to the Mission that the

policy of the Cuban Government is nearly always to give decisions in favor
of the workers, whatever the rights or wrongs of the case. Cases were reported
in which the government had overruled the decision of its own interventor
at the demand of influential labor leaders.

Sometimes the government's subservience to labor has even led it to
try to nullify the effects of a ruling of the Supreme Court and to determine
matters that might well have been settled by collective bargaining. Following
is an example:

Case of the Bank Employees
By Decree No. 4189 of 1949, bank employees were given an increase in

wages. Some of the banks contended that this decree was an unconstitutional
exercise of the executive power and took the case to the Supreme Court.

In the fall of 1950, it became known in Cuba that the Constitutional
and Social Guarantees Tribunal of the Supreme Court was about to issue
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a ruling supporting them and declaring Decree 4189 unconstitutional. This
decision was handed down on November 3, 1950.

As soon as the Supreme Court's intention became known, however, the
National Minimum Wage Commission made haste to publish a Resolution
(No. 138) which appeared in the Official Gazette of October 7, 1950.

This resolution fixed a scale of minimum wages applicable to bank em-
ployees in Cuba, according to three classifications of banks, with subdivisions
according to the class of work performed. The seventh article of this
Resolution stated:

"The employer bankers who are already paying wages superior to
the minimums established in the present Resolution shall not under
any conditions reduce same."

Thus, not merely minimum wages but all other wages were fixed at the
level of the invalid Decree.

This action was taken despite the reported willingness of the banks to
negotiate to continue the wage-scale in force in return for a renewal of the
collective contract for another year.

Legal Opinion
Prominent legal opinion in Cuba held that the action of the National

Commission of Minimum Salaries was unconstitutional because the matter
was not dealt with in accordance with the procedure prescribed by law. It
also held that the Commission had no authority to make a disposition such as
Article 7 noted above which could in any way affect the application of a deci-
sion of the Supreme Court.

It is, therefore, probable that appeals will be lodged even though it is
obligatory in such cases to abide by the Resolutions or Decrees which are
being challenged.

In the usual course of events, at least one year is required for action by
the Supreme Court, during which, presumably, the banks have to continue
to pay salaries in accordance with the resolution. In the light of past experi-
ences, too, the banks must expect any favorable decision to be again offset
by Decree or Resolution in the same manner.

V. POINT OF VIEW OF ORGANIZED LABOR

Representative Statements
Members of the Mission interviewed leaders of the Cuban Confederation

of Labor, heads of some of the most important national unions, and some
local union leaders in provinces outside Habana. They sought the views of
organized labor on problems of Cuban economic development and on most
of the specific issues raised in the preceding pages.
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In the following pages, representative statements of labor spokesmen are
summarized. These may be grouped as follows:

(1) Labor's lack of confidence in the initiative of Cuban employers and
investors.

(2) The continued effects of past abuses.
(3) The mixed feelings with which labor, under Cuban conditions, con-

templates mechanization and other means of raising productivity.

(4) Comments on job tenure.

(5) Comments on employers' feeling that contracts work only one way.
(6) Suggestions for action by employers to improve relations.

1. Lack of Confidence in Employers and Investors

Concessions Useless

Perhaps the most significant theme which emerged in these interviews
might be called "lack of confidence."

Several different labor leaders were asked about union policies which
restrict production and productivity. They replied that they realized that it
would be better for everyone if there could be higher production, expanding
industries, and new job opportunities. They had no confidence, however,
that Cuban employers and investors would show the necessary initiative and
enterprise, even if labor did make concessions.

On the contrary, they asserted that gains from concessions by labor would
not be used constructively. The increased productivity would go to increase
already large profits. It would be absorbed by the propensity of Cuban
businessmen to exact an excessive profit per unit while keeping volume of
output low.

Converse of Investors' Fears

This, it will be noted, is the converse of the "lack of confidence" on the
part of Cuban investors-described elsewhere-which stems, in no small part,
from the attitudes and policies of organized labor. In both cases, no doubt
the reasons given are partly real and partly excuses. But, in both cases, this
lack of confidence harms the Cuban economy.

One labor spokesmen explained the attitude of his union towards a more
efficient method which is much feared in case it reduce the number of jobs:

This attitude, he said, must be viewed against the background of a country
in which the employer class consists largely of inactive owners-grasping
and commercially minded-and in which population growth is not matched
by the growth of new industries.

Any savings in cost from this technical improvement, he maintained,
would not accrue to the Cuban working people, but to the employers in the
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industry and to the merchants. This union therefore was not willing to see
its men displaced in order to increase the merchants' profits.

Another labor leader, speaking of a similar problem in another line of
work, said:

"As long as the labor movement cannot be certain that the money saved
would be invested productively there is no reason wily we should make the
sacrifice."

2. Effects of Past Abuses

Memories Still Alive

Labor spokesmen frequently referred to the effects of the former treat-
ment of workers by employers and the state. They said that these memories
are still active and induce sentiments-particularly among the less-educated
rank and file-which make it difficult for the leaders to follow constructive
and rational policies. The continued influence of these past abuses makes
itself felt in policies which are emotional and antagonistic.

One leader, who seemed particularly thoughtful and frank, was inclined
to admit the truth of a number of the complaints of employers, but insisted
repeatedly that all these problems had to be viewed in the perspective of the
very recent change in labor's position.

Influence of History
Organized labor, he said, does seem unreasonable in its attitude at times.

But that comes from history. Not so long ago, the mill owner had power
almost of life and death over the workers. If a worker got in the bad graces
of a mill owner the latter might call up the rural military guard and say,
"whip this man," or even "hang him," and they would do it.

The sentiment among many workers today, he explained, is something
like revenge. But the labor movement should try to come down to facts. It
should be willing to talk special concessions to encourage new industries, and
so on. But in Cuba the hot-blooded attitude is a factor.

Managers, he continued, with some outstanding exceptions, are reluctant
to talk things over with the union. They still try to reject the union. Many
workers still think in terms of fighting the employers. With time they should
be able to come together. But the change from the old times is so recent
that labor still remembers and hates.

3. Mechanization and Productivity

Mixed Feelings

Mixed feelings were soon apparent in discussing with the union leaders
mechanization, means to increase productivity and union make-work practices.
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Union leaders are torn in two directions. On the one hand they are
acutely aware of the shortage of jobs in Cuba and of the need to increase
employment. On the other, they all emphasize the difficulties-particularly
under Cuban conditions-which arise from temporary displacement of workers
by mechanization.

None of the labor leaders interviewed opposed mechanization-and other
improvements in productivity-in pTinciple, but emphasized the difficulties of
finding work for displaced employees. Some even criticized employers and
the government for not pushing mechanization more actively during good
times, when it is likely to cause less serious trouble.

Two Opinions

One spokesman said that his union favored every type of mechanization.
However, in its experience, the introduction of machines did displace labor,
and the Cuban economy had shown little ability to create employment for
those displaced. This was the main reason why there is some opposition to
mechanization.

Another of the top labor representatives maintained emphatically that he
is a friend of mechanization. Make-work practices, he said, are due to the
fact that labor sees no new job opportunities because of government and
employer inaction. Most Cuban employers, he maintained, have the attitudes
of "eighteenth century Spanish traders," and he contrasted them unfavorably
with employers in the United States.

He favored some sort of levy on profits and on wages to help finance
the establishment of new enterprises and referred favorably to the Nacional
Financiera in Mexico.

But without action by management or government to start new activities,
he said that labor naturally does all it can to get more from existing activities
and to preserve jobs.

"Sharing Profits from Mechanization"

Another labor leader said that there was relatively little mechanization
taking place in his industry, and in any case, expansion was so urgently
needed that mechanization was not a great threat to employment.

As for the more general problem, he thought some of the profits from
mechanization should be shared with the workers affected. Past governments
and the employers had been very much to blame for not pushing through
mechanization in the tobacco industry during the war when job opportunities
were abundant. Only when job opportunities are abundant is there any
possibility of overcoming the make-work tendencies so prevalent now in Cuba.
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"Capital Stagnant in the Banks"
The following excerpt from the speech3 of the Cuban labor delegate to

the 1950 conference of the International Labor Organization also is pertinent
to labor's attitudes towards mechanization and productive efficiency:

in regard to the productivity of labor, we wish to call atten-
tion to the small concern on the part of most officials and employers-
when the labor movement was not a strongly organized force-to
concede to the workers the human and just things which today, thanks
to the power of the working class, have been conceded . . .

... Great concern is shown for production by those who dispose
of all the pleasures and leisures of life, and they forget or place little
importance on the maintenance of large sums of capital stagnant in
the banks . . ."

4. Comments on Job Tenure

A Labor Point of View
On the specific question of excessively rigid job tenure, one labor repre-

sentative said that employers are inclined to exaggerate the difficulty of
dismissing workers.

The law was established in the first place, he said, because-in the days
when unions were under attack-there were frequent attempts to dismiss
workers for political reasons or for union activities under the guise of
legitimate complaints.

This leader maintained that the union always loses those cases in the
courts where dismissal has taken place for legitimate reasons. He admitted,
however, that few employers fight the actions all the way through, and under
the circumstances the unions are able to use their political influence to
defend their members. He felt that dismissal pay would not solve the problem,
because dismissal pay does not enable a man to find another source of
employment and income.

Labor-management Boards Favored
Another labor spokesman added to the historical reasons for "inamovili-

dad" the bad record of some of the old-time Spanish employers who dismissed
people for the most arbitrary reasons. For example, he said, women workers
who resisted the advances of the boss would be fired.

Concerning the claim of employers that the Labor Ministry is politically
biased in favor of workers, he stated that if a dismissal proceeding is really
justified it goes through; that the unions themselves sometimes request dis-
missals for theft and similar cause; and that 1,200 workers were actually
dismissed last year under these proceedings. He complained that employers

I See text of speech quoted in Co-ferencia loternacio.ol del Trbojo, (XXXIII Reunion, Ginebra) by Dr.
Jose Enrique de Sandoaoal, HIabana, Editorial Lex, 1950, 25 (Translation).
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often abuse the clause permitting dismissal for physical unfitness by getting
company docLors to furnish fictitious certificates.

He said he would favor joint labor-management boards to decide on
dismissal cases.

One-way Contracts?
On the complaint of employers that "labor contracts work only one way

-in favor of the union," one national leader stressed that he has always
insisted on full compliance by the members of his union with their contracts.
But he said that this has not always been easy because some of the more
ignorant workers seem to think that membership in the union means that
the worker can lie down on the job.

Another leader denied the allegation that contracts work only in favor of
the unions and said that the unions are willing to deposit guarantee funds.

A third admitted that there was considerable truth in the charge and
explained the situation on the basis of the historical circumstances already
cited.

"We have to accept the fact that the labor movement is still young," he
said. "It will take time to outgrow some of these things. But present condi-
tions will not last forever. We should grow up enough to see things as they
are and not from a one-sided viewpoint."

Suggestions to Employers
Several labor leaders were asked if they had any suggestions for employers

to improve labor-management relations.

One made the following interesting suggestion:
"Things might be better if management took more time to talk things
over 'in time of peace,' before troubles break out. I suggested this
once to the president of the company for which I work. I urged him
to come down into the shop from time to time and talk with the
workers directly and with the union directly, not just to accept the
points of view which reach him after passing through several layers
of subordinates.
"Nothing ever came of this suggestion. I hear that the president of
the X Company4 in Habana lunches with a group of his workers nearly
every month to find out what is on their minds and that excellent
cordiality prevails between the union and management. That sort of
spirit might well be tried elsewhere."

VI. CASE STUDY IN SUCCESSFUL RELATIONS

Importance of Management
It was soon apparent to the Mission that, despite the procedural and

political difficulties, good management could do much to promote better labor-

a The same company with advanced employee-relations policies which are described later in this chapter.
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management relations. Much depends not only on the attitude and personality
of the manager and the time he is prepared to devote to labor problems, but
also on his knowledge of modern principles of personnel management.

As a general rule, Cuban managers seem to be more successful than
foreigners in handling labor difficulties, partly because of a greater under-
standing of their fellow-countrymen and partly-it must be admitted-because
certain procedures and "short-cuts" are only available to Cubans.

For this reason it was particularly encouraging to find the degree of
success in labor management relations achieved by the subsidiary of a large
American company, which employs several hundred workers in various types
of activity in Habana and other parts of Cuba.

Well-informed Cubans-including an economist, art attorney who handles
labor matters and a union leader-stated that labor-mavragement relations in
this firm were outstandingly better than those of most other firms in Cuba
and referred to the "new ideas"-new, that is, to Cuba--which its management
had introduced.

In these circumstances, it seemed worth while to study this company's
methods, as an illustration of what might sometimes be done in other compan-
ies in Cuba. This study was based on interviews with company officials and
the union delegate.

Cordial Relations
Both the management and the union testified to cordial and harmonious

relations. Management and union representatives work together closely in
making and observing the annual collective agreement and in day-to-day
settlement of problems which arise. The management is keenly aware of
"human relations" as a problem in good administration and is skillful and
energetic in its personnel program. The union leaders honestly represent the
interests of the members and do not appear to be playing politics or seeking
personal preferment by demagogic maneuvers. Production proceeds smoothly,
with apparent satisfaction to all concerned.

The Collective Agreement
The first paragraph of the collective agreement reads:

"The company and the union subscribe to this general collective
agreement on bases of labor in a spirit of understanding and of abso-
lute cooperation, with the major objective of increasing the good
relations between the parties for the proper protection of the rights
of the four groups which are affected by the same: the general public,
the consumers, the workers, and the stockholders."
Representatives of the company, the union and outside observers agreed

that this statement is more than mere words and truly represents the situation.
The company expressly recognizes the union as the only representative of

the workers. The union, on its part, recognizes that technical, administrative,
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and business matters are the exclusive province of the company. The union
and its representatives will not attempt to intervene in these.

Human Relations

Perhaps the most significant thing is the great amount of skilled, profes-
sional attention which the management devotes to human relations. The main
problems of business, said the president, are human problems-public rela-
tions and employee relations in particular.

He personally devotes more than half his time to them. He has increased
the company's employee relations department from two to thirteen people.
Much time and effort has been devoted to the training of supervisors. Every
effort is made to imbue them with the company's policy of fair, considerate,
and courteous treatment of employees and to improve their qualities of
leadership.

Job Tenure a Handicap

This company, like other employers, finds the rigid job-tenure practices
a great obstacle to efficient operation. It "does something," said the manager,
even to the best man to know that he has such absolute immunity to dismissal.

It is characteristic, however, of this company to regret particularly
that under "inamovilidad" it cannot fire supervisors who show no aptitude
for human relations and who do not apply company policy as they should in
dealing with workers under them.

Supervisor training is not always successful. There are some who seem
unable to learn new and less arbitrary ways of handling people. Because the
supervisors are the immediate contact with "the company" for most employ-
ees, they are regarded as the key people in the whole program of employee
relations.

Union Is "Non-political"

The union is affiliated with the national federation in its industry and with
the Cuban Confederation of Labor. It elects its officers democratically and
has chosen leaders who have not tried to use their positions as stepping stones
to personal privileges and power. In fact, the president of the union, who is
a very able mechanic, actually works at his trade, except for about a half-day
a week when he confers with the personnel manager of the company. This,
it is understood, is a very different attitude from that found in many other
instances where union officers are paid but do not work on production, and
frequently enjoy other prerequisites.

The personnel manager said that the company is lucky in that the union
it deals with is primarily concerned with economic and other interests of its
members and is "nonpolitical."
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Education
This company offers its employees opportunities for continuing their

general education and for technical training. The classes are eagerly attended.
The company makes a conscious effort to educate its employees on the

operations of the firm. For example, it has initiated an annual "Report to
Employees." It has offered courses in the principles of 'business management.
and the members of the Executive Committee of the union as well as other
employees have participated in these courses.

It is particularly important, said the president, to explain elementary
business ideas to the employees, because, at first, most of them had not the
faintest understanding of what a company is, how it operates, the fact that
stockholders have put money into it and deserve some recompense in divi-
dends, and other such elementary ideas.

Two-way Communication
"Education is a great problem," he continued. "Since most workers do

not have a good understanding of business operations, it is remarkable what
fantastic rumors get started-things that one would ithink no sane person
could believe.

"One of the main problems, therefore, is to establish good two-way com-
munication-from management to workers, and from workers to management.
Only in this way is it possible to counter the unfounded suspicions, rumors,
and fears.

"Communication downward (management to employees) is relatively
simple, but the real problem is communication upward. This has to be
worked on continually, and it is the hardest thing to teach to the old-fashioned
among the supervisors. It is considered a failure of mnanagement if real or
imagined grievances of workers are allowed to go unknown until a crisis."

Legalism Discouraged
In the negotiation of collective contracts, the president insists that the

company must not be represented by attorneys. For, he feels that there is
too much of a tendency in Cuba to treat labor problems from the legal point
of view. When he took charge, the company had a number of suits pending
before the Supreme Court on labor matters. He ordered them all dropped.

Morale Building

The company sponsors an employees' savings plan. It has a plan of sick-
ness and accident insurance in which 99% of the employees participate
voluntarily. It offers prizes for constructive suggestions from employees.
It publishes a small monthly magazine of news about employees and their
families. It circulates a mimeographed bulletin with additional news. In
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many other ways it endeavors to improve morale. The employees get the
idea that management is not a "big bad wolf," and, as a result, the problem
of two-way communication-repeatedly emphasized as the most important
problem of all-becomes easier.

Though the company pays good wages, its managenWnt is convinced that
workers often consider courteous treatment and a sense of "belonging" to be

even more important than monev.

The management cites an opinion-survey among a representative sampling
of Cubans who were asked what influenced them most in preferring a job
with one employer rather than another. Responses were: good treatment,
52%; opportunities for advancement, 46%; better salary, 42/o; old age and
sickness benefits, 41i§. 5 interesting job, 18;c don't know, 1%.5

Paternalism Bad

Employees do not like paternalism, however. They appreciate opportuni-
ties and fair treatment, but they want to make their own decisions. Pater-
nalism, in this company's opinion, is very bad; and that is where many
employers make their mistake when they try to improve employee relations.
The company believes that communication, and mutual confidence are the
real essentials which have to be built up by many specific actions over a
period of time.

Unpromising Start
Present relationships are more encouraging when it is realized that there

were problems-including antagonism by leaders and bitter resentment by
employees-before the present policy was started.

These problems, however. were solved by a systematic search for legiti-
mate causes of resentment and discontent, which were gradually eliminated.

Featherbedding Reduced
One of the most interesting results of this policy was the removal-by

mutual agreement-of certain feather-bedding requirements which had
formerly been insisted on by the union. This is significant from the stand-
point of increasing productivity and living standards in Cuba.

The company had taken much time and trouble to explain how this would
increase efficiency and win new customers; and arranged alternative work
for displaced employees.

Cooperative Cost Reduction

Formerly there was a clause in the collective labor contract to the effect
that the company could not contract out any work. This has been eliminated,

Since those questioned -ere allowed to choose more - hn one factor, total percentages exceed 100.
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along with many other restrictive clauses which had the effect of impeding
efficient operation.

At the same time, with the full sympathy of the union, the company has
carried on a strenuous campaign throughout its organization to reduce costs.
It has pointed out We importance of such savings for all parties concerned
-the public, consumers, workers and stockholders.

VII. CONCLUSIONS AND SUGGESTIONS

1. General
Simultaneous Action

In the beginning of this chapter, reference was made to a vicious circle
in labor-management-government relations in Cuba.

It was also stated that the Mission has no illusions about the difficulties
of breaking it. But the Mission believes that it is possible at least to initiate
steps towards more constructive cooperation and that if this could once be
started it might gather force and momentum on its own.

If this is to be achieved, much will depend on simultaneous action and
changes of attitude by the government, by management and by labor. None
of these can do much without the others.

Interdependence
In a representative democracy like Cuba, the government can act wisely

in these matters only to the extent that it can count on support from a
reasonable proportion of labor and an influential number of employers.

Management cannot for long persuade investors to provide capital for
expansion or new ventures if it has to continue to face shortsighted demands
or restrictive practices, enforced by organized labor or by the government.

Labor is unlikely to modify policies which raise costs and restrict pro-
duction unless it sees not only real indications that management and the
government are going to show the initiative and determination to create new
employment opportunities but also a real prospect of a better living standard
through more effective production.

Suggested Conferences
Since government, management, and organized labor must move simul-

taneously in order to achieve real progress, it is suggested that a series of
informal consultations and perhaps later a series of more formal conferences
should be held among qualified representatives of the three groups.

The government might well take the initiative in stimulating such con-
versations. But it would also be useful if employer and labor groups in
various lines of production, or representatives of industry and organized labor
generally, were also to arrange for constructive joint discussions.
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All such consultations should be clearly distinguished from negotiations
on any current controversies. rthe focus of discussion should be the contri-
butions which each side could make to the improvement of labor-management
relations and to the encouragement of economic development in Cuba.

Specific recommendations are offered below. It is believed that if these
are adopted by government, management, and organized labor respectively,
they can considerably improve the economic prospects of all three and can
contribute much to the economic betterment of Cuba.

2. Action by Government
Flexibility in Job Tenure

1. The Cuban Government should adopt the system of other Latin
American countries under which an employer may dismiss an employee,
without any reflection, by paying him a specified compensation based on
length of service.

2. The Government should make the procedures for handling dismissal
cases, under the existing list of legal causes, simpler, faster and less subject
to political pressure. (See 3 and 4 below.)

Labor Courts
3. A system of Labor Courts should be established to settle issues which

arise out of the interpretation of individual and collective labor contracts and
out of the application of specified labor and social laws, including those
relating to dismissal of a worker for cause. Procedures should be made as
simple, nontechnical, and inexpensive as possible. Judges assigned to this
service should be-or become-specialists; and they should be given oppor-
tunity for training, not merely in the law, but also in the economic and
social background of their work. 6

An issue under discussion in Cubs is whether the Labor Courts should also have jurisdiction over con-
flicts between labor and management in the setting of the terms of new collective agreements, as distinct
from the interpretation of existing agreements. That is, should the courts adjudicate "conflicts of interest"
as well as "conflicts of law"?

The proposal foI handling "conflicts of interest" in labor courts amounts to compulsory judicial arbitra-
tion. Expert opinion on the value of this, where it has been tried, is divided. A study by the International
Labor Organisation expresses the view that compulsory arbitration is more suitable in countries where the
economy is rather fully controlled by the government, while in countries where the economy is less controlled
a system which relics on voluntary collective bargaining-assisted by mediation and conciiiation, with special
provisions far public employees and public utilities-is more appropriate.

The strongest argument in favor of compulsory judicial arbitration in Cuba is that something appeoaching
compulsory a-bitration already exists, but by administrative agencies exposed to political pressures. The
Labor Ministry today acts as arbiter in many disputes, and decisions against employers ase enforced by the
practice of "intervention" (temporary taking over of private business by an isterventoe for the government).
It can be argued that, as compared with the existing system, compulsory arbitration under the Judicial
Power would be an improvement.

The strongest argument on the other side is that the essentially "legislative" process of asriving at new
collective agreements is not appropriately handled by judicial decision. The attempt may simply weaken the
prestige and authority of the Judicial Power by producing decisions which will not be accepted or enforced
because of the large and strongly organized economic and political interests involved. The alternative sug.
gested by those who take this view consists of steps to develop more genuine collective bargaining between
labor and management directly, with the State making every effort to bring the parties to realistically-based
agreements, instead of assuming that the State must settle each issue by direct decree or judicial derision.

We bhelieve that the weight of the considerations pro and con is fairly evenly balanced under Cuban
circumstances, and that the choice of policy should turn on the preferences and habits of mind of various
Cuban groups which we are not in the best position to estimate. Therefore, we attempt only to clarify
the issue and make no specific recommendation.
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Better Administration of Labor Laws

4. Improvement in the administration of Cuba's labor and social laws
should be sought along three lines:

(a) The principles of the "merit system" of Civil Service, recommended

for general application in Chapter 20 should be put into effect in the

Ministry of Labor as soon as possible. These include selection of
personnel by a system of competitive examinations, in-service training
programs, promotion on merit, a tenure system which protects the
employee against discharge as a result of changes in political adminis-
tration, and substantial salary increases for key officials who qualify

for entry into the "merit service".

(b) Provision should be made for training, within the "merit system,"
of a staff of specialists in labor-management conciliation. Training
should include not only legal background and techniques of concilia-
tion, but also such economic and social fundamentals as the operations
of business, relations of standards of living and wage levels to produc-
tivity, comparative study of business and trade union policies in
other countries and economic development problems. Study trips
abroad should be a part of the training program.

(c) Special attention should be given to building up a competently-staffed
office of labor and social statistics which should make continuous
studies and issue regular and special reports on such matters as
employment and unemployment, trends of worker productivity in
different lines of production, wages and annual earnings, cost of
living, and so on. Since Cuba's supply of trained personnel in this
field is very small, a program of personnel development similar to
that just suggested for conciliators is also needed here.

An Economic Basis for Wage Policy

5. At present the government enters extensively into the setting of wages

in nearly all branches of industry and agriculture, through the National
Minimum Wage Commission, the National Commission on Social Cooperation,
by Presidential decree, and by resolutions of the Ministry of Labor. Its

policy with respect to wages needs to be coordinated and reviewed.

(a) We recommend that the Government take steps to recede from the
position into which it has been drawn of fixing almost all types of
wages in Cuba. Its policy should be to limit the government's respon-
sibility, so far as feasible, to the fixing of genuine minimum wages
for the protection of workers in weak bargaining positions against
abuses and exploitation. Wages above the minimum should be settled
in most cases by collective bargaining between organized workers
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and organized employers. Efforts of the government should be
directed toward concilation, arbitration, and the provision of reliable
economic information, which will facilitate the reaching of equitable
and realistic agreements.

(b) The Government should invite a small technical committee of compe-
tent economists to make a careful study and to advise the Government
and the public (through a report to be published) on principles of
wage determination appropriate to Cuba. This report should deal
with: (1) The relation between wages and productivity. (2) The
relation of wages to monetary and fiscal policy, including problems
that Cuba may face as a result of inflationary pressures from the
outside world and rising prices and living costs. (3) The effect
of wage demands of highly organized groups upon the wage pros-
pects and employment opportunities of less well organized workers
and upon consumers. (4) The relation of wage policies to the pros-
pects for expansion of Cuban industry and agriculture and attraction
of additional capital. (5) Other related questions.

The wage problem is closely bound up with Cuba's major problems of
monetary and economic stability, and it is one on which the Government will
need highly expert counsel.

Codification
6. Codification and simplification of laws and regulations relating to

labor and social welfare, for which the groundwork has already been laid
by various efforts, should be carried forward to completion as soon as possible.

3. Action by Management
Attitudes

7. Owners, employers and managers should modify certain old attitudes
toward labor problems and adopt new ones more in keeping with the present
situation. Specifically, management should:

(a) Recognize fully the legitimate role of trade unions in the modern
economy. This means accepting and cooperating with the unions in
the performance of their function of representing and protecting the
interests of workers, instead of seeking to weaken or destroy union
organization. At the same time, management should insist, by nego-
tiation and education, that unions not attempt to take over manage-
ment's functions of organizing production.

(b) Make it clear by actions and statements that labor is regarded as a
human participant in industry, deserving of respect and considerate
treatment.
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Acceptance of Responsibility

8. Management and investors should accept and discharge with greater
vigor their own key responsibility to create a dynamic Cuban economy. It is
for the employing and investing group in Cuba to provide the primary enter-
prise and initiative, which will develop new products and processes, expand
existing production, find new markets, and thereby create new opportunities
for workers, consumers, and owners.

(It is realized that this responsibility cannot be successfully carried out,
nor can the attitudes recommended above be maintained, unless there are
parallel changes in the attitudes and policies of organized labor-see below.)

Personnel Relations

9. Employers should devote more constructive attention to good person-
nel relations as an essential part of modern management. Specifically, manage-
ment should:

(a) Do more to cultivate good relations with employees and the union
at times when no controversial issues are under discussion.

(b) Impress on all levels of management the importance of workers'
morale, based on skillful human relations. Training programs for
supervisors are suggested.

(c) W7here the size of the enterprise warrants, establish a staff of person-
nel-relations specialists, led by a person chosen for skill in human
relations. The personnel department should be concerned not merely
with routine problems but with employee morale, training and
education programs, sound wage and promotion policies, and similar
matters.

(d) Retain competent legal counsel for advice on labor and social laws,
but so far as possible put the day-to-day maLnagement of personnel
relations, individual and collective, in the hands of persons chosen
primarily for their skill in human relations.

Employers' Associations

10. Employers in various fields should form employers' associations,
linked in a strong general confederation of employers. The functions of these
associations should be:

(a) Effectively to represent the employers' interests in negotiations ivith
organized labor and the government.

(b) To exchange experience and points of viewv among managements,
particularly in the field of personnel relations.

(c) To provide training courses for personnel-relations specialists, either
directly or through stimulating educational institutions to do so.
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(d) To give attention to means of improving the relations of employers
with the general public.

4. Action by Organized Labor
Attitudes

11. Organized labor should modify certain old attitudes and adopt new
ones more in keeping with the present situation. Specifically, organized
labor should:

(a) Abandon the combative approach-which was natural when unions
were suppressed and labor was struggling for the right to be heard-
and accept the new responsibility to the people of Cuba which comes
with recognition of labor's right to organize and with the great recent
growth in labor's economic and political power.

(b) Exercise vigorously the proper trade union function of representing
the interests of workers as regards wages, hours, working conditions,
and other matters affecting the safety and well-being of workers.
But, at the same time, accept and cooperate in the performance by
management of those functions which it must perform in the interest
of efficient production-such as assignment of duties within the enter-
prise, promotions, and installation of improved machinery and
processes.

(It is realized that these changes in attitudes, and also the positive policies
toward production recommended below, cannot be successfully adopted by
organized labor unless there are parallel changes in the attitudes of employers
-see above.)

Positive Policy Towards Production

12. Our analysis of Cuba's economy and of labor's gains since 1933
leads us to believe that labor is now approaching the limit of the benefits
which it can attain simply by using its bargaining strength to redistribute
more favorably to itself the national product of Cuba. Henceforth, really
significant gains for labor, as for other sectors of the community, will have
to come from an increase in the total national product.

We suggest, therefore, that the main problem of Cuban labor from now
on is the encouragement of economic development and increased productivity
in Cuba. This requires new and more positive policies by organized labor
towards production.

It is realized that specific initiatives in the expansion of production must,
as a rule, come from employers and investors. But union leadership, by
adopting a positive attitude towards increase of production and lowering of
costs, can do much to stimulate such initiative and to remove obstacles.
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Specifically, it is recommended that Cuban unions consider carefully from
this point of view:

(a) Seniority rules. Without opening the door to former abuses, it
should be possible to modify the excessively rigid seniority require-
ments of many Cuban unions in order to permit and encourage
promotion on merit for workers who improve their skills and do
their jobs efficiently. In the long run, increases in the living standards
of labor depend on increased efficiency of work. It is in the interest
of labor to encourage rather than discourage this. A strong union
can ensure that increased efficiency is not souaght at the expense of
the workers' health or by other undesirable means.

(b) Make-work demands and mechanization. Organized labor should
adopt a positive attitude toward mechanization and improvement of
processes. Union requirements which force employers to hire more
workers than are really needed should be dropped. All this is based
on the assumption that employers and the government, as well as
organized labor, will do their part in fostering a vigorous economic
development in Cuba which will create new job opportunities and
permit the attainment of higher standards of living.

The displacement of labor by mechanization and improved
methods can be held to a minimum by a frank and cooperative atti-
tude between union representatives and management, based on a posi-
tive policy towards production and at the same time recognizing the
human problems involved. The improvements can be introduced
gradually, with provision for transfer of any displaced workers to
alternative jobs. Where genuine "hardship cases" do arise, organized
labor should not seek to block the more efficient method of produc-
tion, but should seek instead to arrange temporary compensation
for the individuals affected and to obtain special training opportuni-
ties for them, leading to reemployment in other jobs.

(c) Wage policy to encourage new dead-season employment. Elsewhere
in this Report we have stressed the great advantages of encouraging
enterprises and products-new or old-which can use Cuban resources
which are now unemployed in the dead season. Labor would un-
doubtedly benefit from this more than any other group. It is sug-
gested, therefore, that organized labor devise and offer to employers
some definite incentives to expand dead-season enterprise. Labor
should agree that somewhat lower wage rates would apply for
additional, supplementary employment provided in that season. Also,
labor should agree that the high sugar wage-rates should not be
required for new types of production introduced on sugar centrales.
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Employers' Organizations
13. It is shortsighted for organized labor to oppose creation of strong

employers' organizations, just as it is shortsighted for employers to try to
destroy unions. Experience in many countries demonstrates that labor-man-
agement peace and constructive cooperation are more likely to be attained
where there are strong, stable, and responsible organizations on both sides.7

Education

14. Organized labor should take all the steps within its power to increase
the opportunities for education-especially on economic and social topics-
available to union leaders or potential leaders, to the rank and file of union
members, and to the community at large. Practical measures might include:

(a) Establishment of education departments and research departments
within union organizations.

(b) Special study fellowships for labor leaders and promising young
men in the labor movement, to enable them to take time for study
of economic problems in Cuba and abroad.

(c) Enlisting the aid of outstanding Cuban economists and educators
to develop a well-planned program of adult education, including
education on economic problems, suitable for use among the union
membership.

(d) Union support for the recommendations on public education contained
in Chapter 18 of this Report.

5. Joint Action

Institute of Labor-Management Relations
15. There should be established in Cuba an Institute of Labor-Manage-

ment Relations, as an independent organization under a governing body in
which employers, labor, and the public would be equally represented. The
purpose of the Institute would be to carry on studies and educational activities
likely to further the understanding of labor-management problems and to
improve labor-management relations. Financial support should be provided
by employers and their organizations, by labor organizations, and by the
government.

The Institute should present public lectures by competent authorities,
foster informal discussions and conferences among workers' and employers'
representatives, arrange seminars for personnel managers, for trade union
leaders, and joint seminars.

7 Both the International Labor Organization and the General Assembly of the United Nationo have
approved the principle that "Workers and employers . . . shall have the right to establish and . . . join organi.
zations of their own choosing." Convention 87 of the I.L.O., 31st session of the International Labor Con-
ference. Jnne 17, 1948. Resolution 279 of the UN General Aosnsebly, 2nd port of 3rd session, MIay 13, 1949.
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The Institute should establish, either by itself or in cooperation with
Cuban universities, courses of study on the economic and social problems
of industrial relations, on modern methods of persoinel management, and
on trade unionism. It should stimulate research in Cuba on these topics.

Advice and aid in establishing such an Institute and in carrying on its
program might well be sought from international agencies and from private
sources, including foundations.

VIII. SUMMARY OF RECOMMENDATIONS

The Mission recommends that:

The Government should:

1. Adopt the system of dismissal wages in use in other Latin American
countries.

2. Make dismissal procedure under existing law simpler, faster and less
subject to political pressure.

3. Establish a system of Labor Courts.

4. Improve the administration of labor and social laws.

5. Discontinue fixing almost all types of wages in Cuba, leave more to
collective bargaining, and invite a small technical committee to study and
report on principles of wage determination appropriate to Cuba.

6. Codify and simplify labor and social laws and regulations.

Management should:

7. Reconsider old attitudes and adopt new ones towards trade unions
and labor relations.

8. Accept and discharge with greater vigor the responsibility for creat-
ing a dynamic Cuban economy.

9. Devote more constructive attention to good personnel relations as
an essential part of modern management.

10. Form strong employers' associations and a general confederation of
employers.

Organized labor should:

11. Reconsider old attitudes and adopt new ones appropriate to labor's
recently-acquired rights and to its new position of power and responsibility.

12. Adopt a positive policy towards production, including consideration
from this point of view of union policies on seniority, make-work and
mechanization, and wage incentives to encourage employers to offer new
dead-season employment.
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13. Recognize that strong employers' organizations, like strong labor
organizations, are desirable as a basis for constructive labor-management
relations.

14. Take all possible steps in its power to increase opportunities for

education-especially on economic and social topics-for union leaders or
potential leaders, for union members, and for the community at large.

All the parties jointly should:

15. Cooperate in the establishment and support of an Institute of Labor-
Management Relations, to carry on an active program of conferences, educa-

tion, and research.



CHAPTER 17

Port Labor

INTRODUCTION
Special Difficulties

Almost everywhere in the world four factors make labor-management
relations in the ports specially difficult:

1. The intermittent and irregular nature of the work, which means that
high rates paid by the employer may not mean high earnings, on a monthly
or annual basis, for the worker and his family.

2. The relatively uneducated status of the workers drawn to this type
of activity.

3. The strategic position occupied by men who load and unload ships,
in view of the big investment tied up in ships and merchandise and the ease
with which shipping companies can be subjected to important losses by
sudden stoppages or delays.

4. The fact that extremist groups, most recently the Communists, gen-
erally find port labor situations a fertile field with obvious attractions for
an international revolutionary party which aims to disrupt the economic life
of non-Communist countries.

These and other factors have operated with such force in Cuba that the
labor problems of the ports, and especially of the port of Habana, have
attained unusual levels of economic irrationality.

Importance to Development

This subject is discussed in some detail, not because it is typical of labor
relations in Cuba-it is an extreme rather than a typical case-but because
it is important to the prospects of economic developrnent.

Since Cuba is a fairly small island, she cannot provide within her own
borders either the large markets for her traditional products and possible
new products or all the raw materials and finished goods which she needs.
She will always depend, therefore, to an extraordinary degree on sea com-
merce for the lifeblood of her economy.

Prospects of developing new industries and agricultural products depend
on Cuba's ability to import needed equipment and raw materials at reason-
able cost and, in some cases, to sell part of the new products abroad, again
at a reasonable cost for transport.

For example, Cuba may be able to take full advantage of her geographical
position and process raw materials, such as lumber from further south, and
sell the finished products in the United States.

390
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For these reasons, anything that unnecessarily increases the cost of mov-
ing goods in and out of Cuban ports sacrifices some of Cuba's natural
geographic advantages and is an obstacle to development.

Present labor conditions in Cuban ports are such an obstacle. The chief
problems may be analyzed under the following headings:

1. Uncertainties, interruptions, and delays which result from arbitrary
requirements of the union and an unsatisfactory system of handling
disputes.

2. A low general efficiency of work, intensified by union pressures
and government regulations which require employment of excessive per-
sonnel and prevent the most efficient use of Cuba's transport system.

3. A highly irrational wage system which is unjust to shippers,
workers and the public.

1. Uncertainty and Arbitrary Requirements

The "Intelligence Commission"
A law of June 9, 1924, still in effect, established an "Intelligence Commis-

sion" for each Cuban port. The Commission consists of three representatives
of employers, three of labor, and a presiding judge. It deals not only with
interpretation of maritime regulations and working agreements but also with
disputes and demands for increases in wages or changes in conditions. Against
the decisions of the Intelligence Commissions appeals can be filed before the
Minister of Labor, and, against his decisions a further appeal may be made
to the Tribunal of Social and Constitutional Guarantees.

Law Ineffective
In practice, two things prevent this law from from working effectively.

First, in recent years the union has often ignored the Intelligence Com-
mission and instead has imposed its own demands in an arbitrary and some-
times very sudden way. It has enforced them by threats of stoppage or
the so-called "paso de jicotea" (go-slow strike) in which the laborer con-
tinues to collect pay while performing practically no work. Employers, under
contract to maintain shipping schedules and incurring heavy daily charges
for expensive equipment and for ships' crews, are often forced to acquiesce.
They may reserve the right to seek redress through legal channels, but
this is a slow and ineffective process.

Second, from time to time the government has issued decrees raising
wages or otherwise affecting port labor costs without adequate examination
of the economic effects of the measures, and sometimes without even hearing
the views of employers and shippers.

As far as could be ascertained, neither the Intelligence Commissions nor
the Labor Ministry have had the kinds of economic and social data which
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would assist in reaching decisions based on a just evaluation of the interests
of workers, employers, shippers, and the economy o:f Cuba. Consequently,
there has been no opportunity for a considered policy, but only a chaotic
response to immediate economic and political pressures.

Some Regulations Out of Date
Regulations adopted by the Intelligence Commission of the Port of Habana

in 1925 and promulgated by Presidential Decree 1469 on July 8, 1925, have
been only incompletely and imperfectly revised since that time, although
there have been many changes in types of products and containers to be
handled and in shipping techniques. Disputes frequently arise over the piece
rates to be applied to articles not covered by the schedules or over the num-
ber of men to be used, and these frequently result in stoppages. Examples
appear in some of the cases described later.

2. Low Efficiency and Make-wvork

Increased Costs and Delays
According to the shipping companies, a gang of stevedores in 1938-40

unloaded import cargo at the average rate of 18 to 20 tons per hour, while
in recent years similar gangs have averaged only 9 to 10 tons per hour. This
50% drop in efficiency means a 100% increase in the cost of handling goods,
quite apart from other advances in costs.

Among the latter are very important increases in cost which result from
the delay of steamers by decrease in labor performance and by interruptions
in work. The shipping companies say that in previous years it was usual
for steamers running between United States ports and Habana to arrive in
Habana, say, at 7 o'clock Tuesday morning, to unload 2,000 or 3,000 tons
of cargo, to load up to 2,000 tons of export cargo, and to sail again on
schedule at 2 a.m. Wednesday morning. The time in Habana was thus only
19 hours.

To perform a similar operation under present labor conditions in the
port of Habana, the companies say, would require several days and would
entail payment of a large number of overtime hours at double wages.

Featherbedding

Many specific examples could be cited of make-work requirements in
Cuban ports. From the point of view of labor, these are a means of providing
more jobs. But they do so by lowering the efficiency of the Cuban transport
system and by increasing the costs which must be passed on to shippers and
eventually to producers and consumers. (Make-work practices in industry
are discussed in Chapter 6.)

It was formerly the custom-and there is still no formal regulation against
it-that when a gang of stevedores had finished unloading at one hatch they
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would be shifted to another hatch where there was still cargo to be unloaded.
Lately, however, the union has insisted that the first gang should be paid for
the entire half-day period even if they had worked only one hour, and that
a second gang should be employed for the hatch where cargo remains.

In unloading automobiles and trucks a "technician" must be employed at
double wages. He inspects the handling inside the hatch of the steamer, thus
duplicating the work of the foreman, and releases the brake when the car is
being pushed out.

Opposition to Sea Train

At the end of the war, the port workers renewed their long-standing
campaign against the Sea Train, by which freight cars were moved between
the mainland of the United States and Cuba without the need to unload and
reload their contents, with obvious advantages in time and cost.

Under labor's pressure, the Cuban Government in June 1946 issued
regulations requiring that a substantial portion of the cargo transported in
such a manner should be unloaded on the dock upon arrival. The manage-
ment of the Sea Train said that it could not continue under these conditions.
The regulations were then suspended for six months and a subsidy was
granted to port workers. The attitude of the port workers was not supported
by all other unions-notably the railroad workers.

Then new regulations were issued which required that higher wages
should be paid to port workers handling Sea Train cargo and also that a
portion of the cargo should be discharged on arrival. Confronted with these
regulations, the Sea Train discontinued its Cuban service.

In September 1950, Habana newspapers reported that leaders of the
Maritime Federation had informed the Government that there would be a
general strike in Cuban ports if Sea Train service were resumed.

Routing Through Specified Ports

During the war, because of the submarine menace and for other reasons,
sugar shipments were frequently routed through ports other than those tradi-
tionally used by the particular mills in question. With the disappearance of
war security reasons, some sugar mills preferred to continue using more
distant ports rather than those nearest at hand, in many of which equipment
had deteriorated or disappeared.

But the union, pointing to the situation of port workers and their families
in the small coastal cities where there is little alternative employment, has
insisted that sugar shipments be returned to the traditional ports, and the
government issued a decree to this effect.

There is clearly a social problem involved, but this method of meeting
it also freezes a situation based on conditions of many years ago. It has the
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effect of preventing the application of any cost-reducing technological or other
changes which might lower sugar transport costs by methods that involve
re-routing.

Enforced Storage

During the war the shortage and irregularity of shipping frequently
demanded storage of sugar at ports, though prior to, the war this was not
customary. After the war, when wartime subsidies to port and maritime
workers were terminated, the Maritime Workers Federation and the CTC
demanded, as a measure to prevent unemployment, that the wartime practice
of storage at ports should be continued.

The mill owners objected to compulsory continuation of a practice which
they regarded as unnecessary and which substantially increased their costs,
while the mill workers feared that the mills might refrain in consequence
from storage at mills and lessen work and earnings there.

In consequence, Decree 495 of March 8, 1946, modified by Decree 913
of April 18, 1946, requires that no more than 20% of export sugar may be
shipped direct without storage at the mill or at the port, with some excep-
tions when the sugar is moved in lighters. The 80% must be stored at mill,
port, sub-port, or shipping point in proportions equal to the average amount
stored at each of these places during the period 1937-41.

These proportions may be altered when circumstances require, but in that
case workers who otherwise would have manipulated the sugar must be
compensated at the rate of 10 per bag.

This is another illustration of the tendency to meet social problems by
measures which freeze existing techniques and, inevitably, lower the efficiency
and increase the cost of transport.

Opposition to Bulk Handling

The handling of at least part of Cuba's export sugar by modern bulk
methods, instead of in bags, would probably result in substantial economies.
The bulk method is already in use to varying extents in such competing sugar
areas as Hawaii, Louisiana, Puerto Rico, the Dominican Republic, and
Australia.

The method has been resisted, however, by Cuban labor. One central
bags the sugar, takes it in bags to the ship, which in this case is only about
1,000 feet from the mill, and there unbags the sugar to ship it in bulk. Labor
regulations prevent handling the sugar in bulk all the way, though this could
readily be done by a conveyor from the mill to the ship. Even so, the company
finds the bulk shipment economical, for it saves about $1,000,000 a year by
re-using the bags, (bags cost 59# each in 1950), and they make a further
saving by using bulk unloading methods in the United States.
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3. Irrational Wage System

Diferent for Imports and Exports
The unloading of imports is paid on a time basis and the loading of exports

on a piecework basis.
Longshoremen and tally clerks working on import cargo in the port of

Habana receive, for an 8-hour day at ordinary time, a basic wage of $6.58,
plus 9.09% under the law requiring 48 hours' pay for 44 hours' work, and
another 9.09%o paid-vacation allowance, bringing the workers' pay to $7.82.
To this the employer must add social taxes that make his total wage cost
$8.80. Stevedores are paid $7.30, plus allowances making $8.68, plus social
taxes, bringing the total wage cost to $9.76. (Table 56.)

On exports, where piecework prevails, the situation in 1939 and 1950 is
portrayed by the items selected in Table 57. This is based on information
supplied by shipping companies. It indicates, on the basis of the rate schedules
and of the number of packages that can be loaded by a gang in eight hours'
work, the amount that each stevedore was able to earn loading the commodity
in question in 1939 and in 1950.

Burden on Producers

The extraordinary increases and extremely high earnings possible in the
handling of the Group C commodities shown in Table 57 are apparent. These
are commodities on which it has not been possible to get agreement on the
piece rate and on which neither the Intelligence Commission nor the Ministry
of Labor has set a piece rate. The union sets its own price and the shippers
in practice have to acquiesce.

It is obvious that rates which permit a stevedore to earn $111.52 in eight
hours' work loading cartons of guava jelly, or $73.80 loading butter and
sausa5es, are far out of line with wages in other occupations requiring equiva-
lent skill and exertion. It is also evident that these rates not only impose
unwarranted burden and handicap on Cuban producers who attempt to market
such wares abroad, but must also have the effect of reducing such shipments.

Additional Rates
The time rates and piece rates already quoted do not tell the whole

story. Double rates or a double number of laborers are required by the
union for the handling of commodities alleged to be especially dangerous
or difficult, such as caustic soda, bags of damaged potatoes or onions, cement,
carbon black, bullets, anaesthesia, photographic film, and mail pouches to
be placed in special lockers on the ship.

Double pay is also required for the handling of fruits or other merchandise
which are shipped under refrigeration. Also, double rates are paid for
overtime, that is, between 11 a.m. and 1 p.m., after 5 p.m., and on holidays.



TABLE 56

WAGES OF STEVEDORES FOR HANDLING IMPORTS IN THE PORT OF HABANA

(Pesos)

1947
1920 1925 1941 1944 1945 1946 (to 1950)

Decree 665 Decree 1469 Decree 2982 Decree 2 Decree 431 Decree 2196 Res. 1181

Basic daily wage ....................... 4.50 4.00 4.60 5.28 6.36 6.34 7.30

9.09% for equivalent of 48-hrs.' pay in 44 hrs. - 0.58 0.66

9.09% paid vacation allowance .- - 0.42 0.48 0.56 0.62 0.72

Paid to worker .4.50 4.00 5.02 5.76 6.92 7.54 8.68

7% accident security - - 0.35 0.40 0.48 0.53 0.61

5% maritime retirement fund . - 0.25 0.29 0.35 0.38 0.43

1/2% maternity tax - - 0.03 0.03 0.04 0.04 0.04

Total wage cost on ordinary tim . 4.50 4.00 5.65 6.48 7.79 8.49 9.76

Socorm: Andres A. Saine y Canal. Annex A (p. 378) of a repoNt to the Conference for the Progress of the National Economy, held at Habana. November 15 th 19, 1948, Und,er the anspices
of the Chamber of Commerce of the Rcpi,blic of Cuba and the National Monufacturers Association of Coba. The 1947 rate is still in effect today.



TABLE 57

SAMPLE PIECEWORK RATES FOR HANDLING ExPoRTs IN THE PORT OF IIABANA, 1939 AND 1948-50 WITH

ESTIMATED AMOUNT EARNED BY EACH STEVEDORE IN 8 HouRs' WORK

No. of packages Amount earned Amount earned 1948 tariff
that can be Unit by each by each in relation

loaded by a gang of Tariff stevedore in 8 Tariff stevedore in 8 to 1939 tariff
Commodity in 8 hours' work assessment 1939 hours' work 1948.50 hour, work (1939=100)

Group A: Commiodities Tariffed under Decree
1469 of 1925:

Sugar, bags up to 300 lb ..................... I ..... 1,600 1,000 $45.00 $ 7.20 $122.90 $20.03 $ 287

Tobacco, cases (elaborate) ............... ...... .... 1,800 1,000 67.50 12.15 146.58 26.38 217

Molasses, tierces (50 gals.) ............. .............. 700 Unit 0.18 12.60 0.3909 27.36 217

Alcohol (1/ hogshead) .................................. 700 Unit 0.135 9.45 0.5712 39.98 423

Group B: Commodities Tariffed under Ministry
of Labor Resolution 859 of 1945:

Canned fruit or preserves, cartons from

41 lb. to 80 lb ...................... ............ 5,000 1,000 18.00 9.00 54.19 27.09 301

Tomatoes, lugs over 35 lb ............... ............ 4,800 1,000 18.00 8.64 58.52 28.08 325

Sisal, rolls .................................. 140 1,000 kgs. 0.50 7.00 4.10 57.40 820

Soles or leatlher ...................... ............ 110 1,000 kgs. 0.50 5.50 8.20 90.20 1,640

Group C: Non-tariffed Commodities:

Guava jelly, cartons 81 lb. to 120 lb .. 2,500 1,000 36.00 9.00 8.20' 111.52 ],2392
Butter and sausages, up to 70 lb . ................ 4,000 1,000 18.00 7.20 8.200 73.80 1,025'

Cocoanut, bags up to 150 lb ........................ 2,200 Unit 0.0225 4.95 8.20' 123.10 2,4840

Sponges, bales or packs ............. .................... 2,000 1,000 25.00 5.00 8.20' 51.66 1,033W

O I:e per 1,090 kg,.
x 1948 earnings in rclation to 1939 earnings.
SouncE: Andres A. Saint y Canal, report cited in preceding table, Annexes B, C. D, spplementecl ir-i,, shipping rompany soures wh,ich tte tiai thre1e figre are valid as oi October 1950.
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Therefore, if a refrigerated cargo has to be loaded or unloaded outside the
regular hours the cost is four times the rates shown in Tables 56 and 57.

Irregular Employment

In fairness to the port workers, one of the points made at the beginning
of this chapter should be re-emphasized: high rates paid by the shipping
companies do not necessarily mean that the individual workers have high
earnings.

Labor requirements in cargo handling are highly irregular and in an
unfavorable season a man's name on the rotating list may come up infre-
quently. A union official stated that the average maritime worker is employed
only about 120 days a year. Unemployment is particularly severe between
October and January, and the great mass of port workers outside of Habana
are completely inactive for at least four months. Most of them work only
two days a week even during a period of fairly high activity. Particularly
outside of Habana, the lack of other industries and the attractiveness of the
high daily wage has brought new workers into the ports and aggravated
the problem of irregular employment.

Cases, however, were reported to the Mission in which individual port
workers and groups in particular ports had made extraordinarily large
incomes. For instance, the average monthly earnings of the stevedore fore-
man of one large exporting firm were said to be between $1,600 and $1,800,
and the cargo handlers in one port town were said to have averaged over
$3,000 in 1948. We have no means of knowing whether this is typical or
exceptional.

No Official Study
One of the ironies of the situation is the lack of data on an industry

which has a special apparatus of regulation and has frequently required the
attention of the government in the form of decrees and subsidies. As far
as could be learned, there has never been any study of the annual earnings
of workers, of the amount of employment and unemployment, of the trends
of loading costs to shippers of various products, or of other such economic
and social facts.

There is, therefore, no way to estimate, without detailed investigation,
the actual influence of port labor charges and uncertainties on the shipment
abroad of Cuban fruits and vegetables. It has been claimed, however, that
this is one of the reasons for Cuba's failure to develop a more satisfactory
business in the supply of tomatoes, lima beans, and many other farm prod-
ucts to seasonal markets in the United States.' The port labor situation
definitely seems to be a discouragement to anyone contemplating diversifica-

And,es A. Sainz y Canal, in the report cited in connection with Table 56, pp. 370.71.
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tion of Cuban agriculture by the risky business of exporting anything which
requires refrigeration and a quick, uninterrupted journey to market.

Case of Cement
On the import side, the exactions of port labor have undoubtedly limited

the employment opportunities for other Cuban workers and have retarded
the economic upbuilding of the country. This is quite clear in the case
of cement.2

In recent years the public works program of the government and large
amounts of private construction have required more cement than could be
produced in Cuba's one cement factory at El Mariel. Some cement was
coming in from abroad, but, faced by the probable effects of the shortage
on the 100,000 workers employed in construction, the government persuaded
the management of the factory at El Mariel to undertake the importation
of cement in bulk.

The El Mariel firm allocated its own steamer to the supply of the eastern
provinces, delivering 15,000 barrels monthly in bulk to Nuevitas. It rented
and equipped another large vessel with which to carry 60,000 barrels of
cement monthly from Mobile to Habana. The latter ship was provided with
special pumps and hoses so that it could load and unload mechanically.
The cost of preparing the ship was about 100,000 pesos. The technicians
planned a normal cost of discharge of about 3,000 pesos, and at this cost
it was proposed to land the cement and market it in Cuba at the same price
as that made locally.

Workers' Demands
However, the port workers in Habana demanded the employment of 36

laborers and two tally keepers at double pay of 40 pesos a day, though slightly
over half this number would have been ample. These excessive labor require-
ments raised the unloading cost to 8,000 pesos, or more than double the
estimates. Furthermore, on each of the six trips which the ship made to
the port of Habana there was an interruption in the unloading.

On one occasion the Intelligence Commission of the port of Habana
ordered the stevedores to go back to work and they obeyed, but all the other
workers in the harbor struck in protest.

On the sixth trip the workers refused to unload at all. The ship could
not be unloaded elsewhere because the necessary special machinery was
installed only in Habana. After negotiations with the Ministry of Labor,
which doubtless was under strong political pressure, the company finally had
to agree to the union demands for employing additional men. But it imme-

2 The infor.ation on cement is based on an artiole by H-erinio Portell Vila, "El Puerto Mrfs Caro del
M-nda," in the Habana periodical, Bohem-i, of Jannary 22, 1951, pp. 45, 112. The facts have beer oesified
and supplemented from industry sources.
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diately dismantled the equipment on the docks and discontinued the plan
of importing the badly-needed additional cement.

It is an interesting fact that, according to reliable reports, union repre-
sentatives of the construction workers-100,000 men who were being injured
over an issue involving 30 or 40 port workers-supported the demands of
the port workers.

4. Conclusions

An Intolerable Situation
A satisfactory solution to the problem of port labor in Cuba must be

fair to all the interests concerned. These are not only the employers and
workers directly involved in the ports. They are also the producers and
shippers of the products of Cuban farms and factories and those who require
-or will require-to import raw materials at a reasonable cost. Most nu-
merous of all are the wage earners and consumers, whose opportunities for
employment are less likely to expand-and whose living costs are raised-
under these conditions.

Port workers should have adequate wages, and, if possible, the system
should be reorganized so that workers actually needed in the ports have
steadier employment while those who are not needed should be assisted to
find other work.

Present chaotic conditions are intolerable. For they permit an organized
group of no more than perhaps 1%c to 2% of the working population to
use its strategic position to impede Cuban commerce in order to exploit the
other 98% to 99%,3 of whom the overwhelming majority are also wage
earners.

The port labor situation, however, is too complex-both from the human
and technical point of view-to permit detailed recommendations after a
necessarily brief and incomplete study. In any event, no solution is likely
to succeed in practice unless it evolves out of discussions in which the inter-

a The occupied population of Cuba numbers about 1,700,000.
The number of port -orkers on the various lists in the port of Haban., according to a shippiug industry

source, is estimated as follows:
Dock workers ......................................................... .. 3,844
Tally clerks or checkers .................... . ......... ........ .. 221
Stevedores ........ ... ...................... ...... ...................................... 1,402
L ighter m en ........ ........... ......... ................... 125
Drydock workers, mechanics, pointers and miscellaneous 664

6,256
From another source we have an estimate of 8,000 port workers in Ha.bana.
The Federation of Maritime Workem inofrms us that they hove aboist 10,000 members in the Habana

area and 40,000 in all of Cuba. The Union includes maritime office employees and some fishermen asd sailors
not included in the tabulation above.

The Maritime Retirement Fund has 25,000 workers registered as contributors throughout Cuba, but these
include a c-osiderabls number of carpeters., painters, mechanics, etc., who contribute sporadically to the
Fund tbrough occasional work with maritime companies.

Counting only those laborers who handle cargo on ships and docks, a reasonable estimate for the total
in Cuban ports is perhaps 18,000 or 20,000, as given us by an industry snource.
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ested parties have an opportunity to present their problems and to seek at
least a minimum basis of joint agreement.

Our recommendations, therefore are necessarily of a general character.

5. Recommendations

The Mission recommends that:
Factual Study

1. A Temporary Committee to arrange a factual study of port problems
should be established on a tripartite basis. One member should be a repre-
sentative of the Federation of Maritime Workers, one a representative of
the shipping employers, and one a public member, who should preside. The
latter should be a person of public spirit and integrity not connected with the
maritime industry and not holding any government office. He should be
appointed by the President of the Republic of Cuba from lists of names sub-
mitted by the employers and the union.

If no name agreeable to both the union and the employers could be
found, the President should ask the head of the Tribunal of Social and
Constitutional Guarantees to make a final selection. The public member, but
not the union and employer members, should receive compensation on a per
diem basis for time actually devoted to the business of the Committee.

Outside Expert
2. The Committee should select-if possible by unanimous agreement,

but if not, by decision of the public member-an outside expert to make a
thorough factual study of port conditions in Cuba. This study should have
special reference to the economic and social problems connected with port
labor.

After making the study, the expert should assist the Committee in drafting
a constructive program for recommendation to the government and to the
workers and employers in the industry.

The expert should be chosen on the advice of the Director General of
the InArnational Labor Organization (which is itself a tripartite body repre-
senting workers, employers, and governments). He should be impartial, a
non-Cuban, able to speak Spanish, familiar with economic and social prob-
lems and labor-management relations, preferably with some direct experience
of these problems in the maritime field.

He should be retained for a period of at least three months with funds pro-
vided by the Cuban Government and should be allowed to bring two or three
assistants of his own selection, also compensated by the Cuban Government.

3. The outside expert,,working with the advice of the Committee, should
be free to investigate any subject which in his judgment had an important
bearing on the problems to be solved.
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As the factual studies progressed, the outside expert and the public member
should draft and discuss with the employer and worker representatives con-
crete proposals for achieving a new and better port condition which would
be fair to all parties and conducive to the economic development of Cuba.
The objective would be a report to the Cuban Government containing concrete
recommendations.

This report should be signed by the outside expert, but should carry the
endorsement of the various members of the Committee on all points of agree-
ment. On points of disagreement any member of the Committee would have
the right to express his own views in a signed statement.

The Government should then take decisive action, preferably on the basis
of unanimous recommendations, but if this is not possible, the overriding
public interest should be asserted.

Suggested Measures for Consideration

4. The Committee and the expert should examine the possibility of doing
the following:

(i) Repeal the whole present structure of laws, regulations and wage
schedules and methods of handling disputes in the port labor field
and substitute a modern and more rational system.

(ii) Put wage payments for handling imports and exports on the same
basis-possibly a basic time-wage combined with piecework supple-
ments.

(iii) Review and improve work of the port Intelligence Commission, with
emphasis on the collection and use of appropriate data with which
to solve the economic and social problems involved.

(iv) Appoint a full-time arbiter for the Port of Habana to be instantly
available to settle disputes in connection with a particular shipment.
The arbiter's decision should be binding, pending appeal; ad any
violation of his decision or interruption of vvork would subject the
offending company or union to a fine.

(v) Attempt to provide steadier employment with individual companies
for a proportion of port labor.

(vi) If the study reveals a surplus of labor in any port which the volume
of traffic cannot support adequately, take measures to assist in the
transfer of these workers and their families to other employment and
to give them opportunities for retraining.



CHAPTER 18

Education

A BASIS FOR ECONOMIC DEVELOPMENT
1. Introduction

Importance of Human Resources

No other resource is so important in the economic progress of a nation
as its human resources, and education is the principal tool by which human
resources are improved and developed.

The Mission could not undertake a detailed study of the educational
needs and problems of Cuba. It seemed necessary, however, to make a brief
survey of Cuban education in order to determine whether the economic
system of the country can count on a steady and increasing supply of man-
power equipped with the broad social training and the specific technical or
vocational skills which are essential to the successful working of a modern
economy.

The Mission's findings were disquieting. It was evident that Cuba's
educational system had steadily deteriorated over a period of years, up to the
time the present administration came into power.

It is to be hoped that the present government succeeds in the tremendous
task of improvement. For, if Cubans are to achieve better living standards,
they must have better basic education.

Economic Tasks of Education

If modern economic development is to succeed, a country's basic educa-
tional system must perform several important tasks:

1. It must provide the fundamental knowledge and skills on which
specialized training, geared to the manpower needs of various types of
production, can then be built.

2. It must uncover, stimulate, and release latenit talent from which
the economy must draw its supply of independent business initiative and
imagination, of capable managers for commerce and industry, and of
farmers who will know how to learn and to apply up-to-date agricultural
practices.

3. It must provide a basis for constructive cooperation among indi-
viduals and groups, by developing suitable attitudes and providing the
people with a common basis for the understanding of their common
problems.

Many types of group relations-for example, labor management rela-
tions and the relations of citizens to their local and national governments
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-become more complex and important as mocdern industry develops.
Difficulties are bound to appear if the necessary development of new
social skills and understandings in the mass of the people lags far behind.

Other Tasks as Important

Since this Report is mainly concerned with economic problems, the eco-
nomic tasks of basic education are emphasized. But this does not imply that
the social and political aims of education or its value in the development of
individual personality are any less important. The successful functioning of
a democratic society in all of its aspects largely depends on a healthy and
efficient system of education.

This chapter discusses basic education-that is, for the most part, the
education provided by the public elementary schools of Cuba-with some
reference to secondary and adult education. Vocational and technical educa-
tion are discussed in the chapters on Agriculture andL Industry, and specific
educational problems are referred to elsewhere in the Report.

2. The Situation in Brief

Findings Disquieting

By the usual comparative tests-such as literacy rates, the proportion
of school-age children actually in school, and the amount of school expendi-
ture per pupil-Cuba ranks high in education among the countries of Latin
America. She is low, however, in relation to the economically more advanced
countries of Western Europe and North America.

The disturbing point is that Cuba seems to have made relatively little
progress in basic education during the last two decades and, in important
respects, has even slipped backwards. A quarter of a century ago Cuba
stood at the very top among Latin American countries in percentage of
children enrolled in school. She has since been surpassed by several countries.

Disappointing Trend

Some progress was made in the thirties and forties, particularly in a
start towards secondary education and in the introduction of certain special-
ized types of schools. But the general trend in the school system as a whole
has been one of retrogression.

A smaller proportion of the school-age children are enrolled today than
a quarter of a century ago; the number of hours of instruction has been
cut; the quality and morale of the teaching and supervisory force have gone
down. A general lack of confidence in the public schools is reflected in a
disproportionate increase of private school enrollment, with a tendency to
intensify social class divisions.
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Rural Conditions

Rural areas are much worse off educationally than the urban areas in all
respects. Where rural schools do exist, they are almost exclusively of the
one-room type in which the-same teacher must teach all the primary grades.
The educational content is not well suited to the problems of rural living.
Only in rare instances, under the impulse of some inspired individual teacher,
do the rural schools serve as centers of community cooperation or do any-
thing to meet the adult educational needs that are so urgent both in rural
and urban areas.

Causes

It is not primarily for lack of expenditure that educational opportunities
in Cuba are poorer than they should be. It would be possible to obtain very
much better results at the present level of expenditure by better planning and
more effective administration.

As progress is made in bringing a higher proportion of the cbildren into
schools and in developing adult education, it will be necessary, however.,
to increase cxpenditures gradually. A well-planned program of capital ex-
penditures on buildings and equipment is badly needed. But this should not
be attempted without careful study or before the administration has been
improved.

The severe economic depression and the political and social disturbances
of the thirties impeded educational progress during that decade. During the
relatively prosperous decade of the forties, it was the misfortune of Cuba-
and especially of Cuba's children-that much of the educational investment
which the Cuban people were able and willing to make was wasted. This was
the result of unstable administration, poor planning, political patronage and
maladministration of funds.

In the past, therefore, administrative faults have been the most important
cause of Cuba's educational deficiencies.

Task of Present Administration

A distinct improvement has been achieved by the present government in
the past two years. But it has inherited the intensely difficult task of repair-
ing damage that is both long-standing and deep-rooted. The educational
system suffers from bad traditions, unsuitable personnel, inadequate and
badly-located equipment and plant and. above all, poor morale throughout.

An even more drastic reorganization, therefore, will be necessary, if the
situation is to be saved and if the badly-needed improvements are to be
assured of permanency.

In the opinion of the Mission, the key to permanent improvement is to
remove school administration from partisan political influence and patronage,
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and specific recommendations to this end will be offered. Unless this can
be done, the Mission has grave doubts that Cuba will be able to provide the
soundly-educated, adaptable human resources which are essential to the
success of her future economic development.

3. Extent of Educational Opportunity
Literacy

One index of the extent of opportunity for primary education is the
literacy rate. Figures reported in successive Cuban censuses are shown in
Table 58.

TABLE 58

LITERACY RATES IN CUBA, By PROVINCES, 1899-1943

Percentage of population aged 10 years and over that was literate,
according to successive censuses.

1899 1907 1919 1931 1943

All Cuba ............... 43.2 56.6 61.6 71.7 71.3

Pinar del Rio . . 22.9 39.0 46.4 60.3 62.7
Habana ........................... 61.3 72.7 76.3 85.8 81.0
Matanzas .39.7 52.9 58.8 72.3 75.9
Las Villas ...... ..... .. 38.7 52.0 59.6 68.5 71.0
Camaguey .49.1 62.1 64.3 67.6 70.7
Oriente ..... 34.2 49.6 53.3 64.4 62.6

SoURcE: Census reports foe years indicated, as compiled in Nelson, op. cit., p. 241.

According to a study by the Inter-American Institute of Statistics (based
for most countries on censuses taken around 1940), Cuba had a higher per-
centage of literacy than any other Latin American country except Argentina.'

Failure to Gain
It is disquieting, however, that the Cuban figures show no gain, even

a slight loss, in literacy between 1931 and 1943, thLough previous inter-
census periods had shown considerable gains. The explanation may be partly
statistical, for the 1943 census reports an unusually high percentage as
"unknown" (6.6%). A more likely explanation is that this was a period of
stagnation in educational opportunities, just as it was in general economic
progress (see Chapter 3).

Also, in the 1943 census the younger the age group, the lower is the rate
of literacy reported. That is, a smaller proportion of the 12- and 13-year-
olds were literate than of the 18- and 19-year-olds, which suggests that educa-

1 InciStuto Interamericano de Estadistica. Documentation Estadiotica Sobre el Anolfabetismo y lo Ed.-
cocion en Anterico (Docomento de trabajo preporado parn el Semin-rio de Atfabetiaocion y Educaoioo de
Adultos, Rio de Janeiro, 27 de julio al 3 de setimbre de 1949). Pan American Union, Washington, D. C., p. 2.
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tional opportunities had been getting progressively worse in the years before
1943.

As a recent writer on Cuba's rural problems has said:
"The failure of Cuba to make any gain in literacy during the twelve-
year period from 1931 to 1943 is a somewhat startling revelation in
view of the expressed ideals of the revolution which overthrew
Machado, and the lofty statements regarding education in the Consti-
tution of 1940. The latter reiterates the dictum that school attendance
is compulsory . . . , provides that education shall be gratis when
furnished by the state, province, or municipality, and that school
supplies shall also be free (Article 48). It sets forth,.moreover, that
the 'nation shall maintain a system of schools for adults devoted par-
ticularly to the elimination and prevention of illiteracy; predominantly
practical rural schools, organized with a view to the interests of small
agricultural, maritime or other communities . . .' (Article 49) 2

The Cuban School System

Under Cuban law, education is compulsory for children between the ages
of six and fourteen. The child from four to six years of age may attend a
kindergarten. The primary school (escuela primaria elemental) comprises a
pre-primary grade and grades 1 through 6. Following the primary school, the
pupil may continue primary education in an advanced primary school
(escuela primaria superior) offering a two-year course (grades 7 and 8).
Or he may go to a pre-vocational school or agricultural school. After the
8th grade or its equivalent, the student may go to an institute of secondary
education (instituto de segunda ensenanza) which offers a five-year course,
four in general studies and one for specialization in either letters or sciences.

Alternatively, he may go to a normal school, commercial school, fine arts
school, home economics school or a vocational school known as "'polytech-
nica." Besides the public schools there are many private schools, including
private secondary schools of general education known usually as colegios.3

As will be shown later, in practice most Cuban children do not complete
the eight years of schooling which are obligatory under the law. Even pri-
mary schools are unavailable to considerable numbers of rural children, and
schools beyond the primary level are available in few communities outside
the priincipal cities.

Primary School Enrollment

The Ministry of Education has supplied the Mission with figures-for
each school district in Cuba-showing for the school year 1949-1950 the
number of schools, the number of classrooms, and the number of pupils
enrolled in the various grades. These are summarized by provinces and by

Ne-on, Op. Cit., pp. 241-2.
Se-erin K. Turosienski, Education in Coba, U.S. Office of Education, Federal Security Agency, Bul-

letin 1943, No. 1, Washington, D. C.: U.S. Go-ernment Pointing Office, 1943, p. 6.
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urban or rural areas in Table 59. In Table 60 the enrollment figures are
brought into relation with estimates of the number of children of school age.

Although, as mentioned, Cuban law makes eight years of school attend-
ance compulsory-beginning at the age of six-not many more than half of
the children in the required age-group are enrolled in school. For the public
schools only, as Table 60 shows, the percentage is 50.7. Adding an esti-
mated 90,000 pupils in private schools (see below), the percentage of
school enrollment to population of school age rises to 58.7. These percentages
are likely to err on the optimistic side. In addition to a probable upward
bias in the reporting of official enrollment figures, there are a number of
other statistical weaknesses.4

High Rate of Pupil Loss

There is an enrollment drop of more than one third between the first
and second grades (180,370 enrolled in first grade, 112,290 in second grade,
Table 59.) The proportion of pupils who drop out between second and
third grades and between the third and fourth grades is more than one fourth
in each case. After the fourth grade the yearly shrinkage again rises to
more than one third, becoming more than one half after the sixth and
seventh grades. While 180,370 children start the first grade, only 4,852
enter the eighth grade.

Comparisons

Table 61 shows Cuba's position among the other American republics
with respect to the proportion of children of school age who do not attend
school, according to data recently published by the Pan American Union.

Cuban Record Lost

Cuba, it will be noted, ranks below Argentina, Panaima, Chile, and Uruguay
in this comparison. The data used were for 1945-46.

Twenty years earlier the Superintendent of Schools of Cuba published
a report on enrollment progress for the year 1925-26.5 This report was
able to claim that Cuba in that year enrolled in its primary schools atlarger
percentage of the school-age population than any other Spanish-speaking
republic. Specific comparisons with Argentina, Chile, and Uruguay were

4 Informed Cubans tell us that, in general, enrollment figures -eerstate the actual attendance at school. On
the other hand, in our field observations we encountered one district where the rural school attendance was
greater than the enrollment, because the enrollment was booed on a particular day which happened to fall
in the harvest season (see observations on Florida, below). Some children, because of the short school.
day in public schools, alan attend private schools, creating duplication in enrollment. On the other hand,
there are many unregistered private schools, and the allowance for them in the estimate given may be low.

However, the estimates used here are the hest available ard are undouibtedly accurate enough to indi-
cate the "order of magnitude" of the educational problem in Cuba.

Ramiro Gnerra y Sanchez, Superintendent de Escoelas de Cnba, Adela,to- en el Aia Esc.olr P-o-i-no
P-ado. Boletin No. 10, Republic- de Caba. Se.r..ctia de Instrrcci-n Publica y Bellas Atres, La Habana,
1927, pp. 5-6.



TABLE 59

NUMBER OF PRIMARY SCHOOLS, CLASSROOMS AND PUPILS ENROLLED IN EACII GRADE FOR THE

SCHOOL YEAR 1949-1950, BY PROVINCE

Item Total Urban Rural TOWa Urban Rural Total Urban Rural Total Urban Rural

ALL CUBA PINAR DEL RIO I LA IIABANA 2 3 MATANZAS

SCHOOLS ... .. .... 7,579 3,284 4,295 905 258 647 1,696 1,175 521 791 278 513

CLASSROOMS ............ 16,667 11,886 4,781 1,608 788 820 5,856 5,210 646 1,817 1,243 574

PUPILS ENROLLED:

Total ............. 567,079 394,619 172,460 50,189 23,767 26,422 174,072 150,304 23,768 56,275 39,653 16,622

Kindergarten and
pre-primary . 59,591 59,011 580 3,653 3,653 - 27,174 27,174 - 5,105 5,105 -

1st grade .... 180,370 102,563 77,807 17,859 6,848 11,011 42,027 33,123 8,904 18,888 10,880 8,008

2nd grade .... 112,290 69,610 42,680 10,531 4,058 6,473 34,717 27,289 7,428 10,815 7,086 3,729

3rd grade . 80,632 54,897 25,735 7,393 3,134 4,259 23,848 20,578 3,270 7,903 5,416 2,487

4th grade ... . 58,614 42,751 15,863 5,203 2,382 2,821 19,719 17,322 2,397 5,915 4,365 1,550

5th grade ....... 37,998 30,850 7,148 3,048 1,685 1,363 14,265 12,941 1,324 3,621 2,962 659

6th grade . . 22,982 20,335 2,647 1,539 1,044 495 8,428 7,983 445 2,462 2,273 189

,7th grade ... 9,750 9,750 - 631 631 - 2,698 2,698 - 1,058 1,058 -

8th grade . . 4,852 4,852 - 332 332 - 1,196 1,196 - 508 508 -

LAS VILLAS CAMAGUEY ORIENTE

SCHOOLS ............. 1,733 688 1,045 688 261 427 1,766 624 1,142

CLASSROOMS ........... 3,181 2,061 1,120 1,215 770 445 2,990 1,814 1,176

PUPILS ENROLLED:

Total .. . 113,911 72,870 41,041 43,913 27,593 16,320 128,719 80,432 48,287

Kindergarten and
pre-primary . 11,231 11,231 - 4,461 4,079 382 7,967 7,769 198

Ist grade . . . 37,059 19,911 17,148 15,538 7,249 8,289 48,999 24,552 24,447
2nd grade . . 21,493 11,824 9,669 7,950 4,455 3,495 26,784 14,898 11,886
3rd grade . . 16,641 10,096 6,545 6,167 3,939 2,228 18,680 11,734 6,946
4th grade ... 12,274 7,688 4,586 3,857 2,697 1,160 11,646 8,297 3,349
5th grade ... . 7,566 5,322 2,244 2,945 2,464 481 6,553 5,476 1,077
6th grade . . 4,436 3,587 849 1,671 1,386 285 4,446 4,062 384
7tlh grade ... 2,070 2,070 - 833 833 - 2,460 2,460 -

8th grade . .... 1,141 1,141 - 491 491 - 1,184 1,184 -

Data as shown below for the following districts are included in the province totals although no cnrollment figures were given:
Cubanas: tUrban s. hools 21, -:rbao classrooms 36-rural schools 38, rural classrooms 39.
Vissales: IJrban schools 10, urban elassrooms 27-roral schools 28, tarol classrooms 30.

'Data as shown below for thce followcing districts are inclirded in the province totals although no enrollssccot figures were given
Calmito del Guayabal: Urban scho-ls 13, urban classrooms 47-rural schools 18, rural classrooms 23.
Gaira de Melena: Urban schools 10, it,ba-s rlassroos 60-rural schools 28, rural classrooms 32.

0 The report loe Agisacate does not show assy schools, classrooms or enrollment.

SOURCE: For schoolo, classrooms and enrollment figures, lata provided by the Ministry of Edrcati-o,, o-nirariecdl ao.d tabulated by the Mission.
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TABLE 60

PUBLIC PRIMARY SCHOOL ENROLLMENT IN RELATION TO ESTIMATED

POPULATION AGED 5-13, SCHOOL YEAR 1949-50, l3Y PROVINCE

Estimated
Primary school age
school population Per cent

enrollment (5-13) enrolled

All Cuba -Total . 567,079 1,118,184 50.7
-Urban .394,619 609,410 64.8
-Rural . 172,460 508,774 33.9

Pinar del Rio -Total .50,189 106,143 47.3
-Urban .23,767 32,480 73.2
-Rural . . 26,422 73,663 35.9

Habana -Total .174,072 211,081 82.5
-Urban .. 150,304 185,329 81.1
-Rural . .. 23,768 25,752 92.3

Matanzas -Total 56,275 81,689 68.9
-Urban . 39,653 47,135 84.1
-Rural 16,622 34,554 48.1

Las Villas -Total . . 113,911 226,913 50.2
-Urban . 72,870 103,699 70.3
-Rural . . 41,041 123,214 33.3

Camaguey -Total . . 43,913 114,663 38.3
--Urban . . 27,593 53,318 51.8
-Rural 16,320 61,345 26.6

Oriente -Total 128,719 379,095 34.0
-Urban 80,432 148,984 54.0
-Rural .48,287 230,111 21.0

For enrollment, Table 59.
NOTE: Due to slight discrepancies in the basic data, detail by provinces does not add exactly to general

total.
SocecE: For popalation and ratio of school age population to total, Cernsus of 1943, pp. 811 and 757-9.

Foe rural-orban ratios, Nel-on, op. cit., p. 33, data s-pplied to Nelson by Director of Cernus. We haoe
made adjustments fol estimated increase in population between 1943 and 1950.

given to show that Cuba had excelled them. Subsequently, all of these coun-
tries appear to have forged ahead of Cuba.

Information Lacking

Over the years, educational statistics in Cuba have been incomplete and
unreliable. It is irnpossible, therefore, to follow from. year to year or from
decade to decade the trends in such important educational indexes as school
enrollment and attendance, urban and rural attendallce ratios, the ratio of
pupils to teachers, the average school-leaving age, expenditure per pupil in

the various regions of the country, and so on.

One of the most important services which the present administration

could render to educational improvement in Cuba would be to inaugurate
the regular and accurate publication of detailed infornation on these and
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TABLE 61

PERCENTAGE OF CHILDREN WHO Do NOT ATTEND SCHOOL

IN RELATION TO THE POPULATION OF SCHOOL AGE

School % not in
Country Year school

United States ................ 1945-46 11.48

Argentina 1946 21.20

Canada 1945-46 22.66

Panama . . 1946-47 37.10

Chile 1945 42.51

U ruguay .. ............... .............................................. 1945-46 48.61

Cuba ............ ... ...... .. . 1945-46 50.14

Dominican Republic . .. 1....... ....... ....... .. ......... 1945-46 51.50

M exico .. ... .............. ............ .... ... . ......... 1947 52.43

Peru 1947 53.75

Venezuela . .. 1946-47 59.77

Ecuador 1946-47 66.01

Brazil 1943 67.16

Nicaragua ......... ................ 1947 67.38

Colombia ........ ........ ........ 1945 67.82

Bolivia 1946 73.14

El Salvador ... . 1946 75.66

Guatemala 1946-47 76.86

Honduras . .1942-43 77.52

SOLRCE: Guille-mo Nannetti. UNESCO sod the OAS in Lotin America, Pan American Union, Washington,
D. C., 1950, table and chart. See also articleo by the sanue author, with charts, in Americas, Vol. 2, No. 6,
June 5950 (English edition) and Vol. 2, No. 7, July 1950 (Spaniob edition).

other points. "Detailed" is emphasized because it is important not only
that national totals should be shown, but also that the information be given
by provinces, by school districts, and by urban and rural areas of each
school district.

Experience shows that to provide parents with accurate knowledge of
how their own school district stands, and how it compares with other school
districts, is one of the best ways to stimulate local initiative for educational
inprovement.

Apparent Trends

The 1925-26 report by the Superintendent of Schools of Cuba, referred
to earlier, says that 46% of the children of school age were enrolled in
primary schools in one of the earliest years of the Republic, 1901-02. This
year was the last under United States military government, which, accord-
ing to the 1925-26 report, was notable for its rapid development of primary
education in Cuba and for its energetic educational administration.
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This enrollment represented a high level of accomplishment, but the
1925-26 report pointed with pride to a current enrollment record of 63%o
of the school age population-a considerable increase over the 1901-02 figure.

Two decades later-after long years of an unfavorable sugar market and
of the impact on Cuba of world depression (see Chapter 3) and after the
political and social unsetlement of the thirties and early forties-the per-
centage of children in school was less than in 1925-26.

The 1945-46 estimate indicated in Table 61 above is almost exactly
50%. Figures for an earlier year (1942-43) supplied to the author of
Rural Cuba by the Ministry of Education workecl out at 35.1% of the
school-age population. 6

Present Situation
Data assembled and published in a series of newspaper articles in 1948-

49-50 by Dr. Ciro Espinosa, President of the Board of Education of Habana
and inspector of Spanish instruction in the secondary schools of Cuba, showed
about 531,000 in the kindergarten and first eight grades, presumably for
1948-49.7

The Ministry of Education's figures for 1949-50 have already been cited
(567,079, see Table 60). These, together with an estimated 90,000 enrolled
in private schools, give the figure of 58.7% of school-age population enrolled
in public or private schools, as stated earlier. Even this latest estimate, though
higher than any for previous years in the forties, falls short of the enrollment
percentage that had been attained in 1925-26.

Secondary Educaiion
At the time of the report on Problems of the iNew Cuba, published in

1935, there were only six "Institutes of Secondary Education" (high schools)
in Cuba.8 Now there are twenty-one. Cuba has also made progress in the
last two decades in the establishment of certain new types of specialized
schools.

There is a long way to go, however, before the opportunity to attend a
high school or other secondary school can be available to a sizeable fraction
of Cuban young people.

Dr. Ciro Espinosa, in the series of articles mentioned above, estimates
the "adolescent" population of Cuba (ages 13-18) at just under 615,000

s Nelson, op. cit., p. 228. The data quoted by Nelson on "school attendance" (we are not sure whether
or not this is actual attendance and therefore lower than "enrollment") show 353,947 attending primary
schools, including private schools, in 1942-43. The population aged 5.13, according to the Census of 1943,
was 1,008,254.

rSee especially the summary aeticle "Sin Escuc!as No Se Foria Lu N-cion: Controore y Despeoporcion",
El Monds, Feb. 12, 1950. The total for kindergartens is given at 49,993, and for primary schools (6 grades)
at 467,642, making a total of 517,635. A figore of 13,000 is -easonable for the 7th and 8th grades, as Dr.
Espinosa has elsewhere indicated (El Mundo, Oct. 10, 1948). Adding this, the estimate through the 8th
grade comes to 330,635.

8Foreign Policy Asso-iation, Problema of trhe Ne Cuba, Chap. 6.
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for 1948. The number of pupils in advanced primary schools (junior high),
institutes of secondary education (high school), and other schools of middle
grade (such as normal schools, commercial schools, and trade schools) he
puts at 54,148.9 This figure includes some 20,000 pupils in private secondary
schools who are registered for examination purposes in the official secondary
schools.

Altogether, it appears that less than one Cuban in ten in the 13-18 age
group is enrolled in any of the types of schools mentioned.

In the rural areas, secondary education is at present almost entirely
unavailable.

This lack of opportunity for instruction at the intermediate level, together
with the still-inadequate opportunities for primary education, cannot fail to
retard economic, social, and political progress in Cuba. This is especially
true in an era like the present-to refer particularly to the economic field-
in which the processes of production and trade are increasingly complex and
increasingly changeable. For this reason, a much greater degree of skill,
information and adaptability than would have sufficed in the past is required
today by every worker, tradesman, manager, employer, trade union leader,
and citizen, if he is to do his best.

Unequal Distribution

It is apparent from the tables showing school enrollment (Tables 59
and 60) that boys and girls who live in the country have much less
chance to go to school than those in the towns and cities of Cuba. This is
confirmed by the field observations reported later.

The very unequal distribution of school facilities between town and
country is one of the most urgent issues that must be faced if Cuba is
to develop a sound educational system.

Short School Day

Another element which lessens educational opportunity in Cuba is the
half-day session. Under this practice, adopted in the early thirties, the primary
school pupil attends either mornings or afternoons for a total of about four
hours a day, whereas, formerly, he attended two sessions a day for a total of
five and a half hours. In practice, this has become only two hours in some
Cuban districts, as the field observations will show.

Private Schools

In 1925-26, according to the report cited earlier in this chapter, there
were 433,200 children enrolled in public primary schools and 29,600 in private

O See El Mundo, Feb. 12, 1950. In an earlier article the same author gave somewhat different figures.
which present an even less favorable picture (El Manda, Oct. 10, 1948).



414 REPORT ON CUBA

schools. Today, the official figures show 567,000 in the public primary schools
(Table 59). The number in authorized private sehools is 80,000. Those
in the best position to estimate the number in numerous small, unauthorized
schools which do not bother to register with the Ministry of Education would
add another 10,000 to this figure, making 90,000 in all.

Private schools have expanded very much more than the public schools
in the last quarter-century.

Reasons for Expansion

According to well-informed Cubans, the reasons are the half-day session
of the public primary schools and a general lack of confidence in the public
school system. The basis for this lack of confidence has already been indicated
in part and will become still more apparent later. In different parts of the
island, the Mission was assured that even persons of quite modest means,
who cannot really afford it, will stint other things to put their children in a
private school. The extra economic burden thus imposed by the deterioration
of the public schools is not inconsiderable, especially for middle-class families.
The amount spent on private tuition fees probably amounts to eight million or
10 million pesos a year.

A distinguished Cuban who has had intimate knowledge of the Cuban
school system since the early days of the Republic said:

"All of my children went to the public schools. I knew the teachers
and the schools and knew that the public schools were better than the
private ones. But not one of my grandchildren is in a public school,
though some of their mothers were themselves pulalic school teachers.
The reason is that they know and I know that the public schools today
are not good."

Social Consequences
The social consequences of this situation deserve the thoughtful attention

of Cubans. Formerly the public school was a truly public school, for rich
and poor alike. Now it is in danger of becoming a "poor man's school". This
not only intensifies social class divisions. The public school also loses the
interest and support of some of the most energetic segrnents of the community,
and the process becomes a vicious circle.10

4. Field Observations

Obserivation Confirmed Statistics
Direct observations in the field by members of the Mission confirmed the

general statistical picture of inadequate educational opportunities given
above. Indeed, the field observations suggested that the statistics give too
optimistic a picture.

10 See on this point. Ratiro Guerra y Sanchez, "La Education Cabana en el peiodo d,e I Republica:
1902.1950", T-iaestre, Vol. IV, No. 2, April-May-June 1950, p. 191.
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The observations summarized below show problems in concrete cases.
These cases are not presenLed as necessarily "typical" for all of Cuba. They
represent particularly the educational situation in small towns and rural
areas where the inadequacies are greatest.

FLORIDA, CAMAGUEY PROVINCE

The municipio (county) of Florida includes both the town of Florida and
the surrounding rural area. There are several large sugar centrales in the
vicinity. The population, according to the Mayor, has grown rapidly in recent
years and is now about 44,000, including some 20,000 in the town and the
balance in the rural area. The municipio is also the school district. Assuming
the same age distribution as in the rest of Cuba, we may estimate roughly
8,800 children of school age (5-13), of whom 4,000 would be urban and
4,800 rural.

Urban and Rural Comparisons

According to the office of the local Board of Education, there are in the
urban area 23 public schools. Seven are kindergartens, and sixteen carry on
the "elementary primary" instruction (first six grades) and the "elementary
superior" instruction (7th and 8th grades). The urban enrollment is 1,967
pupils. There are 56 teachers, of whom 7 teach kindergarten, 36 teach in the
first six grades, and 11 in the seventh and eighth grades. The balance teach
special subjects, such as music and domestic science.

In the rural area, there are 25 schools with 27 teachers. One is a domestic
science teacher, and the rest are primary teachers charged with teaching the
first six grades and pre-primary in one-room rural schools. The number of
pupils enrolled is 639, and the average attendance 753. It was explained that
the enrollment figures were based on a one-day sample which may have been
taken during the harvest time, thus understating the true enrollment.

It should be added that the figures used here are those obtained in the

office of the Board of Education of Florida in late September 19.50. Compari-
son with the figures for the Florida district later received from the Ministry
of Education, as part of the information summarized in Table 59 shows
some discrepancies. The Ministry's figures, which are for the school year
1949-1950, are about 25% higher (urban enrollment 2,557, rural 967, total
3,524).

Enrollment by Grades

The distribution of pupils by grades shows that a large proportion of
the children who do attend school in Florida never progress further than the
very lowest grades (Table 62).
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TABLE 62

PUtBLIC SCHOOL ENROLLMENT, FLORIDA, CAMAGUEY PROVINCE,

SEPTEMBER 1950

Urban Rural Total

Kindergarten .................... ........... 334 - 334
Pre-primary ................................ - 43 43

Ist grade ............................... 486 233 719
2nd grade ............................... 309 180 489
3rd grade ........... ................. 288 75 343
4th grade ..................... ....... 198 70 268
5th grade 1......... ..................... 123 20 143
6th grade ............................... 92 18 110
7th grade ....................... ......... 107 - 107

8th grade ... ......... ................. 50 - 50

Total enrolled .......... .................. 1,967 639 2,606
Adjustment for understatement of rural enrollment 114 114

Adjusted total enrollment ................................ 1,967 753 2,720
Estimated school-age population (5-13) . ................... 4,000 4,800 8,800

SouITRC: Office of Board of Education, Florida.

Evidently only about half of the children in the urban area are attending
primary school, less than one-sixth in the rural area, and less than a third
in the district as a whole.

Accommodations Overtaxed

In a public gathering point on the main street of Florida, a printed
proclamation by the Ministry of Education reminded parents that primary
education is obligatory in Cuba for all minors between the ages of six and
fourteen, and that there are penalties for those who do not send their children
to school. We were told that on the opening day of school, the police and
rural guard were sent out to assist in getting the children to school. The

result was that many more children appeared than could be accommodated

with the available facilities.

Children enrolled in the public schools of the town of Florida are at
present receiving only two hours of instruction a day. In all but one of
the schools the children are divided into two groups, each of which attends
for two hours, while the teachers teach for four hours.

For example, in one of the classrooms visited by a member of the
Mission the teacher had 31 second-grade pupils, whom she taught from
1 p.m. to 3 p.m. She taught another group of similar size from 3 p.m. to
5 p.m., making 62 pupils in all.

The one exception is a school located on the grounds of the nearby
Central Florida. There the administration of the American-owned mill had
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built a good school building with adequate room, and in that school the
pupils were able to have four hours of instruction a day.

We were told that there is a serious lack of buildings and that many
classrooms are extremely overcrowded. Some teachers have 120 pupils.
Since in the urban sector of Florida there are only 35 pupils for each teacher
(1,967 divided by 56), these conditions suggest poor administration as
well as shortage of buildings and teachers.

Private Schools
There are also private schools in the town of Florida to which, we

were told, all parents who can afford to do so send their children. Five
such schools, with about 450 pupils, are authorized-that is, registered with
and supervised by the Ministry of Education. There are said to be perhaps
30 or 40 unauthorized private schools, however, which charge from 50
cents to two pesos a month per pupil.

One informant said that in his street there are two such schools, one
with 76 pupils, one with 84, but these are larger than the average. Usually
these schools have 30 or 40 pupils. The teachers are not graduates of normal
schools, but they do help to keep the children off the streets. There are
perhaps 1,000 or more pupils in these unauthorized private schools in Florida.

Nearly 2,000 pupils in the public schools of the town, 450 in the author-
ized private schools and approximately 1,000 in the unauthorized private
schools would make a total of 3,450. But this would undoubtedly overstate
the total number of children in school. Especially in Florida, where the
child receives only half of the half-day instruction which is now the official
norm in Cuba, parents would naturally seek to supplement the public instruc-
tion with extra private instruction. So there must be considerable duplication
of enrollment.

Other Schools
There is one night school for adults in Florida with one teacher and

72 pupils. At the time of the Mission's visit a new "pre-vocational rural"
school was about to be opened in the vicinity. This comprises the 7th
and 8th grades and has about 30 pupils, living in, with four teachers in-
cluding the director.

The Mayor stated that the municipality itself operates a few rural schools.
It pays two general teachers and five sewing teachers out of its own budget.
It also builds some schools and tries to get them staffed by the Ministry
of Education.

There are no public schools in Florida beyond the 8th grade. There is
one private instituto (high school) which will graduate six to eight pupils this
year. It is reported that one or two other such schools are about to open.
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Individual Examples
Leading citizens were asked about the schooling of their own children.

In one case, the family has a nineteen-year-old in the local private
instituto in Florida and a seventeen-year-old in a commercial high school
in Camaguey. In another the children had attended thie local public schools,
then the local private instituto and then the University of Habana. In a
third case the fifteen-year-old daughter bad attended a Catholic primary school
and is now in Oriente Province attending one of the Escuelas del Hogar
maintained by the state for the training of teachers of home economics.

These cases, of course, illustrate the upper level of educational opportunity
in Florida. The typical citizen is one whose children, if he lives in town,
go to school two hours a day 120 days a year for the first few grades
only. If he lives in the rural district his children are more likely to be out
of school than in school, and, for the short time that they do attend, their
instruction is received in a one-room schoolhouse where the teacher has all
six grades, is probably inadequately trained, and works without adequate
books and supplies.

Recent Improvement

The Mission was told that there has been some improvement in the
few years. The number of schools has increased substantially. In the rural
areas more children are attending, though their attendance is not regular.
There continues to be evidence of apathy and absenteeism among the teachers

Some of the local people have shown their interest in education by
paying the rent for a schoolroom or building, and by buying urgently
needed books and supplies. This year, however, more nearly adequate
quantities of these are said to have been received from the Ministry of
Education.

RURAL SCHOOLS, ORIENTE PROATINCE

A Rural School in Oriente Province
This one-room rural school has a good stucco building. There were

twenty pupils in attendance, from grades 1 through 5. Some of them have
to walk about three miles to school, which makes their attendance specially
difficult in the rainy season, for roads are virtually nonexistent and they
have to walk across the fields. The teacher said that the parents of all of
these children are very poor. They work on coffee plantations or livestock
farms or in the growing of small fruits.

One small boy doing a sum at the blackboard gave his age as 14 years,
and the teacher said he was in the first grade. He was one of several cases
of retarded grow-th, evidently from malnutrition.
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No Books from the Government
When asked about supplies, the teacher said that in her ten years of

teaching she had received no books from the government and that the few
in use in this school were all purchased out of her own salary. As supplies
for the new school year she had recently received twenty-four pencils and
a small pad of paper.

She had on hand a few dozen cans of foodstuffs to supplement the diet
of poor children throughout the school term. She shares this among all
the children, for they all need it, though the Ministry of Education allows
supplies for only six.

Rural School, Oriente Province
This one-room primary school was housed in an attractive bohio-type

wooden building, rustic and unpainted, with a high thatched roof, concrete
floor, and simple but good desks. It seemed cooler than the stucco school-
houses built by the government along the Central Highway, and in some
ways more appropriate to rural conditions.

There were 58 pupils in the first to fourth grades, nearly all the children
of agricultural laborers. They appeared to be a healthy and happy group,
exceptionally clean, relatively well-dressed. The teacher told us thlat malaria
is rather prevalent among the children.

The school has received only 18 books for the 58 pupils, and is always
short of paper and pencils. However, the children's parents buy them pencils.
The teacher said that school lunches are badly needed, but that the amount
sent had always been inadequate.

The most interesting thing about this school was the evidence of local
initiative and effort on the part of parents. The teacher, too had obviously
shown imagination in obtaining community support. She had a local parent-
teacher organization. At a recent party they had raised enough money for
a concrete floor and a new roof. The fathers had sacrificed several days to
construct the roof and build the furniture. The teacher was making plans
for another community party at which it was hoped to raise funds for other
improvements and supplies.

This school confirmed the view expressed by well-infornied Cubans that
the local people are eager for better education of their children and that
much improvement would be possible if more use could be made of local
initiative. Under the present highly-centralized system of administration,
local initiative is rarely tapped.

Jiguani
At Contramaestre in Oriente Province, municipio of Jiguani, there is

another example of local initiative in education. In addition to 86 State



420 REPORT ON CUBA

primary schools with 160 teachers, the municipality has established 26 addi-
tional schools of its own, all one-room rural schools. The 26 teachers are
paid from municipal funds, as are four teachers of sewing and clothing-
making.

The local schools are constructed for $1,200 each. They have wooden
walls. The neighbors contribute timber and help in the building. There are
local parent-teachers associations which raise funds and cooperate in the
building effort. These schools are established mainly in isolated locations,
for, as we were told here and elsewhere: "Unfortunately, the Ministry of
Education has located many of its schools badly."

The district has some night schools, but thus far these have been for
children six to fourteen only, not for adults. Some night schools for adults are
provided by the state. It is planned that where the municipality has estab-
lished a school and the state later provides one, the municipal school will
continue as a school for adults.

The municipal schools are placed where state schools are lacking. They
use exactly the same books, and in one instance some supplies were obtained
from the state through a personal connection, but generally the municipality
buys the supplies itself. The Mayor and the Director of the recently estab-
lished Municipal Department of Culture said that they knew of no other
municipality which has established so many schools, :but that their district
still needs many more. They estimate that about 35%0 of the children of
school age do not attend school. The new Department of Culture, in addition
to administering the municipal school system, is also planning to promote
concerts, lectures, and other educational activities.

A Pre-vocational Rural School in Oriente Proivince

A pre-vocational rural school in Oriente Province was visited. It is one
of two in that Province and of between 20 and 30 in Cuba. This is a type
of school to which the Ministry of Education has recently been giving con-
siderable attention.

This particular school has excellent buildings and equipment and a young
and enthusiastic staff of one Director and three teachers. The pupils are
boys from 12 to 15 years of age, who live at the school. At present 20 are
in attendance, though the capacity is 30.

Pupils are admitted on a scholarship basis, and the entire educational
program, which lasts two years, is free of charge. There is heavy emphasis
on the sciences and on agricultural subjects. Classes are held both in the
morning and afternoon. There are ample books and supplies, including a
modem tractor, farm tools, and workshop tools, well selected and in excellent
condition. We were informed that the children come largely from the families
of workers on cattle farms and in the sugar fields.
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The school and its program gave a favorable impression and seemed to
represent a real attempt to find ways of adapting rural education more nearly
to the need of rural people.

This type of project is relatively expensive. The question may be raised
whether it is good policy to devote four teachers, a cook, two other helpers,
dormitory equipment and food, all for 20 or 30 pupils, when there is a
very large number of Cuban children, especially in the rural areas, who
have no opportunities at all for schooling. The expense of these schools,
however, could be justified if they served to stimulate and test new ideas
for rural education and to train personnel. This experience could then be
applied extensively in an improved and expanded system of regular rural
schools for all rural children.

Where Marti Died

Not far from Contramaestre in Oriente Province is an agricultural colon-
ization experiment under the Ministry of Agriculture, located on the former
estate of ex-President Machado. It was also on this land that the great Cuban
patriot, Marti, was killed in battle, during the struggle for independence.

The Administrator estimates that there are about 1,000 families, or 5,000
people in all, on the 486 caballerias of the estate. They are former "squatters".
There are perhaps 2,000 children of school age.

At the administrative headquarters, there are four schoolrooms and a
warehouse, a hospital, and other facilities. Only two of these schoolrooms,
however, are in use, because the Ministry of Education provides only two
teachers. The teachers teach only four hours a day, as elsewhere in Cuba.
The farmers have requested the Ministry of Education to hold classes both
morning and afternoon, without result.

At present 150 children are receiving primary instruction. Many of these
have to come long distances across the fields. There is an urgent need for
schools at the other end of the estate. Children living there cannot attend
school, because they would have to travel as much as six miles across the fields.

The Administrator, in charge for the Department of Agriculture, esti-
mates that 90% of the farmers on this land are illiterate. If there are 2,000
children of school age and only 150 in school, it would appear that the new
generation will be no better equipped educationally than the present one to
cope with the problems which must be faced if Cuban agriculture is to adjust
itself to modern conditions.

These farmers have been given title to land, but the educational basis
for its intelligent management by themselves or by their children has been
entirely neglected.
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This and similar efforts at agricultural reform are likely to fail in the
long run unless they are combined with a sound program of education, both
for adults and for children.

A School on the Outskirts of Santiago

This is a semi-rural type of school situated in one of the outlying areas
of the city of Santiago. The ramshackle building has two classrooms and a
kindergarten room, and is, apparently, a converted dwvelling. There is a very
small play-space in the rear. There are 137 pupils and 10 teachers.

There are four general teachers, of whom two teaLch in the morning and
two in the afternoon. There are also a kindergarten teacher, two music
teachers, two manual arts teachers, and a principal.

This school is an obvious example of inefficient and wasteful administra-
tion. The number of pupils per teacher is only 14, but the inadequate facilities
and poorly arranged program did not suggest that thLe pupils were receiving
the effective education which this ratio should make possible.

5. Why Present Systsm is Inadequate

Administrative and Political Handicaps

Underlying all the problems of public education in Cuba are certain
administrative and political weaknesses:

1. Over-centralization of administration.

2. Discontinuity of administration.

3. Non-professional administration.

4. A demoralizing heritage of political patronage and graft.

Over-centralization

With the exception of certain agricultural schools, the public schools are
operated by the Ministry of Education, headed by a Cabinet Minister. Each
of the six provinces has a provincial superintendent of schools appointed by
the Minister. Below the provinces are the 126 municipios (counties), each
of which constitutes a school district and is nominally under the supervision
of a Board of Education. Each Board is composed of three members selected
by the provincial school superintendent and appointed by the Minister of
Education. Books and supplies are provided-often inadequately-by the
Ministry, which also appoints the teachers.

There is a corps of inspectors, including techniical and administrative
inspectors of the Ministry, provincial inspectors, district inspectors, inspectors
of private schools, and inspectors of instruction in slach specialized subjects
as English, manual arts, music and physical education.
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Stultifying over-centralization results. Nearly everything depends on
Habana. For example, we were told in Santiago that the salary-checks for
school personnel in Oriente come from Habana in a plane sent by the
Ministry of Education each month. Local initiative and adaptation of school
programs to local needs tend to be discouraged by such centralization, though
sometimes an active group of parents, municipal officials, or devoted teachers
do manage to make improvements despite the system.

Cuba's First Elections

In the early days of the Republic each municipal district had its elected
Board of Education, charged with the active management and direction of
the schools of the district. Each district vas divided into sub-districts of
500 to 1,000 inhabitants, and each sub-district elected a representative who
had to be a resident of that sub-district and who represented that neighbor-
hood on the Board. Thus, the parents in each barrio were directly represented
by one of themselves and could keep a close watch on school affairs.

It is significant that the first elections ever held in Cuba were for members
of these local Boards of Education. It appears that the people took an active
interest and that the system, as a whole, worked very well.'

A Recent Improvement

Today, as already noted, the local Boards are appointed, not elected,
and, as far as they have any administrative responsibility, serve merely as
operating agencies of the Ministry. (They are sometimes called "a fifth
wheel.")

Local interest and initiative could be tapped without sacrificing profes-
sional standards, which should be centrally supervised. For example, the
present Minister of Education restored to local Boards some rights to select
teachers froni a central list. This is a step in the right direction, which
should be carried very much further, as will be discussed later.

Lack of Continuity

Instability and lack of continuity of direction have been other weak-
nesses especially in the past two decades. These are partly the result of
over-centralization, which has made educational administration dependent
not only on the Ministry, but also, to a high degree, on the Minister himself.
They are also partly the consequence of the shifting combinations of Cuban
politics.

1t Two articles describing in detail the school system in the early days of the Repoblic, as introduced
under the American military occapation from 1899 to 1902, were made available to us in the original menu.
script by the author, Dr. Ramiro Guerra y Sanchez: "El General Wood y la Inst-ceccion Publica ew Cuba",
written and published in 1920, and "La Instraccion Primaria et Cuba, de 1902 a 1925", w-itten and pub-
lished in 1926. See also the same author's briefer treatment in "Lt Eduac-ion Cubano en el Periodo do lo
Republica: 1902-1950", op. cit., p. 179ff.
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For example, Dr. Ramiro Guerra refers to the hairmful influence of "un-
planned modifications introduced during the period of the Republic, together
with the unstable direction of the Secretariat or Ministry responsible for
education-the Ministers succeeding one another vvithin short periods of
time-all this without technical organization supportecd by qualified permanent
officials . . ."12

Five Ministers in Four Years

The same writer speaks of the "welter of provisions made between 1934
and 1941," where "there could be no plan or order, since governments were
short-lived and Ministers of Education succeeded one another at a fast pace.
Even during the administration of Dr. Grau San Martin (1944-48), there
were five Ministers of Education, each averaging less than one year. Since
all the authority of the Department was vested in the Minister, it was not
possible even to attempt a well thought out and planned reorganization of
the Ministry, since that is a complex, long and difficult task. Even less was
it possible to carry out a general reform of the educational system by
channeling and coordinating tl4e work of the many different educational
centers of all grades and types under the direction of the Ministry, giving
each specific functions and purposes, in order that all might contribute to
a national educational system adequate for Cuba's needs."'13

Administration Not Professional

Another weakness is the lack of professional adrninistration. The direc-
tors (principals) of secondary schools and normal schools are named for
relatively short periods from panels elected by the teachers. They are not
professional administrators, but are usually ordinary teachers who have to
continue to handle their own subjects as well as to try to run the school.
This system leads to frequent changes in leadership, with little continuity
of administration or chance for carrying out a long-term consistent plan.

In the Ministry, there is no civil service career system to offer security
of tenure and adequate pay-especially at the more responsible levels-to
public servants selected on merit. This is an outstanding weakness, just as
it is in other government departments (see Chapter 20).

The system does not offer adequate rewards or opportunities to those
honest, competent, and devoted men in the Ministry who are trying to do
their best for Cuba's children. Salaries are such that some of the best have
to do other part-time work.

~ Ranmro Guerr- y S-nchez, La Lnstr.accion Primaria en Cba., de 1902 a 1925, op. cit., pp. 190. 193.

la Ibid, p. 193-
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Political Patronage

Finally, in past years, political patronage has dragged the Cuban school
system down to depths of maladministration, inefficiency, and low morale
from which it is only now beginning to make a gradual recovery.

It is as sad as it is ironical that the great concern of Cubans for education
(together with their tendency to value legal formulae more than practical
administration) contributed to this disastrous result. For Article 52 of the
Constitution adopted in 1940 provided that the budget of the Ministry of
Education should not be less than that of any other Ministry, except in case
of an emergency declared by law. In practice, this laudable principle made
the Ministry of Education a principal focus of political patronage and of
graft.

The Climax

In the years just before 1948, this situation reached its climax. Of this,
the most notorious illustration is the case of a former Ministry official who
rose to the post of Minister and later died abroad, leaving property yielding
an income in millions, as is well known in Cuba.

Late in 1948 the present administration took office and Dr. Aureliano
Sanchez Arango became Minister of Education. He was faced with a situa-
tion which required not only decisive action but also considerable personal
courage. It is best described in his own public statement:

"Gangsters and Highway Robbers"

"The Ministry of Education", said Dr. Sanchez recently1l4 "was an oppro-
brium and a shame and, in addition, a dangerous menace to the Cuban nation.
It was a cave of entrenched bandits and of gunmen and an asylum of pro-
fessional highway robbers."

Effects of Patronage

A teacher in Cuba is a government official, with life tenure on full salary,
whether teaching or not.1 5 This helps to explain why, in the past, the
Ministry of Education was such a focus of patronage and why even the
outright purchase of appointments occurred. It would be hard to overstate
the adverse effects on educational standards and the morale of the teachers.

Many persons, for instance, were appointed as "specialists" in such sub-
jects as music, art or English, with no knowledge of their specialities. They

14 Speech in Florida, October 4, 1950, as quoted in Iojorsnacioo, October 5.
1x "The tenure of teachers in Cuba is for life, unless removed for cause. An extraordinary condition

exists in this respect, which allows a teacher to draw pay whether he or she is teaching or not. There are
said to he a great many teachers drawing their regular monthly pay checks who are not actually teaching.
Sometimec this is due to the failure of the government to provide a schoolhouse. Sometimes a teacher who
is assigned to a rural chool simply fails to report for duty. Great sums of money are reputedly spent on
personnel which is not in fact performing any important duties in connection with the educational system."
Nelson, op. cit., p. 234.
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enjoy the same salaries as other teachers and work only two or three hours
a week.

Some who were too incompetent even for this were made inspectors. Such
persons might supervise and report on the work of, say, an English teacher
without knowing how to speak English, as the Mission found in one case.

Even when inspectors or specialists are reasonably competent, there are
too many of them, particularly in Habana where most of these job-holders
prefer to live. But the provinces have the same trouble. The Mission was
told of a school in a provincial capital with ten rooms, ten regular teachers
and seventeen specialists, the latter drawing the same salary as other teachers
for two or three hours' work a week arid getting in their way.

Dr. Sanchez' Statement
It should be emphasized that, despite these abuses, hundreds of teachers

and administrators continue to serve Cuba's children well. It is greatly to
their credit that they can do so under such discouraging handicaps.

But the danger to Cuba's economic and cultural future of the conditions
inherited by the present administration are illustrated by the present Minister's
own statement on December 15, 1948.

The Senate had asked Dr. Sanchez to explain why he had annulled a
large number of teaching appointments made by the previous administration
in the preceding months. Following points are summarized from his state-
ment and interrogation:16

Some Points Made

Between June 1 and October 9 of the election year 1948, 1,315 new
teaching appointments were made. These were justified in the official
Orders of the Ministry of Education largely on the ground that comple-
tion of 628 new rural schoolhouses constructed by the Ministry of
Public Works with the'Sugar-Differential Fund urgently required addi-
tional teachers. The new appointments, however, were 70%° urban,
3% rural, and 27% without location.

The sale of teaching appointments had become a national scandal.
Letters and published articles read into the reccird by the Minister
cited payments from $500 to $2,000 or more said to have been made
for teaching posts.

Almost two thirds of the new appointments had been in the teach-
ing "specialties." This was because the specialties offered locations in
the urban centers, and the persons appointed preferred to live in the
city. Also, these appointments required very little work. A table

1t Informaci6n ante el Sen-do, Ofrecida por el Dr. Aureliano Sanchez tango, Ministro de Educacin,
Dicieob,e 15 de 1948. This is a stenographic report of the peroeedings before the Senate, together with
charts and appendices, printed and circulated by the Minister of Education.
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presented by the Minister showed that music teachers in nine school
districts of Habana spent an average of less than three hours a week
in the classroom. English teachers in the Marianao district worked
71/½ hours a week.

On May 31, 1943, there were 141 teachers of physical education in
Cuba. By October 9, an additional 166 had been appointed. A popular
periodical noted that "cases abound of English teachers who can bardly
understand the words 'Yes' and 'Goodbye.'"
Specialists and Inspectors

The Minister reported that there were so many specialists in the
schools that they interferred with the work of the ordinary classroom
teachers.

The advanced primary schools (junior high schools) of Habana
had 5,000 pupils and 901 teachers, an average of only 6.6 pupiis per
teacher.

The Minister listed the number of school inspectors of various
types:

General inspectors .................... .............. 11
Provincial inspectors of elementary education ............... 35
District inspectors and assistants .................... 300
Provincial inspectors of specialized instruction and

assistants ............ ... ....................... ..... 494

Total .. ... ............. ........ . 840

Of these, 438 were assigned to Habana Province.

Badly-Located Schoolhouses

The Minister also told the Senate that the 628 schoolhouses constructed
by the previous administration had been so badly located that they had done
"irreparable damage" to rural education.

These are the one-room stucco rural schools of modern appearance which
are scattered along the Central Highway, which impress the superficial who
do not know how badly they are located to serve the needs of rural children.
Cubans call them "show-window" schools.

The Minister concluded that of the 628 only 37 were located according
to need-in terms of the 1946 school census-and that 591 had been located
''arbitrarily."'1 7

Number of Teachers
The Minister gave the following information on the number of teachers

as of May 31, 1948 (that is, before the June-October appointments which
were later annulled)

1 Document cited above.
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NUMBER OF TEACHERS, MAY 31, 1948

Common day-school ................................................ 12,804

Kindergarten teachers ................ 1,590

Kindergarten assistants. .... ............ 1,613 3,203

Advanced primary (junior high) ....................... ..................... 1,609

Manual arts ............................ 1,385............... 1,385

Night school ............................................... 1,323

M u sic .. 1...... ....... .................................................. ............................... 1 ,2 4 3

English .............................. 863.............. 863

Physical education . .............................................. 141

Drawing ............................................... 35

Prison ............................................... 10

Itinerant ............................................... 12

Agriculture ................................................ 6

22,634

A total of 22,634 for a school-age population (5-13) of about 1,100,000
gives a ratio of 49 school-age children per teacher for Cuba as a whole. Since
only half the children of school age are actually enrolled, however, there was
one teacher employed in Cuba for every 25 pupils actually enrolled. In view
of the large classes known to prevail in some districts, this moderate average
is a further indication of the waste and bad distribution of teachers which
Cuba has inherited from the past.

Salaries of Teachers
The basic salary of schoolteachers is just under $100 a month, paid for

12 months.18 The salaries of secondary schoolteachers, supervisors, and
other special categories are higher, ranging up to about $200 a month.

Teachers teach only one session a day, either in the morning from 8 to 12
or, in the afternoon from 1 to 5.

Promotion in rank and salary and transfer to better posts depends very
much on seniority, when it is not influenced by political patronage. The
system is not calculated to stimulate individuals to do their best work.

Apathy and Absenteeism
Absenteeism and apathy of teachers, especially in the rural schools, is a

great evil, according to all accounts. Under the centra]Lized system of appoint-
ment and assignment, it is difficult to get teachers to live in the communities

1 The Cuban Constitution contains the remarkable provision that the "annual salary of a primary teacher
may not be, in any ease, less than one-millionth part of the total national budget" (Article 52), see
Chapter 35 Badgetary Practices. There is no rational relationship between the total sie of the government
budget and the proper salary of an individual school teacher, unless it is that the government budget might be
some indicator of the rise er fall of prices; but frem this point of viese it srould be much better to tie teachers'
salaries to a cost of living index.
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they serve. They much prefer to live in the cities. especially in Habana. One
well-informed Cuban stated:

"If you take the early morning train from Habana to Matanzas (60
miles distant) you will notice well-dressed people who get off a few
at a time at each stop all along the line. These are teachers living in
Habana and going out by train to their teaching posts. They hate their
jobs, hate the towns where they teach, hate the pupils and the parents.
Whenever they can say they are ill, they do not go. They do every-
thing they can to get transferred to Habana."' 9

It should again be stressed, however, that there are many competent and
devoted teachers who receive neither the recompense nor the appreciation they
deserve. As to the others, they are partly victims of the system, and those who
have tolerated the system in the past are at least as much to blame as those
who have exploited it.

The Educational Program
Though it was impossible for the Mission to appraise the school curricu-

lum in detail, the comments of competent Cuban educators suggest that such
a study, if properly conducted and used, would be very beneficial.

From the point of view of economic development, two aspects of the Cuban
educational problem deserve special emphasis: rural education and adult
education.

Rural Education
Cuba needs many more rural schools and rural school teachers. This is

quite clear from evidence already presented.
No less important are a thorough revision of what is taught in rural schools

and the steps to bring these schools into a closer relation with the comrnmunity.
Rural schools should have a more direct bearing than they do today on the
lives and real needs of farm people. For example, they should play an import-
ant part in an expanded agricultural extension program (see Chapter 5).

As foresighted Cubans realize, rural schools should also serve as com-
munity centers. In that way they could not only educate children better but
could also giv7e adults vocational and cultural education, and could stimulate
civic cooperation. As one writer has put it, the rural school should be "a
club, an academy of sciences, and a school of crafts."2 0

1- This is supported in an article on "Problems of Our Rural Edo cation" by L. Gonzalez del Campo in
Trinestre, Vol. 111, No. 1 (January-February-March, 1949), p. 16:

"There ace regions in Cuba where most teachers and inspectors live in the capital city or in the
most important cities of the province. They commute each day, and from the moment they arrive at
their respective schools they have only one thought in mind-to leave on time for the last vehicle that
will take them back home. The work perfmonsed by these teachers is v-orthlens and their school is of
absolutely no use l loreovee, due to political inguences and favoritism, some schools are located only
thirty metens apart (we have photographs to prove this), while in some heavily populated areas, there
may be four to five kilometers between classrooms, just because those favored with appointments-friends
of Representatives and Senators-have obtained by orders of the Minister himself or through atrangements
with the corresponding inspector, classrooms where they can catch the 3 p.m. bus to return to the city."
"I Gonzalez del Campo, op. cit., p. 22.
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For this to be done at reasonable cost, it will be necessary for Cuba gradu-
ally to substitute for the one-room rural school the modern principle of the
consolidated rural school with six or eight grades in separate rooms with
separate teachers. This, of course, can only be done as country roads are
built or improved, as is indicated in Chapter 11.

Adult Education
Cuba would benefit from more adult education not only in rural areas,

but in the cities as well. More night schools for workers would give more
educational opportunities to those who missed them in childhood. Daytime
schools for workers might perhaps convert seasonal unemployment into an
educational opportunity. Even for those who have completed elementary or
secondary school or have had higher education, present-day economic condi-
tions, as mentioned earlier, make "lifelong learning" more and more necessary.

Though these possibilities cannot be discussed in detail, some additional
observations on adult education occur in Chapter 16 on labor-management
relations, and in Chapters 5 and 6 on agricultural and industrial development.

Economic Importance of Other Education
Extension work and vocational training in agriculture and industry and

courses of a directly "practical" nature are not the only forms of adult educa-
tion which are important to an economy like that of Cuba. On the contrary,
there is a great deal of evidence from other countries that education which
stresses literature, history, music, drama, and various kinds of group activities
may become an important factor in economic advance. The reason seems to
be that it arouses the spirit and intellect, and increases the capacity of people
to cooperate.2 1

Libraries
Educational opportunities in Cuba both for children and adults could

be enhanced by a system of public libraries throughout the island. Some
Cubans are already aware of the potential community benefit of libraries.

The Ramon Guiteras Public Library, soon to be opened in Matanzas,
is believed to be the first public library in Latin America to be established
by private bequest. Cubans who can afford it and who wish materially to
help Cuban development might well consider similar gifts.

21 The most striking example of this is the People's High Schools in Denoark.
An eminent English educator has said: "W.e hd it difficult to think of Denmark as a poverty-stricken

country, lacking in enterprise or energy; but such it was in the early 19th century, and its transformation
into one of the most progressive and peosperous democracies of Europe was largely the -ork of the education
given in these schools."

In some countries, he continues, the agricultural cooperative movement has been a failure because of
mistrust of one's neighbor and individual selfishness. But in Denmark the People's High Schools have
provided an antidote to these vices.

"The regeneratiso of a people is wrthy of study, and this instance is of special interest to educationists,
for it is generally agreed that the People's High School wa one of the chief instruments in the economic
peugreos of Denmark."-Sir Richard Livingstone, On Educ.ation, (New Yor.a, Macmillan, 1944). Chapter 3
of this book gives a succinct account of the Danish People's High School Movement and also cites other
books whicl contain additional details.
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Supplies and Equipment

Cuban pupils and teachers are greatly handicapped by lack of such essen-
tials as pencils, papers and books, although, as mentioned earlier, there has
recently been improvement. Though there are exceptions, desks, blackboards,
tools for manual arts, etc. are often either inadequate or ill-chosen.

There has also been bad administration and waste to which politics seem
to have contributed by the purchase of equipment from favored suppliers.

We were told, for example, of a small school provided with six automatic
drinking fountains but no seats, and of a new high school-opened some two
years ago-with 37 spare automatic drinking fountains but no teaching
materials.

Unusual Achievements
Evidently the public has become so accustomed to expect few supplies

actually to reach the schools that, in September 1950, much was made of
trucks leaving Habana carrying school supplies to the provinces.

The trucks bore large signs indicating their mission and destinations;
there was a ceremony in front of the Presidential palace, with photographs
in the newspapers; and the administration claimed credit for this unusual
service to the nation.

In October, full-page advertisements appeared in the Cuban press. In
one there were photographs of children drinking milk or eating, with a text
explaining that the present administration had made it possible to distribute
145,125 daily rations through the schools.

Another pictured a boy working with a power-tool, explained the import-
ance of the advanced primary school (junior high), listed the number of
typewriters, model-airplane kits, washing and ironing sets, lead pencils, tablets,
etc., which were being distributed to equip these schools.

It also stated prominently: "Now the teacher does not have to buy the
school supplies!"2 2

School Buildings
It was impossible for the Mission to make a detailed investigation of the

problem of school buildings. But, from field observations, it was obvious that
both a steady and a long-term building program are badly needed.

In urban areas, there are some good modern school-buildings but, for the
most part, the situation is deplorable. In Santiago, for example, it was learned
that schools have often been evicted from rented quarters, because the govern-
ment has not paid the rent. In Florida, the lack of school buildings reduces
hours of instruction. In Habana, a Cuban educator said: "When a building
is no longer fit for people to live in, it is turned into a school."

22 These advertisenents appe.red in a n-mber of ne-spapers or periodicals. The description in the text
is based on. the adveetisemen.s in Bohemia of October 1 and October 1.
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While the Mission was in Cuba, newspapers gave instances of schools
closing because they were insanitary or unsafe.

Rural Buildings

As already mentioned, many rural schools were constructed under a previ-
ous administration at excessive cost and in unsuitable locations. Existing
rural schools, too, are of the one-room type and do not meet the need for
consolidated rural schools, which should be the aim when roads and other
conditions permit.

It is suggested that when more rural schools are built in the areas where
they are most needed, more use should be made of local methods and materials.
This would reduce costs and might make it possible to encourage local initiative
and to enlist the voluntary help of parents.

Dr. Ciro Espinosa, in his well-informed series of airticles on Cuban educa-
tional problems cited earlier, stated that the Government owned 452 school
buildings (280 urban, 172 rural), rented 1,370 (1,177 urban, 193 rural), and
used 4,426 buildings owned by individuals but made available free of charge
for school purposes (1,242 urban, 3,184 rural) .23 He also said that $235,375
was being paid annually in rent for school buildings.

Need for Sound Program
Though an investigation of building needs is required and more schools

are needed, a sound building program must be based on careful long-term
plans for educational development.

Priorities for construction in different regions-urban and rural-cannot
be intelligently assigned until future educational needs and programs have
been decided.

6. Expenditure on Education

Past and Present
The expenditures of the Ministry of Education over the past decade have

been as follows:24

1940 11.4 million pesos
1941 . 11.5
1942 . 19.3
1943 22.1
1944 . 28.5
1945 . . 36.8
1946 50.6
1947 .... 57.4
1948 . . 78.4
1949-50 . . 50.8
1950-51 53.0 (budget estimate)

2- El M.ado. Feb. 20, 1949.
2 Budget liquidation figures of the Ministry of Finance foe the vears 1940.47, in,lusi-e. For 1948 and the

fiscal year 1949-50, Cuban Terasucy figures as summairied in the Repo-t of Price, Waterhouse & Co.
For the fiscal year 1950-51, budget estimate of the Cuban Treasury.
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The current budget estimate of 53.0 million pesos for 1950-51 is 22%
of the total government budget of 243 million pesos. The 78.4 million spent
in 1948 was 277o of the total budget of 289 million in that year. In 1934-35,
the educational budget was 10 million pesos, 187o of the total.2 5

Total Expenditure
In order to estimate total Cuban expenditure on education at all levels,

the following must be added together:
Ministry of Education (1950-51 budget) .......................... 53.0 million pesos
Private schools (rough estimate) ..................................... 8-10 " "

University of Habana . ......................................... 2.2
Education abroad (from Cuban Balance of Payments).. 0.5

63.7-65.7 million pesos

The amount spent on education is therefore about 3½_S% of the national
income. 2 6

Expenditure Per Pupil
The 53.0 million to be spent through the Ministry of Education-mostly

for primary education, but partly for secondary and special schools-amounts
to about 47 pesos per child of primary school age (5-13). Only 50.7% of
the children of this age, however, were reported as enrolled in the public
schools in 1949-50 (Table 60). The expenditure per pupil enrolled in the
public schools (kindergarten through 8th grade, plus the relatively small
number in public secondary and special schools) comes to about 85 pesos.27

Some Comparisons
Educational expenditures in various states of the United States offer

some basis for comparison. It would not be enlightening to compare Cuba's
expenditure with that of the higher-income areas, but it may be useful to
consider certain Southern states in which the per capita income is lowest,
though still substantially above the per capita income of Cuba.

Mississippi, South Carolina, Arkansas, Alabama, and Louisiana28 have
therefore been selected and the comparisons are shown in Table 63.

2a Same sources as for preceding tabulation, except 1934-35 figure, which is from Nelsoo, op. cit., p. 235.
26 In the United States, the state and local revenues for public schools in the various states ranged

from a low of 1.79% of estimated total income payments to individuals to a high of 4.11% in 1949-50. The
avecage was 2.39%. Source: U. S. Federal Security Agency Offies of Education, Public School Finance
Programs of the Forty-Eight States, Circular No. 274, 1950, Table 15, p. 87.

2 1949-50 expenditare of 50.8 million pesos divided by 1949-50 public school enrollment, estimated at
600,000, including secondary and special schools.

25 The first four are lowsest in the list of states when ranked according to income payments to individnals
divided by number of children 5.17 yea. of age. Louisiana ranks 39th among the 48 states in this respect,
but is included because of its special interest as a sugar-cane growing state.

Average income per child from 5-17 (1948)
Louisiana .................... .................................................. $4,129
Alabama. ...................................................................... 3,344
Arkansas ...................................................................... 3,304
South Carolina ............................... ....................................... 3,094
Mississippi . ............................... ................................. 2,745
CUBA ............... ....................................................... 1,211

Source: Except for Cuba (which is an estimate by the Mission), U. S.
Federal Security Agency. Office of Education, Public School Finance
Programs of the Forry-Eight States, Circular No. 274, 1950, Table 14,
p. 86.
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TABLE 63

ANNUAL EXPENDITURES FOR PUBLIC ELEMENTARY

AND SECONDARY EDUCATION

Per Pupil
Per Capita in Arerage

of Daily
Population Attendance*

Louisiana (1947-48) $24.54 $165.80
Alabama (1947-48) . .22.18 116.04
Arkansas (1947-48) 20.76 116.72
South Carolina (1947-48) .23.44 123.78
Mississippi (1947-48) .15.71 72.81
CUBA (1949-50) .9.43 84.670

* Enrollment is tsed in the cas0 of Cuba.
SouncE: For states, U. S. Federal Security Agency, Office of Edocation. Stvutirs of State School Systems,

1947-48, 1950, Table 31, p. 88.
For Cuba, data cited earlier.

Too Little Value for Money
Cuba's public school expenditures are mainly for primary education,

while the states of the United States provide much more of the more expen-

sive secondary education. For this reason, Cuba's raLte of expenditure per

child actually receiving education does not seem particularly low, especially
when the lower income-level of Cuba is taken into account.

It is obvious that the Cuban people have not been getting their money's

worth for the relatively generous amounts that they have been willing to

spend on education. The first problem is to get more for their money, and

it appears that during the last two years steps have been taken in this direction.

Future Needs.
As more and more children and adults are actually brought into the

public school system-which should be one of the aims of a revitalized

program-the annual rate of expenditure must rise. Once a sound program

has been worked out, there will also be the need for capital expenditures

on new buildings and equipment.

But further administrative reform should come first. And, when that

has been achieved, like other countries, Cuba will find that, in the long run,

no national investment is more worthwhile and productive than a well-

managed system of public education.

7. Conclusions and Recommendations

Essential to Progress
Unless Cuba greatly improves her public educational system, within a

short time, it is impossible to be optimistic about her chances of successful



EDUCATION 435

economic development. For these depend on making the economy more
diverse and productive. This will require adaptability and enterprise for
which a much better educational base is necessary than exists today. Better
fundamental education is needed to prepare for the initiative, vocational
skills and social cooperation required by a modern economy.

Extraordinary Measures Required

Encouraging improvements have already been made by the present admin-
istration and, no doubt, more will follow.

It is no reflection on these, however, to sav that no ordinary measures
can rescue Cuban education from the conditions it has inherited and make
it what it should be. This is because present improvements depend on the
present administration and may not continue with the next, unless steps
are taken permanently to reduce political interference with the school system,
as far as possible.

The Mission is convinced that drastic administrative reforms are essential,
at least partly to insulate public education from partisan political influence
and from political patronage. Without these, it is unlikely that the Cuban
educational system will be able to play its vital part in economic progress.

Nothing, of course, can entirely eliminate "politics" from education,
nor is this desirable in a democracy. But some forms of organization are
less vulnerable than others to political pressures of the kind which have
done so much damage to Cuba's schools.

In this field, therefore, the Mission believes that it is within the power
of the present Government to make a further and invaluable contribution
to Cuba's future by the following measures:

A National Board of Education

The Mission suggests that the direction and administration of the Cuban
public educational system, except in the case of universities, should be
placed in the hands of a National Board of Education, under the Chairman-
ship of the Minister of Education.

Briefly, the purpose of the proposed Board would be to reduce political
interference, to secure continuity of policy and to give the nation as a
whole more voice in its public education.

Powers of the Board
The Minister of Education should have no power to intervene in the

day-to-day administration of schools. Broad control of educational policy
and administration-including allocation of funds appropriated for educa-
tion by the Government-should be vested in the Board, acting by a
majority vote.
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Executive management should be in the bands of a Director of Schools,
who would be appointed by-and responsible only to-the Board in its
corporate capacity. The Director should be appointed for a term of not
less than five years, at a salary commensurate with his responsibilities. He
should be chosen for executive ability, professional competence and a high
sense of duty and integrity.

Subject to the general approval of the Board, the Director should make
all appointments to administrative and teaching posts and all suspensions
and dismissals.

Professional Administration
It would be an important duty of the Director of Schools to recruit

qualified full-time, well-paid administrators to supervise the school system
and all the educational institutions under the control of- the Board.

Principals of schools and administrators of the local school systems would
be chosen by the local Boards of Education-suggested below-from lists
prepared by the Director and approved by the National Board.

The present excessive number of inspectors should be screened for indi-
vidual competence. Those capable of leadership should be given appropriate
responsibilities and suitable salaries. Others with good personal qualities
should be given the opportunity to improve their professional qualifications,
in a teacher-training school or university. Those unwilling or unable to do
this should be retired or dismissed.

Choosing the Board
One suitable method for choosing the members of the National Board of

Education would be as follows:
Three members should be appointed for six-year terms by the President

of the Republic from a panel of names submitted to him by a special com-
mittee. The latter should consist of a representative designated by the
Sociedad Economica de Amigos del Pais (which has had a long history of
encouragement of education in Cuba), the Rector of the University of Habana,
and the Rector of the University of Oriente.

At the first appointment, one of these three members should be designated
for a two-year term, one for a four-year term, ancd one for the regular
six-year term. In this way, there would be one new appointment every
two years.

Six members should be elected-one from each Province-by the elected
local Boards of Education.

As a temporary measure, pending their establishment, these six members
might be appointed by the President on the recommendation of the Civic
Committee for Educational Development suggested below.
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Members of the National Board of Education should be paid for the
number of days actually spent on Board business and would also receive
travelling expenses.

Need for Local Boards

In the early days of the Republic, a system of elective local boards worked
well. It is suggested that these should be revived. Local Boards of Education,
elected by the citizens of each district, should be established in each of the
126 school districts.

These local Boards should be given a large share of responsibility in the
policy and control of education in their own districts, subject to the general
policies and minimum standards of the National Board of Education. They
should also be given some power to levy district school taxes to supplement
national funds.

It is believed that the advantages of mobilizing local initiative and the
interest of parents would outweigh any possible disadvantages of greater
local control.

Civic Committee for Educational Development

As a temporary measure, the Mission suggests that the President should
appoint a Civic Committee for Educational Development. Its duties would be:

(1) To assist and advise the government in administrative reform.

(2) To review Cuba's educational problems and to make specific
recommendations of both an immediate and long-term nature.

This Committee should be composed of fifteen members, of good repute,
who should be fully representative of the country as a whole.

No member should hold any public office, except for four members, who
should be experienced school administrators and classroom teachers. The
other members should be from various walks of life-the professions, busi-
ness, agriculture and organized labor-and should include several women
qualified to speak as housewives and mothers.

It is important that several members should be from small towns and
rural areas, in which they should have resided continuously for at least five
years immediately prior to election.

It is suggested that the Chairman and seven of the Committee should be
appointed by the President of the Republic on the advice of the Sociedad
Economica de Amigos del Pais and the remainder on the advice of leading
citizens of each province.

Members of the Committee should serve for staggered terms without pay
but should be allowed travelling expenses.
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It would be important to have as Chairman of this Committee a man
who could not be suspected of political or personal ambitions and who had
had a background of technical knowledge and wisdom sufficient to inspire
confidence both in the Cuban public and among professional educators.

Secretary, Consultants, Finance

The Committee should have an able, paid Executive Secretary to assist
the Chairman, who should be appointed by the Chairman and paid by the
Cuban Government. The Committee should be authorized to hire experts
consultants, including experts from abroad, to make special technical studies
and to advise the Committee in the preparation of its programs.

For these expenses, the Government should provide the Committee with
an initial fund of 50,000 pesos and should be prepared to increase this sum
later if the Committee finds that an additional amount is needed properly
to complete its task.

Since Cuba is now spending well over 50,000,000 pesos yearly on public
education and since much of this expenditure is wasted by poor planning,
any reasonable amount that the Committee might find it necessary to spend
in preparing well-considered programs for the future would be money well
invested.

Reports

The Committee should be requested to present an interim report within
a period of three months from its appointment, in which it would make any
immediate recommendations upon which it had agreed. In this interim
report it should also indicate the nature of further studies considered neces-
sary with an estimate of the further time required to complete the final report.
Both the interim report and the final report should be published.

Nature of Survey

With the aid of its expert consultants, the Committee should make a
detailed survey of the educational system, as it is and as it should be. It
should then suggest, as concretely as possible, measures to improve the
quantity and the quality of educational opportunity in Cuba.

Among the subjects that the Committee and its consultants" would
undoubtedly need to study are:

Problems to Consider

1. The present state of educational opportunity in Cuba, including
the number of children and the number in school in each district and
the distribution of teachers, buildings, equipment and supplies through-
out the country.
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2. An estimate of what would be required to approach-over a
period of years-the constitutionial goal of universal education through
the 8th grade, and a program for moving year by year towards that
goal.

3. The subject matter and methods of instruction in all grades and
specialties, and how far these suit Cuban needs. Means to improve
and to establish the best possible coordination among the various
parts of the school system.

4. Present and future needs for teachers. Plans for a teacher-
training program for new teachers and for in-service training of
present teachers, and means to insure advancement of teachers on merit.

5. A special study of rural educational needs with recommenda-
tions better to adapt the rural school curriculum to rural conditions.
Means to encourage teachers to undertake rural assignments. Use of
rural schools as community centers and as centers of adult education.
Better cooperation between the schools and the agricultural extension
program, and the best ways gradually to consolidate rural schools.

6. A survey of secondary education in Cuba with recommenda-
tions for its gradual expansion and improvement.

7. A survey of vocational and technical education in Cuba with
recommendations for gradual expansion and improvement.

8. Estimated requirements of school buildings and equipment
over the next 5, 10 and 20 years, with a building program indicating
approximate locations and order of priority.

9. Major administrative problems, including: (a) the most appro-
priate division of functions between the National Board of Education
and the School Boards; (b) the best way to allocate national educa-
tional funds among the different districts; (c) problem of whether
to revive the now dormant National Council of Education provided in
the Constitution, and, if so, what its functions would be; and (d)
periodic school censuses and regular publication in the future of
educational reports and statistics.

8. Summary of Recommendations

To summarize, the Mission recommends that:

1. The Cuban Government should immediately reform the public educa-
tional system. To do this, it should:

(ij Establish a nonpolitical National Board of Education, under the
chairmanship of the Minister of Education, to direct policy and
administration.
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(ii) Authorize the National Board of Education to place the management
of the school system in the hands of a professional Director of
Schools, appointed bv-and responsible to-the Board.

(iii) Partly decentralize control and encourage local initiative by reviv-
ing the system of elected, local Boards of Education, with limited
local powers.

2. As a temporary measure, the Cuban Government should establish a
Civic Committee for Educational Development to:

(i) Advise and assist the Government and the National Board of Educa-
tion in carrying out administrative reforms.

(ii) Review the Cuban educational system and recommend both imme-
diate and long-term improvements.



CHAPTER 19

Health

1. General Impression
Two Main Problems

An examination of health problems was not part of the instructions to
the Mission which, in consequence, did not include a specialist in this field.
But, as far as time and opportunity permitted, we inquired about health prob-
lems in general, in an attempt to find out whether these are an important
factor in the economy.

Our general impression may be summarized in a sentence: Disease is not
a serious problem in Cuba, but health is, from the national point of view.

For a tropical country, Cuba is relatively free from diseases. As one for-
eign official of long experience pointed out, no disease has reached epidemic
proportions in the past twenty years and he could not remember ever having
to issue an unclean bill of health. Others confirmed this view.

Plants managers, too, and others concerned with industry expressed the
opinion that health was not a major problem in industry, except that the
statutory nine days sick leave a year adds to the cost of labor.

Parasites Widespread
On the other hand, there is no doubt that Cuba suffers from two serious

health problems-parasites and malnutrition.
It is authoritatively estimated that between 80% and 90%o of the children

in rural areas are infested by intestinal parasites and that most of them suffer
from three varieties. Estimates for adults are not available but the rate of
infestation is undoubtedly high, even in the towns.

This is due to a widespread ignorance of even elementary sanitation and
inadequate and unsanitary water supplies in many parts of the country. This
problem can only be overcome by vigorous education in sanitation and by
modern water-purifications measures.

2. Malnutrition
Two Authorities

On the question of malnutrition, the Mission obtained two authoritative
opinions, quoted below, which speak for themselves.

The first is from the famous authority on nutrition, Dr. Tom D. Spies,
Director of the Nutrition Clinic, Hillman Hospital, Birmingham, Alabama,
who has been in close touch with nutrition problem in Cuba for some years
through a group working on this problem at the Calixto Garcia Hospital,
University of Habana.

441
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The second is from one of Dr. Spies' associates in Habana, Dr. Ruben
Lopez Toca.

Dr. Spies' Opinion

Dr. Spies wrote to the Mission as follows:
"In reply to the query concerning better health through better

nutrition in Cuba, I would like to say that for five years we have been
studying the subject. We find it is small wonder that some of the
people who live mainly on cereal products and fats lack their full
potential strength and are not able to do as much work per day,
per week, or per month as they would with better health.

"The answer as to what to do is not simple; but certainly much
knowledge has been learned and this must be assimilated and used.
For example, many children are ill because of poor nutrition. To
restore the health and well-being of the malnourished children and
adults of Cuba, the principle should be applied that they must eat a
diet adequate in calories and proteins and rich in vitamins and
minerals.

"Rice is one of the main foods and is one of t]he chief sources of
energy of the average Cuban. After this rice is mrilled and polished,
then washed and cooked, it has lost some fifty percent of the minerals
and vitamins which it should carry with it. Because so many Cuban
people eat rice as the mainstay of their diet, it is relatively very im-
portant in their nutrition.

"This rice can be artificially enriched or fortified by a process in
which selected vitamins and minerals are added to the rice grains with
very little additional cost. The average person in Cuba has a distaste
for rice in any but the white forms and to get dramatic results, it is
necessary to keep this thought ever in mind in trying to improve the
diet and develop a healthier people."

Dr. Lopez Toca's Opinion

"I have pleasure in letting you know briefly my impression of the
nutritional problems of Cuba, especially as regards itheir frequency and
distribution.

"As in most countries and, probably, for the same reasons, the
occurrence of hyponutrition is rather high among us. The chief reasons
for this are considered the low purchasing-power of a great part of the
population, under-education, and bad nutritional habits.

"To these causes must be added, in the case cf rural population,
the scarcity of roads and the distance from the great distribution
centers.

"I am referring, of course, to the cases of hyponutrition which are
not the consequence of other primary illnesses.

"Although we have no master statistics, it is possible to estimate
that more than 30%o or 40%o of the city population, including Habana,
suffers from hyponutrition, principally hypovitaniinosis, in half the
cases probably in sub-clinical forms. In the rural zones that percentage
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is doubtless more than 60%. This consists, for the most part, in per-
fectly obvious clinical syndromes, which constitute the great nucleus
of so-called nutritional anemias.

"This opinion is based upon my years of private practice, of
practice in the Service of Internal Medicine in the Department of
General Pathology of our faculty, and in the service of medical research
of that faculty in the Calixto Garcia Hospital of the University. I am
certain that my conclusions may be taken as the cross section of opinion
of all my medical colleagues in said institutions."

3. Living Conditions

Study of Children

These opinions are fully substantiated by the experience of the Patronato
Nacional de Colonias Infantiles, of the Department of Social Service.

This admirable organization, founded in 1934, offers a three-month
vacation in the country to undernourished children-boys and girls from
six to twelve years of age.

Five institutions are maintained for this purpose in different parts of Cuba
and accurate, complete and scientific statistics are kept. The organization is
financed mainly by a share in the proceeds of lotteries.

At three of these institutions there is a social-worker and the School of
Social Work maintains a Field Work Center at the Hershey Institution in
Habana Province.

As part of their training in field-work, students of this school compiled
the following statistics of the family situation of 100 children admitted to
the "Colonia Infantil Hershey." These reveal conditions under which so many
Cubans live and nothing could illustrate more clearly the problem of improv-
ing health and sanitation.

Effects of Parasites and Malnutrition

From the reports of the Patronato Nacional de Colonias Infantiles, it is
easy enough to see-all too clearly-the effects of parasites and malnutrition
upon the health and the growth of the children. But we were unable to obtain
any definite evidence of the effects on the output of the workers.

Industrialists consulted reported no trouble from absenteeism due to health,
except for the official nine days sick-leave. Sugar-mill owners had no com-
plaints of the amount of work done in the fields.

In the time available, therefore, it was impossible to trace any direct
economic effects. An expert, however, on workman's compensation reported
the impression that wounds tend to heal more slowly in Cuba perhaps because
of parasites but more likely because of malnutrition. 1 He found it impos-

1 Authr oitie on nttion report that vitamin C deficiency definitely lengthens wound healing time.
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Family Situation of 100 Children

TABLE 64

DISTRIBUTION OF THE FATHER'S WAGES

Wage-Groups Number ofFathers In
(per month) Each Group

$210 - 224 1... .......................... 1

195 - 209 .............................. 0

180 - 209 . . .... 1

165 - 179 ........ ... ..... 1........ ........ 1

150- 164 . ..... ...... ...... ... . 2

135 - 149 ... 1................ ......... 1

120 - 134 .... .................. .. 5

105 - 119 . ......... ... 2

90 - 104 ................................... 14

75- 89 . . 12

60- 74 ............ .............. 20

45 - 59 ...... ................ ..... . 14

30- 44. . ........... ........ 9

15 - 29 1...................... ...... I

0 - 14 ........... 8

Total ...... ... .. . 91

Average . ....... .. .. $70.05 per month

(NOTE: In seven families the father was dead and in two cases the wage was not mentioned.)

TABLE 65

RENT PAID BY 95 FAMILIES

Rent Number of
(per month) Families

$30 - 34 ... ....... 1...... ...... 1

25 - 29 . . ........... . ....... .. 5

20 - 24 .. 1............... .......... 1

15 - 19 .... .......... ... .. 8

10 - 14 .... ... 15

5- 9 ... ....... ............ 44

0 - 4 ......... . . ... 21

Total . ..... . 95

Average . .......... .$8.001 per month

(NoTE: Five families own their houses.)
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TABLE 66

NUMBER OF PERSONS PER FAMILY

Number of Number of
Persons Families

18 - 20 ........................................... ................... 1
15 - 17 .................. 0........... ................... .. 0
12 - 14 ...... 3. ..................................................... 3
9- 11 ........... 1... ............................................. 15
6- 8 .48
3- 5 .33

100

TABLE 67

Rooms OCCUPIED

Xumber of Number of
Rooms Families

5 ........................................... 1
4 ........... ................. ............. 4
3 ............ 12
2 ............ 19
1 ............ 64

Total ............ 100

TOTAL NUMBER OF PERSONS IN 100 FAMILIES

Fathers . 93

Mothers . 94
Children:

Over 18 ..... ......................... 41
Under 18 ............. ............... 383 424

Other relatives . . 74

685

Fathers' wages .......... ........................ $6,283.00 per month
Wages of other persons in the house . ....... ... 1,898.57 per month

Total income in 100 families ..................... $8,181.57
M onthly per capita ...................... .... ........ $ 11.91

sible, however, to offer any definite evidence, because absence due to injury is
sometimes unnecessarily prolonged by unreliable medical certificates.

Other Considerations

Some other considerations, however, should be borne in mind to offset
these optimistic impressions.
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In the first place, the Mission visited Cuba after about ten years of good
prices for sugar. Since it is well known that meat consumption in Cuba goes
up with sugar prices, because more of the population can afford to eat meat,
the Mission saw Cuba in a period of relatively good nourishment.

Another consideration is that there is a surplus of labor. To some extent,
therefore, the employers may form their impressions from the healthiest
elements of the working population and have little experience of those who are
unfit to work in industry and must live as best they can on their own.

Another point is that a large part of the labor force work only for a few
months in the year, during which they can afford a better diet than at other
times. If they had to work all the year on the diet they have during the lean
months, it is probable that the effects of malnutrition would be more obvious.

Finally, now that Spanish immigration has been stopped, employers have
no standard of comparison. It is true that the American manager of one
plant, with selected employees, believed that the output per man was as
great as in the United States. But in his case, he had been able to recruit the
best, and his men have steady employment at good wages.

A high percentage, however, of the working population probably suffers
from some degree of malnutrition-at least intermittently. Less fortunate
employers, therefore, have no reliable "yardstick" by wvhich to measure the
output per man hour against that in other communities and have no means
of knowing whether their labor would cost them less if their employees were
properly nourished.

Long-term Effects

Long-term effects of parasites and malnutrition are less easy to discern
and predict, though they are none the less certain.

Unless steps are taken to counteract parasites and malnutrition the
results may become progressively more obvious in the nation's health bill.

Finally, a malnourished population suffers from lowered resistance and
may therefore be the easy prey of virus infections of new kinds which
occasionally appear in the world. Should this happen in Cuba, the penalties
of malnutrition would become tragically obvious.

Economics of Vitamins

From the economic point of view, it is too oftent forgotten that food is
an essential, basic raw material of all industry and activity. So, if this
material is inadequate, of the wrong kinds and taken in the wrong combina-
tion and inadequately assimilated, there must be a corresponding economic
loss-no less real because it is usually invisible.

Even wealthy Cubans eat too much food of the wrong kind and digestive
troubles are commonplace. For the poorer people, the food is often insuffi-
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cient, of the wrong kind and inadequatelv assimilated, because of deficiencies
of vitamins and minerals.

Many people make the mistake of thinking that vitamins and minerals
have a nutritive value in themselve. In reality, they are analogous to cata-
lvsts, which enable the body to gmake the best use of the raw material which
is fed to it.

Since, therefore, the average Cuban diet is probably deficient in vitamins
and minerals, the raw material of growth, energy and mental activity is
being partly wasted-a hidden but nevertheless serious economic loss.

4. Importance of Enriched Rice

A Constructive Effort
This problem is being tackled in an admirable and constructive way by

the Comite Cubano-Americano pro Fundacion de Investigaciones Medicas
(FIM), a nonprofit organization devoted to improving the Cuban diet.

Among its activities is the distribution of enriched rice, enriched with
the vitamins anld minierals whicli are deficient in polished rice-a basic item
of Cuban diet. Since Cubans have become accustomed to polished rice, from
which a large amount of essential nutrients has been carefully extracted,
the FIM is trying to arouse interest in rice to which some of these nutrients
have been restored.2

Distribution of enriched rice in Bataan in 1948 was followed within a
year by a decrease of 92% in the incidence of beriberi symptoms and by a
decrease of 70%;o in deaths from this cause. These results led to a plan to
extend the distribution in 1950 to three additional provinces in the Philippines.
It is estimated that to cover the whole of the Philippines, the cost should not
exceed 30 cents per capita per annum.

These results encourage the FIM to believe that enriched rice wvilt have
a profoundly beneficial effect on the health of the Cuban people.

Dr. Williams' Opinion
Followving are extracts from an address by Dr. Robert R. Williams,

Chairman, Committee on Cereals Food and Nutrition Board, National Research
Council, Washington, D. C. In this address to the National Medical Federa-
tion and the Rotary Club, in Habana, Dr. Williams described the technical
process and made some valuable and important recommendations:

"Rice is wetted with a water solution of the vitamins and then the
grains are dried. The grains next are coated with an alcoholic solution
of a suitable edible protein for example, zein which is made from
maize. This coating is not dissolved by cold water and thus it prevents

' There a-e -aIo-s meth.od of enriching -ire. For one example, see Ind-tr.rial -rd Engineering
Ch-eristry, Vol. 38, No. 5.
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the vitamins from being washed off the rice.
"To make the enrichment process cheaper we treat only one half

of one percent of the rice in this way, but we make it very rich in
vitamins and minerals. This is called a 'premix'. The premix is made
at a central plant and is shipped to all the rice mills where it is mixed
with ordinary rice in the proportion of,1 pound of premix to 200
pounds of rice.

"A little plant can thus produce the premix required for all Cuba.

Legislation Needed
"In considering the introduction of enriched rice into Cuba, I

believe it will be necessary to appeal ultimately to the government for
legislation which will provide definite standards oif nutritional quality
of rice and furnish some effective form of inspection which will insure
general compliance on the part of merchants. Otherwise the dishonest
dealer will have an advantage over the honest one to the extent of
the cost of enrichment which will be about 15 cents per 100 pounds
of rice. Honest inspection and freedom from bribery of inspectors are
important problems.

"Cuba is faced with the need of dealing both with rice that is pro-
duced in Cuba and with that which is imported, chiefly from the
United States. In both cases it will be necessary, for reasons of
economy, to enrich the rice at the mill where it originates. It costs
too much to open up every sack of rice, mix the enrichment with it
thoroughly and resack the rice. This mixing should be done before
the rice is sacked at all.

"For enrichment of Cuban-grown rice it will be desirable to secure
the cooperation of the association of Cuban rice growers. If they are
willing, they can provide in Cuba at small expenses a premix plant
sufficient for the needs of all Cuban rice millers. The rice growers
association should also be enlisted in enforcing on its members the
enrichment standards later to be prescribed by law. It is very easy to
keep track of how much rice a miller produces and how much premix
he buys.

Imported Rice
"For rice imported from the United States it wrill be advantageous

to buy it in the enriched form. All the rice millers in the Southern
States can easily equip themselves to enrich their rice as any of them
can purchase premix at standard prices from a company which has
been formed for that purpose by an association of rice millers. Rice
millers exporting to Cuba should be required to furnish guarantees
that the rice they sell is enriched to the specified standard. These
measures will greatly simplify the problems of rice inspection in Cuba.

Edacation Essential
"Finally, but very important, it will be necessary to educate the

people of Cuba to appreciate that enriched rice will be beneficial for
their health. This can probably best be done first of all through the
doctors and their medical societies, through the schools, churches and
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women's clubs. An important and difficult aspect of this educational
program is the need to teach the people to cook rice in a minimum
amount of water. Pouring off of a lot of hot water from boiled rice
loses much of the vitamins. We hope to have a talking movie about
enriched rice which will be of help in this educational work."

5. Conclusions and Recommendations

Medical Care in Cuba
It was impossible for the Mission to examine the public health and hospital

system in Cuba. From talks with Cubans, the impression was formed that
Cuba has some of the best physicians and surgeons in the world, some
admirable cooperative health-schemes and some excellent hospitals. But
the Mission was often told that the administration of public health measures
and of public hospitals leaves much to be desired.3

Some tonfirmation of the inadequacy of public health measures could
be obtained by personal observation of the lack of sanitation and pure water
in many parts of the island.

Health Begins at Home

It is certain that the load on the hospitals could be reduced by more
attention to sanitation and to the nutrition of the people. For better health
should begin at home, not in the hospital.

It is impossible, too, to ignore the evidence and opinions of the eminent
and unbiased authorities quoted in the preceding pages.

The Mission therefore recommends that:

1. The Cuban Ministry of Health should sponsor a scientific survey
and analysis to determine the relative nutritional value of Cuban diets.

2. On the basis of this, the Ministries of Health and Education-working
through all appropriate organizations and agencies-should carry out a
vigorous campaign to educate the people in the elementary principles of
proper diet and sanitation.

3. The utmost government support should be given to all appropriate
measures to ensure that all rice consumed in Cuba is enriched. Any neces-
sary legislation should be passed without delay.

4. With government support, the work of the Patronato Nacional de
Colonias Infantiles should be extended to more children and to other age-
groups.

3 This was supported by a report in the press while the Mlission was in Cuba. This report described bow
42 Cuban institutions and associations met in Pinar del Rio to protest against the mismoanagement of
hospitals operated by the government and to s-ggest drastic reforms.
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CHAPTER 20

Government Administration

1. Relation to Economic Development

Important Bearing

There are two reasons why the competence, efficiency and honesty of
government employees and the efficiency of government operations have an
important bearing on economic development:

1. Many tasks of great economic significance are performed by the govern-
ment. It therefore makes a great difference to the whole "climate" of the
economy whether these tasks are performed well or badly.

Almost every chapter of this Report offers illustrations: taxation,
monetary and fiscal policy, education, labor-management relations, road
surveys, mineral surveys, agricultural experiments and so on.

2. Since the government itself is a very large employer, the degree of
efficiency in government operations is an important element in the over-all
productive efficiency of Cuban manpower.

In fact, government is the second largest industry in Cuba, measured
by number of employees. At the peak of the zaira the sugar industry
employs some 500,000. The total number of employees of the central,
provincial and municipal governments was recently put in an official
report on retirement funds at 186,450.1

2. Present Weaknesses

Unsatisfactory Condition

Present personnel practices of the government and the resulting efficiency
of the public service are most unsatisfactory, according to qualified Cuban
observers.

It is true that government employment is looked upon by some as a
position of public trust, and many public servants work with a real sense
of responsibility and devotion to duty. The Mission can testify to this
from its personal experience.

Too many, however, regard government jobs as sinecures. Apparently,
in many ministries a number of the employees never appear at all except
to draw their pay-checks. Of those who do attend regularly, a significant
proportion turn out very little work, either from incompetence, or inertia,
or from lack of proper supervision and organization.

I See Chapter 22.

453
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Part-time Work
Most government employees work only mornings. Some work at other

jobs in the afternoon or practice a profession, such as law, in order to
augment their meager incomes.

In consequence, a minority of competent and responsible employees have
to carry most of the burden of getting the government's business done. They
have to do it, too, often under great handicaps, with inadequate rewards in
salary and with knowledge that their positions may be insecure under political
pressure.

3. Causes

Political Interference

There are a number of reasons for this unsatisfactory situation:

In the first place, the recruitment and selection of government employees
is subject to political pressures of all sorts. The result in Cuba-as in other
countries where politics influence selection of personnel-is that many
employees are appointed for all sorts of considerations other than for the
good of the public service. They may be appointed out of personal friend-
ship or venality, or for partisan political reasons.

Law Nullified

It is true that, in theory, the civil service law of 1909 provides for
selection by competitive examination. But, in practice, this provision is
nullified. Sometimes there is a formality of examination. The job-seeker
may go to the Civil Service Commission and take an examination, but we
were told that in many cases he does not even do that.

A Cuban expert in public administration was asked how a young man
who wanted to make a career of government administration should set about
it. He replied: "He should enter by way of politics, not by special study."

Insecurity

Second, the government employee is not protected from arbitrary dis-
charge, which makes him vulnerable to political pressure. In theory, he is
protected, but in practice he is not. The same law of 1909 provides that a
discharged civil servant may appeal to the Civil Service Commission. But
the executive power can set aside or ignore rulings of the Commission. The
civil servant is permitted to take an appeal to the courts, but this may con-
sume as much as four years, and in the meantime he is without a job.

It is a curious fact that in private employment in Cuba there is too much
security of tenure but in the government, where it is needed as a defense
against the spoils system, there is too little.
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Few Rewards for Merit

Third. there is little systematic provision for promotion on merit or for
encouraging the individual employee to improve his qualifications while on
the job, as by in-service training courses.

Fourth, the salary scale is low, especially for the positions which require
considerable technical knowledge or which carry heavy responsibility. These,
of course, are exactly the positions to which the government needs to attract
talented men and in which it needs to fortify them, by adequate salaries and
security of tenure, against the temptations and pressures that come their way.

The Salary Scale

Some examples are given in Chapter 8 of the low salaries paid for
technical skill and responsibility. Below is a tabulation, based on the 1949-50
budget, which shows the general level of government salaries.

TABLE 68

SALARY LEVELS OF GOVERNMENT EMPLOYEES
(Pesos)

Base Increases Total in
Employee Classificatian Salary Since 1942 1949.50 Budget

Director. ............................... 3,000 645.15 3,645.15
Chief (Jefe), 1st Class ........................... .. 2,600 689.46 3,289.46
Chief (Jefe), 6th Class .............. ...... 1,500 469.01 1,969.01
Official (Oficial), 5th Class ..............-...... . 1,200 528.36 1,728.36
Official (Oficial), 3rd Class ........... . ....... 900 411.87 1311.87
Official (Oficial), Ist Class ... ................ 650 373.79 1,023.79
Clerk (Auxiliar), 1st Class .......................... 540 337.92 877.92
Clerk (Auxiliar), 2nd Class ..................... ... 450 420.00 870.00

SouRc.: Budget proposal for 1949.50.

Form of Social Assistance

Fifth, the genetal economic situation of Cuba-with its chronic tenden-
cies toward unemployment and with its lack of development to provide
alternate jobs-helps to keep useless employees on government payrolls and
to increase political patronage.

Cuba has no regular, official system of unemployment insurance or unem-
ployment relief. But, as one official candidly explained, much of the budget
is really a form of social assistance.

Little can be done directly to cure this source of weakness and inefficiency
in government service. But all the proposals of this Report, designed to create
a more dynamic Cuban economy, should assist indirectly. This is one more
illustration of the interdependence of Cuban economic and political problems.
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4. Proposed Legislation

Sound Constitutional Principles

The Cuban Constitution, adopted in 1940, contains a whole section on
public service (Articles 105-117) in which general principles are laid down,
to be implemented by subsequent legislation. The principles are sound:
selection and promotion on merit as determined by competitive examination,
tenure for all but political and confidential positions, settlement of disputed
questions by a Public Service Tribunal so constituted as to be protected against
political influence.

But legislation needed to put these principles into effect has never been
adopted.

Proposed Law
There is now a strong movement in Cuba to pass the required law which

will provide for "the administrative career" in goveirnment. President Prio
has made the passage of such a law a part of his official program.

A draft, sponsored in the Senate by Dr. Martinez Fraga, has had the
benefit of long and careful study by Cuban experts concerned with the im-
provement of public administration.

The proposed law would be based on the Constitution of 1940. It would
embody the fundamental requisites of a sound system of career service and
would provide strong penalties for violation of the law-as the 1909 law
did not do.

It would establish a Public Service Tribunal, as required by the Consti-
tution, instead of the Civil Service Commission. Appointments to the Tribunal
would be made in a manner designed to insure its nonpolitical character and
tenure would be the same as that of a judge. The executive power would no
longer be permitted to set aside decisions requiring reinstatement of dis-
charged civil servants; the employee would remain in his job until a decision
was rendered by the courts.

If passed and properly administered, this proposed legislation would con-
tribute to the building up of a more effective civil service in Cuba, and the
Mission urges its early adoption.

5. More Than Legislation Needed

Rewarding Merit
While a law of this type will help, much more than legislation is needed

to create a really efficient corps of public servants in Cuba. Indeed, there is
even some danger of overemphasizing tenure-important as that is in pro-
tecting a public employee against political pressures-at the expense of the
positive elements of competence, such as rewards for initiative and hard work,
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and willingness to assume responsibility. We suggest that the proper emphasis
is best conveyed by the phrase "merit service."

Building a "Merit Service"
Selection should be by competitive examination and civil servants should

be given security of tenure. But other important means are available-and
should be used by the government-to build up the efficiency of its personnel.

One is in-service training programs. Extensive use of this device might
well be made in all parts of the Cuban public service. It is suggested that the
government should appoint a small committee of administrators to devise a
program of in-service training. If necessary the committee should secure
the advice of outside experts.

Salaries and Working Conditions
Another essential step is to adjust salaries. As we have indicated, the

salary range should be increased in order to provide much larger rewards for
those who carry high technical and administrative responsibilities.

Every effort should also be made to provide suitable working conditions.
The principle of a full day's work, adequately compensated, rather than the
present half-day system, should be adopted.

6. Transitional Arrangements

An Encouraging Example

The Mission realizes that it would be difficult, if not impossible, to intro-
duce all at once throughout the government service all the reforms suggested.
A start should therefore be made in some of the newer government agencies
-as, in fact, has already been done.

In the creation of the National Bank of Cuba, these principles have been
applied. The Bank selected its staff by competitive examination. It assures
permanent tenure. It pays relatively high salaries and has a 71/2-hour
working day-made more efficient by air-conditioned offices. The result has
been, according to our observation, the recruitment of an exceptionally able
group of employees with high morale. It is understood that the same prin-
ciples are to be followed in the Agricultural and Industrial Credit Bank.

These principles should be followed from the start in all new agencies.
They should also be adopted gradually throughout the government by the
following method:

A Special Service
In selected ministries at first, and later in others, a special "Merit Service"

should be established to which existing employees and any needed new
employees would be admitted by special competitive examinations.
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Upon qualifying for admission to this "Merit Service" group, the
employee would automatically receive a substantial adLvance in salary. At the
same time, he would be expected to work a full day.

Special courses should be established, either by the government depart-
ments concerned or by a cooperating educational institution, so that employees
who desire to do so can prepare themselves for the "Merit Service" exami-
nation and for subsequent promotions. These courses should be designed to
widen and deepen their knowledge and improve their technical skills.

This method would avoid the perhaps insurmountable political and human
problems involved in attempting to enforce new stanclards suddenly through-
out the government. At the same time it would make it possible to "leaven
the lump" and to encourage new forces, which-over a period of time-
might substantially raise the traditions of public service in Cuba.

7. Summary of Recommendations

The Mission recommends that:

1. The proposed law to provide for "an administrative career" in gov-
ernment should be passed without delay.

2. The principles of promotion by merit, of security of tenure, of salaries
commensurate with responsibility and of a full working day should be adopted
at once in the newer government agencies and gradually in the older ones.

3. A special "Merit Service" should gradually be established in all
government agencies, to which admission should be by competitive exami-
nation and members of which should receive higher salaries. To provide
opportunity to compete for this service, in-service training programs should
be instituted, on the advice of a cowmittee of administrators and outside
experts.
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Public Works and Municipal Services

1. The Public Works "Cycle"

Long-Term Plans Rare

In Cuba, public works rarely follow a long-term plan. They usually just
occur in cycles. As in the case of sugar-but for a different reason-there
are periods of intense activity in public works followed by a tiempo muerto,
or dead season.

This may be due, in part, to the belief of political leaders that the Cuban
people will judge their merit by the volume of public works-roads, build-
ings and so on-which are visible, even if unfinished, at election time.

Unfinished Projects

Since tangible evidence of activity is what matters for this purpose, from
the political point of view it is not necessary for the projects actually to be
finished, as long as they can be seen. It does not matter, for instance, whether
new schools or hospitals are adequately staffed and furnished, whether roads
run all the way to their projected destination or whether bridges actually
serve their purpose of carrying traffic. The important thing is to have
something to show to the people-something under construction which gives
emnployment.

Since the next administration may not care to endorse the policy of its
predecessor by completing its projects, or may not be left sufficient funds
to do so, Cuba today is littered with unfinished public works projects.

Operation of the "Cycle"

In the past decade, the public works "cycle" has operated on the following
lines:

A new administration comes into power and finds that the public funds
have been exhausted by the previous one. For a while, therefore, it does
not-indeed cannot-carry out many public works and there are only a few
signs of activity. Around the middle of its term, however, the government
has to start to think about its political future. So funds are accumulated,
meetings are arranged all over the country at which the people are encouraged
to explain their public works needs, and the work gets slowly started. When
the administration comes to the end of its term, the work, whether finished
or not, stops. This wasteful pattern is not, of course, invariable and some
projects are brought to completion over several administrations; but it is
sufficiently common to be typical of much public works activity.

459



460 REPORT ON CUBA

Whatever the political effect, this cycle is not a total loss. Much work
has been done and much employment given. But unless the projects are
finished and put to use it is obvious that the community does not receive
full value for its money.

Waste and Lack of Planning
If public works are to be of productive value, they must be based on

sound studies and continuity of planning and execution.
In Cuba, however, there are numerous and visible examples, of the

absence of sound technical or financial planning of public works projects.
For example, in Santiago de Cuba, there is the concrete skeleton of a hospital
building, in front of which stands a huge placard advertising the government
which started it. And, only about 20 yards from this rejected "ruin" there
is another hospital under construction financed by the Workers' Maternity
Fund. In Regla, there are a number of apartment houses for workers, empty
and unused because the government has not completecL them by the installa-
tion of electricity and other fixtures. Then there are the unfinished Navy
Ministry building facing Habana Harbor and the unfinished bridge over the
Canimar River, near Varadero.

Such projects, while they remain unfinished, not only represent a waste
of capital and labor, but also suggest that their sponsors may have been
more interested in making a show of giving work to the people than in
furthering economic and social progress.

It should be emphasized, however, that some projects are so ill-considered
that the next administration is not justified in wasting further public funds
on' their completion. An example of such unsound original planning may
be the unfinished hospital near Trinidad.

Carelessness and Irresponsibility
There are other examples of carelessness and irresponsibility in spending

public funds for public works. A typical example of this is a hospital which
is not used as such at all, but only occasionally for meetings and conferences.
Similarly, a number of expensive school houses have been constructed in
locations where there are not enough children to fill them or where they
cannot be reached conveniently by local transportation. Visibility from the
central highway often seems to have dictated the sites of schools.

Lack of Maintenance
Lack of maintenance is further evidence of poor management and planning.

The extreme difficulty of getting supplies and materials to maintain schools,
hospitals, roads, bridges or ports-despite specific appropriations in the
budget or by special taxes-is so common in Cuba that it is a matter of
general conversation. This necessarily greatly reduces the economic value of
public investment projects and, in many cases, considerably shortens their life.
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Other Difliculties

Political decisions may dictate the start of many major public works
projects. But administrative inefficiency can contribute to the lack of planning,
to poor execution and to inadequate maintenance. Another contributory
cause is that the actual work may be entrusted either to the Ministry of
Public Works (Ministerio de Obras Publicas) or to the Development Com-
mission, (Comisidn de Fomento) without any logical allocation of functions.

For these reasons, the Mission feels that reform is urgently needed not
only in the formulation and execution of public works programs; but also
in the organization of the two agencies responsible. Suggestions are offered
at the end of this chapter.

2. Pulblic Works Expenditures*

Work of the Development Commission

From its establishment in 1942 until June 1950, the Development Com-
mission spent 32.2 million pesos on new projects and 2.1 million pesos on
maintenance and conservation. The money was spent as follows:

Reconstruction of Central Highway . .......................... $11,704,000
Sanitation in Santiago de Cuba .................... ........................ 8,099,000
Sanitation in Guantanamo ........ ..................................... 4,359,000
Lateral and cross roads ............................................ 6,192,000
Cold storage warehouses ............................................ 1,561,000
Sundry .................................. ......... 269,000

$32,184,000

Resources
The financial resources of the Commission have actually been much larger,

as indicated by the following figures:

Export-Import Bank Loan ............................................. $17,690,000
Taxes:

14% of gross sales tax .................................. $30,720,000
160 per bag of sugar produced ...... .............. 45,273,000
50% of collections of certain aqueducts ..... 1,836,000
Cold storage warehouse revenues ................ 361,000 78,190,000

AVAILABLE FUNDs ........................... ...... ... . $95,880,000

The yield from the above taxes, established in the 1941 law and ear-
marked for the Commission's use, averaged around 6 million pesos in 1942-43,
8 million pesos in 1944-46, 11.5 million in 1947-48. They are now yielding
about 10-12 million pesos. The fluctuations are mainly due to variations in
the size of the sugar crop.

* The finan-ial information presented in this chapter is based on published budget data and on the
report on fiscal administ-ation by Price, Waterhouse & Co. eubmitted to the Cuban Gover-ment in 1950.
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Funds Returned to Treasury

Out of the funds made available to the Commission, $40 million have
been returned to the Treasury leaving a balance of $3.5 million as of June
30, 1950, as shown below:

Funds made available ..................................... $95,880,000
Expenditures:

New projects ....... ................ $32,184,000C
Maintenance ........ .... . ........ 2,149,00CI
Administration, etc . ............ .......... 828,00(0

$35,161,000i
Loan service ....................... 9,570,000l 44,731,000

$51,149,000
Funds returned to Treasury ..................... $40,092,001)
Pending receipt from Treasury.............. .. 7,557,000 47,649,000

Balance, June 30, 1950 . . $ 3,500,000

Of the $25,000,000 Export-Import Bank loan, $17,690,000 was used as
shown above. Since the end of June 1950, the outstanding amount of
$10,236,000 has been repaid to the Export-Import Balnk out of the proceeds
of the August 1950 internal bond issue, which is part of the $200 million
authorized in November 1949.

Proposed Expenditures
It was understood that the Cuban Government proposed to use the re-

maining $35 million as follows:

Highways, access roads and bridges $10,000,000
Aqueducts and sewage systems 10,000,000
Agricultural projects .5,000,000
Dredging of rivers and ports .5,000,000
Tourism .5,000,000

$35,000,000

But at the time the Mission left Cuba in October 1950, only tentative
plans had been made for the use of the loan funds..

Expenditure by Ministry of Public Works

No accurate and reliable data on the actual expeniditures by the Ministry
of Public Works have been made available to the Mission for years prior
to 1948. It is known, however, that a major part of surplus revenues dur-
ing the period 1944-48 was appropriated for use by that Ministry (see
Chapter 38). Even in the last three years the Ministry has spent larger
sums on public works than the Development.Comm.ission, as the following
figures indicate:
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Yea, , Total E.peditueS

1948 (calendar) ................................. $46,327,000 (actual exp.)
1949-50 (fiscal) ......... ....... ., -, (actual exp.)
1950-51 (fiscal) ................ $22,345,000 (budget estimate)

Construction and Maintenance

1949-50 $. .................. ............. 18,429,000 (budgetary exp.)
1950-51 . ................................ $18,771,000 (budgetary exp.)

The high figure for 1948 which exceeded the budgetary appropriation
($25,843,000) by $20,484,000, reflects the pre-election peak in the extensive
public works program launched by the administration of President Grau San
Martin. Further public works expenditures are hidden in the amount of
$30.8 million by which the Ministry of Education exceeded its budgetary
expenditures. Part of this sum is believed to have been used to construct
school buildings.

In the fiscal year of 1949-50 the actual expenditures of the Public Works
Ministry were about equal to the budget estimate.

Expenditure Relatively Low
Even though the above figures are incomplete, it appears that at present

expenditure on public works is rather small in relation to total government
expenditures.

In 1949-50, the Public Works Ministry and the Development Commission
together spent about $20.5 million or 9% of total government expenditures
of $227.4 million. In 1948, on the other hand, around $55 million was spent
by these two agencies, representing 19% of total government expenditures of
$288.9 million.

A point to note is that the figures include expenditures on maintenance
and on municipal works such as street-paving.

Thus, public investment of a truly developmental nature (new roads,
warehouses, ports, etc.) has been quite limited in recent years. It probably
has not exceeded $10 million or 4-5% of total budgetary outlay.

3. Municipal Services
Serious Deficiencies

Traveling through the island, members of the Mission could not fail to
notice deficiencies in-and often almost complete lack of-municipal serv-
ices, such as water supplies, sewers and paved streets. In many towns and
communities the situation has become serious and calls for urgent measures.

In some places, of course, much has been done by the government to
improve these services. But, because of a lack of any over-all programs,
because of political favoritism, and of inept municipal governments, only a
few communities at present enjoy a relatively adequate standard of municipal
services.
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Measures-if any-to improve the situation have varied widely. Some
large communities, like Santiago de Cuba, enjoy the services both of the

Ministry of Public Works and of the Development Commission and, besides,
have a progressive municipal government, actively interested and engaged,
under able leadership, in the economic and social advancement of the com-
munity. Despite these advantages, however, Santiago's water problem is
serious (see Chapter 13).

Less Fortunate Communities

Most of the municipalities, however, do not have these advantages, and
have not been able to do very much for themselves because of meager finan-
cial resources and for other reasons. For example, fifty-one towns, with a
population of over 3,000, lack water supply systems according to a recent
survey.1 In a few towns, private citizens have formed civic associations,
financed by voluntary contributions to improve the public utilities and
services of their community. They have achieved good results in the form
of paved streets, parks and sewerage systems.

Three Conclusions

Three things are obvious:

1. The present haphazard method of carrying out public works by gov-
ernment does not provide an equitable geographical clistribution of projects.

2. The municipalities are financially unable to meet all their public
works needs.

3. A large investment is necessary to furnish all Cuban communities
with an adequate standard of municipal services.

In the following pages, different alternatives for the improvement and
increase of these services will be discussed.

4. Municipal Self-help

Independence of Municipalities

The 1940 Constitution provides for a large measure of political and
economic independence for the municipalities. In the field of municipal
services, the Constitution specifically stipulates (Article 213) that the muni-
cipal government shall furnish all public services; purchase, construct, and
operate public service enterprises; and effect local improvements. In order
to meet these expenditures, the municipalities may establish taxes provided
they are compatible with the tax system of the nation.

The municipalities may also borrow money to cover the cost of public
works provided the annual amortization payments do not prevent them from

ILuis R. Alfonso C-ero, Elns-o sobre un Censo General Indicativo de Oras de Ingenieia de Urgenwe
Necesidad Nvcioana, La Habana, 1948.
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rendering other services for which they are responsible. No municipality,
however, may contract loans without a favorable prior report from the
Tribunal of Accounts.

Theory and Practice

The Constitution thus assigns to municipalities the customary duties of
local governments in North America and many European countries. In Cuba,
however, there is a wide discrepancy between the provisions of the Constitu-
tion and reality.

First, as a general rule Cuban communities do not carry out any public
works. This is done-if at all-either by the Ministry of Public Works or
by the Development Commission. These two agencies carry out their opera-
tions quite independently of the local governments, and are subject only to
direction from Habana.

A town, therefore, with streets to be paved by the Ministry of Public
Works or by the Development Commission has no formal way to express its
wishes, nor have the branch offices of these two agencies any right to make
suggestions, to take initiative, or pass on to Habana the wishes of the local
governments. Everything is initiated and decided in Habana.

Excessive Centralization

This extreme centralization of municipal public works-which include
the operation of local transportation systems-is in conflict with the spirit
of the Constitution. Yet it has always been the practice; local initiative is
given little chance, and the public is accustomed to expect the central govern-
ment to do everything. Paradoxically, however, it has learned to expect very
little from Habana.

Even political patronage has been centralized to a great extent. Con-
gressional representatives control appointments-absentee or otherwise-even
of manual workers employed by the district offices of the Public Works
Ministry. In distributing public works projects, therefore, the central govern-
ment has powerful ways to control local politics, and to strangle local initiative.

Municipal Finances

Another major obstacle to municipal autonomy is the difficulty of raising
adequate municipal revenues under the present tax system. No reliable
statistics are available on municipal finances, but the municipal budgets of
a number of communities presented to the Mission indicate the modest level
of municipal incomes.

The main tax is the urban and rural real estate tax which, in rural com-
munities, is almost the sole source of municipal income. Other sources of
income, especially in urban communities, are license fees, taxes on industry
and commerce, liquor, slaughterhouses, markets, weights, etc. These taxes are,
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however, rather low-yielding, and there are scarcely a[ny other tax objects
left, since the municipalities cannot impose taxes which already exist on a
national level.

Up till now, the municipalities have been unable to borrow money for
municipal works, because the Tribunal of Accounts, which has to approve
municipal loan obligations, has not been in existence. The law establishing
the Tribunal, however, has recently been passed, and the municipalities can
now look forward to the possibility of borrowing.

Exceptional Achievements

There are a few notable exceptions to the common municipal lethargy and
stagnation. For instance, members of the Mission had the opportunity to
see some of the municipal works of Santiago de Cuba. The most imposing
achievement is the new market building.

Initiated by the Mayor, the project cost $800,000, out of which $550,000
was obtained from local investors. $250,000 was subscribed by the central
government to provide refrigeration. Since it was not possible for the city
to float bonds, a private nonprofit company was formed by local economic
and civic organizations which will operate the market until the investment
has been amortized.

The success of this undertaking is mainly due to the fact that Santiago
has an efficient, honest and energetic city government which enjoys the confi-
dence of local investors. Because of this special situation, this method of
financing local undertakings could probably not be adopted in many other
communities at the present time. This example shows clearly, however, what
can be done, even with meager municipal resources, when there is good
municipal government and enough local interest.

Other Examples

The city of Marianao is another example of efficient city government.
The Mission had the opportunity to observe both the public works and the
orderly finances of the city. A few other communities, like Bauta, were
pointed out to the Mission as examples of good municipal government. These,
however, appeared to be shining exceptions to the generally low standard.

Civic Associations

Exceptions of another kind are the civic associations, patronatos, created
to carry out some municipal works in communities where the municipal
governments have failed to do anything. The Mission visited one of these
-Los Mil in Matanzas-and saw its achievements in paved streets, parks
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and other improvements. The patronato, at the time of the visit, had paved
32 km. of streets and created a park with playgrounds for children.

Its method is simple and effective: when a project has been approved,
the patronato starts collecting private contributions until the necessary amount
has been raised, and then proceeds with the project. Actual work is done
by private contractors, and at present the organization receives no assistance
either from the municipality or the national government.

Similar organizations are in existence in Cardenas, Camaguev, Pinar del
Rio, and a few other places, according to our information. While these
patronatos are good examples of active community spirit and civic enterprise
in municipalities, they can only provide a temporary and, at best, a partial
solution to the problem of municipal services. A permanent solution would
require drastic improvement in municipal governments and considerable
improvement in local finances.

5. Private and Semi-private Ownership of Utilities

Private Enterprise

At present there are a number of public utilities of various types, such
as water-supply systems, electricity or local transportation systems, owned
and operated by private enterprise, Cuban or foreign. There is much to be
said for this method of financing and operating municipal utilities, especially
because at present most municipalities could neither undertake nor operate
them efficiently.

Private operation, however, has not always provided efficient management.
Moreover, it it doubtful whether there will be any new undertakings of this
kind for labor troubles, frequent government interventions and the recent
decision to nationalize a bus company operating in Habana all tend to dis-
courage any new private investment in public utilities.

A promising alternative is the pattern of semi-private municipal enter-
prises like the Santiago market. For hospitals, schools might also be sponsored
and financed by local patronatos and private social security funds of various
kinds.

In our opinion, semi-private municipal enterprises would be a feasible and
practical way to improve local public utilities, in addition to public works
undertaken by the central government. This method, of course, could not be
applied to all kinds of municipal utilities, such as streets, sewerage systems,
etc., but would be suitable for electricity, water supplies, low-cost housing,
warehouses or market buildings. An essential prerequisite is, however, an
efficient and honest local government without which no private capital can be
attracted to undertakings of this kind.
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6. Municipal Works by National Government

Disadvantages of Centralization
It has already been mentioned that most municipal projects have been

carried out by the central government and that the public expects the central
government to continue to take care even of purely local needs.

If communities in other countries arrange for their own municipal utilities,
there is, of course, no inherent reason why the central government should not
assume this task, especially in a relatively small-size country. Indeed, in
theory, there are a number of advantages in this method, such as economies in
purchasing of materials and use of technical personniel. In theory, too, a
fairer distribution of projects should be possible, with benefit to the poorer
rural communities which are unable to finance their own utilities.

As we have already seen, however, centralization has not produced any of
these benefits. Municipal public works projects conducted by the national
government have mainly been concentrated in a few large and politically-
important cities, while the needs of a large majority of middle-size towns and
smaller communities have mostly been overlooked.

On the other hand, the division of projects between the Public Works
Ministry and the Development Commission has eliminated any benefits which
might otherwise result from centralization. The inadequate and haphazard
policies of the government also have helped to paralyze-with a few notable
exceptions-whatever local initiative and desire for self-improvement there
may have been.

Suggestions for Solution
Obviously, the problem of improving municipal services throughout Cuba

is a very complex one, the solution of which requires consideration of social,
political, legal and economic factors. Despite the numerous difficulties, how-
ever, the Mission believes that Cuba is ready to tackle this problem and that
public opinion is in favor of such action.

In the opinion of the Mission, the Cuban Govemrment and the Cuban
communities should try to solve this problem by:

1. Enacting supplementary laws to give effect to the provisions of the
1940 Constitution.

2. Measures to improve municipal administration.
3. Measures to increase municipal revenues.
4. Better planning and a fairer geographic distribution of public works

projects by government.
5. Establishing formal means of communication on public works matters

between the municipalities and the Development Commission and
Ministry of Public Works.
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Legal Problems
Enactment of complementary laws is necessary to remove the existing con-

fusion and uncertainty about certain taxes in the administration of which the
municipalities act primarily as collecting agencies for provincial governments
or to the national government. Chief reason for this confusion is that the
existing laws which govern municipal administration are based on the previous
constitution, the regulations of which are in conflict with the 1940 Constitution.

Complementary legislation to implement the 1940 Constitution should
also help to improve administration. The existing laws on municipal govern-
ment provide for the mayor-council plan of local governrment. The 1940
Constitution, however, gives municipalities a free choice between the mayor-
council, commission or manager plans.

In the opinion of the Mission, it would be desirable to adopt the manager
plan, at least in medium and large-size urban communities. Establishment
of a city manager, elected in the manner prescribed in the 1940 Constitution
by a professional and nonpolitical board, would, in all probability, add
efficiency and honesty to many municipal administrations now plagued by
mismanagement and inertia.

The Tribunal of Accounts should also benefit the municipalities if it
audits the municipal finances, as stipulated in the 1940 Constitution. At
present there is no public accounting of municipal budgets, which gives
opportunities for mismanagement and laxity.

Problem of Increasing Revenues

To increase the municipal revenues is certainly a difficult problem. One
possible method, suggested to the Mission by a prominent Cuban, would be
to give a proportion of the income-tax collections to the municipalities.
Evasion of income tax is admittedly very common, and the tax, if collected
effectively, would probably yield up to 50 million pesos instead of the present
12 million.

In the collection of this tax, the municipalities might be able to give
valuable assistance to the national government from their better knowledge
of the incomes of their inhabitants. For this reason, even if the government
were to return a proportion of its collections to the municipalities, it might
still be able to retain larger revenues from income tax than at present.

Caution in Borrowing Desirable

With the establishment of a Tribunal of Accounts, borrowing by munici-
palities will presumably be possible. We would recommend, however, that
the Tribunal adopt a conservative attitude towards loan proposals from the
municipalities, because many of them may not be able properly to administer
the borrowed funds. The same applies also to the suggestion of returning
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part of the income-tax yield, which could only be justified if proper use
of the funds were likely.

7. Division of Duties

The Government and Municipalities

We have already referred to the necessity for a clear division of duties
between the Ministry of Public Works and the National Development Com-
mission. Before discussing this in detail and offering recommendations,
attention should be called to the need clearly to define the responsibilities of
the national government and the municipalities.

This must be a gradual process and will only be achieved after municipal
administration and finances have both been improved. WVe believe that reform
should start with an improvement of municipal administration, with public
auditing of municipal finances and with an effort to increase their revenues.
After this, the municipalities could assume greater responsibility for the
construction and maintenance of their utilities.

At the same time, we believe that the Government should study the possi-
bility of joint undertakings-projects financed partly by the Development
Commission and partly by the municipalities themselves with, perhaps, some
participation by private investors.

Possible Alternatives
A number of combinations and alternatives are possible. One might be on

the lines of the Santiago market. In other cases the government could pro-
vide the bulk of the required capital while the municipality would invest only
a small amount but would, perhaps, be responsible for maintenance.

Perhaps the least expensive opportunity for joint government-municipal
undertakings would be in road and street maintenance. In most medium-siue
and small communities the streets are in poor condition, chiefly from sheer
inertia and negligence. Major improvements might be possible, if effective
working relationships could be established between the Ministry of Public
Works or the Development Commission and the municipalities. For example,
either of these government agencies might lend the necessary machinery and
provide the materials and the services of a few technicians while the com-
munity would supply and pay for the labor.

Importance of Municipal Autonomy

We believe that the Cuban Government should do everything possible to
develop real municipal autonomy in Cuba, as envisaged in the Constitution.
This will not only involve enacting suitable laws but also encouraging the
municipalities to carry them out. It will be necessary, too, for the Govern-
ment to initiate administrative reforms and to suggest joint projects. For
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with the prevailing stagnation of municipal life, most Cuban communities
are likely to need initial assistance from the Government.

To carry out such reforms, of course, will take many years. But the
Mission believes that a start should be made immediately because reforms

'of this kind would improve the standard of living of the whole country.

8. The National Development Commission

Organization

This autonomous agency was created by Law No. 31 of November 22,
1941, to administer the $25 million loan negotiated with the Export-Import
Bank and to carry out public works projects financed by the loan proceeds.

The law made the Commission completely independent of the ministries
and responsible only to the President of the Republic. The members of the
Commission, numbering five, are appointed by the President (subject to
approval by the Senate) and serve without any compensation. The Commis-
sion is free to appoint its personnel within limits of administration expenses;
and the law also provides for the free use of services of technical and other
personnel of the ministries.

All investment projects are submitted for approval to the President to
whom alone the Commission is required to make reports of its proceedings.
It is subject, however, to audit by the new Tribunal of Accounts.

Independent Consultants

The services of an engineering firm, the Frederick Snare Corporation, as
consultants, were secured to report on the projects constructed with the funds
received from the Export-Import Bank and all purchase orders and con-
tractors' certificate, etc., were to be approved by them.

This arrangement has been retained to administer expenditures from the
internal loan. Instead of the Export-Import Bank, the participating domestic
banks now have to give their final approval of projects and, also, have a
representative on the Commission. The present government representatives
are the Minister of Agriculture as president and the Minister of Public Works
as vice president.

Present Shortcomings
The Commission, so far, has only executed public works projects. Instead

of coordinating public investment activity, however, it has competed with
the Ministry of Public Works for the same kind of project with considerable
duplication of effort in terms of manpower and expenditure as a result.

Another obvious weakness in the Commission's operations is that its
expenditures have not been based on any carefully-studied and clearly-
formulated plans prepared either by the Commission itself or some other
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government agency, such as the National Economic Council. Too often,
political expediency seems to be generally accepted as an adequate substitute
for an economic program.

Advantages of the Commission

Despite these present defects, the Commission has a number of existing
and potential advantages which justify the strengthening of its position and
the extension of its activities.

(1) It was repeatedly emphasized to the Mission that most of the old-
established ministries-inefficient and crowded with absentee political em-
ployees-are unable to carry out any new or greater functions which an
economic program requires. Consequently, only a new governmental organ-
ization, free from political influences to the greatest possible extent, may
successfully undertake new activities. This, presumably, is one of the main
reasons why the Commission was created.

(2) The Commission is relatively free from "red-tape", and is therefore
able to work much more efficiently and rapidly thaLn the ministries. The
Commission, too, can more easily secure the services of the best personnel.

(3) The double safeguard against mismanagement of funds afforded by
the participating banks and the Frederick Snare Corporation seems to guar-
antee the best possible value for money spent by the Commission. This is
no small advantage, in view of the past public works record and the often
carefree spending of public funds.

Because of these obvious advantages, the Mission believes, if the Com-
mission is reorganized, it could be given additional duties. Recommendations
to this effect are offered below.

9. Recommendations

The Mission recommends that:

1. Control of the National Development Commission should be vested
in a Board of four ex officio members, and one specially appointed member:

The Minister of Finance

The Minister of Agriculture

The Minister of Public Works

The President of the Agricultural and Industrial Credit Bank

and a representative of the private banking community to be
appointed by the President of the Republic from among the
chief executive officers of the private banks.

2. Duties of the National Development Commission and of the Ministry
of Public Works should be clearly defined and divided as follows:
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(1) It should be the exclusive duty of the National Development Com-
mission to plan and execute-either directly or through private
contractors-the construction and maintenance of all national high-
ways and roads, subject to Recommendation 10 below; and to plan
and construct-either directly or through private contractors-all
new public works projects, except those assigned to the Ministry
of Public Works, as suggested below.

(2) The Ministry of Public Works should be responsible for the main-
tenance only of public buildings, parks, public monuments, aqueducts
and urban streets and sewage systems; and for the planning, con-
struction and maintenance of new national parks, recreational areas
and public beaches and tourist attractions.

3. This division of duties should be arranged in stages to avoid hard-
ship to genuine workers at present employed by the Ministry of Public
Works. The-Commission should endeavor gradually to employ, as required,
present employees of the Ministry of Public Works-other than purely political
employees-and to take over any equipment or facilities which may become
surplus to the future requirements of the Ministry.

4. The Commission should seek the advice of the National Transport
Commission, which the Mission recommends should be revived (see Chap-
ter 11), on such matters as the financing of road and6bridge construction
and maintenance by means of excise taxes on gasoline and/or toll-charges,
as suggested in Chapter 11.

Any revenue obtained from these sources should be segregated from the
general funds of the Commission and devoted exclusively to road and bridge
construction and maintenance.

5. Suitable changes should be made in the law of 1941 to permit the
Commission-if necessary-to spend more than $125,000 annually on admin-
istrative expenses in order that it may have sufficient and competent personnel;
and may be able to pay the expenses of the Highway Advisory Committee
(see Recommendation 10) 

6. The Commission should be permitted to obtain any necessary equip-
ment free of tax.

7. Present controls on expenditure by the Frederick Snare Corporation
and the private banks should be retained and most rigorously observed. The
Commission's accounts should be examined at least annually by independent
public accountants.

8. Management of the Commission should be in the hands of an Execu-
tive Board composed of:

(1) The Executive Director

(2) The Financial Administrator



474 REPORT ON CUBA

(3) Heads of Departments.

This Executive Board should prepare all programs and plans for the
execution of projects; and also an annual budget, in cooperation with the
Ministry of Finance.

9. All plans, programs and budgets prepared by the Executive Board
should be submitted to the Board of five members and, after their approval,
to the President of the Republic for final approval.

10. No new highway or road construction should be undertaken by the
Commission without the approval of the national Highway Advisory Com-
mittee (see Chapter 11) and the Commission should be guided by this
Committee in all matters concerning Highways and Roads.

11. All projects of the Commission should be designed to promote the
long-term economic development and social welfare of the country as a
whole. Priorities should be carefully assigned to all projects in accordance
with the country's prevailing needs and financial resources.

12. In prosperous times every effort should be made to finance as many
of the projects of the Commission as possible out of its tax revenue without
borrowing; and municipalities should be encouraged to assume some of the
financial burden. Aj the duties of the Ministry of Public Works diminish,
budget adjustments should be made in favor of the Development Commission.

13. The Commission should maintain adequate branch offices in each
province. To these every municipality should be encouraged to submit
periodic statements of its needs in the field of public works. Such information
should be compiled at regular intervals by the branch offices and submitted
to the Commission for consideration.



CHAPTER 22

Social Security Funds

PROBLEMS OF ADMINISTRATION AND INVESTMENT

1. Introduction
Three Developments

Three striking developments have recently aroused public discussion of
the problem of the proper administration of the more than thirty retirement
and pension funds1 which exist in Cuba. These are:

1. Virtually all the retirement and pension funds of government em-
ployees have found themselves confronted with mounting deficits in
the last two to three years, and they have been forced in some cases
to reduce the benefits paid by as much as 35%, while, in others,
delays of three to five months in payment have occurred.

2. In the majority of non-government pension and retirement funds,
contributions from employers and employees are collected through
the Ministry of Finance and the funds so collected are deposited with
the Ministry, as provided by law. During the years 1946-48, the
governient apparently levied a forced loan against these deposit
accounts without any formal acknowledgment that an obligation had
been incurred. In other words, the greatest part of the reserve funds
of at least eleven non-government pension and retirement funds were
used to cover government deficits. These funds included those of
the sugar workers, railroad workers, maritime workers, journalists,
medical personnel, and general commercial workers-to list the most
important. When the present administration came into power in
October 1948, the availabilities of the Treasury were apparently in-
adequate to honor any sizeable part of these government obligations.
On June 30, 1950, the Treasury liability on account of thp' non-
government retirement and pension funds' reserve deposits totalled
some fifty million pesos, and the Cuban Treasury is not as yet in a
position to honor in full these obligations.

3. Some of the non-government pension funds find themselves in an
increasingly precarious position and two of them are being bailed
out by the government at the present time. The most striking example
is the transport workers' pension fund which has claims of more than
six million pesos outstanding in unpaid employer contributions. The
companies concerned have either gone into liquidation, been placed
under interventorship, or have simply failed to make their own contri-

I A list of the Pension and Retirement Funds can be fmod in Table 74.
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butions and to transfer to the fund workers' wage deductions. The
situation is complicated further by the fact that some of the companies

have substantial claims against the governmerLt.

Public Alarm
All these developments have given rise to muc]h public alarm, and a

number of government measures designed to investigate and correct the

conditions described have either been carried out or are under discussion.

A review of some of the major problems confronting the funds and recom-

mendations concerning possible action follow.

2. Problems Facing Government Pentision Funds

The Present Position

Information on the position of the government pension funds is extremely

scanty. The data and analysis presented here are in large measure based

on a study completed in September, 1950, by the official National Economic

Council (Junta Nacional de Economia). Some of the most pertinent statis-

tical data contained in that report are summarized in Table 69, from

which it is apparent that the government pension funds ran an over-all deficit

of 133,000 pesos during 1949. However, if we exclude the fund for "workers

and day laborers" which only started operations in 1948, we arrive at a

deficit in excess of two million pesos. This is a minimum figure because it

TABLE 69

DATA ON GOVERNMENT EMPLOYEES' RETIREMENT AND PENSION FUNDS
POSITION AT THE END OF 1949

Number of Admin. Year
Retired Number of Surplus I(+) istrative When

Employees Active Pensions or o Income Costs neot Fund
and Pension Employees Pad Deficit (-) Borer by Started

Benefits Funds Opeation

(lI thousand pes.s)

Employees of Ministry
of Communications 1,848 6,157 1,430 - 489 941 8 1919

Teachers .3,157 .... 3,157 23,723 2,453 - 180 2,273 6 1919
General government

employees ......... . 13,822 46,893 10,499 -1,013 9,486 109 1919
National police .2401... 2,401 7,232 1,269 - 241 1,028 n.a. 1936
Armed forces . .............7,107 20,327 2,611 - 168 2,443 n.a. 1935
Workers and day la-

borers of the central,
provincial and mu-
nicipal governments
and the autonomous
agencies .................. .86 78,765 42 + 1,936 1,978 88 1948

Judiciary . . 1,103 3,353 746 + 22 768 n.a. 1948

Totals 29.524......524 186.450 19,050 - 133 18.917 211

SouRcE: Report of the Jlots Nucioo-l de Economia, Tables 7, 8, 10.
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not only leaves out the administrative costs which are being met out of
general budget revenues, but also fails to account for the liability incurred
when pensions and retirement benefits are paid at a discount.2 If the govern-
ment pension funds had paid these benefits on a 100% basis, they would
have had to spend an additional four million pesos, and the total shortfall
of their income would have amounted to almost six million pesos.

Administrative Laxity

The virtual bankruptcy of these pension funds at a time of record gov-
ernment revenues seems to be traceable largely to administrative laxity. The
number of beneficiaries by far exceeds those who would be entitled to benefits
if the various laws setting up the funds and the applicable constitutional
provisions were adhered to.3 The funds were originally conceived to furnish
retirement benefits to government employees who were either incapacitated
or had reached the age of sixty, having spent fifteen or twenty years in the
service of the government and to pay pensions to their widows, minor soIns
and unmarried daughters.

Of recent years, however, benefits have been paid to many ex-employees
or their dependents who do not meet these requirements. For instance,
former policemen and members of the armed forces who are far below
retirement age have received benefits since their discharge for political reasons.
There are many cases, too, in which maximum pensions, based on the highest
salary obtained, are being enjoyed by ex-employees or their surviving de-
pendents although, according to the law, no benefit can exceed two hundred
pesos per month. In other cases, pensions are paid to women whose marital
status in relation to the deceased government employee is not clearly
established.

The official Cuban survey brought out the startling fact that the number
of pensions and retirement benefits paid during 1949 amounted to more
than 25% of the number of regular government employees (excluding
government "workers and day laborers" largely employed on public works
projects for relatively short periods).

Shortcomings
There are also serious shortcomings in the administration of the income

of the funds. For example, it is estimated that the various provincial and
municipal governments owed the government employees' pension funds a
sum of almost one million pesos in June 1950. The national lottery admin-
istration has also failed to turn over, on time, the proceeds of special lotteries
designated for the funds. Moreover, the five per cent basic salary deduction,

2 During 1949, the General Governm.ent Emnployces Fond paid benefits on a 65% basis, the Armsd Forces
Fund on a 90%, and the Jndiciary Fond on a 96% basis.

sThe relevant constitutional provisions are Articles 61, 112, 113, 115, 134, 142 and 263.
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which constitutes the major source of income of the government employees
retirement fund has been collected, in most cases, as a percentage of the
basic salary rather than the salary actually paid to the employees following
war-time increases.

Other sources of income have also consistently Ilgged behind budgeted
revenues, particularly the great number of nuisance taxes assigned to the
funds. Examples of these are: ten per cent of the charge imposed when
foreign residents are given their identification cards, a two cent tax on
each imported postal package, a one cent tax on each kilogram of untanned
hides exported, a third of gross receipts from extraordinary consular fees,
and a one percent inheritance tax.

Government Action Up to Date

In October, 1949, the government asked the National Economic Council
to make a full study of the pension problem. Their report on the govern-
ment funds, on which this account is largely based, was rendered in Septem-
ber, 1950, and the first stage of their recommendations implemented by a
decree of September 29, 1950.

Under this decree, full payment of all state pensions and retirement
benefits, both civil and military, was resumed on October 1, 1950. A govern-
ment advance to cover current deficits and such as might occur up to the
end of the year was provided for. A number of steps were outlined to
improve collections. X

Provincial and municipal governments and autonomous government cor-
porations were enjoined to liquidate their debts to the funds within six
months and the national lottery revenue department to bring its contribution
up to date. Finally, the decree set up a national commission of state retire-
ment and pensions which is to supervise and inspect the retirement funds,
modify their administrative methods and standardize their accounting and
statistical procedures under general regulations.

These measures are to be warmly welcomed, but they are only a stop-gap
solution since they burden the Treasury with additional outlays of some six
million pesos at once and perhaps as much as ten million a year in the future
without making additional sources of revenue available. The longer-term
solution of the problem, therefore, seems to require more far-reaching meas-
ures which are no doubt being discussed at present ]ay the members of the
new pension and retirement board.

The Longer-term Problem

In the absence of adequate statistical information, the Mission has not
been able to arrive at detailed conclusions concerning the longer-term problem
of reorganizing the government pension funds. It may be useful, however, to
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discuss some of the broader underlying issues and some of the alternative
solutions that might be adopted.

The Cuban government pension and retirement system, as set up at the
present time, is not effectively based on any sound plan of financial administra-
tion that might give government employees and their dependents assurance
that their benefits will be paid promptly and in full.

Such a plan would have to be related to two widely-used principles of
pension financing.

"Full Reserve" Principle

The first is the "full actuarial reserve" principle, according to which a
retirement fund must maintain reserve funds large enough to ensure its
ability to meet all future liabilities to its members. In calculating the needed
reserves, both the future liabilities and contributions of members are taken
into account and the current revenues left over after meeting current benefit
payments and administration costs should be invested in a variety of assets
in such a way that income derived from the investment covers all those future
obligations not met out of future contributions.

The "full reserve" principle is most appropriate for semi-private or private
institutions which do not possess general taxing powers, and both the scale
of contributions and benefits and the methods of investment of reserves must
be worked out on an actuarial basis and rigidly adhered to if it is to be
effective.

"Pay-as-you-go" Principle

In sharp contrast to it is the "pay-as-you-go" or "partial reserve" principle.
Under this only those payments which are expected to fall due in the near
future are provided for, while general tax revenues and future increases in
contribution rates are relied upon to meet such deficiencies as may arise in
the more distant future when the balance of the obligations to the members
comes due.

The principle can be used to administer a social security system for
government employees or a general system which is linked closely with the
government's fiscal operations.

No Actuarial Computations Made
The existing pension funds of Cuban government employees derive their

current income from employees' and pensioners' contributions, special taxes
and fines assigned to them and budget appropriations met out of general
tax revenues.

No actuarial computations have ever been made to relate either current
income to current outgo or expected income to expected outgo. In the past
some of the funds have maintained reserves, and at least one does so nowv,
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mainly because it has hardly begun to operate. The size of such reserves has
not been related to expected future liabilities.

The tendency has been to assign to each fund certain revenues and leave
it to operate until it runs into difficulties. Then additional revenues are
assigned to it, but these soon prove to be insufficient in the absence of admini-
strative rigor to keep the number of beneficiaries and t]he size of benefits within
appropriate limits and to collect the assigned revenues effectively. It is essen-
tially a "hit-or-miss" system.

Drawbacks of Both Principles
The adoption of either the "full reserve" or "pay-as-you-go" plans in

their pure form would have considerable drawbacks in Cuba at the present
time. The "full reserve" plan would involve excessive additional government
outlays and very substantial increases in employee contributions in the
immediate future. Since low salaries are paid to most government employees
and pension payments, including veterans' pensions, already exceed ten per-
cent of the 1950-51 budget, the adoption of the "full reserve" plan at this
time seems hardly practicable.

The "pay-as-you-go" plan, on the other hand, would undoubtedly burden
the government budget to an ever increasing extent in the more distant future
and, as a result, might soon deteriorate to a point where it would not differ
greatly from the present system.

3. Recommendations (I)
Combining Both Principles

Under these circumstances, a plan based on a combination of the two
principles seems most advisable. In such a plan, current contributions by
government employees and by the government would cover not only current
retirement and pension obligations, but also a percentage (say ten per cent
a year) of past service liabilities.4 Within ten years, a fund would thus be
built up that would aid very greatly in running a successful "pay-as-you-go"
system without continually increasing claims against government revenues.

We believe that the adoption of a plan based on these principles of financial
administration should be given earnest consideration by the Cuban Govern-
ment. In order to put the government employees' retirement and pension funds
on the proposed basis, it is recommended that the following steps be taken:

Need for Census
1. A census of present government employees and benefit claimants

should be carried out immediately-it is understood that the recently-created
government pension and retirement board is about to do so. The pension

4 That is the liabilities of the fund arising from the fact that many government employees hare been
contributing and acquiring retirement and pension rights over a number of years.
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and retirement section in the Ministry of Finance already maintains a very
complete system of pension record cards and should be given the necessary
funds and personnel to bring these cards up to date immediately. The card
files could then be used as a basis for the census, the aim of which should
be to secure sufficient information for an actuarial determination of the
status of the reserve funds. Among the needed data are: age of employed,
length of government service, present and past salary levels, and information
about dependents.

Actuarial Computations

2. Once the census results are available, the actuarial computations neces-
sary to determine the cost, present and future, of alternative methods of
administering the pension funds should be carried out.

These computations should be made by competent actuaries familiar with
pension problems. They should include an, estimate of present and future
benefit liabilities, past service liabilities and the rates of employee contribu-
tions and direct government appropriations necessary to put the funds on a
sound basis. If sufficient personnel in this highly specialized field is not avail-
able in Cuba, the Cuban Government should use the services of foreign
actuaries.

Clearing the Rolls
3. Those beneficiaries who do not meet existing eligibility requirements

should be eliminated from the pension and retirement rolls at the earliest
possible moment. A prompt and thorough review of pension rolls is essential
not only because it is one certain method of reducing present payments by

the funds, but also because it will prove impossible to limit future benefits
to those fulfilling the existing eligibility requirements if at the same time many

hundreds of fraudulent claimants remain on the pension lists.

It is suggested that every retirement payment made to anyone who does
not clearly meet the twin requirements of being over sixty years of age and
having spent at least twenty years in the government service should be investi-
gated. Cases of invalidity should be checked, and all pension and retirement
payments in excess of the constitutional limit of two hundred pesos a month
ought to be stopped immediately unless the beneficiary was put on the pension
rolls before October, 1940, when the Constitution came into effect.

In addition, all pension and retirement payments exceeding one hundred
pesos per month should be compulsorily investigated. All cases, too, of pen-
sions which are being paid to women who entered "death-bed marriages"
with deceased employees should be reviewed.

Relatively full records of every beneficiary exist in the filing cabinets of
the Ministry of Finance. If, therefore, the newly-created pension board or
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the pension and retirement section of the Ministry is provided with the neces-
sary funds and technical personnel, it should be possible to carry out this
task-arduous though it would be-within a reasonably short time.

Some may argue that this recommendation is likely to prove politically
unpopular. But the Mission believes that the Cuban people will warmly
welcome any measure which helps to assure the retired government employee
and his dependents of full and prompt payment of tlheir benefits-provided
they meet the legal requirements-and also deprives fraudulent claimants
of theirs.

It may prove best to set up special pension panels composed of a repre-
sentative of the Finance Ministry, an independent public accountant, a repre-
sentative of the pension fund responsible for past administration, and a
representative of the beneficiaries. These panels would review the findings
of the technical personnel and would give benefit claimants, whose records
show irregularities, a cbance to present their cases. There should be no appeal
from the decision of these panels, which should be vested with full power to
subpoena information from the existing pension funds and from all govern-
ment departments.

Standardizing Legislation

4. Permanent legislation should be enacted to standardize the eligibility
requirements and the scale and basis of both contributions and benefits. This
legislation should be passed at an early date but in such a form that it can be
incorporated into the general social security law which Congress is enjoined
to enact in accordance with Article 115 of the Constitution.

In this connection, the Mission has examined with interest the legislative
proposals contained in the report of the National Economic Council. It
agrees particularly with the proposal that pension payments should be based
on an average of past salaries rather than on the employee's highest annual
salary. At the same time, it seems advisable to include a clear provision that
employee contributions are to be based on the actual salary received and not
on the basic salary prior to wartime increases.

Need to Review Funds

5. The recently created Pension and Retirement Board should secure the
services of independent public accountants to carry out a thorough review
of the funds' assets and liabilities on June 30, 1950, and at the end of the
year. Since the proposed administrative reforms and the framing of an
actuarially-sound plan will clearly require considerable time, estimates of the
income which the funds will need during the rest of fiscal 1950-51 should
be based on this accounting survey and on the recommended census of present
and prospective beneficiaries.
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After estimating employee contributions, a careful assessment should be
made of the amounts needed from tax revenues to put the funds on a hundred
percent pay-as-you-go basis immediately. For the fiscal year 1951-52, it
should prove possible to make actuarial estimates, based on the proposed
system, under which sufficient income would be provided to the funds to
cover a percentage of past service liabilities.

Replacing Nuisance Taxes

6. The amounts which the government has to contribute, according to
the actuarial estimates, should be provided for in the general budget. It is
strongly recommended that the system of assigning taxes, fees and unexpended
budget appropriations for various government departments to the pension
funds should be terminated. This could be done as part of the much needed
tax reform or as the first step toward such a reform. The many nuisance
taxes involved, which at present are collected in a haphazard fashion, should
be replaced by a few effective excise taxes on luxury products.

Opportunity for Unification
7. Once full provision for one hundred per cent benefit payments had

been made, a basis would exist not only for standardizing the administrative
methods of the various retirement funds but also for unifying the financial
administration of the accruing reserve funds under a permanent Government
Pension and Retirement Board.

At present there is strong opposition to unification of the financial admin-
istration of the seven separate government employees' retirement and pension
funds. It is believed that this is due to legitimate fears that, without the
suggested reforms, unification would simply mean the use of any reserves
some of the better-administered funds may have to cover the shortfall of
the rest. It is essential, of course, that the personnel of the permanent
pension and retirement board should be carefully chosen and that the board
should enjoy a considerable measure of administrative independence. The
choice of personnel should be guided by the example set in creating such
outstanding autonomous government institutions as the National Bank.

Special Accounts in National Bank
8. As soon as the accounting survey recommended (Item 5) has been

completed and the needed appropriations made, special accounts should be
set up for the government employees' retirement and pension funds in the
books of the National Bank. The present system of pooling these funds
with the general deposits of the Treasury should be discontinued not later
than June 30, 1951. When the legislation unifying the financial administration
of the funds, proposed in Item 7, has been approved, the deposits in the
National Bank should be unified into one government employees' retirement
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and pension fund deposit account. The law should provide for the investment
of these funds in long-term government obligations and obligations of such
autonomous institutions as the proposed Industrial and Agricultural Credit
Bank, subject to a form of control by the National Bank suggested in a
later section of this Report.

Temporary Advances

9. The Finance Ministry should be given the power to make temporary
advances to the pension funds in order to cover benefit payments in excess
of those foreseen and budgeted on the basis of actuarial estimates. This
provision would probably have to be used only in rare cases and the
autonomous pension board would be obliged to repay the advances to the
Treasury within a year.

The present provision-included in the Constitution-which enables the
government to scale down pension payments by as much as fifty per cent
in case of fiscal difficulties has an undoubted advantage from the fiscal point
of view. For it takes into account the great variations in tax yields in an
export economy like Cuba and introduces much needed flexibility into this
part of the government budget. However, it seems hardly fair to expose
beneficiaries to such a large degree of uncertainty.

Once the pension funds are administered by a truly autonomous agency
and based on an actuarial program, there should be no need to reduce
benefit payments below one hundred per cent at any time, unless the govern-
ment insists that its contributions to the funds should be reduced in times
of fiscal stringency.

Should the government in fact do this, it will be necessary either to
revise the actuarial plans and build up reserve funds more quickly or else
to give the autonomous pension board the automatic right to. reduce pension
payments below one hundred per cent whenever the government is reducing
its contributions to the pension funds below the needed sums.

In this case, a provision should be written into the law defining fiscal
stringency much more clearly than at present. It nmay be suggested that
only under definite circumstances should the governnment have the right to
declare that the Treasury is in a state of fiscal stringency, sufficiently serious
to reduce its payments to the government employees' pension and retirement
funds. Such circumstances would be war, revolution, or an economic depres-
sion so serious that national income had declined by more than twenty-five
per cent during the preceding twelve months and actual tax collections had
fallen short of budgeted revenues by not less than thirty per cent.

In any case, it should be clearly provided that the government's con-
tribution to the pension and retirement funds of its own employees is as
binding an obligation as the payment of the salaries of active government
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employees and that reductions in the government's contributions to the funds
should not exceed any percentage reduction in salary payments to active
employees.

4. Problems of Reserves of Non-government Pension Funds

Proper Handling Essential

As stated in the introduction, the most urgent problem which faces the
non-governmnent pension and retirement funds, is the proper safeguarding
and handling of their reserves deposited with the Cuban Treasury. Under
the laws establishing at least eleven of the twenty-four non-government funds,
contributions from employers and employees are collected through fiscal
agents of the Finance Ministry and deposited with the Treasury.

Information on the actual position of the Cuban Treasury during the
period 1945-49 is extremely scanty. But an analysis of the condition of
the Cuban Treasury as of June 30, 1950, was carried out at the request of
the government by accountants of the firm of Price, Waterhouse and Com-
panv. This and information published by the Finance Ministry concerning
the Treasury position on June 30, 1945, make it clear that by far the
greatest part of the monies collected on behalf of the retirement funds was
deposited in the Treasury in the five-year period from June 30, 1945, to
June 30, 1950.

Treasury Obligations

The relevant information is assembled in Table 70, which shows that
deposits with the Treasury of reserves of non-government pension and retire-
ment funds totalled just over eight million pesos on June 30, 1945, at least
40 million pesos at the end of September 1948, and just over 50 million pesos
on June 30, 1950. It is further known that in June, 1945, the Cuban Treasury
had cash holdings of 39.6 million pesos which was ample to take care of all
of its short-term liabilities, including its liability on account of the reserves
of the pension and retirement funds in its custody.

While there is no precise information on the position on September 30,
1948,,according to all indications the cash position of the Treasury was very
low at that time. On June 30, 1950, the available resources of the Cuban
Treasury amounted to 40 million pesos against which total short-term obli-
gations of 145 million were outstanding, in addition to a sizeable floating
debt; the liability to the non-government pension and retirement funds alone
was in excess of 50 million pesos.

Funds Not Available

It is clear, therefore, that in spite of the determined efforts made by the
present administrators of the Finance Ministry, the Cuban Treasury was not
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in a position to honor in full its deposit obligation to the retirement funds
at the end of June 1950, and the position is much the same at the present time.

This was shown recently when the Sugar Workers' Retirement Fund and
some of the other retirement funds sold a total of 10 million pesos worth
of veterans' bonds to the National Bank in order to have the funds to purchase
substantial amounts of the new government bond issue. This was done even
though the Sugar Workers' Retirement Fund alone had 46.5 million pesos
in reserve funds deposited with the Cuban Treasury which it could have
used to buy the new bond issue if the money had bee:n freely available.

TABLE 70

TREASURY OBLIGATION TOWARDs NON-GOVERNMENT PENSION
AND RETIREMENT FUNDS

(Thousand Pesos)

June 30, September 30, Juse 30,
1950 1948 1945

Sugar Workers:

Account M . K .......................... 29,228 3
Current Account 17,300 38,482 6,784

Railroad W orkers ............................................. .206 247x 255
Maritime Workers ... ............... .. 164 n.a. 792
Journalists . ......... ..................... 54 22x 83

Medical Personnel 6 .......................................... .631 519x 215
General Agents, Employees and Workers of

Commerce 1 , 0 5 4 ................. .............._......._1,054 xx -

Mercantile Registry ..................... . 37 n.a. 5
Registry of Property 56 .................................. ..... n.a. 11
Barbers 80 ...................... ..................... _ 800 425x -

Pharm acists . . . .................................... .554 n.a.
Veterinaries . .... . ................. .................. *

Total Treasury Obligations . 50,084 39,695 8,145

x-De-ember, 1948.
sx-Nat yet in operation.

-Insignificant amount.
n.a.-Not awailable.
Sol,Rces: Jane 1945. Estado Finaniero, Direccion Generai de C-nta.bi/idad, Ministerio de 4acienda,

La Habhna, Juae 30, 1945.
Sept. 1948, Balance sheets of various retirement funds.
Jane 1950, Prie, Waterhouse study.

A "Forced Loan" of Pension Funds

It appears from a study of the Price, Waterhouse survey that virtually
the entire sum of 40 million pesos in non-government pension and retire-
ment reserves deposited with the Cuban Treasury iup to September, 1948,
was utilized in payment of government expenditures incurred in excess of
revenues during the period 1945 to 1948.
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In other words, the government of that time levied a forced loan on the
non-government pension funds without any formal acknowledgment of debt
and, therefore, without paying the retirement funds any interest for the use
of their money.

The action seems to have been carried out in clear contravention of
Article 65 of the Constitution which reads: "The funds or reserves of the
social security funds are not to be transferred nor are they to be used for
purposes other than those which have motivated the establishment of the
social security funds."

Probable Pressures

When the Mission was in Cuba it was understood that it was the intention
of the Government to build up substantial funds in order to be able fully
to honor its obligations to the autonomous pension funds.

If this policy is continued, however, there can be little doubt, that as the
cash availabilities in the Treasury rise, there will be strong political pressure
to spend the money on purposes that may seem more urgent or attractive.
The passage by the Cuban Congress of a law giving government employees a
Christmas bonus at a cost of some millions of pesos at a time when the
Ministry of Finance has outstanding short-term obligations of around one
hundred million pesos does not augur too well for the future.5

It is thus extremely doubtful that the non-government pension and retire-
ment funds' reserves deposited with the Treasury can be fully restored from
surplus revenues within the next two years. Under these circumstances, the
Mission recommends that the following steps should be taken:

5. Recommendations (IT)

1. Every effort should be made to set aside the largest portion possible
out of the current surpluses in both fiscal 1950-51 and 1951-52 to honor
the Treasury obligation to the retirement funds. In all probability this
would not mean that there would be no surpluses to carry out well-conceived
public works programs or for the proposed Agricultural and Industrial
Credit Bank. For there is small doubt that the non-government retirement
funds would find it both profitable and proper to invest much of their
reserves in bonds of the 1950-80 government bond issue.

2. A definite sum should be included in the 1951-52 budget for the
purpose of restoring the reserves under discussion and, at the same time,

5 It should be clearly understood that the Misoiso is in full oympathy with the objectiee of increasing the
remuneration of deserving civil servants. Not only is there little doubt that the increase in the cost of
ivig since prew-ar has outdistanced the rise in Civil Service salaries bat also some salary increases are
essential as part of the Civil Service reforms advacated in another section of this Report. To use the first
sisehble cash surplus fir this purpose. hower, seems most inappropriate at a time when such huge govern-
meot short-term debts are outstanding.
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the liability of the Treasury to the funds should be estimated as of June
30, 1951.

On that date a separate account should be set up in the National Bank
for the eleven non-government pension and retirement funds and the govern-
ment should segregate from its general cash availabilities all the monies it
can make available out of the 1950-51 surplus and prorate them into the
accounts of the various pension funds. The money allocated to further
repayment in the 1951-52 budget should automatically be deposited every
month in these special accounts. The balance of Treasury indebtedness to
the retirement funds expected to exist on June 30, 1952 should be converted
into a ten-year government bond issue. The bonds should be non-negotiable,
carrying five per cent interest and should be amortized in ten annual install-
ments. Congress should be urged to pass the necessary legislation during
the first half of 1951.

3. Beginning June 30, 1951, all contributions collected from employers
and employees through the fiscal agents of the Treasury as well as the
government subsidies to five of the autonomous funds should be deposited
automatically in separate deposit accounts of the funds with the National Bank.

6. General Problems of the Non-government Funds

Problem of Unification

A number of non-government pension and retirement funds face great
financial difficulties and such questions as whether it is advisable to combine
the twenty-four non-government pension funds into one or several unified
systems are the subject of much discussion. It is understood that the National
Economic Council is at present engaged on a study of the position of the"
non-government pension funds and its report, when rendered, should be of
great help in the formulation of public policies.

The Mission has made a special effort to gather some of the statistical
information on which any appraisal of the funds' present position must be
based. The results are assembled in Tables 71, 72, and 73, which show
the income, outgo, and change in the reserves of the most important non-
government pension and retirement funds during the years 1947-49. A
number of interesting facts should be noted:

State of the Funds

1. The accumulation of reserves by the fifteen funds included in the
table amounted to about $16,000,000 in 1947 and 1948, an important part
of the collective savings of the Cuban people. About two thirds of this
accumulation represents increases in the reserves of the Sugar Workers'
Pension and Retirement Fund.
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2. The relatively rapid accumulation of funds in the recent past reflects
mainly the fact that a majority of the funds are less than ten years old.
To the best of our knowledge only four of them, namely the lawyers', bank
employees', electrical workers' and telephone workers' funds have a contribu-
tion system based on sound actuarial principles.

3. The two non-government funds that have been in operation longest,
the transport workers' and maritime workers' funds, are facing bankruptcy.
Since virtually all the newer funds lack a sound actuarial base, it is quite
likely that a few years from now they will also find themselves in finan-
cial difficulties.

Position of Maritime and Transport Workers' Funds
At the moment, the virtual bankruptcy of the maritime and transport

workers! funds requires immediate attention.

TABLE 71

INCOME, OUTGO AND CHANGE IN THE RESERVES OF IMPORTANT
NON-GOVERNMENT PENSION AND RETIREMENT FUNDS IN 1947

(Thousand Pesos)

Change in
Outgo Reser-es

and Fixed
Income Benefits Adm. Assets

Sugar workers ................... 11,990 254 363 11,368
Transport workers ............ 5,484(1) 4,026 185 1,273(1)
Maritime workers . 3,108 3,600(est.) 200(est.) - 692(est.)
Tobacco workers .1,786 xxx 112 1,674
Textile workers .1,001 * 89 912
Electric workers .(2) - - -

Bank employees .759 52 31 676
Medical personnel 890 179 43 668
Architects .64 9 2 53
Pharmacists. (2) - - -

Printers .(2) - -

Lawyers .284 * 40 244
Barbers .153 xxx 40 113
Journalists .196 72 18 106
Telephone workers 246 222 1 23

Total .25,961 8,414 1,129 16,418

est.-Estimate.
*-Less then 500 pesos.

**-Pension payments only started April 26, 1950.
xt-Not yet paying ont.
(l)-Very si-able and -ntinaaly increesing amounts oi past due employee contributions were outstand-

ing during the entire period. On Derember 31, 1948, such amounts pending totalled I.157 million
pesos and on July 31, 1950 about 6 million pesos.

(2)-Not yet in operation.
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TABLE 72
INCOME, OUTGO AND CHANGE IN THE RESERVES OF IMPORTANT

NON-GOVERNMENT PENSION AND RETIREMENT FutNDS IN 1948
(Thousand Pesos)

Change in
Outgo Reserves

and Fined
Income Benefits Adm. Assets

Sugar workers ................... 11,248 497 454 10,297
Transport workers ........... 5,481(1) 4,740 208 533(1)
Maritime workers .3,266 3,758(est.) 200(est.) - 692(est.)
Tobacco workers .2,326 3 321 2,002
Textile workers .1,107 22 102 983
Electrical workers (2) - - -
Bank employees .1,064 65 36 963
Medical personnel 938 234 . 42 662
Architects .153 6 2 145
Pharmacists .493 11 65 417
Printers .342 xxx 90 252
Lawyers .528 0 76 452
Barbers .399 xxx 87 312
Journalists .207 74 20 113
Telephone workers 363 289 2 72

Total .. 27,915 9.699 1.705 16.511

est.-Estimate.
**Penrsion Wyments only started April 26, 1950.

X.a-Not yet paying out.
(1)-Very sizeable and continually increasing amos,sts of past due employer ecotributions sorer outstand-

ing during the entire period. On December 31, 194, such amaunts pending totalled 1.157 million
pesos and on July 31. 1950 about 6 million pesos.

(2)-Not yet in operation.

TABLE 73
INCOME, OUtGO AND CHANGE IN THE RESERVES OF IMPORTANT
NON-GOVERNMENT PENSION AND RETIREMENT FUtNDS IN 1949

(Thousand Pesos)

Outgo Change in
Reserves and

Income Benefits Ad.. Fined Assets

Sugar workers .10,388 1,712 71.2 7,964
Transport workers n.a. - n.a. -1,200{1) (est.)
Maritime workers . a, n.a. n.a. n.a. n.a.
Tobacco workers .n.a. - n.a. 1,600(est.)
Textile workers .n.a. n.a. n.a. n.a.
Electrical workers n.a. - n.a. 1,198
Bank employees .1,045 61 37 947
Medical personnel n.a. n.a. n.a. n.a.
Architects .121 8 2 111
Pharmacists .n.a. - n.a. n.a.
Printers .794 xxx '76 718
Lawyers .n.a. n.a. n.a. n.a.
Barbers .372 xxx 87 285
Journalists .n.a. n.a. na. n.a.
Telephone workers .a. n.a. n.a. na. n.a.

Total ............ 12,720 1.781 9L4 11.623

n.a.-Not available.
est.-Estimate.
,scx-Not yet paying out.
(I)-Very si2eable and continually increasing amounts of past due employer eontributions were outstand-

ing during the entire period. On December 31, 1948, such amounut. pending totalled 1.157 million
pesos and on July 31. 1950 about 6 million pesos.
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The transport workers' retirement and pension fund has been in operation
since 1929 when it took over and centralized the operations of a number of
private pension funds that had been operated by the railroad and streetcar
companies. After passing through vicissitudes in the early thirties, the fund
operated relatively well until 1943. Since that time, it has faced an increas-
ingly-desperate financial situation because some of the most important com-
panies that should normally contribute to it are defaulting on their
obligations.

On July 31, 1950, the companies' debts to the fund on account of wage
deductions made from their employees' wages, their own contributions to the
funds, and on account of deductions made from the wages of employees
who had been granted loans by the funds' personal loan department, amounted
to some $6,000,000.

Debts of Leading Companies
Of this total debt, United Railways of Habana owed the fund $1,600,000;

the Habana Electric Railway Company, $1,500,000; the Omnibus Aliados
Company of Habana, $1,700,000; while the rest was due from a great number
of small bus and trucking firms.

Of these companies, the United Railways of Habana has been intervened
and is unable to cover operating expenses. One of the reasons is the continuing
failure of the Cuban Government to pay the considerable debt it owes the
railroad in payment of past services. The Company has made virtually no
contribution to the funds within the last two years.

The Habana Electric Railway Company which used to operate the city's
streetcar system is in liquidation, and while a new bus company, Omnibus
Modernos, has acquired some of its assets, no settlement was made under
which the Habana Electric Railway Company's obligation to the pension
fund would be taken care of.

As far as the Omnibus Aliados Company is concerned, it is generally
understood that the money it should have used for the purpose of keeping up
its payments to the pension fund was used instead to buy new equipment
for the Habana City Service and a fleet of new buses which operate on the
Central Highway.

One of the most serious results of the virtual bankruptcy of this pension
fund is that well-administered companies, which have paid their contributions
to the retirement fund in full, are unable to discharge any of their employees
when they reach retirement age.

Loan Department's Difficulties

The personal loan department of the fund is in a particularly difficult
situation. In creating the department the original intention was to help
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transport workers and their families to meet financial emergencies without
falling into the hands of professional moneylenders. The loan department
worked out a system under which the companies retained part of the borrowers'
wages in payment of the relatively moderate interest charged and of the
amortization of the loans.

When making his first loan application, a transport worker was usually
required to secure the guarantee of two other workers who could show, that
they had been employed steadily for at least ten years. Of late, the loan fund
has had no money to lend, and so it has obtained its own funds from various
small financial institutions and moneylenders. Since it has to pay extremely
onerous interest rates, it has great difficulty in making advances to the
workers at reasonable rates. Consequently, in many cases commissions are
now charged in addition to the nominal interest rates and many workers who
incur debt are as badly off as in the days when they had to borrow from
private moneylenders.

Difficulties of System
These details have been given because they illustrate the difficulties which

many of the present industry-wide retirement and pension funds may face in
the not too distant future. The reason is simple: an industry seems to be
particularly ill-adapted as a base for a pension system.

If the individual companies had their own pension funds, at least the
benefits of workers in the solvent companies would be secure. If a wider
social security system were in existence, embracing a gooTl number of indus-
tries, then the general reserve fund would not necessarily be bankrupted
because some outstanding companies in one industry faLce financial difficulties
and are unable to pay their contributions.

Under the present industry-wide system, the failure of individual com-
panies, which after all must be expected in any industry, endangers the
future retirement and pension benefits of everyone employed in the industry.

A Short-term Solution
As a short-term solution, the Mission recommends that the government

set aside a part of its current surplus for payment of its liability to the rail-
road companies. Instead of turning the entire amount over to the companies,
however, a substantial part should go to the transport workers' retirement fund
in settlement of the United Railways' past due obligation to the fund. 6 Insofar
as the government has obligations to the Habana Electric Railway Company,
the same procedure should be followed.

Beyond that, it is quite clear that the financial difficulties of the Habana
trolley system, which culminated in the virtual liquidation of the Habana

"At the end of December 1950, the Cuban Congress approved a bill setting up the Tribunal of
Accounts. A transitory provision No. 9 attached to the bill provides that the Government should liquidate two
million pesos of its debt to the United Railways by turning snoh an amoiust out of surplas revenues over
to the transport workers' retiremcet toed.
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Electric Railway Company, are largely due to the policy of attempting to
keep down the cost of living of wage-earners during periods of inflation, by
denying to the public utilities rate-increases in the face of ever-increasing
operating costs. The transport workers' pension fund has become a victim
of this policy. Though the community may have benefited temporarily from
the attempt to keep streetcar fares lower than cost, it will now have to con-
tribute to the fund in order to enable transport workers to retire at the retire-
ment age.

A longer-term solution of this fund's difficulties will have to await fuller
study of whether it is desirable either to unify some of the funds or else to
break them up and transform them into company pension systems. Whatever
the decision, any vested interest of some of the funds' administrators should
not be allowed to block a realistic solution.

Problem for the Council
This should be an important part of the National Economic Council's

present investigation. The Council should secure the best economic, actuarial
and accounting talent and if the necessary personnel cannot be found in Cuba,
it is recommended that such international institutions as the International
Labor Organization be approached for expert advice. The Mission further
recommends that the first step in the Council's investigation should be an
examination by expert actuaries of the present financial administration of
all non-government funds.

The Professional Funds
Another problem for the National Economic Council to examine critically

is the position of the so-called professional funds. Of these, the following
may be listed: medical personnel, mercantile registrars, registrars of property,
barbers and hairdressers, pharmacists, veterinarians, lawyers, attorneys, sub-
stitute judges, notaries, customs brokers, and architects.

In nearly all these cases, part of the funds' income is derived from taxes,
fees and other charges arbitrarily imposed on the general public. There can
be little doubt that this is an unsound and objectionable method by which
small groups of professional people, some of them in a virtual monopoly
position, can force the general public to supplement their savings.

Subsidizing Professional Pensions
Architects, for instance, are favored in this way. Building costs all over

Cuba are increased by a tax on cement of ten cents per ton, which is devoted
to the architects' retirement fund.

Special legal and notarial fees are paid by the Cuban public so that lawyers
and notaries can have their own pension system, while only recently have
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attempts been made to check the annual output of lawyers from Habana
University, only a few of whom can expect to find employment in the legal
professilon.

Of all the professional funds, incidentally, the lawyers' is said to be among
the soundest because its originators took the precaution of arranging to
administer their own funds.

Journalists, Doctors and Barbers
Almost one half of the income of the Cuban journalists' pension fund

is paid by the Cuban people, by means of a budgeted government subsidy.
Doctors, too, enjoy this form of public support, if not quite on such a lavish
scale.

It is less easy to discern any reasons for a special subsidy to the pension
fund of the barbers and hairdressers. It can only be conjectured that
during the period of record government revenues, frcm 1945 to 1948, this
profession rendered exceptional services to the Cuban people of a political
rather than tonsorial nature.

7. Recommendations (III)

A Unified Fund
The Mission recommends that-in the light of the National Economic

Council's more exhaustive study-the system of a number of separate retire-
ment funds for professional people should be abandoned. These funds should
be unified and the new, unified fund, should be on a sound actuarial basis
with the necessary adjustment of contribution and benefit rates. The system
of deriving part of the income of the retirement funds from special taxes
and fees should be abolished at the same time.

Impact on Economy
In carrying out this over-all investigation, the National Economic Council

should give special attention to a thorough, objective examination of the
impact of the present Cuban pension and retirement: system, both govern-
mental and non-governmental, on the economy as a whole.

The need for such an approach cannot be stressed too strongly because
nearly all present discussions of the pension problem concentrate exclusively
on such questions as administrative efficiency, the "right to social security,"
and sound administration to safeguard the beneficiaries.

Questions are seldom asked which concern the interest of the Cuban
people as a whole in the safeguarding of their economy. Such questions
could be formulated as follows:
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Five Important Questions

1. Does the present cost of the Cuban social security system bear a
reasonable relationship to the national income?

2. Has this cost reached or exceeded a point where any further expan-
sion of benefits must be preceded by a vigorous growth of production?

3. Has the direct cost to the taxpayer of the government employees'
pension funds and of veterans' funds reached a level which is incon-
sistent with fiscal and tax policies appropriate to the Cuban economy?

4. Which income groups are, at present, carrying the chief burden of
paying for both the government and non-government pension schemes?

5. Are the benefits derived from the present system both in monetary
and in real terms commensurate with the costs involved?

Relation to National Income

On the basis of the information available to the Mission, it may be useful
to point to some of the relevant facts. In 1949, contributions to both govern-
ment and non-government retirement and pension funds totalled about 50
million pesos or about three per cent of net national income. When the
veterans' pensions are included the figure is nearer five percent.

In the 1950-51 Cuban budget, almost 10% of budgeted expenditures were
destined to veterans' pensions and pensions under special laws, and yet our
previous analysis shows that considerably larger amounts will have to be
allocated in the budget for this purpose if the system is to be viable. In
judging whether this is or is not an excessive burden on the Cuban budget,
it should be remembered that Cuba is an export economy whose budget
revenues prove extremely sensitive to any change in economic conditions
abroad. Thus, the slight recession in the United States and the temporary
slackening in the world demand for sugar in 1949 and the first half of
1950 reduced actual revenues from 258 million pesos in 1948 to 244 million
pesos in fiscal 1949-50.

Who Pays for the Pensions?

In the absence of other than fragmentary information on income distri-
bution in Cuba, it is very difficult to determine which groups carry the main
burden of financing the present pension schemes. Considering, however, the
importance of sales and excise taxes in Cuban government revenues and
the fact that at least a part of customs duties are levied on "essential imports,"
it seems highly likely that the same income-groups which benefit from the
pension and retirement system bear a major share of the burden of financing
the system.
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Administrative Costs
As Tables 71, 72, and 73 indicate, administrative costs are relatively high

in the case of many non-government pension and retirement funds. They
averaged about 6% in 1948. There is much evidence that an excessive
number of inspectors are hired by some of the larger pension funds. It
is widely alleged that they are, in fact, less inspectors than political agents
for some of the politicians connected with the operation of the funds.
Administrative inefficiency seems also to be rather widespread. Some of
the largest funds, including the Sugar Workers' Retirement Fund, do not
yet possess accurate, up-to-date lists of their contributors. 7

8. Investment of Fund Reserves

Size Exaggerated
Until recently inadequate attention has been given to the problem of

the suitable investment of both government and non-government pension
fund reserves. One reason, of course, is that the great bulk of the reserves
was used by the government to cover current governiment expenditures and
thus was not available for investment.

The legislation which set up most of the funds limits the investment
of their reserves to government bonds and, in some cases, only bonds
carrying an interest rate of less than six percent may be purchased.

Much of the discussion of potential sources of funds for investment in
internal obligations of the government-or in such obligations as the new
government Industrial and Agricultural Credit Bank may issue-appears to
be based on an exaggerated idea of the actual size of reserves which become
available every year. As shown in Tables 71, 72, and 73, the increase
in reserves amounted to about 16 million pesos during the exceptionally
good sugar years of 1947 and 1948 but declined to probably not more than
13 million to 14 million pesos in 1949. While substantial amounts of funds
totalling not more than some 40 million pesos will become available for
investment when the Treasury honors its obligations to the funds in full,
the normal annual increase is not likely to exceed 15 million to 18 illion
pesos.8

Danger of Unwise Investments
Up to now, the funds have invested their reserves mostly in bonds of

the external and internal debts of the Cuban Government, as discussed in

I It should be noted, however, that the Sugar Wookers' Retireonent Fuod has lately installed a modern
meehanized accounting system which should ensble thens to bhing the records folly up to date within a very
short time.

s The Sugar Workers' Retirement Fund is currently losing substantial arnounts of revenue because many
ru.nous are failing to turn over to the Food the deductions made from their workers' wages. It may be
advisahle to change the method of collecting these contributions while psosecutiog the individual colonos
involved in these malpractices.



TABLE 74

LIST OF CUBAN RETIREMENT AND PENSION FUNDS IN EXISTENCE AT THE END OF 1949

I. Pcnsion and Retirement Funds of Cuban II. Workers' Pension and Retirement F'unds III. Pension and Retirement Funds of Profes-
Government Employees sional Groups

1. Ministry of Communications ]. Sugar Workers 1. Lawyers

2. Teachers 2. Railroad and Transport Workers 2. Medical Personnel

3. General Government Employees 3. Maritime Workers 3. Pharmacists
(Retiro Civil)

4. National Police 4. Banking Employees 4. Veterinaries

5. Armed Forces 5. Textile Workers 5. Attorneys

6. Workers and Day Laborers of the 6. Tobacco Workers 6. Substitute Judges
central, provincial and municipal
governments and the autonomous
agencies

7. Ministry of Justice Employees 7. Telephone Workers 7. Mercantile Registrars

8. Printers 8. Registrars of Property

9. Electrical Workers 9. Journalists

10. Commercial Agents, Employees and 10. Architects
Workers

11. Cooks 11. Notaries

12. Barbers and Hairdressers 12. Customs Brokers

13. Wheat flour industry Workers
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greater detail in the section of the Report which discusses the state of the
Cuban bond market. Recently, there has been much agitation for the use
of the reserves for the financing of low-cost housing. Some of the funds
are also beginning to buy first-class mortgages. For example, the Sugar
Workers' Retirement Fund acquired $725,000 worth of mortgage bonds
issued by a new luxury hotel in Varadero. The Mission believes that it is
highly doubtful whether such an investment is a proper one for a workers'
retirement fund because of the risks inherent in the operation of a luxury hotel.

There is a great danger that when the funds are put on a proper actuarial
basis-which would almost certainly result in a substantial increase of their
immediately-available reserves-they will invest the funds in a way which
may clash at times with the requirements of sound monetary policy. For
instance, they may be tempted to engage in real estate financing at a time
of inflation and at the very moment when the National Bank is issuing
absorption bonds in an effort to preserve stability.

The Mission believes, therefore, that it will be appropriatre to give the
National Bank the explicit power to set percentage limits on the amounts
which the managers of individual funds can invest in different types of
assets and to vary these percentage limits in accordance with the require-
ments of the economic situation.

A provision to that effect should be incorporated in the legislation when
the much-needed general reorganization of the Cuban social security system
is carried out.



CHAPTER 23

Aids to Economic Policy

1. Introduction

Need for Expert Advice
No government can play an effective part in development without efficient

agencies to help to formulate policy. There must also be suitable cooperation
between these agencies and the chief private economic groups.

In this chapter, the Mission offers a number of suggestions to promote
these objectives. In making them, it realizes that economic development
must take a long time and, for this reason, policies should be isolated as
far as possible from temporary political pressures. Continuity of policy is
essential, and policy must be formulated in the light of the best technical
advice obtainable.

In making these suggestions, the Mission fully appreciates the value of
the present work of a number of able officials of the Cuban Government. But
it believes that their present cooperation could be given more force and
continuity if it were put on a more formal basis.

Objects of Suggestions

The proposals of the Mission are intended to:

1. Strengthen the National Economic Council, which was specially de-
signed to help to form general economic policy.

2. Promote a closed working partnership between the National Eco-
nomic Council, the Ministry of Finance and other government
agencies.

3. Give the two agencies most closely concerned with financing eco-
nomic development-the Ministry of Finance and the Agricultural
and Industrial Credit Bank-representation on the Comisi6n de
Fomento.

4. Improve the gathering, analysis and distribution of economic and
other statistics which are necessary to formulate sound economic
policies.

2. National Economic Council
Origin

In the opinion of the Mission, more effective use should be made of the
National Economic Council in formulating the Government's general eco-
nomic policies.

499
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The National Economic Council was formally created by Decree No. 971
of February 14, 1949, which transferred the functions of the Economic
Council of War (Junta de Economia de Guerra) established in 1943, to the
new Council.

The Council is under the chairmanship of the Prime Minister and includes
the Ministers of State, Finance, Agriculture, Communications, Commerce,
Labor, ministers without portfolio as designated by the President of the
Republic, the President of the National Bank, the President of the Develop-
ment Commission, the President of the Transportation Commission and a
secretary who also acts as Technical Director of the Secretariat.

In addition, the decree created a Technical Commission to assist the
Council. This consists of high civil servants from the above ministries and
agencies and is presided over by the Technical Director. Finally, the decree
provides for a Consultative Economic Board presided over by the Prime
Minister, which is composed of representatives of all the important national
organizations of agriculture, industry, commerce, mining, transportation
and labor.

Functions of the Council

A number of important functions is given to the Junta:

1. To make technical and practical studies and investigations neces-
sary for the "orientation of the national economy towards d6velopment
and diversification of agriculture, industry and commerce and to deter-
mine new opportunities for creation of new sources of production, internal
and external trade and labor."

2. To suggest coordination of the activities, programs and economic
policies of the different ministries and agencies in order to insure con-
tinuity in the national economic development.

3. To revise existing or proposed legislation which affects the devel-
opment of the national economy and, at the suggestion of the President
of the Republic, Council of Ministers, Prime Minister or any of the
ministers, to prepare decrees or legislative proposals considered necessary
for highest economic efficiency.

4. To obtain and prepare for the President of the Republic and
the ministries data, statistics and information valuable for systematic
development of national resources; to study standards of living, the
balance of payments, public debt, national income and other fundamental
indices of the economic progress of the country; and "to submit the
results of these studies together with proper suggestions to the President
and the Council of Ministers."



AIDS TO ECONOMIC POLICY 501

Few Results
These functions suggest that the government has been aware of the need

to coordinate the economic activities of the different official agencies and to
prepare basic economic studies and investigations. It seems, however, that
the Junta has not been able or has not been given the opportunity to carry
out its intended functions to any great extent. At any rate, even if the Junta
has made a number of constructive suggestions, relatively few results can be
noticed in the actual policies of the government.

It is understood that the Technical Commission is the most active part of
this agency. It includes some of the ablest government officials and appears
to be the only inter-ministerial coordinating body which combines the best
available technical and administrative skills with continuity of policy. This
body, however, has not been able to engage in any longer-term policy plan-
ning since all its members are preoccupied with their daily duties. It has
therefore dealt mainly with urgent day-to-day problems.

The Research Department
The permanent research department of the Junta, headed by the Technical

Director, has so far been engaged in a number of useful basic economic
investigations and these studies have been of great assistance to the Mission.
It has also published a number of economic reports, some of them excellent;
and quite recently completed investigations on the mechanization of the
match industry and on government retirement funds (see Chapters 3 and 22).
To our knowledge, however, the services of this department have not been
used in connection with the recent internal loan program or with public
works projects of the Comisi6n de Fomento and the Ministry of Public Works.

It is clearly a weakness in the position of the Junta that so far it has
been removed from these important policy issues. Whether the reason is that
it does not have adequate facilities and personnel, or whether it is because
the government has not wanted it to make studies and suggestions, the fact
remains that the Junta has not been doing the most important work the
decree assigns to it.

3. Representation on the Comisi6n de Fomento
Measures for strengthening the Comisi6n de Fomento have been suggested

in Chapter 21.
In the present context, the Mission would like to emphasize how desirable

it is to give the Ministry of Finance and the Agricultural and Industral
Bank representation on the Comisi6n.

It is obviously important for the Ministry to be suitably represented
on the Comisi6n, one of the most important spenders of public funds. Indeed,
it is surprising that this has not already happened.
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When the Agricultural and Industrial Credit Baink has had time to
develop contacts throughout Cuba and has begun to make loans and invest-
ments, it will be vitally interested in coordinating its activities with those
of the Comisi6n de Fomento. This is why its presence on the Comisi6n
is recommended.

4. Better Inter-Agency Co-ordination

Need for Close Cooperation
The Mission believes that it is urgent to establish a closer working

partnership between the Ministry of Finance, the National Economic Council,
and other government agencies, as well as their technical staffs. Some
division of functions should be worked out between the specialists in the
various agencies interested in economic and technical problems.

While a certain amount 6f rivalry between research departments is
healthy, so many important problems demand urgent investigation, that the
small number of able technicians in such fields as economic research should
cooperate with each other as far as possible.

The same applies to specialists concerned with the basis for sounder labor
policies, those laying the foundations for commercial policy negotiations, and
others dealing with technical matters of public finance.

The Technical Commission of the National Economic Council should be
used more fully as a clearing-house for the exchange of ideas and information
by the technical experts of various agencies.

5. Need for Better Statistics

Data Inadequate
A lack of economic and social data has been mentioned in connection

with several of the problems discussed in this Report. This has made a
more intensive analysis of some of them impossible.

In several important fields, statistical information is unobtainable in
Cuba. For example, the exact proportion of the labor force which is un-
employed today is unknown, as is the number of those who are unemployed
during the dead season. This makes it difficult to attempt a rational solution
of Cuba's labor problems; and the difficulties are increased by the scantiness
of available data on wage-levels, cost of living and prices in general-except
of a few commodities such as sugar.

Other Examples
No comprehensive data are available for the total cash expenditures of

the national government including extra-budgetary outlays. In the case
of the provincial and local governments, the situation is even worse; there
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are no published data on the local finances, and in many municipalities
financial data are not even locally available.

A similar situation exists in the case of education. For example, there
is no way to find out from year to year the number of children of school
age actually in school, by municipalities.

Except in the case of a few products, agricultural and industrial statistics
are entirely inadequate. Much of the data in the valuable Agricultural
Census of 1946 has not been kept up-to-date and it is therefore impossible
to obtain comprehensive or exact data to show the trends of diversification.

Many other examples could be given, from almost every sphere of
activity. In some cases there is no information at all and in almost every
case important details are not available.

Sound Policies Hampered

Without sufficient reliable statistical information, it is difficult to frame
sound social and economic policies and to find practical solutions of
immediate problems. With no proper statistical foundation, the government
often has to base its decisions on vaguely substantiated opinions.

It is only rarely that decisions made by "contrasting of opinions" (con-
trastacion de opiniones) can provide a long-term solution acceptable to all
concerned. When, too, the basic facts are not available few, if any, valid
arguments can be advanced to support a decision. This encourages the
criticism that the decision has been made on political grounds and keeps
the issue alive and controversial. The same issues, therefore, tend to be
raised again and again and can rarely be illuminated by past experience.
In consequence, there is little chance to progress and decisions on old
problems are merely reshuffled.

Present Situation in Statistics

A number of senior government officials and other well-informed Cubans
are well aware of the urgent need for better statistics. The situation is also
adequately described in a publication prepared by the Junta Nacional de
Economia.1

According to that publication, the appropriations for collecting statistics
by various Ministries are considerable, if not entirely ade4uate. In the
1949-50 budget, $668,321.86 was allocated for this purpose.

Although this amount would not suffice to cover the cost of collecting
any comprehensive statistical material-such as industrial and agricultural
censuses--it probably would be enough to collect and prepare current statis-
tical information.

"IUrgencia de los Censos y Estadisticas Nacionses', Poblicaciones de la Junta Nacional de Economia,
La Habane, 1949.
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The chief reason for the lack of statistics seems to be that, although
money is allocated, few statistics are collected. There is an impression that
statistics are unimportant and that their collection reqiuires little or no pro-
fessional knowledge. In consequence, posts in the various statistical bureaus
are filled by political appointees, many of whom do not even perform any
work at all. The result can only be faulty and inadequate statistical
information.

This attitude towards statistics is also illustrated by the case of the
1950 census. In 1950, all over Latin America, by mutual agreement, a
census was undertaken by the various Republics. In Cuba, however, this
was not done; it has been postponed until 1953 when, based on the 1920
Constitution, a census has to be undertaken for electoral purposes.

How Improvements Could Be Made
To get better statistics, it will be necessary to improve the organization

of the existing statistical bureaus, to concentrate a few good statisticians in
the most important of these and to train more statisticians. For basic statistical
studies which do not at present exist-such as industrial censuses and studies
of family budgets-larger appropriations would, of course, be required.

A number of arguments could be advanced in favor of setting up a central
statistical agency to collect and prepare most of the current material. This
idea has already been discussed in Cuba.

This, however, would apparently require a number of legislative changes
and changes in authority which might prove insuperable obstacles.

An In formal Solution

An informal solution therefore could probably be achieved more easily
along the following lines:

The present status of the Statistical Department of the Ministry of Finance
as the main statistical agency of the country would be maintained and
enhanced. Senior officials of this Department should qualify for the suggested
"Merit Service" (Chapter 20). This Department should also undertake to
train new statisticians who, after training, would be transferred to other
Ministries and government agencies.

For better-cooperation and integration, the informal statistical committee,
which already exists, should be made a permanent working group. This
should be the connecting link between the Statistical Department of the
Ministry of Finance, the various statistical bureaus in other Ministries, the
National Bank and the National Economic Council.

Some of the special statistical studies of the kind mentioned above could,
perhaps, be undertaken by the National Economic Council which already
has made some studies of this sort. More funds, however, would be required
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for this. For example, it is understood that all preparations have been made
for the study of family budgets, but no funds are available. The extra funds
required for this project would be trivial by comparison with the benefits
to be derived from it.

6. Recommendations

The Mission recommends that:

1. Better use should be made of the facilities and advice of the National
Economic Council. To this end, the Council should be granted ade-
quate funds to carry out basic economic studies, to compile essential
statistics and to obtain outside technical assistance where necessary.

2. The new Agricultural and Industrial Credit Bank should be given a
place in the National Economic Council. For, once the Agricultural
and Industrial Credit Bank is fully established it is likely to acquire
a unique knowledge of local needs and conditions which will be very
useful in framing sound economic policies.

3. The Minister of Finance and the President of the Agricultural and
Industrial Credit Bank should be made ex officio members of the
Comisi6n de Fomento.

4. Steps should be taken to provide more-and more complete-statistics
for the guidance of the Government.

5. The Statistical Department of the Ministry of Finance should continue
to be regarded as the chief statistical agency of the Government.

6. This Department should be charged with the duty of training more
statisticians to be transferred to other ministries and government
agencies after training.

7. The present informal statistical committee should be made permanent,
to promote better statistical cooperation and integration between
departments.

8. More funds should be made available for special statistical studies.





BOOK VII

Finance

Chapter

24. WHAT CUBA EARNS, INVESTS AND SAVES

25. WHY CUBANS INVEST AS THEY DO

26. THE CUBAN MONETARY BACKGROUND

27. THE CENTRAL BANK-PROBLEMS AND OPPORTUNITIES

28. THE COMMERCIAL BANKS

29. AGRICULTURAL AND INDUSTRIAL CREDIT

30. A CAPITAL MARKET FOR CUBA?

31. SAVINGS AND INVESTMENT INSTITUTIONS

32. THE MARKET FOR REAL ESTATE

33. THE GOVERNMENT BOND MARKET

34. PUBLIC FINANCE-GENERAL CONSIDERATIONS

35. BUDGETARY PRACTICES

36. PUBLIC REVENUES AND EXPENDITURES

37. TAXATION OF PETROLEUM PRODUCTS

38. PRESENT FINANCIAL STATUS

39. MONETARY AND FISCAL POLICY

NOTE: Throughout this Report the words "Ministry of Finance" and "Treasury" are used interchangeably

and refer to the Mi.ioterio de Hacienda and to sane of its .ubdivisions.





CHAPTER 24

What Cuba Earns, Invests and Saves

GROSS PRODUCT, INVESTMENT, SAVINGS AND
FINANCIAL AVAILABILITIES

1. Gross National Product and Its Components

Difficulties of Estimation
The quantitative information on gross national product, capital formation,

savings and financial availabilities presented in this chapter is designed to
furnish the factual background for the discussion of the role of capital and
credit in Cuban economic development.

To the best of our knowledge no estimates of these factors have ever been
made in Cuba. As in some other countries, the underlying data are incom-
plete and not always reliable; and indirect methods of estimation have had
to be used. The results should therefore be viewed as no more than an
indication of the order of magnitudes involved. Some of the technical aspects
of the estimates are discussed in the Appendix on the national income.

As shown in Table 75 below, the gross national product-i.e., the total of
goods and services produced by Cuban labor and capital together with the
foreign capital invested in the island-has amounted to around two billion
dollars in recent years.

TABLE 75

ESTIMATE OF CUBAN GRoss NATIONAL PRODUCTr-1945-49
(Millior Pesos)

Relation of GNP to National
Income 1945 1946 1947 1948 1949

National income a. ,,, , 1,125 1,312 1,740 1,764 1,616

Plus indirect taxes ....................... ...... 122 152 197 192 171

Equals net national product ................... 1,247 1,464 1,937 1,956 1,737,

Plus capital consumption allowance b 24 30 38 38 36
Equals residents' gross national prod-

uct c .......... 1,271........... 1 ,271 1,494 1,975 1,994 1,823

Plus nonresidents' income........................ 31 42 75 53 41

Gross national product d., ,,,,,,, 1,302 1,536 2,050 2,047 1,864

a Net of nonresidents' income
b Capital consumption is assumed to be 2% of net national product. This seems ecasonabie oo the basis of

soch data on depreciation reseeres as are available and is in line with the relationship between net national
product and depreciation in areas of similae economic stru-tu-e, such as Puerto Rico

c Residents' gross national product: market value of output of goods and services produced by labor and
property owners resident in Cobs; i.e., net of income accruing to nonresidents.

d Includes income of nonresident property owners
SouncEs: National Income, see Chapter 3; Indirect Taxes, National Bank of Cuba.
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Uses of Gross National Product in 1948
In the absence of reliable data on government expenditures for recent

years it has not been possible to estimate the ways in which this product has
been used in every year, but an attempt to do so for 1948 is very revealing.
The results can be summarized as follows:

Million Pesos

The Gross National Product was .............................. ............... 2,047'
of which foreign property owners contributed ............ .............. _ .... 53
so that Cuban residents' gross product was ................................ ..... .. 1,994

This total was used as follows:
A. Government purchase of goods and services . . 2622

of which an estimated 222 million were current and about 40
million capital expenditures.

B. Gross capital outlay by the Cuban-owned private sector ......... 154'

107 million were spent on imported capital goods (90 million landed cost,
the rest estimated markup and transport in Cuba) ; 38 million on the acquisi-
tion and maintenance of equipment in Cuba and on the installation of im-
ported equipment; and 43 million on private residential and commercial
construction. From this total of 188 million, we deduct 34 million representing
reinvestment and new investment by foreign property owners.

Million Pesos
C. Net foreign investment by Cubans: as a result of the current

account surplus of the balance of payments-i.e., the extent to
which the total of goods and services sold by Cubans to the world
exceeded Cuba's expenditure on foreign goods and services-
Cubans were able to acquire claims on the world, used to increase
their foreign assets or decrease their foreign liabilities, to the
extent of ........................... 85 ............. . 85

D. Consumption expenditures: private consumption expenditures
totalled. ...... ........................................... 1,493

of which an estimated 320 million were spent on imported consumer goods,
some 60 million on foreign services, 9 million were remitted to relatives
abroad and about 1,104 million were spent on consumer goods and services
produced in Cuba.

International Transactions and the
Gross National Product in 1948

Of the gross product, including the part contributed by foreign capital,
of 2,047 million, goods valued at 724 million were exported, and other services
(such as services to tourists, insurance, freight ancl commercial services)
totalling about 58 million were furnished to the world. In return, Cuba

'For sources and methods of estimation see Chapters 3, 26, 40, Appendi,: on national income and text.
2 Total actual government expenditures amo-nted to 289 million pesos, of which 17 million were transfer

payments in the form of veterans' and other pensions, interest oo the small internal fended debt while a
farther 10 million, allocated for capital purposes, seem to have a-ccred to political proteges without their
having furnished aetual goods and services.

3 Because of a total lack of information, it has been impossible to include changes of inventories in the
estimate of gross capital formation. To the extent that sech changes took plare, capital formation is under-
stated and consumption expenditure exaggerated.

a Becase of lack of adequate data, it has not been possible to make adjustments for the acquisition of
foreign assets by foreign-owned firms operating in Cuba bat the sums involved and not already accounted
for are believed to be relatively small. Thee the IMF showos transfers of depreciation reserves to the head.
Office by foreign-owned subsidiaries totalling 3.2 million dollars in 1948.
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imported 327 million worth of goods, of which some 90 million3 were capital
goods, 118 million commodities used currently by industry and agriculture,
and 320 million consumer goods.

Moreover, Cubans spent 56 million on foreign travel and 55 million for
such things as insurance, transportation and commercial services provided
by foreigners. They remitted 9 million to families and friends abroad, while
profit, interest and dividend remittances by foreign firms operating in Cuba
totalled 53 million. However, reinvestments and new investments by foreign
property owners amounted to about 34 million.

Qualifying Factors
In evaluating the significance of this picture of Cuban income flows, it

should be recalled that the greater part of 1948 was a period of very great
prosperity and some price inflation in Cuba. Near record export sales, a
sizeable government deficit, and relatively high expenditure on capital equip-
ment pushed the national income in money terms accruing to Cuban residents
to an all-time high of 1,764 million pesos.

A similar analysis for a prewar depression year, when adjusted for price
changes, would probably reveal a lower relative level of private capital forma-
tion, little if any accumulation of foreign assets, and a far lower level of income
remitted to foreign property owners. Unfortunately, lack of time and data
precluded such an estimate.

2. Capital Outlay by the Government
Estimate for 1949-50

Precise information on the actual expenditures of the Cuban Government
is unavailable, for reasons.reviewed in some detail in the discussion of govern-
ment finances, Chapter 36. Only for the fiscal year 1949-50 has it been
possible to assemble data on government capital expenditures, which are
believed to be substantially correct. They are presented below:

TABLE 76
CAPITAL EXPENDITURES BY THE CUBAN GOVERNMENT, FISCAL YEAR 1949-50

(BUDGETARY FIGURES)a
(Million Pesos)

1. Ministry of Public WVorks
New construction and maintenance ............................................ 18.4

2. Ministry of Agriculture
Equipm ent and m aintenance ........................................ .... 0.4

3. Ministry of Defense
Equipment ............. ............................... 0.6
Construction and maintenance of buildings, etc ................. 0.9

- 1.5

5 This figure differs from the amount shown as part of capital formation by an adjustment for markups
and transportatio-n ost within Cuba.
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4. Other Ministries
Maintenance of buildings ..................................................... 0.8

5. Development Commission
New construction .................................................... 0.2

TOTAL .. ... ... ... .... ... 21.3

a Durig 1949-50 actual e-penditures apploximated budgetary figures very closely.

Past Expenditures

Unfortunately the fiscal year 1949-50 was far frorn typical because there
was a mild recession at this time and because the financial stringency confront-
ing the administration-which found the Treasury emrpty when it took office
-reduced public works expenditure to a very low level.

In 1948, on the other hand, sums exceeding 50 million had been spent on
capital projects, but an amount conservatively estimated at 10 million pesos
-though listed as expenditure for public works-was not actually used for
such purposes.

It is known that during the years 1944-47 an annual average of 30 to 40
million of government capital expenditure took place in the form of several
hundred rural school buildings, extensive road construction and reconstruction
in the City of Habana and various parts of the island. As shown elsewhere,
the failure to make an effective program, to complete many projects and to
maintain those actually finished, has severely reduced the real returns which
the Cuban people should derive from these substantial outlays.

There is no clear indication that government capital outlays interfered
directly with private capital formation, except during 1947 and in early 1948,
when the large public works program seems to have bid scarce construction
materials away from the private sector.

3. Private Capital Outlay

Element of Growth

In appraising the "dynamics" of an economy, it is clear that expenditures
on plant, equipment, and construction are of particular interest. For the rate
at which new equipment is added to the existing stock. of capital goods is a
very important element in the growth of average productivity. Other elements
are increases in the level of education and health of the labor force, the supply
of business initiative and ability and the institutional framework within which
production takes place. Growth in productivity in turn furnishes the basis
for higher incomes and rising living standards.

Capital Expenditures of Private Sector

Data on the capital expenditures of the Cuban private sector for the period
1945-1949 are presented in Table 77 below:
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TABLE 77

ESTIMATE OF GROSS CAPITAL OUTLAY BY THE CUBAN PRIVATE SECTOR a

(Million Pesos)

1945 1946 1947 1948 1949

1. Delivered cost of imported capital goods 31 .36 91 107 91

2. Expenditure in Cuba on repairs, main-
tenance, acquisition of equipment produced
in Cuba, and installation of imported equip-
m ent .15 __ ............................ 19 35 38 34

3. Value of private construction ........................ ... 26 41 27 43 41

Total gross capital outlay by private sector,
including foreign-owned companies ...... ........ 72 96 153 188 166

4. Minus gross capital outlay by foreign-owned
companies . ............... .............. 14 16 30 34 24

Total gross capital outlay by Cuban private
sector ....... ........................... 58 80 123 154l 142

5. Gross national product of Cubans ................ 1,270 1,493 1,974 1,994 1,833

Gross capital outlay by Cuban private sector
as percentage of gross national product . ... ... 4.6 % 5.4% 6.2% 7.7% 7.8%

a Gross capital formation should include changes in inventory holdings in addition to the types of
expenditure shown in this Table. The complete absence of information on this factor in Cuba has made it
impossible to arrive at any estimate, and to that extent the total of gross capital formation is understated.

SOICECs and methods of estimation:
Item 1. Cahan import statistics: sum of machinery, trucks, tractors and iron and steel products. Ad.

justed by 20% of cif value to cover costs of transportation and distribution seithin Cuba. No
attempt -as made to exclude imports of capital equipment by the government, but the errot
in,olved is not believed to be large.

Item 2. Estimate based on sample data obtained for part of the eugar industry and information concern-
ing transportation and other industrial sectors.

Item 3. Budgeted valor of official building permits an shown in "Cubn Economica y Finaniera'," various
issues. The imported materials used in construction are not represented to any really significant
extent in our dota on imports of capital goods.

Ite- 4. Estimate based partly on data concerning foreign direct investment and partly on reinvestment
made available by U. S. Department of Comrmerce and sample data supplied the Itfission by a
number of important foreigs-owned companies.

Item 5. See Table 75.

What the Data Show

When these data are analyzed a number of striking factors stand out:
1. During the three last years, when new equipment was again available

in the supplying markets, gross capital formation other than construction6

absorbed only some five per cent of the gross national product of Cuban
residents. Available data are insufficient to arrive at a precise estimate of
net capital expenditure-i. e., total capital outlay excluding replacement and
maintenance. The types of equipment imported indicate, however, that it has
probably been substantially less than half of gross outlay, or about two per
cent of gross national product.

I i.e., that part of eapital outlay that goes into the acquisition and maintenanre of capital goods most
clearly "productive." Construction in Cuba consists to an overwhelming extent of residential construction.
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This seems to substantiate the impression-gaine(d in field trips to many
industrial firms on the island-that even in. these last three prosperous years
a very small part of the income and savings of Cuban businesses and indi-
viduals has gone into the initiation of new ventures or to the enlargement of
existing industrial and agricultural enterprises.

2. Gross capital formation by foreign-owned enterprises has been sub-
stantial, averaging about 30 million a year. But it has consisted overwhelm-
ingly of expenditures for replacement and maintenance, financed out of
reinvested earnings. Investments in new undertakings appear to have been
quite limited.

3. Private construction-most of it residential construction for the well-
to-do-has represented roughly one quarter of gross capital formation by
Cuban residents. This form of investments makes virtually no contribution
to the growth of productivity in the Cuban economy.

4. Cuban industry and agriculture have been able to fill, to a considerable
extent, their backlog of replacement needs resulting from the prewar depres-
sion and the difficulty of securing equipment during the period 1941-46. Data
on physical quantities of certain capital goods imports seem to confirm the
trend of the value figures that are distorted by price changes. Some of those
quantity data are presented in Table 78.

TABLE 78
VOLUME OF SOME CAPITAL GOODS IMPORTS IN SELECTED YEARS

1935-39 1946 1947 1948 1949
Average

Iron and steel products
(in metric tons) ... ...... 77,359 121,805 170,796 146,796 139,153

Trucks (no. of units) ............... 2,051 4,461 9,365 6,513 3,190
Tractors (no. of units). . 65 643 2,267 2,145 1,705

5. Expenditures on capital equipment produced in Cuba and on repairs
and maintenance are by no means negligible. One large and a number of
medium-sized fabricating and repair shops serve the sugar industry and pro.

duce a fair amount of new equipment and replacement parts. The railroads

have their own repair shops in which railroad equipment is sometimes largely
rebuilt.

4. Capital Outlay in Sugar Industry

Substantial Expenditures
In view of the sugar industry's special place in Cuban economic life a short

account of capital formation in this industry in appropriate. Data supplied
to the Mission by some of the leading foreign-owned sugar mills which have
accounted for about 25%o of total production in recent years, are assembled

in Table 79.
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As shown there, these companies have been spending substantial amounts
on the renewal and maintenance of their equipment. A little more than half
seems to have gone into replacement and repair and the rest for the purchase
and installation of new equipment.

It also appears that these companies have been reinvesting substantial
amounts of net earnings in Cuba.

Satisfactory Rate of Replacement
There is reason to believe that this pattern of capital outlay and reinvest-

ment of earnings is not radically different from that of the rest of the industry.
It shows that the rate of replacement of the industry's equipment has been
relatively satisfactory in recent years. While no new sugar mill has been
built in Cuba since 1925, the machinery in the mills has reportedly been
replaced in piecemeal fashion and much of it entirely rebuilt. In the field
operations of cane growing and harvesting, a sizeable volume of mechanized
equipment has been acquired and brought into use.

TABLE 79

DATA ON CAPITAL EXPENDITURES BY A NUMiBER OF FOREIGN-OWNED SUGAR MI\LLS
(Million Dollars/Pesos)

Expenditure. on
Installation, Net

Gross Replacement Net Imports Replacement and Earnings
Capital and Capital of Capital Maintenanen Reinvested

Year Expenditure a Mointenan-e Expenditure Equipment in Cuba in Cuba

1945 ... 5.8 3.4 2.3 1.4 3.4 5.7
1946 ....... 9.3 4.8 4.2 2.0 4.5 8.1
1947 ..... 13.8 7.7 5.5 3.4 8.3 17.3
1948 ....... . 18.6 9.8 7.9 5.1 10.4 10.7
1949 ........ 14.5 8.0 5.5 3.5 8.5 6.2

a Gross Capital Expenditure exceeds the sum of net capital espenditure and replacement as well as the
sum of imports of capital equipment and expenditures in Cuba because two of the companies were not able to
furnish this more detailed breakdown of expenditures.

SOURCX: Data supplied by some companies.

5. An Estimate of Gross Savings

Method of Estimation Used
The best sources for an estimate of the savings flow of a nation are the

published balance sheets of corporations and other types of business enter-
prise, tax data and data on the movements of funds through financial
institutions and information on consumer expenditure. As in many other
Latin American countries, direct taxes in Cuba are not well enough adminis-
tered to provide the information needed, and a review of corporate balance
sheets would in itself constitute a major undertaking.

Under these circumstances an indirect method of estimating gross Cuban
savings has been used. The process of reasoning is explained below.
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Lookin,g back over a past period such as one year, the community has
used its income-resulting from its own production of goods and services-to:

1. Secure consumer goods and services, including government services.

2. Add to or maintain its stock of capital.

3. Increase its foreign assets.7

In other words, a part of the nation's income has not been consumed.
but invested at home or abroad. This part is also called saving, which by
definition is equal to capital outlay at home plus the net acquisition of
foreign assets.

For our capital outlay figure for this purpose, we may use the estimates
already presented in Table 77. Then adding the changes in net foreign
assets owned by Cubans, we arrive at estimates of gross savings as shown
in Table 80.

TABLE 80

ESTIMATE OF GROSS SAVINCS BY CUBAN PRIVATE SECTOR

(Million Pesos)

1945 1946 1947 1948 1949

Gross capital formation by Cuban pri-
vate sector a ........ .... ..... 58 80 123 154 142

Current account surplus of the balance
of payments = net acquisition of for-
eign assets or liquidation of foreign
liabilities by Cuban institutions and
individuals b .. . ............ ..... 120 142 117 85 77

Total gross savings by Cubans ......... ...... 178 222 240 239 219

Gross national product of Cubans ......... 1,270 1,493 1,974 1,993 1,833

Gross savings as percentage of gross
national product ............................. 14.0% 14.8% :12.2% 12.0% 12.0%

a Net of capital formation by foreign-owned companies.
b Because of lack of adequate data, it has not been possible to make adjusstments for the acquisition of

foreign assets by foreign-owned firms operating in Cuba, but the sums involved and not already accounted for
are belicved to be relatively small.

Soreccs: See Table 77 for estimate of gross capital formation. Balance of payments data from IMF, Bal.
ance of Paytnents Year-Book, 1948, p. 132; Wallich H. Monetary Problees of an Export Econosy, Appendix
B; and IMF In,ernatioeof Financial Statistic-, November 1950, pp. 113-114.

Three Significant Features

Three arresting features emerge when these data are analyzed:

1. During periods of great prosperity and when goods are reasonably
available-such as the years 1947-49-Cuban private business firms and
individuals save a sizeable part of the current gross product. In fact,
in this three-year period, gross savings as a percentage of gross national

I This process, as it operates in Cuba's case, is illustrated earlier in this chapter.
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product seem to have averaged about 12%'o. In value they exceeded
200 million pesos a year.

2. Rather less than half of gross savings were being used to acquire
and install capital equipment for Cuban industry and agriculture.

3. Part of the rest was used to acquire foreign assets or liquidate
foreign obligations-forms of investment which give the Cuban economy
future claims against foreign productive resources. A substantial portion
was invested in residential construction for the well-to-do, a form of
investment making virtually no contribution to economic development
or to diversification.

Different Pattern in Depression Y'ears
It should be emphasized that only in exceptionally prosperous years

such as the postwar period or during wartime-when there is a shortage
of all types of goods-do Cuban individuals and businesses save such sizeable
amounts.

Although lack of time and data made it impossible to arrive at similar
estimates of total savings for any of the depression years, a tentative estimate
for 1938 indicated gross private savings of less than 20 million dollars or
no more than three or four per cent of gross national product.

6. Uses of Savings

Re-export of Dollar Currency

The pattern of use of the large annual savings-flow of iecent years emerges
even more clearly from the data assembled in Table 81. A number of signifi-
cant items stand out, such as the large annual import of dollar currency and
the estimate of unrecorded re-export of dollar currency.

Most competent observers agree that dollar currency constitutes a favorite
hoarding medium and that only a very small part of estimated dollar holdings
in the hands of the Cuban public serves as an active medium of exchange.

During the war and postwar years enormous amounts of dollar currency
were imported into Cuba where, hitherto, dollar and peso currency have both
enjoyed legal tender status. The official estimate-based on the recorded
exports and imports of dollar bills-shows an increase of no less than 446
million in the holdings of dollars by the non-bank public between Decein-
ber 1939 and August 1950. There can be no doubt that this total is far too
high because dollar notes constitute the chief medium of unrecorded capital
movements from Cuba to the United States. 8

e One of the chief reasons for this is the existing two per cent tax on the export of money, discussed
in Chapter 27.
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TABLE 81
USES OF GROSS SAVINGS OF CUBAN PRIVATE SECTOR

(Million Dollars)

Uses of Savings 1947 1948 1949

1. Acquisition, installation, repair and maintenance of capital
equipment* ................ 9................................ 111 101

2. Building construction in Cuba ................. ............................... 27 43 41

A. Used for capital formation in Cuba 123 154 142

3. Acquisition of gold by Cuban Treasury 53 ....................................... 10 10
4. Change in dollar holdings of Cuban Treasury . .27 -39 16
5. Change in dollar holdings and net foreign assets of commer-

cial banks 4 .............................................. .4 3 -30
6. Dollar currency imported and retained by public in Cuba ....... 23 27 33
7. Amortization of external Government debt . ........... ....... 7 7 3
8. Other special official financing (Lend Lease, Grant to Phlilip-

pines, gold subscription to IMF) . . ....... 16 - -
9. Purchase of Cuban external bonds by Cuban residents .......... 6 7 5

10. Change in balances of Cuban persons and firms with banks in
the United States . ................................................. -17 a n.a.

11. Estimate of unrecorded re-export of dollar currency to the
United States used there for investment in real estate, other
assets and building up of cash hoards in safe-deposit boxes.. 24 45 43

12. Purchase or sale of foreign shares ................................................ 4 -1 b
13. Change of balances with foreign brokers ............................. .. 2 2 1
14. Purchase or sale of foreign bonds ................................................. 1 -2 -1
15. Other uses (not known) . .......................... ......... -33 26 -3

B. Used by Cuban public and Government to acquire foreign
assets or reduce foreign obligations ............... . ............. .. 117 85 77

Gross savings of Cuban private sector ............................ ................... 240 239 219

* The grass capital formation by foreign-owned bosiness is subtracted from the sum of items 1. and 2. in
Table 77.

a 0.03 million, b 0.1 million.
SOURCE: See Table 77 and Chapters 26 and 40.

Moreover, Cubans are known to use dollar bills to pay for purchases
and expenses on their frequent trips to Miami and New York. The estimates
of the unrecorded dollar currency outflow are of necessity very tentative
but they are believed, if anything, to be understatements.

They are based on the following procedure:

Following the method used in computing the Cuban balance of payments,
it is assumed that Cuban travellers carry an estimated $400 per person with
them on their trips abroad. Of the remaining net imports of dollar currency
in the hands of the public, it is known that very large amounts have been
used in the Miami area and other parts of the United States to acquire real
estate (see below) and other investments paid for on a cash basis.

Another part has been put into safe-deposit boxes in United States banks.
A spot check of the number of large-denomination dollar bills returned to
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New York from Florida disclosed that a startling amount of such notes
has beenl received there in recent years, mostly originating in Cuba. The
results of the spot check have been used to arrive at the estimate presented
in the table.

Real Estate Investment Abroad
As mentioned above, there is no doubt that the purchase of foreign real

property has absorbed an important part of Cuban savings in recent years.
Among them real estate investments in the Miami area of Florida and recently
in New York have been of major importance. Information supplied to the
Mission by reliable observers indicates that known investments of Cuban
citizens in Southern Florida-consisting mostly of real estate- amount to
substantially more than 100 million dollars at the present time.

Interesting information on Cuban real estate holdings in the Greater
Miami area is also contained in the following extracts from a publicity release
of the City of Miami News Bureau, in early 1948:

"That real estate values in the Greater Miami area present attractive
opportunities for investment is demonstrated by the fact that Latin
Americans have invested between 50 and 60 million dollars in property
here during the past few years. Cuban investing syndicates have pur-
chased more than 8 million worth of income property in the City of
Miami and, in addition, there are numerous individual investors whose
purchases range from 50 thousand dollars up. (One) large Cuban
syndicate is the La Ansana Corporation, a Florida concern which in-
cludes among its participants Cuban Minister Juan B. Aleman, who
is a close friend of President Ramon Grau San Martin. This corpo-
ration has a total investment of 2.5 million dollars."

Other Cuban Investments Abroad
Little precise information is available on the extent to which Cubans

have been acquiring foreign bonds and shares in recent years, since the
transactions through reporting brokerage houses may only tell part of the
story. That total holdings of tTnited States securities by Cubans are con-
siderable cannot be doubted. Such holdings were estimated at around 30
million dollars even in pre-World War I days.

The 1941 official United States census of foreign-owned assets showed
that Cubans then owned over 52 million in United States securities of which
14 million were Federal Government obligations, two million local government
securities, six million corporate bonds and 30 million common and preferred
stock. These holdings may well have doubled since then.

Deposits of Cuban individuals with banks in the United States increased
manyfold during the last ten years, as indicated by the rise from 37 million
at the end of 1939 to 260 million in August 1950 in short-term liabilities
of United States banks to Cubans, part of which are obligations to the public
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rather than to the banks and government. Even after the record imports
and other foreign spending by Cubans during 1947 and 1948, recently
published United States Treasury data show that at the end of August 1950
Cuban individuals and business firms, other than banks, owned deposits
and other short-term assets in United States banks amounting to 58 million
dollars.

Accumulation of "Inactive" Balances
Part of the foreign exchange accruing to Cuban individuals and business

firms as a result of their selling more goods and services to the world than
they buy from it, is sold by them to the Treasury and banks, which, in turn,
furnish them with peso currency and deposits. The Treasury and banks also
import dollar currency and set up dollar deposits.9 This money flow adds
to the upward pressure on prices and other values and leads to an expansion
of business activity.

Partly as a result of price inflation and the increase in domestic activity,
individuals and businesses want to hold greater cash balances. If these cash
balances were being used at the prewar rate, the rise in prices and expansion
in activity in Cuba would be far greater than it has actually been. To the
extent that the rate of turnover of money has decreased, we can thus speak
of an accumulation of relatively "inactive" balances in Cuba.

However complex theoretically, the phenomenon assumes very tangible
forms on the island. Most of the imported dollar currency that is not re-
exported, is hoarded by the public, often in safe-deposit boxes. A part of
demand and time deposits in the banks is left inactive. This was particularly
true during the war and early postwar years when imports were hard to
get. But it seems to be a continuing phenomenon.

Estimate of Inactive Balances
Any estimate of these idle funds must necessarily be very questionable.

But the data presented below represent an attempt to gauge the order of
magnitude involved. They show that-excluding dollar holdings of the public
-some 200 million pesos in "excess"'10 cash balances may well be in the
hands of individuals and business firms at the present time. When dollar
holdings are added, the total may amount to 400 million.

Their Use as "Precautionary" Reserves
To conclude, however, that any such amount of inactive funds is readily

available for investment in Cuba, waiting to be tapped, would be naive. A
major portion represents liquid funds held by corporate and unincorporated

I The gases capital formation by foreign-owned business is subtracted from the sums of items I and 2 in
transactions ha amaunted to f-om 70% to 80% of the addition to the total Cuban money supply.

tO They can be regarded as in "e.c-os" only in the sense that the 1942 relationship between money supply
and the level of transactions is regarded as more neatly "normal"-a very questionable assumption.
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business as a precautionary reserve against a turn in business conditions.
In view of the historical experience of sudden, drastic swings in business
activity in Cuba in the last thirty-five years and of the continuing uncertainty
of the sugar picture, this strong liquidity preference is in no way surprising.

TABLE 82
ESTIMATE OF "EXCESS" CASH BALANCES IN THE HANDS OF THE PU3LIC

(Million Pesos)

Money Supply
of Public,
Including

Time Deposits Money Supply
but Excluding "Needed"
Dollars in the Index of According to "Excess"

Hand of the Clearings Clearing Cash
End o0 Public 1942= 100 Index Balances

1942 261.0 100 261.0 -
1945 600.0 151 394.1 205.9
1946 716.6 197 514.2 202.4
1947 . .840.1 249 649.9 190.2
1948 . 847.9 272 709.9 138.0
1949 841.0 246 642.1 198.9

Souece: Sce Table 86 and Chapter 28.

It must be remembered in this connection that Cuban commercial firms,
particularly importers, need large funds to carry their inventories, in order
to avoid their liquidation with severe losses in case of a sudden recession.

Another part, mainly dollar currency, constitutes the public's own
"foreign exchange" hoard, a precautionary reserve against a turn in the
economic outlook, which might raise doubts about the parity of the peso
with the dollar. A substantial amount, too, of both dollar and peso currency
is held in private caches by individuals who lack faith in financial institutions;
and much currency is used only occasionally to carry out unrecorded trans-
actions.

These reserves and hoards of course are in no way a fixed element. A
large part of the idle peso funds was used in 1948 to pay for record imports
of capital goods, durable consumer goods and the rebuilding of inventories.
Some of the dollar hoards were reportedly drawn down during the 1949
recession and helped business in weathering temporary difficulties and carry-
ing unplanhed inventories.

Potential Financial Availabilities
A portion, however-probably amounting to about 150 to 200 million

pesos-represents a pool of potential financial availabilities for Cuban in-
dustry, agriculture and the government. To attract these funds into pro-
ductive channels and to make investment at home sufficiently attractive for
a part of Cuban savings, which at present are being taken abroad, should
constitute one of the major aspects of a Cuban development policy. Possible
methods of achieving these aims are discussed in Chapters 25, 29 and 30.
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7. Who Are the Savers?

Shares of National Income
To account for the way in which savings are used and to visualize the

problems of attracting more of them to investment in Cuban industrial and
agricultural enterprises, it may be helpful to attempt an answer to the
question: who are the groups that save part of their income in Cuba today?

No definite quantitative answer to this question is possible, because of
the absence of data on individual income distribution and the retention of
earnings by business firms. But a look at the structure of the economy
and some of our income data, supplemented by observations of expenditure
patterns, enables us to arrive at a fairly clear picture.

At the risk of oversimplification, Cuba may be described as an agricultural
wage economy, organized in part along industrial lines and served by an
important commercial sector. In recent years of high prosperity, from 55%
to 60% of national income has taken the form of wage and salary payments
to employees; about 30% has been earned by non-incorporated businesses,
including farmers and individual owners of real property; about 8% has
constituted the gross profits of corporations; and the rest net interest and
the income of professional groups. (See Chapter 3.)

Workers Can Save Little

There can be small doubt that most Cuban agricultural and industrial
workers save little, if any, of their income. In fact, many of them are in
debt throughout a great part of their working lives. The main causes are
the low income of the average family, the seasonal character of employment,
lack of foresight, poor administration of personal finances, and widespread
gambling. The small farmers' cash income is so low, particularly in non-
sugar agriculture, that they probably save even less than the wage earners.
This was brought out in studies of the expenditure patterns of a number of
rural families by Lowry Nelson.1"

Although the income of some professional men is high, most of them
seem to save little except for contributions to collective savings institutions
such as the retirement funds, insurance and capitalization comnpanies. Of
the rest of the middle-income groups, it is doubtful if any except the whole-
sale and retail merchants save, on balance, substantial amounts.

This picture of relatively small annual savings by most individuals in the
lower- and middle-income groups is shown to be substantially correct by an
analysis of data on the flow of savings through savings institutions. (See
Table 83.) Most lower- and middle-income group savings take that form,
except for cash hoards. The data indicate that collective savings and saving

1
1 Nelson. op. cit. p. 216.
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deposits in the banks have been increasing at a rate of 25 to 40 million a
year, less than one fifth of estimated total gross savings.

Limiting Securities Market
It seems clear, then, that the bulk of Cuban savings represents the retention

of earnings by business firms and the unspent income of the well-to-do.
No precise information on the retention and reinvestment of earnings by
Cuban industry is available, except for the sugar industry where reinvestment
may have amounted to 15 to 20 million' 2 in recent years of record sugar
prosperity.

Among individuals, large sugar planters, owners and managers of sugar
mills, some of the large rice growers and cattlemen, import and export
merchants, wholesalers and retailers, bankers and some industrialists are
the main savers. A major portion of individual savings represents probably
the unspent income of not more than a few thousand well-to-do individuals.

This concentration of savings in the hands of a relatively small group
limits the possibilities of developing a really large and active market for
securities.

TABLE 83

ESTIMATE OF PART OF PERSONAL SAVINGS PASSING THROUGH SAVINGS INSTITUTIONS
(Million Pesos)

Change in
Change in Change in Reserves

Saving Deposits of Change in Change in
Deposits of Non- Reserves Reserves

of Postal government of of
Commercial Saving Retirement Insurance Capitalization

Year Total Banks System Funds Companies Companies

1944 .................. 28.0 16.3 .9 7.0 a 3.8 n.a.
1945 ............. 29.1 11.4 1.8 8.0 0 7.6 0.3 a
1946 ............. 23.2 5.3 1.5 10.0 a 5.6 0.8 0
1947 45.9 17.0 1.6 16.4 8.4 2.5 a
1948 34.5 7.0 .3 16.5 7.2 3.5 a

a Estimated on basis of partial data.
n.a. Not available.
SoutRc: Commercial banks, see Chapter 31.

Postal Savings, see Chapter 31.
Retirement Funds, see Chapter 22.
Insarance Companies: Esrodisli-a Cabo.a dye Segur-s. Ministerio de Comercio 1943.44, 1945-46.
Capitalization Companies; balance sheets of leading rompanies.

12 Estimate so basis of sample data presented in Table 79.
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Why Cubans Invest as They Do

1. Introduction

It is important to know why most Cubans invest their money as they
do, because their preferences have a bearing on creating new industries

and developing old ones.

Several explanations emerged from the Mission's financial studies given
in succeeding chapters, through which certain factors run like threads.

Since the Mission believes these conclusions are significant, they are
summarized in the following pages.

2. Craving for Liquidity

Substantial Savings in Good Times
As shown in the discussion of the volume of Cuban savings and capital

formation, the Cuban economy generates substantial amounts of savings
during good times, such as the years 1947, 1948 aLnd 1950. In fact, it
appears that during these years as much as 12% of the Cuban gross national
product was saved.

A very great part of this saving potential, however, seems to have
taken the form of inactive bank deposits and of liquid cash maintained in
safe-deposit boxes in Cuba itself. Another large part went abroad, mainly
to the United States, where it was invested in Florida real estate and in other
business ventures or was kept in the banks or in safe-deposit boxes. Finally,
a fair amount of savings went into real estate construction in the urban
areas of Cuba.

Investment in Cuban industry and agriculture by C(uban citizens appears
to have been surprisingly small even during the very prosperous years 1947
and 1948. In fact, gross capital formation in Cuba by Cubans does not
seem to have exceeded five to eight per cent of gross national product in recent
years (see Table 80).

Stress, then, is laid on liquidity. This is not surprising because those
in Cuba who can save most are precisely those who know best how dependent
the Cuban economy is on the fate of sugar in foreign markets.

Such people are the owners of sugar mills, the well-to-do colonos, export-
import merchants and wholesalers in the principal urban centers. All of
them have intimate knowledge of the history of relative stagnation in the
sugar industry and of the sales difficulties of the period from 1925 to 1941.
Moreover, even in their day-to-day dealings, they are greatly affected by

524
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the uncertainties of sugar prices which makes the economic visibility dim
for more than three to six months ahead.

Need for Liquid Resources
As a result of this great price instability and uncertainty, all those asso-

ciated with sugar have to be able to command relatively large liquid resources
at short notice. For example, an import merchant who has placed his orders
abroad in accordance with the immediate outlook for sugar suddenly may
find at any time that he must have either cash or bank credit in order to
carry unforeseen inventories. This is because a drop in the sugar price
abroad and the resulting change in Cuban expectations of future income have
reduced the demand for his product.

The sugar companies, or individual hacendados, in turn, may easily find
that when the sales price of sugar suddenly drops they have to make pay-
ments to colonos or laborers which continue to be based on the previous
higher price. They are also almost certain to have assumed certain fixed
obligations or to have to repay loans to the banks that were granted on the
basis of more favorable expectations. They must keep, therefore, substantial
assets in a form which can be turned into cash at a moment's notice.

"Eggs in One Basket"
Cuba's great dependence on sugar has another far-reaching effect on

investment:

On the basis of long experience, many Cubans believe that the success
of virtually every venture in Cuba ultimately depends on the fate of sugar,
because the national income and the level of consumer expenditures are so
closely related to the prosperity or depression of the sugar sector. It will
be recalled that according to our estimate, the sugar sector has accounted
for between 20% and 37% of the national product in recent years.

For this reason they feel that they are literally putting "all their eggs in
one basket" when investing in Cuba, whatever the use to which the money
is put. They cannot really diversify their risk.

A Vicious Circle
Thus a vicious circle is set up.
The Cuban investor is reluctant to invest in anything except sugar because

every other venture seems to him to stand or fall with sugar and therefore
would only compound his original speculation in sugar. He fears, therefore,
that it may be hard to realize his assets at times when he needs cash.

The very failure, however, to invest in other sectors of the economy tends
to perpetuate an undiversified economy, with its particularly unstable char-
acter and its almost complete dependence on factors over which the Cuban
investors have no control.
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Since Cuban investors do not seem able to find any assets at home
which are either safe or liquid, they are likely to hoard or to turn to invest-
ment abroad.

Attractions of United States Investment
Both the proximity of the United States with its great investment possi-

bilities and Cuba's close links with its financial life have made investment
in the United States attractive to Cubans.

In the 1920's, substantial Cuban investments were made in the United
States, particularly in the New York stock market, but the collapse of 1929
disillusioned Cuban investors. In the 1930's, in the depression in both coun-
tries, Cuban had little money to invest and investment opportunities were
restricted both at home and abroad. But in the period during and after World
War II the tendency of the Cuban investors to spread their risks by investing
in the United States had full rein. This is shown by the relative size of Cuban
investments in Florida real estate and in other ventures as well as in the New
York stock market.

Real Estate in Cuba
In Cuba itself, real estate has always been the favorite form of investment.

Real estate investments are regarded as particularly attractive for two reasons.
There is a dislike of wealth in the form of paper titles and a preference for
investing in something which can actually be seen-bricks and mortar-and
which can be managed personally. Possibilities, too, of speculative gain are
always present in real estate during periods of economic prosperity in the
island; and, during such periods, real estate becomes a very liquid asset.

Temptation of Immediate Gain
This craving for liquidity has had another interesting result; the same

Cuban investors who are reluctant to finance sound, long-term undertakings
are sometimes induced to go in for highly speculative and often unsound
ventures. They hope that they can earn such high returns on the original
capital that within two or three years they can get their money back.

The effects of this desire for quick, spectacular gain are far reaching.
It reinforces the tendency of businessmen to charge what the market will
bear at the expense of future growth, to try to make the highest profit per
unit and to sacrifice quality to immediate gain. In addition, it often results
in insufficient capitalization because investors want to get maximum return
with the minimum of funds.

3. The Capital Market
Lack of Confidence

The most characteristic features of both the Cuban capital market and
credit system are closely linked with the desire for liquidity. The capital
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market is extremely thin and reflects the lack of confidence of the Cuban
investor in all investments in the island because of fears for the future of sugar.

It exhibits the typical vicious circle: investors have not the confidence to
put their money into securities, because they do not expect to be able to sell
them without disastrous loss if they should desire cash. On the other hand,
their very reluctance to invest makes the market much thinner than it otherwise
would be.

No doubt other important institutional and historical factors have impeded
the development of a more active capital market in Cuba. Examples are the
inadequate protection given to minority interests in corporations, certain
shortcomings in the legislation which regulates the corporate form, labor
problems, and the general lack of confidence which capitalists have felt in
succeeding Cuban administrations.

The market for urban and rural mortgage bonds-the only type of the
Cuban capital market that had developed considerable width and strength
at one time-was practically destroyed by the three mortgage moratoria of
1933, 1934 and 1940 which were an outgrowth of the depression. The l,ng-
terms effect of the moratorium legislation, particularly that of 1940 which
forms part of the Constitution, was the creation of an intangible but real,
additional obstacle to all new domestic investment.

Fundamental Impediment

All these impediments to the growth of a Cuban capital market are dis-
cussed in some detail in succeeding chapters. We believe, however, that this
long-term factor-the belief of Cuban investors that the risks of any invest-
ment in Cuba cannot be diversified and that such investments are likely to
prove hard to realize in times of crises-is fundamental to the problem of
making available for development the substantial savings which Cuba gener-
ates in periods of prosperity.

4. The Banking System
Cautious Attitude

Cuba's banking system reflects the desire of individuals and corporations
to keep huge reserves of cash available and, normally, to pursue an extremely
cautious investment policy. The Cuban banking system is most cautious and
most reluctant to go in for anything except relatively riskless, short-term
operations.

As far as the Cuban-owned banks are concerned, it should be recalled
that the biggest Cuban banks collapsed in the sugar crash of 1920 and that
the return of Cuban banks to the position of relatively great importance which
they occupy today has been a very recent development.



528 REPORT ON CUBA

It is interesting to note that-both in Habana and in the provinces-many
of the Cuban banks were founded by commercial interests and therefore the
owners and managers of those banks often exhibit the same attitude toward
risk-taking as the commercial classes in Cuba.

The Foreign Banks

As far as the important foreign banking sector is concerned it should
be remembered that these banks suffered very substantial losses in the late
1920's and early 1930's, as a result of the long sugar depression and the
moratorium legislation. Like private individuals, ban]ss found out that when
the sugar price fell in the world market and Cuba's sugar production became
largely unsalable, it did not matter how many guarantees the borrower had
given to them or what form the original credit had taken. The collapse of
the economy led to runs on the bank and to a virtual freezing of many loans.

5. Attitude of Capital and Labor

A Suggestive Comparison
It is instructive to compare the attitude toward new ventures of Cuba's

capital with the attitude of labor. Labor's reactions to the relative stagnation
and great instability of the Cuban economy have taken the form of an almost
pathological insistence on security-in the form of job tenure-and at times
a strong resistance to mechanization.

Similarly, Cuban capitalists and investors have reacted to the same factors
in their own way with a craving for excessive liquidity and a reluctance to
invest at home.

In discussing impediments to new ventures the Mission was much im-
pressed by the stress laid by labor leaders on the f,act that Cuban capital
does not seem to be venturesome enough. Capitalists on the other hand blame
the unreasonable attitude of labor for their reluctance to invest.

This suggests that although the unsatisfactory relations between manage-
ment and labor are a major stumbling block to new investment, they are not,
in themselves, the basic cause for the stagnation of the Cuban economy. The
attitudes of both labor and capital, which are blocking development, seem
to be the effect of more basic causes-stagnation and instability-which, in
turn, are the result of the excessive predominance of sugar and of the great
difficulties which the sugar economy has undergone since 1925.

6. Possible Remedies

Changes of Attitude Essential
A change of attitude of both capital and labor and-to promote this-

constructive, well-considered action by government are essential, if this impasse



WHY CUBANS INVEST AS THEY DO 529

is to be broken. Monetary and Iinvesting institutions and devices, of course,
can help. But, by themselves, they cannot change the situation.

In the first few months of its operations, the National Bank has shown
that it may be able to do much to develop the government bond market and
to encourage the banks to diversify their loans and, gradually, to undertake
some longer-term operations. The National Bank, too, offers promise of
greater liquidity for banks and investors alike and also the hope of compensa-
tory measures in the event of a sudden collapse in the price of sugar.

More important still, the National Bank can help to formulate consistent
and coordinated government policies, affecting investment, in contrast to
those of politicians and private interests. The need for such policies cannot
be too strongly emphasized.

Fears of Investors
For, in recent years, Cubans with initiative or with money to invest have

come to feel that, in labor-management relations, the government tends to
favor labor. They fear that the earnings of a successful new venture are likely
to be severely limited within a short time by excessive wage demands, backed
by the government-the equivalent of profit sharing.

These fears seem largely to have nullified the effects of other government
measures, such as customs and tax exemptions for new enterprises.

The Agricultural Bank
The National Bank can not only help to develop wise, long-term policies

and to give greater liquidity to Cuban investors and banks. It will also be
able to promote new investments through the new Agricultural and Industrial
Credit Bank (see Chapter 29).

This institution may play an important part in developing neglected sec-
tors of the economy, in initiating new ventures and in activating the capital
market. By furnishing some capital to new undertakings and by making
specialized credit available, it can materially reduce the risk of new enterprises.
By issuing obligations against its diversified portfolio-made up of the
obligations of many firms it can enable investors to spread their risks within
Cuba.

To the extent that the National Bank and the Agricultural and Industrial
Credit Bank are successful in promoting non-sugar activities, they will help
to bring about the diversification needed to diminish the reluctance of Cuban
investors to invest at home.



CHAPTER 26

The Cuban Monetary Bac:kground

1. Introduction
Historical Review

In subsequent chapters on the Central Bank, Monetary and Fiscal Policy
and the Commercial Banks, the Mission attempts to analyze some of Cuba's
monetary and fiscal problems and to suggest a number of measures which
may be appropriate under various alternative situations.

As a background for these discussions and suggestions, it may be helpful
to review here the highlights of Cuban monetary expeirience in recent years.

Three Distinct Phases
It is probable that the period in which events have influenced most

strongly Cuba's current situation began in 1937. As can be seen in Tables
86 and 87, three fairly clear phases can be distinguished since that date:

(a) the country's period of most serious exchange difficulties, 1937-40;

(b) the war and postwar boom, 1941-48; and

(c) the 1948-49 readjustment.

2. 1937-1940, a Period of Depriession
The First Phase

The first phase, from 1937 tntil well into 1940, was a period of depression,
which in Cuba's case was evidenced by the difficulties in disposing of her
all-important sugar crop.

The money supply,' including the holdings of dollar currency by the
public, changed little during these years. This was due to the marked expan-
sion in Treasury credit, as well as a rise in credit created by the commercial
banks, which offset the decline in money supply of international origin.

Treasury Credit Creation
As discussed in Chapter 27 on the Central Bank, the country was in fact

on a pure dollar standard for the first 32 years of the present century. Dur-
ing the great depression the Cuban Government found itself short of funds
to maintain even the most essential services, including service payments on
the foreign debt. It met this situation by issuing silver coins and certificates
against silver backing. To the extent that the nominal value of these peso
certificates and peso coins exceeded the cost of the silver, the Treasury thus
created money to cover its deficit.

1 Defined here, in view of Cuban circumstances, as currency and coin in the hands of the public and
Treasury plus sight deposits in the commercial banks, net of interbank deposits. For a diseussion of some of
the problems of arriving at an estimate of the Cuban money supply, see note a. end of this chapter.
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These monetary issues were relatively moderate until 1937, and the Cuban
peso was kept very close to parity with the dollar until the middle of 1938.
During the second half of 1938 and during 1939 and 1940, however, the
peso went to a discount which at times exceeded 10%, and from wvhich it did
not recover until the beginning of the world sugar boom in 1940. The peso
issues during 1938 and 1939 were reflected in an increase of almost one third
in Treasury credit creation. (See Table 87, Column 1.)

Commercial Bank Credit Creation

Credit creation by the commercial banks can be measured as the difference
between sight deposits and the banks' effective reserves (cash in vault plus
net foreign assets). During the years 1937-39, the banks operating in Cuba
kept their total loans unchanged but went into debt with foreign head offices
and correspondent banks, so that the same volume of lending implied an
increase in bank credit creation. (See Table 87, Column 2.)

Money of External Origin
The money supply of international origin, finally, reflects changes in

Cuba's balance of payments. Between 1937 and 1939 the value of Cuban
exports fell sharply from 186.1 to 147.7 million dollars. Moreover, the
government's excessive peso issues as well as the 1939 legal tender law
(Chapter 27) caused some capital flight. It is not surprising, therefore, that
the money supply of international origin fell off sharply. (See Table 87,
Cols. 10 and 12.)

Under the impact of the drop in exports, Cuba's national income declined
by an estimated 20% in the two-year period under review, and retail food
prices fell by some six per cent.

A "Have-not" Nation
At the beginning of World War II, then, Cuba found herself with eco-

nomic activity at a relative low level, and with prices declining. She was
a "have-not" nation in terms of international reserves, as can be seen from
Table 88. The gold and dollar holdings of the Cuban Treasury and commer-
cial banks together amounted to only about 7.5 million dollars, while not
more than an estimated 14 million dollars were in the hands of the public.

3. 1941-1948, the War and Postwar Boom

One-crop Inflation
It has been well said2 that in Cuba even the war and postwar inflation

seems to have been a "one-crop" phenomenon. For it was the spectacular rise

2 Wllich, op. cit. p. 158.
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in sugar production and exports that pushed Cuba's national income (at
current prices) to more than 31½2 times its 1939 level within eight years.
Record sugar exports and simultaneous import scarcities caused huge balance-
of-payments surpluses, averaging more than 120 million dollars annually
during the years 1943-47. The balance-of-payments surpluses in turn gave
rise to a tremendous monetary expansion (see Table 37).

These surpluses seem to have been virtually the only cause of the increase
in money supply; for, while money of international origin increased fifteen-
fold between 1939 and 1947-and came to constitute over 80% of the total
money supply as against less than 40% in 1939--the increase in Treasury
and bank-created money was insignificant.

In fact, beginning in 1942 the Cuban Treasury no longer made peso
issues against silver, but against 98% gold and dollar backing. And until
1947 the government does not seem to have incurred sizeable budgetary
deficits, because government revenues rose at a record rate along with exports
and national income.

As for bank credit creation, it may be noted that up to 1946 the increase
in bank loans and investments of some 44 million was almost matched by the
33 million peso rise in savings deposits and a sharp increase in other non-
monetary liabilities. The fact that the Cuban banking system played an
entirely passive role in the inflationary process deserves emphasis. It is ana-
lyzed more fully in the chapter on the Commercial Banks.

Some Price Inflation Inevitable
The great rise in money incomes and the means of payments, caused by

the export boom, were bound to exert pressure on the domestic price level.
Some price inflation would have resulted even if imports had been more
freely available and if non-sugar production in Cuba had proved capable
of more rapid and sustained expansion. In reality, of course, Cuban imports
were limited by wartime shortages.

Domestic non-sugar production, particularly of basic food products, rose
little if at all. Under those circumstances, it is not surprising that the retail
food price index almost tripled between 1939 and 1948, and that the cost of
living rose to 21X2 times its 1939 level. (See Tables 89 and 90.) The rise in
domestic prices, however, would have been much greater if Cuban individuals
and institutions had not been willing to keep a great part of their savings
in idle balances.3

Government Efforts Ineffective
This psychological "brake" on price inflation was all the more important

because of the almost complete lack of effective countermeasures by succes-
a As shown in Table 90, while the money s,,pply (net of the public's doMlar holdings) rose by 500% in tse

ll year period 1939-50 the cost of living increased by only 145%.
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sive Cuban governments. It is true that a host of direct and indirect control
measures were attempted; but they often conflicted with each other, and
in general were neither administered nor enforced adequately.

The only measures that may have been genuinely helpful were rent con-
trols, certain export embargoes, a number of lowered import duties and
the conclusion of supply contracts with the United States Government.

Price Ceilings Harmful
A price ceiling system was enacted, concentrated mainly on essential

foodstuffs. Unfortunately it may have done more harm than good. For
in the absence of a competitive marketing system for domestically grown
food products, the price ceilings were mainly used by the middlemen to
keep down the price paid to the farmers. The latter consequently had no
incentive to expand production, while the consumers failed to benefit because
the wholesalers and retailers themselves evaded the controls.

Policies Contradictory
In the realm of monetary and fiscal action, the few measures taken

were largely contradictory. New taxes were introduced and old ones in-
creased; but most of these were indirect taxes. In effect they merely raised
the price level still further. Besides, the tax increases themselves were not
severe enough to curtail appreciably the growing purchasing power. The
enactment of personal income and corporate profits taxes should have been
helpful, but poor enforcement largely nullified them.

It is true that the government ran no deficit until 1948, but the record
revenues were spent as fast as they canme in. A good portion went into
construction projects (often left unfinished) that bid scarce materials away
from private users. A great part took the form of transfer payments to
political proteges.

A Cash Deficit at Height of Inflation
In late 1947 and the first half of 1948, the government drew down

the reserves of the Social Security funds and other special funds that had
been accumulated in the form of idle cash balances deposited with the
Treasury. This injection of previously inactive purchasing power into
the income stream at the height of the postwar export-inflation was ill-timed.
Moreover. since the custody deposits were depleted without any formal
acknowledgement of debt, the government's action caused a profound shock
to public confidence.

Opportunity Missed
Repeated proposals to issue stabilization bonds backed by gold or foreign

exchange were disregarded. Thus Cuba missed an opportunity to absorb
and sterilize some of the excess funds accruing to exporters and the public.
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The only monetary measures taken, aside from issuing silver certificates
against gold and dollars, were the increase of the tax on the export of money
from 1/2% to 2% and the enactment of a 1.8% tax on funds invested abroad.
These measures forced the insurance companies and banks (as well as
many individuals) to bring home some of the funds invested abroad, thus
adding, to the inflationary pressure.

The Wage-Price Spiral

Finally, trade union pressure for wage increases that exceeded the rise
in the cost of living repeatedly received government backing with the result
that during the years 1944-48 an inflationary wage-price spiral contributed
to the inflation.

Real Improvement Despite Inflation
Yet while the war and postwar inflation created legitimate fear that the

country would become unable to compete in the international market, the
benefits from the expansion in exports were none-the-less substantial. Real
per capita income seems to have increased by some 40% between 1939 and
1947, and the wage bill of industrial and commercial workers tells the same
story (Table 89).

No less significant was the transformation of Cuba into a country with
one of the highest foreign exchange reserves in Latin America. Between 1939
and 1947 the dollar, gold and silver holdings of the Cuban Treasury rose
from 25 million to 402 million dollars, the commercial banks' dollar holdings
and net balances abroad from 6 million to over 200 million dollars, and the
public's dollar holdings from 14 million to 205 million4 (see Table 86).

4. 1948-1949, the Readjustmenit
Two Factors

The Cuban wartime and postwar price inflation ended in the fall of
1948. The turn was brought about by two main factors:

1. The recession in the United States and the weakening of the inter-
national sugar market in 1948, which resulted in a decline of exports by
some 50 million between 1947 and 1948 and by a further 130 million be-
tween 1948 and 1949;

2. The record volume of imports during 1947-48 (which exceeded 500
million dollars a year, a figure not reached since 1920), enabling Cubans to
satisfy their war-created backlog of demand so rapidly that domestic prices
weakened under the competition from imported merchandise.

4 According to official estimate. Calulations by the Mission indicate 1947 public dollar holdings that were
not re-eported at .ore nearly 169 million. Note on Maney Supply at the end of this chapter.
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As shown in Table 89, retail food prices fell by 14% and the cost of living
by some 12% during 1949. National income declined by about 10%; this
reflected mainly price changes rather than a really sizeable decline in economic
activity, although the curtailment of output was quite severe in some branches
of industry.

Pause in Increase of Money Supply
These developments led to a temporary pause in the increase of the money

supply during 1949 and early 1950. Treasury credit creation was confined
to the issue of subsidiary peso currency. The commercial banks, having
expanded their loans sharply during 1947 and 1948 to finance the huge volume
of imports, now helped the sugar growers and exporters to carry sizeable
stocks. They did not, howvever, increase the total volume of their advances.
In fact bank credit contracted slightly.

Decline in Imports and Exports
As described in Chapter 40, the balance of payments proved very flexible.

Imports and payments for foreign services declined, together with exports.
Accumulation of international reserves continued, although at a reduced
rate. Much of it took the form of an increase in the public's dollar holdings;
for the expected switch to a full peso standard and the passage of the Central
Bank Act at the end of 1948 made the public more exchange-conscious. The
very marked rise in the public's dollar holdings did not take place at the
expense of the gold and foreign exchange reserves centralized with the Treas-
ury. It was made possible in part by a reduction in the commercial banks'
dollar liabilities which enabled them to sell some of their dollar reserves to
the public, as explained later in this chapter.

It is doubtful whether this increase in the public's dollar holdings should
be considered as a rise in the active means of payments. since dollar bills are
a favorite hoarding medium and vehicle of undeclared capital export of the
Cuban public. The money supply of international origin (excluding the
dollars held by the public) was virtually unchanged during 1949, as was the
total money supply excluding dollar holdings of the public (see Table 87).

The somewhat reduced level of exports and domestic activity and the
decline in the cost of living continued during the early months of 1950.
Although by midyear there was noticed a decided improvement, paralleling
developments in the United States, the fear of new sugar surpluses persisted
and tended to depress the business outlook.

5. The Present Monetary Position

Important 19550 Developments
The outbreak of the Korean War in June, 1950, temporarily removed

Cuban fears of finding a market for the sugar crop. Meanwhile domestic sales
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and construction activity increased, spurred by the fear of future shortages.
Imports rose as merchants strove to build up inventtories, and prices of
imported commodities climbed. Towards the end of the year the rise in
prices was becoming general. Demands for wage increases were made on all
sides.

The monetary scene has reflected these trends only moderately so far,
because of three important institutional developments: first, the National
Bank started its operation in April 1950; second, personnel changes in the
Finance Ministry have led to a great improvement in tax collection and the
handling of public funds; and finally, two sizeable bond issues have been
successfully placed internally by the Cuban government. At first these bonds
were taken up by the commercial banks, but subsequently over 70% were
resold to non-bank institutions and to the general public.

Limited Central Bank Credit
The data on the origin of the money supply as of August, 1950, mirror

these events. The Cuban Treasury's direct monetary influence is now confined
to the issue of subsidiary coins. The Treasury credit creation through the
issue of silver certificates has been taken over by the Central Bank, and this
institution is gradually replacing some of the certificates with its own bank
notes. In addition, the Central Bank has created a very small amount of
internal credit. 5 Its rediscounts and acceptances to mermber banks amounted
to less than one million pesos on August 30, 1950, and it had bought up 9.8
million of the government's 1949 veterans bond issue in the open market.6

Even so, the money supply of Treasury and Central Bank origin showed a
small decline during the first eight months of 1950.

Rise in Bank Money

Money of bank credit origin expanded sharply in 1950, but the August
data must be interpreted carefully. As can be seen more clearly in the consoli-
dated balance sheet of commercial banks (Table 92), the rise represents the
combined effect of an increase in loans and investments. The marked rise in
bank loans seems to have been due to the uncertainty of the sugar picture
during the first half of the year, which led to an expansion of warehousing
advances to sugar growers and exporters. The increase in import financing
may also be reflected in the August figures. The sharp rise in banks' invest-
ments is purely temporary, due to their action in handling the distribution of
the 45 million peso bond issue. At the end of August they had advanced
some 37 million to the Cuban Treasury but had not yet resold the bonds to
non-bank investors.

5 In the present context -e regard the advances against foreign exchange to the Monetary Stabilization Fund
as a part of international money rather than a creation of internal credit.

6 Since then it has made a tempnrary five million advance to the Government, hat its entire internal credit
amounted to less than 19 million pesos at the end of November 1950.
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Even so, the commercial banking system was highly liquid. Cash in vault
and deposits with the National Bank amounted to 37%o of total deposits and
readily available cash resources including net deposits abroad to over 50%.

Continued Expansion in Public's Dollar Holdings

The expansion in the money supply of international origin reflected a
continued, if reduced, balance of payments surplus. Dollar holdings of the
public are continuing to rise, although certainly not at the rate indicated by
the official statistics. The Mission has good reason to believe that these
holdings do not in fact exceed some 250-260 million at present, in contrast
to the official estimate of 460 million.7

This rise, which has been particularly marked since 1947 calls for some
comment. The public's demand for dollar notes seems mainly to reflect the
following two factors: (1) temporary fears of peso depreciation which have
led to the hoarding of dollar notes at various times and (2) the existence of
the two per cent tax on the export of money which has made the dollar bill the
favorite means of financing tourist expenditures in the United States and of
capital transfers abroad.

According to the official estimate, the overwhelming part of net imports
of dollar bills carried out through official channels during the period June
1947-June 1950 have ended up in the hands of the public. In fact, during that
period, net acquisitions of dollar notes by the Cuban public seem to have
amounted to 250.1 million dollars. It may be estimated that some 150-170
million dollars of this amount was re-exported to the United States and used
there to pay for tourist expenditures and acquisition of various types of assets.
The remaining 80-100 million went to increase private foreign exchange
"hoards."

It is noteworthy that these extraordinarily heavy acquisitions of dollar
notes by the public, which at times have exceeded the favorable balance of
payments on current account. have not led to a reduction of the centralized
gold and foreign exchange holdings of the Treasury and Central Bank. Nor
do they seem to have taken only the form of individual depositors drawing
down their dollar deposits in the commercial banks. In addition, a trans-
formation of dollar into peso deposits seems to have taken place with the
result that a part of the commercial banks' dollar reserves has become avail-
able for sale to the public.

Variations in Dollar and Peso Position

The variation in the dollar and peso position of the public and banking
system during the three year period June 1947-June 1950, reflects the inter-
play of all these factors:

See note on Money Supply at end of chapter.
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TABLE 84

CHANGES IN MAIN BALANCE SHEET ITEMS OF THE CUBAN C OMMERCIAL BANKS AND
IN THE MONETARY POSITION OF THE PGBLIC, TREASURY AND NATIONAL BANK

(Million Dollar/Pesos)

Pesos Dollars Total

1. Total commercial bank deposits ....................... +104.6 -158.6 - 54.0
2. Banks' loans and investments ........................... +117.9 - 8.1 +109.8
3. Effective reserves of commercial banks (cash,

deposits with the National Bank and net
balances abroad) ....................................... ±........ + 17.3 -183.1 -165.8

4. Money in the hands of the public and
Treasury . .................................................... + 37.8 +250.14 +287.9

5. Centralized international reserves of National
Bank, Stabilization Fund and Treasury + 71.6b

a Acquioition of dollar bills, part of which is re-e.ported through unofficial channels.
b Excludes silver coin of Treasury and National Bank.
SouncE: National Bank: First Annual Report. p. 106.

The chief reason for the continuing fall in dollar deposits and the switch
from dollar to peso deposits is the impending shift to a full peso basis due to
become effective in 1951. The implications of this development are further
explored in Chapter 27.

In the present context it should be stressed that the increase in the Cuban
public's dollar holdings should not be regarded as a rise in the active means
of payments. The peso has achieved a completely dominant position in internal
transactions. For the present analysis, it seems preferable, therefore, to
exclude the public's dollar holdings from the total money supply.

Low Income Velocity
Without the public's dollar holdings, however, on August 30, 1950, the

total money supply exceeded 840 million (Table 93) of which 37 million
represented Treasury cash holdings and deposits with the National Bank and
803 million the cash balances and deposits of the public. This figure amounts
to some 46% of the 1950 estimated national income, compared with a corre-
sponding 28% in 1939, and indicates that the present income velocity of
money in Cuba is very low in comparison with the prewar period. The same
conclusion is reached when the money supply is related to other indicators
of economic activity.

Inactive Balances
A tentative attempt to estimate the present "excess" money supply indi-

cates that it may amount to about 200 million pesos.: This "excess," held
largely idle, constitutes a potential source of disturbance to the domestic price
level and the foreign exchange rate. If turned over more rapidly it can in

8 See Chapter 24.
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itself heighten the inflationary pressures that Cuba may well face in the near
future. If, at the same time, the Cuban public were to become concerned
as to the future stability of the peso-dollar rate, a major part of these idle
balances might be shifted abroad. Such a process could rapidly reduce the
international reserves of the National Bank and commercial banks.

Hard Currency
These foreign exchange assets are very great at present, however. At the

end of August 1950, gold, dollar and silver holdings concentrated in the
National Bank amounted to 495 million dollars, while the commercial banks
held an additional 101 million in dollars and net foreign assets, making a
grand total of 596 million.

The international reserves which are either directly or indirectly under
the control of the Cuban Central Bank make the Cuban peso one of the
world's hardest currencies.

This is true by any test that may be applied. For not only did the
National Bank's international reserves on August 31, 1950, amount to 89%
of the peso note issue and the Bank's deposit liabilities (exceedinig the
required reserve ratio by 64%), but also the combined net dollar, silver and
foreign exchange assets of the National Bank and commercial banks amounted
to 80% of the public's holdings of peso currency and coin plus sight deposits
in the commercial banks. Even more significantly, these international reserves
were more than enough to finance an entire year's imports at the 500-million-
dollar mark-a level reached during only three of the last thirty years.

Summary of the Present Monetary Position

The main characteristics of the present monetary position that emerge
are thus as follows:

1. Cuba's money supply, after an almost uninterrupted increase during
the last ten years, is very high in relation to the "money work" to be done.

2. The foreign exchange reserves of the National Bank and commercial
banking system are so high that the Cuban peso is one of the world's strongest
currencies. The peso has not been at a discount from the U. S. dollar at any
time in the last ten years.

3. After a two-year period of decline, prices and wages are tending
upward again, as a result of developments in the United States following the
outbreak of the Korean War.

4. A substantial part of the money supply-some 200 million pesos, in
fact-constitutes an inflationary potential as well as a possible source of
capital flight.

5. In addition to the centralized international reserves of the National
Bank and the foreign assets of the commercial banks, there are an estimated
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250 million in dollar notes held by the Cuban public that can serve to some
extent as a "cushion" of foreign exchange.

6. The continuing increase in the dollar holdings of the public has not
resulted in a reduction of international reserves concentrated in the National
Bank. It has been made possible by heavy withdrawals from the public's
dollar deposits with the commercial banks and the transformation of dollar
into peso deposits, that has freed part of the commercial banks' dollar reserves
for sale to the public.

7. The commercial banking system is pursuing a very conservative lend-
ing policy. It has a great volume of excess reserves; and to judge by its
actions during World War II, it is willing to maintain these unused for
prolonged periods. (For a fuller discussion of this point, see Chapter 28
The Commercial Banks.)

8. The Cuban peso has achieved complete dominance as an active means
of payment for internal transactions, a fact that will find its formal reflection
when it becomes sole legal tender in 1951.

NOTE ON THE CUBAN MONEY SUPPLY

Dollar Holdings in Hands of the Public
Any estimate of the Cuban money supply runs up against an extremely

difficult problem, namely the absence of reliable data on dollar holdings in
the hands of the public. This does not represent a very severe handicap for
the analysis of monetary developments during the last few years, since
the dollar bill has virtually disappeared from active circulation, so that a
measure of the money supply, excluding the dollar holdings of the public,
serves many purposes quite well. The absence of accurate information on
the dollar hoard of the public raises difficulties for the Central Bank authori-
ties, however, when they are trying to evaluate the imnpact of various policies
on the peso/dollar exchange rate. Moreover, it is always possible for the
public to return some of the dollar bills held in hoards to active circulation,
although the switch to a full peso basis in 1951 may reduce the likelihood of
such a development.

Estimating the Dollar Hoard
The Mission has attempted to gauge the order of magnitude of the

re-export of dollar currency during recent years with a view to estimating
the dollar hoard remaining in private hands at this time. The procedure
adopted has been as follows: we have assumed that the official estimates
of the public dollar holdings have not been too unrealistic prior to 1947.
It will be recalled that these estimates have been arrived at by adding to
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the 1929 total-assumed as substantially correct-the net import of dollar
bills through official channels (Treasury and commercial banks). The esti-
mate at the end of 1946 indicated dollar holdings of 146.4 million. It is
officially estimated that these holdings rose by 48.6 million in 1947. From
this total we subtract 12 million dollars which, according to the International
Monetary Fund, were re-exported by Cubans to pay for their tourist ex-
penditures in the United States.

Information which has become available on the reflow to New York
of large denomination dollar notes from southern Florida suggests that in
addition, at least 24 million dollars were re-exported on capital account.
This sum we also subtract from the official increase. The resulting increase
of about 23 million for 1947 seems more realistic than the official increase
of 58.6 million. During 1948 we estimate dollar outflowv on tourist account
was about 17 million and on capital account 45 million, in 1949 net dollar
exports by tourists may have amounted to 13 million and the capital out-
flow in the form of dollar bills 43 million. During the first eight months
of 1950, finally, it may be tentatively estimated that the outflow on both
tourist and capital account together has been about 40 million. The resulting
adjusted dollar holdings of the public are shown in the table below:

TABLE 85

OFFICIAL AND ADJUSTED ESTIMATE OF CUBAN PUBLIc's DOLLAR HOLDINCS
(Million Dollars)

Esti.ate of
Adjusted Official Unrecorded Outflow

End of Estimate Estimate of Dollar Notes

1946 .. . . 146 146 -
1947 . 169 205 36
1948 . . 196 294 62
1949 ... . 229 383 56
Aug. 1950 . 266 460 40

The results should be treated as no more than tentative estimates of
the order of magnitude involved. They can be used to arrive at an adjusted
money supply series which, for certain purposes, may perhaps prove more
useful than the money supply excluding the public's dollar holdings, which
has been used in our description of the Cuban monetary background. Such
an adjusted money supply for recent years is shown in Table 94.



TABLE 86

CUBA'S INTERNATIONAL RESERVES ON DECEMBER 31 OF SELECTED YEARS
(Million Dollars)

Reserves 1939 1941 1945 1946 1947 1948 1949 1950 1950

Gold holdings:
Treasury .................................................... 2 ................ .2 1.2 191.2 226.2 291.2 301.2 311.2 - -
National Bank .................................................- - -... - 311.2 303.0

Foreign exchange:
Treasury. ........... .. ........ ...-. 2 40.6 39.9 67.0 27.7 43.8 1.8 1.7
National Bank. ................................................- - - - - - 147.72 149.32

Centralized gold and foreign exchane .1.2 1.4 231.8 266.1 358.2 328.9 355.0 460.7 454.0
Silver coin of Treasury (at market value) ............ 24.1 21.4 32.0 49.3 44.2 45.8 44.3 43.3 40.7

Centralized international reserves .............................. 25.3 22.8 263.8 315.4 402.4 374.7 399.3 504.0 494.7

Commercial banks:
Dollar holdings .......... ......................... 12.9 17.6 95.9 101.8 92.1 86.6 70.3 24.7 20.4
Net balances abroad .............. ..................... -6.7 22.4 74.8 96.3 111.0 119.9 108.6 59.5 80.7
Gold ... ...... .1 .1 .1 1. .1 .1 .1 .1 .1

Total international reserves net of Treasury silver
coin and dollar holdings of public ................... 7.5 41.5 402.6 464.3 561.4 535.5 534.0 545.0 555.2

Official estimate of public's dollar holdings 14.2 29.0 139.6 146.4 205.0 293.6 383.1 438.3 460.2

Total international reserves:
Excluding Treasuiry's silver coin. . .................... 21.7 70.5 542.2 610.7 766.4 829.1 917.1 983.3 1,015.4

Including Treasury's silver coin ............................ 45.8 91.9 574.2 660.0 820.6 874.9 961.4 1,026.6 1,056.1

Adjusted estimate of public's dollar holdings ........ xx xx xx xx 169.1 195.8 229.2 n.a. 266.3
Adjtusted international reserves:

Excluding Treasury's silver coin ........................ xx xx xx xx 730.5 731.3 763.7 n.a. 821.5
Including Treasury's silver coin ................... ........ xx xx xx xx 774.7 777.1 808.0 n.a. 862.2

Dollar exchange in U.S. banks .................................. 37.0 62.0 128.0 153.0 235.0 219.0 164.0 237.0 260.0

I The quantity of 61.6 million ounces of silver conraioed in the silver coin wao valued at the average New York official market price as given in Handy and Harman 26th and 34th annual
review of the silver market pp. 15 and 28. The 1950 valuations were osrpplied by the National Bank of Coba.

2 tncluding the centralized part of the reqolired reserves of the commercial banks amounting to 51.2 and 43.1 million dollars at the end of nnse asad August 1950, respectively.
xx No adjustments made for these years.
SouscE, See Tables in Chapters 27 and 28.



TABLE 87

MONEY SLPPLY BY ORIGIN,' 1937-50
(lrIlnzs)

Li 0 N E Y B U P P L Y

CREDIT ORIGI-N INTERNATIONAL ORIGIN TOTAL
money of TOTAL TOTAL TOTAL

Bullion inteenctioncf money of money mccoy lelone~~~~~~~~~~~~~~~~m y of Money of
voice of itteL.LLt l m,tonsy o,otL Rllpp4 supple joecenotionfl juit. oct-j

T..es.cy silr-e --ci ,Gold . .. -,..iun n-et ol inod orgin no- including

( teignioeoo) Bobs'l 1t-k±* tile e 1 Gold cu dlL.o. B-oL pblic l, Idt by held by hicld by tolL by
cod -omdt S Beebk' -ndet edit TOTAL cod f Cuhtn enin bokfstig Mol-sit (I-t-5 -6 7 -a - D,olL1os ccbli) puokhc I-eblie publ a, publi 
nI Nntioocl Sighs unsh bo,c-- (2aTb I 2o) (1+2) a-becdit- y c imct C,,t,icu Dblo oo-e 7-38f+9) held Icy (1+11) (.3 [ lIt (3+12) pe--icofyeocco

Rod Bo-k cley-ilo ccce abeod = -outu Banks cots T--toy idba-k,n cbooad
0

publo- osi toe
Eof: I) (2tk depi (b)j (2a, (2) (3) (4) (s) (6) (73 (8 () I (10) puhB (12) (13 (14) (13) (16)

1937 40.8 87.5 34.0 20.2 33.3 74.1 28.6 .1 - .3 12.6 20.2 61.8 13.60 75.4 35.9 149.5 45.5 50.4

1938 47.4 88.0 48.1 5.3 34.6 82.0 32.-I .0 - .7 15.3 5.3 53.8 11.35 65.1 136.8 147.1 39.6 44.3

1939 53.5 86.8 50.5 -6.7 43.0 96.5 36.0 .1 1.2 - 12.9 -6.7 43.5 14.22 57.7 140.0 354.2 31.1 37.4

1940 53.3 90.9 41.3 4.0 45.6 09.L 36.0 .1 1.2 - 11.3 4.0 52.6 19.42 72.0 151.7 171.1 34.7 42.1

1941 53.5 107.3 40.7 22.4 44.2 97.7 36.0 .1 1.2 .2 17.6 22.4 77.5 29.0 0 106.5 175.2 204.2 14.2 52.2

1942 54.0 148.9 13.9 51.9 60.1 60.1 36.0 .1 26.2 6.0 42.4 58.9 169.6 37.7 207.3 229.7 267.4 73.8 77.5

1943 54.5 219.5 138.4 30.9 50.2 104.7 36.0 .1 51.2 .9 78.1 30.9 197.2 79.1 276.3 301.9 801.0 65.3 72.5

1944 56.9 308.9 398.1 67.0 4.3.8 100.7 36.1 .1 151.2 7.3 82.7 67.0 344.4 120.1 464,5 445.1 565.2 77.4 82.2

1945 58.4 359.3 229.5 74.8 55.0 3]3.4I 36.1 .1 226.2 5.6 95.9 74.8 438.7 139.6 578.3 552.1 691.7 79.5 83.6

3946 60,2 423.8 225.2 96.3 102,3 162,5 36.6 .1 251.2 14.9 101.8 96.3 500.9 146.4 647.3 663.4 809.8 75.5 79.9

1947 62.9 490.3 269.4 313.0 109.9 172.1 36.8 .1 336.2 7.0 92.1 133.0 603.2 205.0 008.2 776.0 981.0 77.7 82.4

1948 63.8 455.6 218.4 119.9 117.3 381.1 37.3 .1 331.2 2.7 86.6 119.9 577.8 293.6 871.A 758.9 1,052.5 76.1 82.8

1909 67.0 451.7 228.7 108.6 114.4 183.4 32.1 .1 359.0 1.0 70.3 108.6 577.1 383.1 960.2 758.5 1,141.6 76.1 84.1

Aitg.
1950 66.80 497.9 233.2 80.7 184.0 250.8 34. 1L .1 409.2' 1.7 63.5 8(0.37 589.6 460.2 1,049.8 840.4 1.300.6 70.2 80.7

Mtjo bnuks e-ly. & ,u-lodittg hauLs' dej,esicu uilb Netico.d Book.

11-=1.-enws. t lsclutl:seg b-nkg' dolltr bkt'duwh dposi wh Ntinl Bhnk.
.hdjleoct ecocd y s-pply deco -e -sotblvd it. iable 9I. Thin Egfgc hepooseats deaut,l,ito Tt .c.y cod Ce-teol Batk -edil etplicit in thec is--to of sile-oecteiBeatos

o- ftoi oe-d 17 12 l 11-fJ-il Ilolfoa, htefire- .1 I,o Iac],tao It -ndetl,- it .euotdaoe with ole method ompyleed Noticed honk nyone. subciddccy t-rrcny at -el1 so thn u.lc -ene-l coedlt -oeltti-, of che Nntjionl Bnk. Ito-o
by Wetliuh, op. vie., Apy-odie A. Fee ocleuquvn yvee- tI.e eftinil Cubh- Tocececy cod hotfooci Beck ostIociet bnce cuefoe or by deduNin-g outl te cmhouonett-ry Iik:Ibi-ics nl th e Centeol Pooh plea thCeke aoba sfthidi-y vIb-ebc in eete.
heun-s-d. dioe, c ch i -te - --ttinns-l omoet - f etLcol Retck cod Ftakilioncion Pond sut- of iste- in C -lumn- I .ud 6).

o Lceloldec glId .od fuei,e huoldicts of Natio-l Etck, Cube,-, itoectcy Dcahilieetio Food cod Cuha' gold So-ut: Dote styfttiud Ct Lahoe Nali-ol Book.
-eubeibetice to thc lIlF, bet e...cults hauLs' dollec depetita utch the NtcionoL Bthk.





TABLE 88

MONEY SUPPLY BY COmPOSITiON, 1937-50

I Mollioto Petos/Dollnot 

TOTAL --t-tlPy Mo.ey supply-nd -oaiu Mous-y -ayly bluudiog
cioculolotoe 0 , Official '[IUAL toonoy including both titus

loul ,ld oU;oy cattoioy and Dollar Post TOTAL= osonoy tnd U i. ucetltoty U.5y otorD1-oy Dol-lmo PU. TO T S, MLu u TOTAL but oliun ooo Id
by publicu od ooi co il a hoiltd by sight _i,, ugtt -aa boin bldhy md ooio held andooas hld time limt limo dalla.l. hed by alblloToCot.oy Toasooly publio deposits deposits dkoytt pohUc byplio by publ,c depoacts- dop-sila dopotita by ptbtio (9 I-12)/

Endol: (1) (2) (+2)=i (l) (5 (+ -(6) (3+6) -(7) (a) (7- 8 )=I9) (10) (11) (12) (7 d 12 1=~(13) (14)

1937 . . . . . . 48.1 .3 48.4 47.5 40.0 87.5 115.9 13.6 149.5 44.8 6.4 51.2 187.1 200.7
1938 . . . . . . 47.1 .7 47.8 40.1 47.9 83.0 135.8 11.3 147.1 41.5 9.0 50.5 386.3 197.6
1939 . . . . . . 53.2 53.2 29. 517.0 36.8 146.0 14.2 154.2 27.1 13.7 40.5 180.0 195.0
1940 . . . . . 60.0 - 60.8 3. .0 55.9 90.0 151.7 19.4 171.1 21.3 15.8 37.1 188.8 208.2
1941 67.7 .2 67.9 53.2 54.1 107.3 175.2 29.0 204.2 18.6 13.3 31.9 207.1 236.1
1942 74.8 6.0 80.8 80.7 63.2 148.9 229.7 37.7 267.4 20.5 17.7 38.2 267.9 305.6
1943 81.5 .9 82.4 140.9 78.6 219.5 301.9 79.1 381.0 16.9 23.9 45.8 347.7 426.8
1944 128.9 7.3 1 36.2 182.1 126.8 308.9 445.1 120.1 165.2 18.9 43.2 62.1 507.2 627.3
1945 187.2 5.6 192.8 195.2 164.1 359.3 152.1 139.6 691.7 21.9 51.6 73.5 625.6 765.2
1946 . 224.7 11.9 239.7 214.2 209.6 423.0 663.4 146.4 809.8 20.7 58.1 78.8 712.2 838.6
197. . . . . . 278.7 7.0 28707 230.0 260.3 490.3 776.0 2i)1.0 981.0 21.0 0.08 95.8 871.8 1,076.8
1948 ............ 300.6 2.7 303.3 196.4 259.2 455.6 718.9 293.6 1:052.5 26.3 76.6 102.9 861.8 1.1 5..4
19Y9 9.8 .............. 105.0 1.0 306.8 145.6 706.1 451.7 758.5 383.1 1,141.6 24.2 78.6 J02.8 861.3 1.244.4

August 1950 ... ........ .. ... 305.7 1.7 307.4 127.3 405.70 533.0 840.40 460.2' 1,300.6 22.8 91.5 114.3 954.7 1,4)14.9

oMajc baaks unly.
t Adioclad mauuo .ayplo Oto cclc attomblod ma Tablo 94.
I-IudIg Toea-y a-d spyoian tund dlpo-its iD Natio .,l Jllaolc a.Ou oil 10 S. litliaoaot.

t SacLi Dtg doputitB
Sacous Data suppliod by Nationail Ltank





TABLE 89

INDICES OF CHANCES IN THE MONEY SUPPLY AND PRICE LEVEL, 1939-50

Retail Money Supply I Excluding Dollars
Money Supply 1 including Dollars Cost of Food in Hands of Public

in Hands of Public Living 2 Prices
(1939= (1939= (Million

End of (Million Pesos) Index 1939=100 100) 100) Pesos) Index

1939 ...... __. 154.2 100 100 100 140.0 100
1940 ........... 171.1 111 99 98 151.7 108
1941 .......... 204.2 132 107 106 175.2 125
1942 ....... ... 267.4 173 140 140 229.7 164
1943 ...... 381.0 247 154 161 301.9 216
1944 ........ 565.2 367 177 183 445.1 318
1945 .3......... 691.7 449 199 206 552.1 394
1946 .......... 809.8 525 203 226 663.4 474
1947 ........... 981.0 636 236 265 776.0 554
1948 .......... 1,052.5 683 255 289 758.9 542
1949 . ..... 1,141.6 740 225 249 758.5 542

Aug. 1950 ........... 1,300.6 843 245(C) 251 840.4 600

0 Currency and coin in hands of publie and Treasury plus sight deposits net of interbank deposits.
2 Cost of foodstuffs and rentals.
(c) Own estimate.
SouRCEc Money Supply: See Table 86. Cost of Living: Prof. Julian Alienes y Urosa, Chief, Ecoosnoic

Research Department, National Bank of Cuba.

TABLE 90

CHANGES IN MONEY SUPPLY AND PRICE LEVEL INCREASE OVER PRECEDING YEAR

M.oney Supply excluding Dollars
in Hands of Public Cost of Living Increase

Year (Million Pesos) (Percent Inc-ease) Index Points Percent

1940 .............. + 11.7 + 8 -1 -1
1941 .............. + 2 3 .5 + 15 + 8 ± 8
1942 ..... ........ + 54.5 + 31 + 33 +31
1943 .................. + 72.2 .+ 31 + 14 + 10
1944 ............. -- 143.2 + 47 + 23 + 15
1945... ........... +107.0 + 24 + 22 + 12
1946 ...... ....... +111.3 + 20 + 4 + 2
1947 ............. +112.6 , 17 + 33 + 16
1948. .............. 17.1 -23 + 19 -+ 8
1949 .................._ - .4 - .06 - 30 -12

Aug. 1950 ........... ....... + 81.9 + 11 + 20 + 8
1939-45 ........... ....... +412.1 +294 + 99 + 99
1945-50 ......... ......... +288.3 + 52 + 46 + 23
1939-50 -.................. +700.4 + 500 1 145 + 145

Sournc: See Table 89.

TABLE 91

MONEY AND REAL WAGE RILL IN CUBAN INDUSTRY AND COMMERCE

Money Wage Bill Real Wage Bill
Cost of

Million Index Living Million Index
Year Pesos 1939= 100 1939=180 Pesos 1939=100

1939 .......... 6... .. .... 100 100 136 100
1944......... .......... 290 213 177 164 121
1945 . , , . 339 249 199 170 125
1946 ................... 397 292 203 196 144
1947 , 517 380 236 219 161
1948 ...... ............. 531 390 255 208 153
1949 ...... ............. 525 386 225 233 171

SoaRca: Wage-bill: Ministry of Finance, Direccion General de Estdistica; Cost of Living: Prof. Julian
Alienes y Urosa, Chief, Economic Reoearch Department, National Bank of Cuba.



TABLE 92

CONSOLIDATED BALANCE SHEET OF THE PRINCIPAL BANKS OPERATING IN CUBA'
(Million Pesos)

Dec. 31, Dec. 31, Dec. 31, Dce- 31, Dec. 31, DeC. 31, June 30, Aug. 31,
Account 1939 1945 1946 1947 1948 1949 1950 1950

Total Assets ................................ 158.4 521.2 592.0 762.4 698.3 695.5 702.6 739.5

Cash in vaults ............. . 53.4 229.5 225.2 269.4 218.4 228.7 87.5 71.0

Deposits with National Bank .... - - - - - - 159.0 162.2

Cash reserves ............................... 53.4 229.5 225.2 269.4 218.4 228.7 246.5 233.2

Deposits with foreign banks and head

offices abroad .... ........................... .9 98.4 108.6 187.0 179.3 115.7 76.6 86.9

Loans and discounts ............................... 69.1 110.7 161.9 174.4 195.2 191.8 249.4 236.1

Investlnents ............. .................. 12.5 14.6 15.5 17.7 14.6 17.8 20.7 57.8

Acceptances per contra ....... .................... 5.3 27.9 35.0 43.8 35.5 35.0 28.5 49.5

Other assets ....... ........................ 17.2 40.1 45.8 70.1 55.3 106.5 80.9 76.0

Total Liabilities ......................... ...... 158.4 521.2 592.0 762.4 698.3 695.5 702.6 739.5

Capital and reserves ............. ........ 10.2 14.4 15.4 18.6 18.9 21.4 21.7 21.9

Deposits - . ............................. 128.1 432.8 502.5 586.2 558.5 554.5 594.8 612.2

Sight ............................. 87.3 359.3 423.8 490.3 455.6 451.8 485.4 497.9

Savings ........ ..................... 40.8 73.5 78.7 95.9 102.9 102.7 109.4 114.4

Due to foreign banks and head offices

abroad ....... ...................... 8.1 23.6 12.3 75.4 59.3 7.0 17.1 6.2

Acceptances per contra ............................. 5.3 27.9 35.0 43.8 35.5 35.0 28.5 49.5

Other liabilities ................... .......... 6.7 22.5 26.8 38.4 26.1 77.6 40.5 49.7

1 The Consolidated Balance Sheets of the Cuban Treasury covers 11 banks before January 1945, 12 until Juoc 1945, 13 from Jujne 1945 until Janiary 1947, and 15 sinec the latter date.

SOURCE: Cuban Treasury and Banco Nacional.



TABLE 93

MIONEY SUPPLY OF THE PUBLIC EXCLUDING OFFICIAL HOLDINGS OF

CURRENCY AND OFFICIAL DEPOSITS

(Million Dollars)

Money Supply Money Supply
Including Official Money Supply of Public

Official Holdings Holdings of of Public (including Adjusted
But Excluding Currency Net of Pub. official estimate Money

Dollar Holdings and Official lic's Dollar of public's Supply of
of the Public Deposits 1 Holdings dollar holdings) Public

End of (1) (2) (3) (4) (5)

1939 ... 140.0 2.1 137.9 152.1 152.1
1940 ........ 151.7 1.8 149.9 169.3 169.3
1941 ........ 175.2 n.a. n.a. n.a. n.a.
1942 ............... 229. 7 6.9 222.8 260.5 260.5
1943 . 301.9 8.3 293.6 372.7 372.7
1944 ............. 445.1 12.6 432.5 552.6 552.6
1945 ........ 552.1 25.6 526.5 666.1 666.1
1946 ............. 663.4 25.6 637.8 784.2 784.2
1947 ......... ... 776.0 31.7 744.3 949.3 913.4
1948 ............. 758.9 13.9 745.0 1,038.6 940.8
1949 ............. 758.5 20.3 738.2 1,121.3 967.4

Allg. 1950 ............ 840.4 37.1 803.3 1,263.5 1,069.6

1 Since 1939. the Cuban Treasury bas bern required by la- to keep its funds outside the banks. The law
has apparently not always been strictly observed. Treasury deposits in the banks are not know,n, however,
except for 1950 when Treasury funds were deposited in the Central Bank.

SouRcrs: Column (I) See Table 86.

Column (2) Data supplied by National Bank.
Column (3) = (1) - (2).
Column (5) For basis of adjustment see text.

TABLE 94

ADJUSTED MONEY SUPPLY BY COMPOSITION 1946-1950
(Million Pesos/Dollars)

Money
Total Supply

Currency Money Including
and Coin in Money Supply Time Deposits
Circulation Supply Including and

Net of Net of Adjusted Adjusted Holdings
Dollars Total Dollars Dollar Dollar of Public
Held by Sight Held by Holdings Holdings Time Adjusted

Fnd of Public Deposits Public of Public ' of Public Deposits Dollar

1946 239.7 423.8 663.4 146.4 809.8 78.8 888.6
1947 285.7 490.3 776.0 169.1 945.1 95.8 1,040.9
1948 .. 303.3 455.6 758.9 195.8 954.7 102.9 1,057.6
1949 . . 306.8 457.7 758.5 229.2 987.7 102.8 1,090.5

Aug. 1950 . 307.4 533.0 840.4 266.3 1,106.7 114.3 1,221.0

1 It is assumed that the official estimate of the public's dollar holdings was not too unrealistic until 1947.
SoUrCr: See Table 86 and text.



CHAPTER 27

The Central Bank-Problems
and Opportunities

1. Introduction
A Good Start

The National Bank of Cuba-the new Central Bank-has been in active
operation since April 1950. The following chapter discusses its present posi-
tion and some of the problems it may have to face in the near future, in the
hope that this may contribute to public understanding of the issues involved.

The Bank has been well organized and conducted and already enjoys
influence and prestige. It was established under the following favorable
circumstances.

Favorable Circumstances
(1) It took over extraordinarily high international reserves from the

Cuban Treasury.
(2) Cuba has not yet been faced with a really serious problem of read-

justment, following the war and postwar inflation. Economic activity,
though somewhat reduced from the 1947-48 record level, has been
high during the last two years.

(3) The National Banking Act of December 1948 is conservatively framed.
In consequence, those in the business and banking community who
originally opposed the creation of a Central Bank have been willing
to support the new institution. At the same time the law contains a
number of flexible provisions, which offer scope for constructive
action.

(4) The present Cuban administration has not interfered with the con-
siderable measure of autonomy that the Bank enjoys.

(5) The marked improvement in the administration of public finances
during 1950 has greatly eased the Bank's task during its early months.

Other Favorable Factors
Three other factors have helped to make the Bank the focus for a new

and constructive approach to all of Cuba's economic problems. They are:
(1) The fortunate choice of the top officers of the Bank.
(2) The choice of operating personnel, whose ability, discipline and genu-

ine interest in their work has set a new standard for the Government
service.

(3) The energy and ability displayed in initiating all those activities
with which a new Central Bank can break new ground. Among these

546



TABLE 95

BALANCE SHEET OF THE CUBAN NATIONAL BANK ON SELECTED DATES

(Million Pesos/Dollars)

ASSETS
June 30 August 31 November 30

1950 1950 1950

International Assets
Minimum reserve in gold and foreign

exchange .............. ................. 136.1 137.7 134.0
Excess reserve in gold and foreign ex-

change ........... .................... 283.1 253.4 252.9
Silver coin (monetary value) .................. 80.0 75.2 64.9

Total International Assets ......................... 499.2 466.3 451.8
Subscription to International Monetary

Fund
In Gold ........... .................... 12.5 12.5 12.5
In Pesos ............. .................. 37.5 37.5 37.5

Internal Monetary Assets
Guarantee bond of Cuban State ....... .. 7.7 7.7 7.7
Cuban subsidiary currency ................... .1 5.6 5.7

Internal Credit
Acceptances, rediscounts and advances

to member banks ............................... 1.0 1.0 2.8
Advances to Cuban Monetary Stabili-

zation Fund ............................... 27.3 48.7 36.1
Advances to Cuban Government ........... - - 5.0
Investment in Cuban Government Bonds - 9.8 11.1

Total Internal credit ............................... 28.3 59.5 55.1
Other assets ........... .................... 1.8 4.4 8.6

Total assets ............................. .................... 587.1 593.5 578.9

LIABILITIES

June 30 August 31 No.vember 30
1950 1950 1950

International Liabilities
Dollar deposits of member banks ....... _ 51.2 43.1 52.8
Other dollar deposits ............................. - n 2.2
Peso obligations in favor of Interna-

tional Monetary Fund ......................... 37.5 37.5 37.5
Internal monetary liabilities

Note issue: Silver Certificates and Na-
tional Bank notes in circulation ........ 375.4 343.5 332.4

Peso deposits of member banks ............ 116.3 129.0 118.9
Official deposits ................................ - 21.5 21.0
Other deposits .................. ............ 1.7 13.8 8.8xx

Total liabilities ............... ............... 582.1 588.4 573.6
Capital

Series A Shares-
Cuban State .................... ........... 2.5 2.5 2.5

Series B Shares-
Member banks .............................. 2.5 2.5 2.5

Total capital ......... ..................... 5.0 5.0 5.0
Profit of current accounting period .......... _ 0.1* 0.2

Total liabilities .............. ................ 587.1 593.5 578.9

* Artootly; .049 million.
n Negligible.

xx.1 million in deferred obligations.
NOTE: Subtotals may not add because of rounding.
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are the creation of specialized credit institutions, the activation of the
government bond market, the reform or creation of technical bodies
in the administration, and the training of a research staff.

Major Conclusions

The broader issues of monetary and fiscal policy are discussed in Chapter
39-Monetary and Fiscal Policy. The major conclusions which emerge from
this discussion are:

(1) Monetary policy must be very flexible.

(2) To a large extent the National Bank must make its influence effective
by means of the new Agricultural and Industrial Credit Bank.

(3) Monetary policy must be closely coordinated with fiscal, wage and
commercial policy as well as with the general development activities
of the government.

2. The Present Position of the Central Bank

Significant Facts
From an analysis of the statistical material assembled in Tables 95 to 97,

the following main facts emerge:

(1) The international monetary reserves of the National Bank of Cuba
are extraordinarily high: they amounted to 88%o of the liabilities
subject to the minimum reserve requirement, even at the end of
November 1950, when exchange receipts were at a seasonal low.

(2) The creation of internal credit by the National Bank has so far been
very limited. On November 30, acceptances, rediscounts and advances
to member banks amounted to 2.8 million pesos, a temporary advance
to the Cuban Government to 5 million, and the portfolio of govern-
ment bonds to 11.1 million. In addition, the Central Bank had fur-
nished the Cuban Monetary Stabilization Fund with noninterest
advances of 36.1 million pesos which the latter had used to acquire
foreign exchange.

(3) The National Bank has begun the sale abroad of the silver peso coin
which used to back some of the silver certificates issued by the Treas-
ury. At the same time it has invested a good part of its gold and
foreign exchange reserves in the safest and most liquid types of
earning assets in the American market.

(4) Eighty per cent of the required dollar reserves held by the commercial
banks has been centralized by the National Bank; and the govern-
ment's peso and dollar accounts have been gradually transferred to
the new institution.



TABLE 96

INTERNATIONAL MONETARY RESERVES OF NATIONAL BANK OF CUBA AS PERCENTAGE OF ITS LIABILITIFS SUBJECT TO 25% MINIMUM RESERVE REQUIREMENT

(Million Dollars)

April 30 May 31 June 30 July 31 August 31 September 30 October 31 Noveruber 30
1950 1950 1950 1950 1950 1950 1950 1950

International monetary reserves of National Bank ...... 439.1 475.0 502.2 504.0 493.0 483.9 477.2 470.6

International liabilities ................. ..................... 17.7 53.2 51.2 45.7 43.1 41.1 45.7 55.0

Note issue . ...................................... 441.1 420.9 375.4 375.0 343.5 340.1 333.6 332.4

Deposit liabilities subject to minimum reserve ............ 25.6 58.6 118.0 131.1 164.3 161.3 161.2 147.7

Total liabilities subject to 25% minimum reserve
requirement ......... ............................. 484.4 532.7 544.6 551.8 550.9 542.5 540.5 535.1

Reserves as percentage of liabilities ..................... ...... 90.77 89.17 92.21 91.34 89.49 89.20 88.29 87.95

Required reserves .......... ............................ 25.00 25.00 25.00 25.00 25.00 25.00 25.00 25.00

Percentage excess reserves ...................................... 65.77 64.17 67.21 66.34 64.49 64.20 63.29 62.95

SOURCE: National Bank Of Cuba.
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As yet, the National Bank's operations have not had any really marked
effect on the reserve position of the commercial banks, except for the formal
transfer to the National Bank of four fifths of the 25% dollar and peso
reserves, which they are required to maintain against their deposit liabilities.
The operations of the Stabilization Fund have begun to prevent the temporary
seasonal dollar stringency, which some of the banks used to experience during
the fall of the year.

Constructive Steps
More important than these formal measures in strengthening the bases

of Cuba's banking system and capital market, have been the establishment of
an effective Bank Examination Department in the National Bank; the leader-
ship displayed by the Bank in activating the government bond market; and
the setting up of an Agricultural and Industrial Credit Bank.

In order to appreciate the significance of these moves it may be helpful
to review briefly some of the problems and potentialities which the Bank faces.

3. The National Bank and the Commercial Banks

Lender of Last Resort
The most basic function of a Central Bank is to act as a lender of last

resort to the commercial banks and to control total bank credit by influencing
their reserve position. As indicated in Chapter 28, The Commercial Banks,
during the period from 1921 to the beginning of World War II the Cuban
banking system consisted largely of the branches of foreign banks. These
foreign-owned branches were able to fall back on their head offices abroad
in case of bank runs and did not need a lender of last resort. This was particu-
larly true as long as Cuba was on the dollar standard and advances to the
branches by their head offices did not involve an exchange risk. The growth,
however, of the Cuban-owned sector of the banking system was retarded, by
the lack of a Central Bank.

Banking Examination Functions
The banking examination functions of the Central Bank are closely linked

with those as a lender of last resort. This is because the danger of a serious
banking crisis-in case of an unfavorable turn in the economic situation-
can be much reduced if speculative and dubious transactions by the banks can
be prevented during good times. This is important in Cuba, where the virtual
disappearance of the Cuban-owned banks in the sugar crash of 1920 was
partly due to unsound transactions, such as speculative loans to the bank
officers.

The National Bank has started to examine the commercial banks energetic-
ally. It has insisted that the many recently established small banks bring



TABLE 97

INTERNATIONAL RESERVES OF CUBAN NATIONAL BANK, APRIL-OCTOBER 1950
(Million Dollars)

April May June July August September October

Gold bullion ................................................................................................ .297.5 297.5 297.5 297.5 289.3 289.3 289.3
Gold coin .1.2 1.2 1.2 1.2 1.2 1.2 1.2
Gold contribution to IMF .12.5 12.5 12.5 12.5 12.5 12.5 12.5

Total gold .311.2 311.2 311.2 311.2 303.0 303.0 303.0
Foreign currency and coin 26.9 33.9 42.9 31.3 29.8 30.6 15.2

Sight deposits abroad 57.7 41.6 44.7 33.6 26.2 16.5 11.4
Time deposits abroad - 45.0 50.0 50.0 50.0 50.0 50.0
Interest receivable - - .1 .2 - .1 .1

Total foreign currency deposits .84.6 120.5 137.7 115.1 106.0 97.2 76.7

Serial bonds of IBRD.. - - 10.0 10.0 10.0 10.0 10.0
U. S. Treasury bills and commercial acceptances in U. S - - - 24.4 33.3 33.8 49.8

Cuban external debt .. - - - - .5 .5

Total investments abroadb... - - 10.0 34.4 43.3 44.3 60.3

Total gold and foreign exchange convertible into gold 395.8 431.7 458.9 460.7 452.31 444.5 440.0
Market value of 1 peso silver coin2 . 43.3 43.3 43.3 43.3 40.7 39.4 37.2

Total international reserves including dollars deposited by
commercial banks, public entities and others .439.1 475.0 502.2 504.0 493.0 483.9 477.2

Minus dollar deposits of banks, public entities and others .......... 17.7 53.2 1.2 45.7 43.1 41.1 46.6
Total international reserves of National Bank and Mone-

tary Stabilization Fund ............................................. 421.4 421.8 451.0 458.3 449.9 442.8 430.6

Dollar holding of Monetary Stabilization Fund3 . .5 15.6 27.3 43.1 48.7 35.3 35.7

1 This total exceeds the figure of 409.2 million dollars in column (6) of Table 86 by 43.1 Iillion which corresponds to the commercial banks' dollar deposits with the National Bank and is included
in column (8) of that table.

I The market value of the silver coin differs from their monetary value shown in the monthly balance sbeet of the National Bank and the estimated crst shown in Table 86 column (4).
a Dollars bought by the Monetary Stabilization Fund with advances fr.m the National Bank which are secured with the dollars. This item is not explicitly shown as an international asset on

the National Bank's balance sheet but rather under "internal credit" as a loan to the Stabilization Fund.

SouRcx: Data furnished by Economic Research Department of National Bank.
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their capital up to the minimum amounts required by the National Bank Act.
In one or two cases, where banks' portfolios were found to be largely frozen,
the National Bank has begun to carry out orderly liquidations.

Reserves of Member Banks

As pointed out before, advances to member banks and rediscounts by the
National Bank have thus far been negligible. This is not surprising because
virtually all banks operating in Cuba carry very substantial reserves in excess
of the 25%o required at present. In fact, excess reserves amounted to 82.3
million on August 31, 1950 and the effective cash reserves of the banking
system (cash in vault plus deposits with the National Bank and net foreign
assets) averaged 50.7%,' of all deposit liabilities.

In view of the difficulty that most of the banks have in making loans to
risks that they consider acceptable, there is no reason to think that the exist-
ence of these excess reserves will lead to a very substantial expansion of bank-
ing credit any more than it did during the war and postwar inflation. What is
likely to happen, however, is a relative expansion of loans and investments by
the Cuban-owned sector of the banking system. Some of these Cuban-owned
banks may, indeed, run out of excess reserves within a relativelv short time
and might then want to avail themselves of the Central Bank's rediscount
facilities.

Two Techniques

If the general economic situation should become such that the National
Bank wants to restrict commercial bank credit, the two techniques which
it will have to try to use-apart from raising the rediscount rate' and dis-
suading the banks directly from asking for advances-are open market
operations and the raising of the banks' reserve requirements against their
deposit obligations. The energetic activation of the government bond market
during the last year will make it easier for the National Bank to sell to
the commercial banks the government obligations it holds and its own stabili-
zation bonds.

The Bank will probably want to carry out such open market operations
before it increases the required reserves of the commercial banks, an action
that may become necessary only if the country should face an inflationary
situation which is being aggravated by an expansion of commercial bank
credit.

Problem of Treasury Bills

As will be shown more fully in the discussion on the commercial banks,
no real active money market at present exists in Cuba with uniform interest

I The rediscount rate has been set at 35,%, a level that tends to disousrage redisco.nts. In view of
present inflationary pressure, this move is to be welcomed.
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rates for similar types of advances. Rates differ significantly between in-
dividual contracts according to the personal standing of the borrower, the
type of collateral, and the size of the operation.

Under these circumstances, the issue of a fair volume of short-term gov-
ernment obligations-e.g., three month Treasury bills-would be useful both
to the commercial banks and to the Central Bank. Treasury bills would
afford a liquid, earning asset into which the banks could put their marginal
funds for short periods. Should the commercial banks feel the need to
strengthen their reserve position, they could sell the Treasury bills to the
Central Bank, which might be willing to acquire some of them, subject
to the statutory limit established in the National Bank Law,2 as well as
to the requirements of sound monetary policy.

As shown elsewhere, however, a lack of fiscal discipline and responsibility
has been characteristic of successive Cuban Governments. Under these cir-
cumstances, it seems unwise to activate a Treasury bill mnarket in Cuba in
the immediate future. This opinion is widely held by private bankers and
other financial leaders.

A Possible Solution
In the Mission's view, the National Bank may have an opportunity to

take constructive action to supply the commercial banks with a limited volume
of short-term paper without activating a Treasury bill market at this time.
It could issue short-term participation certificates against its portfolio of
government bonds as well as against its gold and foreign exchange holdings.
Since the Bank earns interest on its long-term government bonds and since
the interest it would have to pay to the banks on short-term participation
certificates could be much below the long-term bond rate, this operation
need not be unprofitable. Moreover, such action might be very desirable
even if it involved the Central Bank in some loss.

Two Unhelpful Attitudes
Two prevalent attitudes may hinder the Central Bank to some extent

in carrying out open market operations, and other measures designed to
affect the commercial banks' reserve position.

One is the excessive importance attached to the relationship between
the gold and foreign exchange holdings of the National Bank and its
monetary liabilities (note issue and deposits). As mentioned previously, the
National Bank's monetary liabilities are backed to the extent of 88% by
international reserves.

, The purchase of Treasury bills by the National Bank appears to be governed by the provisions of Article 52
which limit the Baok's odvoeres to the government to 8 per rent of the average government revenues io the
preceding five fiscal years.
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This relationship is a good indication of the fact that the Cuban peso
is a hard currency. But it is distinctly unhelpful as a guide to Central Bank
policy. For example, it would be most unfortunate-in a period of grave
inflation-if the public were to feel that the Central Bank could expand the
money supply "safely" because it has such high international reserves. It
would be equally unhelpful if the National Bank's attempt to offset a deflation,
brought about by export difficulties, were to be hindered by a feeling that
any large reduction in the gold and foreign exchange "cover" of its liabilities
constitutes a disaster. While traditional thinking on these matters is not
likely to change quickly, the Bank can contribute to the change through a
full public exposition of the reasons for its policies.

The other unhelpful attitude is the traditional belief that the effectiveness
of the Bank can be judged by its showing a profit at the end of the year.
While it is clearly desirable for the National Bank to operate as cheaply and
effectively as possible, there are important operations-such as the issue of
stabilization bonds-wvhich may involve it in bookkeeping losses.

For instance, a stabilization bond issue of 50 million pesos at 4% interest
would call for interest payments of about two million a year, a charge which
the National Bank could not readily meet at present without incurring opera-
tional losses. It is true that the National Bank Law provides that the
Treasury should assume such losses when the stabilization bond issues are
made by the Stabilization Fund. But the National Bank should not have to
depend on this provision.

4. Developing Specialized Credit Institutions

The Agricultural and Industrial Credit Bank
A most important function of a Central Bank in a country like Cuba

is to develop specialized credit institutions. In the absence of such institu-
tions the redirection of credit and the use of effective qualitative credit
controls would be very difficult because of the virtual absence of a real
money market. The need for such institutions and the organization and
functions of the recently created Agricultural and Industrial Credit Bank
are discussed in Chapter 29, Agricultural and Industrial Credit.

Under the law governing the new Agricultural and Industrial Credit
Bank, close policy control may be exercised by the National Bank. The
latter would thus have in effect a direct means of expanding or contracting
the total volume of credit even at times when its contact with the commercial
banks may be very limited.

By guiding the Agricultural and Industrial Credit Bank's policy, a clash
between the lending activities of the new institution and the over-all monetary
and credit policy of the National Bank can be avoided. Such a clash has
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often vitiated the policy of specialized credit institutions in other Latin
American countries. Working independently from the Central Bank, these
institutions have expanded credit at times when the Central Bank wanted
to restrict the over-all volume of credit, and have issued obligations which
Central Banks have often been "forced" to buy. In Cuba, however, legis-
lative safeguards if properly exercised might prevent such developments.

5. The National Bank as Government Banker and Adviser

Official Relations
Elsewhere in this Report, the Mission advocates the transfer of Treasury

balances and of funds administered by the Treasury to the National Bank.
In Chapter 33, The Government Bond Market, the National Bank's action in
helping the Cuban Government to place the first substantial internal issues
in many years is discussed in some detail.

It may be useful to discuss here the relations of the National Bank to the
government. The National Banking Act gives the Government a controlling
interest in the Bank's capital and the majority of the Board of Directors
are nominated by the Cuban President. The Bank is given a great deal
of administrative autonomy, and there is an explicit restriction on direct
advances by the Bank to the government. The wisdom of ensuring such
autonomy is self-evident.

Avoiding Extremes
In the Mission's view, relationships between the Central Bank and the

Cuban government should avoid two extremes. One of these would be the
subservience of the Central Bank to the Ministry of Finance and to the
Government. In this event, the National Bank would become more and
more committed to support certain short-term solutions based on political
expediency.

The other extreme would be for the National Bank to carry out mainly
routine operations, and to act as a passive adjunct to the private banks
rather than as their leader and controller and to make no positive contribu-
tion to such over-all economic policy objectives as development and diversi-
fication.

These extremes can be avoided if the bank continues to act as an advocate
of longer-term, truly national solutions. As such, its role as economic
adviser to the Government and as a focus of administrative reform and
economic research is crucial. By pressing for an integrated program of
tax and budgetary reforms, as well as for appropriate wage and commercial
policies, it should continually strive to avert a situation in which its inde-
pendence would be sacrified to solve short-term government budgetary
problems.
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A Delusion
This is particularly important at the present time because, as stressed

in the chapters on The Cuban Economy, Industry and Labor, economic
development is being hampered by a lack of cooperation between major
groups. Under these conditions, not only the politicians and labor leaders
who are politically interested in producing impressive short-term results, but
also many of those who desire economic advances-though they shun such
vigorous action as budgetary and fiscal reform ancl the improvement of
labor management relations-delude themselves that credit creation by the
National Bank to finance development offers an easy way out in itself.

Cuba's high international reserves and considerable margin of unused
economic resources give the National Bank considerable scope. But, for
its actions to be effective, forceful and constructive policies in other fields
are essential.

Open Market Operations

The National Bank's operations in the market for government obligations
offer great promise of important results. But, if they are not wisely and
moderately carried out, they may lead to a loss of autonomy and freedom
of action. The limited purchases by the Bank of government bonds from
the social security funds, may well have been an essential precondition for
the success of the govermnent's internal loan issue of August 1950, and as
such were justified. Normally, however, the Central Bank's operations, in
the government bond market, should be confined to purchases and sales
sufficient to preserve "orderly conditions" to give the bonds a fair degree
of marketability by preventing unduly violent price fluctuations.

Any such action by the Central Bank must be subject to the over-all
monetary policy which seems most appropriate at the time. For example,
in the economic situation of 1950, the National Bank could safely acquire
or guarantee a greater volume of government obligations than might be
appropriate at a time when inflationary pressures are stronger. These matters
call for acumen and a high sense of responsibility on the part of the Bank,
especially as, under Article 48, Sub-section 16 of its organic law, it is
allowed a great deal of flexibility in its open market operations.

6. The National Bank and the Peso Exchange Rate

Exchange Operations
With the creation of the National Bank and the virtually complete in:

tegration with its operations of the Cuban Monetary Stabilization Fund, for
the first time Cuba has a well-conceived instrument to maintain the exchange
value of the peso. At the same time the National Bank has become the custo-
dian of the country's centralized international reserves.
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By the National Bank Act of 1948 the Fund is given potentially far-
reaching controls over exchange operations.3 At the present time, exporters
are required to turn over to the Fund for exchange into pesos at par, an
amount of foreign exchange not exceeding 30% of the price in Cuban ports
of the exported product.

The main reasons why the 30% provision is at present being kept in
effect-even though Cuba's international reserves are high and growing-
are:

(1) A desire to keep the administrative machinery intact.
(2) The fact that the Cuban public and banks have been used to the

system for the last eleven years.
(3) The Stabilization Fund serves a distinctly useful purpose in the

distribution of foreign exchange between different banks, since
normally a few of the banks acquire the bulk of export exchange
receipts while imports are financed by virtually all of them. The
official buying and selling rate for dollar exchange has been set
by the Banco Nacional de Cuba at 1/128% on either side of par.

Powers of Stabilization Fund
Under the National Bank Act, the Stabilization Fund, with the approval

of the Executive, can increase the percentage of export exchange to be sur-
rendered up to 100% and can also regulate some or all foreign exchange
transactions. It is further empowered to allocate exchange for various pur-
poses. As for maintenance of the exchange rate at par, the National Bank
Act requires its maintenance only with respect to exports and essential imports.

The international reserves centralized in the Cuban National Bank and
those available to the commercial banks are at present very high, and Cuba's
balance of payments prospects during the next few years seem favorable.
And the types of monetary, fiscal, wage and commercial policies which may
enable the country to avoid the need for controls on foreign exchange trans-
actions, or to depart from the dollar-peso parity are outlined in Chapter 39
-Monetary and Fiscal Policy.

7. Technical Problems

In the field of monetary and exchange policy, the National Bank at
present is faced with a number of technical problems.

Tax on the Export of Money
As pointed out in the Note on the Cuban Money Supply in Chapter 26,

The Cuban Monetary Background, and in other parts of the Report, dollar

3 However, the provisions of the law do not go to a marked extent beyond various regulations in existence
since 1939 when the Stabilization Food was first oreated.
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bills have been widely used in recent years for all types of transactions
which would normally pass through banking channels. Among the most
significant examples are expenditures by Cuban tourists in the United States,
and the transfer of capital abroad.

As a result, the Central- Bank is at present in no position to know how
great the active money supply in Cuba actually is, and-even more im-
portant-to what extent the Cuban public maintains a private exchange
buffer of its own. Without such knowledge, all decisions on the expansion
or contraction of internal credit, and on the effects of variations in exchange
receipts and sales, have to be made without exact and essential monetary
information.

There can be little doubt that the main reason for this undesirable situa-
tion is the existence of the two per cent tax on the export of money (four
per cent to enemy countries of World War II) which cannot be effectively
enforced. Not only has this tax been widely evaded, but it has also discouraged
foreign capitalists from transactions, useful to Cuba, which would yield only
a small profit; and it has caused a small dollar premium in relation to the
peso, for funds smuggled to the United States. The tax applies to the
exportation of exchange for imports and all other payments; and to the
exportation of all merchandise-including sugar-as well as securities.

Effects of the Tax
In the case of exports of commodities and securities, however, the two

per cent tax is refunded if the exporter proves to the satisfaction of the
authorities that the proceeds have been returned to Cuba within 180 days.
Since Cuban exporters are also among the most important savers, who like
to invest a part of their funds abroad, many of them have been returning
their export proceeds to Cuba through banking channels, but have been
taking them out again in the form of dollar notes to build up their accounts
in the UInited States. Some of them are selling these accounts to other Cubans
at a premium of from one to one and one half per cent.

The Mission heard of several cases in which individuals had taken $100,000
in notes to New York, spent an enjoyable and expensive week-end and, after
paying for plane fare, had ended up with more money left in the bank than
if they had transferred the money through banking channels, which would
have cost $2,000.

For these reasons the Mission feels that the two per cent export tax in its
present form should be discontinued. It is well known that 80% to 90% of
its yield, which has amounted to about 10 million pesos in recent years, is
derived from transfers of exchange to pay for merchandise imports. It seems
most appropriate, therefore, to replace it by a moderate import surcharge,
yielding a similar amount.
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Shift to a Full Peso Basis

Other important problems which the Bank will have to face in the near
future are associated with the final shift to a fully independent monetary
system. In 1951, the Cuban peso will become sole legal tender for most
transactions in Cuba. Thus, the dual monetary system under which the
United States dollar and the Cuban peso both enjoy legal tender status will
come to an end under Articles 95 to 98 of the National Bank Act of Decem-
ber 1948.

In order to understand the extent to which this is likely to affect institu-
tions such as the commercial banks and insurance companies as well as the
general public, the following facts should be recalled:

Cuba was virtually on a dollar basis from the beginning of the century
until 1932. It is true that prior to 1914 Spanish and French silver coins
were widely used for local trade, and that in 1914 a Cuban gold peso was
introduced. But, as far as most business and international transactions were
concerned, the United States dollar was the only effective currency. In 1932,
the Cuban Government began the issue of silver pesos, using the resulting
seigniorage as a source of revenue. These silver coin issues were followed
by issues of peso certificates backed by silver with the result that, by 1935
Cuba was effectively on a dual monetary system. In fact, the silver peso
had become the predominant currency used for domestic transactions and
after August 1934 both the peso and dollar enjoyed legal status-i.e., all
contracts were dischargeable in the currency stipulated.

Legal Tender Law of 1939

During 1938 and 1939, an overissue of silver certificates, combined with
an unfavorable turn in Cuba's balance of payments, drove the peso to a
substantial discount in relation to the dollar. One of the measures taken by
the Cuban authorities in an attempt to reduce the discount was the legal
tender law of July 10, 1939.4 This law invalidated the distinction between
pesos and dollars in the discharge of most domestic obligations and made
the peso legal tender for the discharge of new as well as old dollar contracts.
The creditors thus faced a potential loss in the case of old contracts.

However, the following types of operation were exempted from the law:
(1) operations in connection with exports; (2) dollar deposit liabilities of
the Banks; (3) the certificates of the Government's dollar bonds; (4) opera-
tions originating from imports; (5) credit transactions in connection with
imports; (6) exchange operations and remittances abroad; (7) loans secured
with stocks and bonds in foreign currencies; (8) loans on products to be
exported; and (9) dollar overdrafts.

4 G,"t, Oficiol, July 10, 1939, amendment to la,, 410 of August 10, 1934.
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Limited Effects

This law did not at first have the far-reaching effect that might have been
expected. The reasons were as follows:

It excluded most international transactions where dollar contracts are of
particular importance. Many dollar obligations were frozen under the various
mortgage moratoria.5 Most important of all, many dollar debtors refused to
avail themselves of their legal right to repay in pesos because they wanted
to preserve their credit standing with the banks.

Over the last 11 years, however, and particularly since 1947-when it
became clear that the final switch to a full peso standard was only a question
of time-a reduction in the dollar assets and liabilities of the banks has
taken place. As shown in Chapter 26-The Cuban Monetary Background-
there have been sizeable withdrawals of their funds by owners of dollar
deposits as well as a switch, encouraged by the banks, from dollar to peso
deposits. The banks have adopted a definite policy of limiting the volume
and number of new dollar loans, confining them as much as possible to the
financing of international transactions.

Though the provisions of Articles 95 and 98 of the National Bank Law
do not differ significantly in their immediate effect from the legal tender law
of July 1939, they go further by making the Cuban peso sole legal tender
one year after the start of operations by the National Bank. Substantially
the same types of transactions as heretofore are exempted by the new legal
tender provisions.

Problems of Institutions

Owners of dollar deposits will have the right to demand payment in
dollars, even after the dollar ceases to be legal tender for most transactions.
It is clear, therefore. that the contmercial banks will have to be able to hold
a volume of dollar assets substantially equal to their dollar obligations, other-
wise they would be forced to shoulder an extraordinary exchange risk. Since
the scope for making dollar loans in Cuba-while enjoying exemption from
the legal tender provisions of the National Bank Act-is likely to be quite
limited, the banks will have to invest some dollars abroad if they are profit-
ably to employ the funds put at their disposal by the depositors.

They are allowed to do so at present, but fears persist that they may not
be able to do so in the future. Most of the insurance companies are in a
somewhat similar position. A major part of the premiums received in the
past were paid in dollars and the companies seem to consider that the obli-
gations arising from these premium payments will continue to be full dollar
obligations. Unless they are specifically freed from future dollar payments,

6 See Chapter 32 Market for Real Estate.
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the workings of the legal tender law would expose them to an exchange risk,
unless they were also permitted to hold a matching volume of dollar assets.

Need for Clear-cut Decisions
In the case of both the banks and the insurance companies, there is a

great need for clear-cut, interpretive rulings when the peso becomes sole legal
tender. In the Mission's view, the Cuban Government should follow Mexico's
example and adopt the following solution which was warmly praised by a
group of United Nations economic experts:6

(1) Investments in dollar assets should be permitted to institutions, such
as the banks and insurance companies which have continuing dollar liabilities
after the legal tender provisions of the National Bank Law are put into effect.
To the extent that these dollar assets are investments abroad, they should be
exempted from the tax on the export of monev, and the tax on investment
abroad.

(2) The Cuban Government or National Bank should consider making
dollar issues, which could be taken up by the banks and insurance companies.

6 See United Nations Economic and Social Council St.dy on Methods of Financing Economic Development
of Unde7developed Co..tries, December 16, 1949, pp. 86, 87.



CHAPTER 28

The Commercial Banks

1. Size and Structure of the Present Banking System

A Significant Change
The structure of the Cuban commercial banking system has been undergo-

ing a change of some significance in the last ten years. The most striking aspect
of this is the return of Cuban-owned banks to a position of real importance.

From the time of the great sugar slump of 1920 until the outbreak of
World War II, the branches of foreign banks held a dominant position in
the commercial banking field. This is dramatically illustrated by the following
table:

TABLE 98

DEPOSITS OF COMMERCIAL BANKS OPERATING IN CUBA ON SELECTED DATES
(IMillion Pesos/Dollars)

All Banks Cuban-Owned Banks Foreign Banks

Total Amount As % of Total Amount As % of Total

June 30, 1920 440.7 352.5 80.0 88.2 20.0
Dec. 31, 1921 80.0 24.8 31.0 55.2 69.0
Dec. 31, 1929 222.4 56.4 25.4 166.0 74.6
Jan. 31, 1939 138.9 23.3 16.8 115.6 83.2
Sept. 30, 1949 573.0 233.0 40.7 340.0 59.3
Aug. 31, 1950 ... 647.6 294.5 45.5 353.1 54.5

SoIRcEs: 1920, 1921. 1929: H. C. Wallich, op. cit., p. 22, Table 3.
1939, 1949: Cuban Treasury.
1950: Banco Nacional Montbly Bulletin.

As shown there, the percentage of total deposits held in Cuban-owned banks
fell from 80 to 31 between June 1920 and December 1921. Since, in the
early thirties, some more Cuban joint stock banks were forced to close, bv
1939 83.2% of total deposits were held by the foreign banks.

By the end of August 1950, however, Cuban-owned banks accounted for
as much as 45.5% of total deposits as against 54.5% held by the foreign
banks, and there were two other indications of the same trend: Cuban-owned
banks held 47.7% of total banking assets and had granted 44.4% of all
outstanding loans.

Branches Re-established

One of the significant consequences of this renewed importance of Cuban-
owned banks has been the partial re-establishment of the extensive network
of branches which had covered the island before the three greatest Cuban-
owned institutions were closed after the 1920 crash.

562
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There can be little doubt, in retrospect, that in the years 1919 and 1920,
Cuba was seriously over-banked. For the 19 domestic banks which went
under in the 1920 crisis are said to have operated as many as 334 branhces.1
In the early thirties, on the other hand, there were 50 to 60 branches of
foreign banks in the island with only a few more operated by Cuban-owned
banks. The present position can be seen from Table 99 which shows that 56
banks with 155 branches were registered with the Examination Department of
the National Bank of Cuba at the end of September 1950. Of these, six
were foreign-owned: the National City Bank of New York, the Chase National
Bank of the city of New York, the First National Bank of Boston, the Royal
Bank of Canada, the Bank of Nova Scotia and the Bank of China. These
six foreign banks maintain 34 branches in Cuba, while the 50 Cuban-owned
banks operate 121 branches.

I P,oble-s of shc N-o Cacbs, Foreign Policy Association, p. 342.

TABLE 99

NUMBER AND LOCATION OF COMMERCIAL BANKS AND THEIR BRANCHES IN CUBA

AT THE END OF SEPTEMBER 1950

Province Head Offie Branches Total

Pinar del Rio . . . 2 8 10
Habana Province outside the City

of Habana ............................................... 3 12 15

City of H avana ............................................... 32 32 64
M atanzas .............................................. . 5 12 17

Las Villas ....... ........................................ 5 21 26

Camaguey .................. -..... .................. 4 31 35

Oriente ............................................... 5 39 44

Total ..... ........... ........ .... 56 155 211

SouRcr: Ex-mination Department of the National Bank of Cuba.

Two Groups of Cuban Banks

The Cuban-owned banks, however, fall into two distinct groups: the nine
larger banks which belong to the Habana Clearinghouse, and accounted for
42.1% of the total assets of all banks in Cuba at the end of August 1950;
and the 41 minor banks that accounted for only 5.6%. Together with the
foreign banks the nine major Cuban-owned banks are responsible for the
great volume of commercial and sugar loans on the island. The small Cuban-
owned banks, on the other hand, cater to some of the credit needs in the
provinces.

On the whole there can be little doubt that as far as the large and medium-
sized urban centers in Cuba are concerned, the physical availability of bank
offices is not unsatisfactory at the present time.
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A Healthy Development

Three developments seem to have created the pre-conditions for the
recent growth of the Cuban-owned banking sector:

First, the great liquidity which resulted from the war and postwar
booms, and the prosperous conditions associated with the record sugar
exports of recent years.

Second, the gradual shift from the dual monetary system to the peso
system which has tended to restrict the expansion of the business of foreign
banks.

Third, the creation of the National Bank, which has given the Cuban-
owned banks a greater degree of confidence, because they no longer feel
without substantial backing in the event of a banking crisis.

These were the pre-conditions of growth. Since, too, banking has been
profitable during these years of prosperity and plenty of personnel have
been trained in the foreign banks in modern banking techniques, the field
was both attractive and available to Cubans and the opportunity has not
been missed. This emergence of the Cuban-owned banks to a position of
greater strength and importance has been welcomed by all wise foreign
bankers and is undoubtedly a healthy and desirable development.

There is a marked difference in aggressiveness between the Cuban banks
established prior to World War II, and some of the banks that have grown
relatively rapidly in recent years, such as the Trust Company of Cuba.2 It
may be of interest, therefore, to examine for a moment the condensed state-
ments of the Trust Company of Cuba assembled in Table 100, which show its
growth between the end of 1944 and 1950.

The rather spectacular increase in deposits from 10.2 to 40.6 million dollars
between the end of 1944 and 1948 reflects the influence on the growth of
the new banks of the prosperity and liquidity of the Cuban economy. Deposits
rose sharply during 1949 largely because the Trust Company acted as
trustee for the Veteran Bond issue which was made by the Cuban Govern-
ment at the end of that year. The fact that the new National Bank of Cuba
was about to begin operations undoubtedly helped the management of the
Trust Company in its decision to take a leading part in developing the gov-
ernment bond market at this time.

During 1950 the rather rapid expansion of the bank's assets and deposits
reflects the acquisition of 15 branches in the provinces, as well as partici-
pation in the placement of the 1950 government bond issues.

While the growth of this institution and of some of the other new Cuban
banks has been rapid, there is every indication that it has proceeded on a
sound basis and that any new crisis is not likely to expose the Cuban-owned

The Trust Company of Cuba was founded in 1905, but was cdosed down from 1920 to 1944.



TABLE 100

CONDENSED STATEMENTS OF TRUST COMPANY OF CUBA

(Million Pesos)

Dec. 31, 1944 Dec. 31, 1945 Dec. 31, 1946 Dec. 31, 1947 Dec. 31, 1948 Dec. 31, 1949 Dec. 31, 1950

Total Assets ............................. . . . . .............................................I ........ 11.1 21.9 34.7 45.2 46.8 76.2 103.1

Cash .8.2 16.2 20.6 21.2 26.0 51.5 51.7

Loans .1.4 3.2 7.7 11.0 14.2 12.4 25.0

Investments .. 9 .3 1.3 1.2 1.5 6.5 17.7

Letters of credit-cuistomers liability and acceptances .3 2.0 4.8 5.2 4.5 4.8 1.7

Other assets .. 3 .2 .3 .6 .6 1.0 5.0

Total Liabilities .11.1 21.9 34.7 45.2 46.8 76.2 103.1

Capital and reserves .. 5 1.2 1.3 2.0 2.3 3.4 5.5

Deposits .10.2 18.6 28.4 37.7 40.6 68.9 95.7

Letters of credit-per contra and acceptances .. 3 2.0 4.8 5.2 3.6a 3.5a 1.7

Other liabilities .. 1 .1 .2 .3 .3 .4 .2

a Excludes a-ccptances in loas portfolio.

SotrtcE; Published balance sheet of Trust Company of Cuba.
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sector of the banking system to anything like the strain which faced it in 1920
with ultimate disaster. According to all indications, then, recent years have
brought to Cuba not only a new National Bank but also a substantially new
phase in Cuban banking.

2. Characteristic Features of Banking System

Three Salient Features
In subsequent pages a considerable mass of statistical data has been

assembled which concerns the Cuban commercial banking system and the
trend of various other indices over the last 15 years. Even a cursory examina-
tion of this mass of material brings out the following salient features of the
present Cuban commercial banking system:

1. The very strong reserve position.
2. The relatively limited loan expansion of recent years.

3. The seemingly restricted nature of credit operations, both as to the
term of operations and the destination of loans.

An analysis of these characteristics of the banking system follows, and
there is also a general discussion of the banks' policy with considerable
reference to its underlying causes.

3. Reserve Position of the Banks

Strong Reserves
As shown in Table 101, since the middle thirties the Cuban banking system

has had a very strong reserve position. In this connection it may be recalled
that while the Cuban commercial code for many years contained a provision
requiring commercial banks to maintain a cash reserve of 25% against their
deposits, this was not actually enforced by the Cuban Treasury until 1938.

As it happened, most of the banks had just about reached this level of
cash reserves by 1938 because the increasing importance of peso deposits
had induced them to build up their peso balances. This was in sharp con-
trast to the situation in the crisis times of the early thirties, when the banks
operating in Cuba, mostly foreign-owned, were relying rather heavily on help
from their head offices and from the agencies established in Cuba by the
Federal Reserve Banks of Boston and Atlanta. By the end of 1939, the ratio
of cash in vault to deposits had reached 39% and during the war years it
rose well above 50,%.

The present position is illustrated in Table 102 which shows that on
August 31, 1950, all banks operating in Cuba held reserves of 37.4% against
their total deposits. It is noteworthy that a high reserve position was main-
tained by both the foreign and Cuban-owned banks, and as much by the
minor as the major Cuban banks.



TABLE 101

CASH RESERVES AND NET BALANCES ABROAD OF MAJOR BANKS OPERATING IN CUBA

(Million Dollars/Pesos)

Ratio of
Readily

Reserve Readily Available
Ratio Net Available Cash

Cash Total Required Excess (Cash: Balan-eo Cash Resources

End of Year Reserves Deposits Reserves a Reserves a Deposits) Abroad Resources b to Deposits

(1) (2) (3) (4) (5) (6) (7) (8)

1921 .. 42.7 80.0 53.4 n1.a.
19 1 .. ..................................................... 4 . 0 05 . ia

1923 . .54.3 136.7 39.7 n.a.

1926 . .28.5 167.6 17.0 n.a.

J930 19.6 144.7 13.5 -32.8

1932 15.0 103.3 14.5 -29.7
t9 5 ........................................................ 25 31 943 1 9.

t935 .. ,,, ,,25.3 109.4 23.1 - 9.3

1936 ............................. 32.0 130.1 24.6 23.8 55.8 42.9

1937 .. ........................... 34.0 138.7 24.5 20.2 54.2 39.1

1938 . .. ........................................ 48.1 139.0 34.6 5.3 53.4 38.4

1939 ............................. 50.5 128.1 32.0 18.5 39.4 - 6.7 43.8 34.2

1940 ............................. 41.3 128.8 32.2 9.1 32.1 4.0 45.3 35.2

1941 , 40.7 139.2 34.8 5.9 29.2 22.4 63.1 45.3

1942 ............................. 83.9 187.0 46.8 37.1 44.9 58.9 142.8 76.4

1943 ............................. 138.4 261.2 65.3 73.1 53.0 30.9 169.3 64.8

1944 . .. ........................... 198.1 370.9 92.7 105.4 53.4 67.0 265.1 71.5

1945 ............ ................. 229.5 432.8 108.2 121.3 53.0 74.8 304.3 70.3

1946 ............................. 225.2 502.5 125.6 99.6 44.8 96.3 321.5 64.0

1947 .............. ............... 269.4 586.2 146.6 122.8 46.0 111.0 380.4 64.9

1948 ............ .. ............... 218.4 558.5 139.6 78.8 39.1 119.9 338.3 60.6

1949 ............ .. ............... 228.7 554.5 138.6 90.1 41.2 108.6 337.3 60.8

1950 (Ang.) ....... ............................. 233.2 612.2 153.1 80.1 38.1 80.7 313.9 51.3

u 23% resmrve recqireme,t not enforced before 1938.

b After 1935.
Souncr: 1921-1937: Henry C. Wallich, op. cit. Tablc 13, 1937-50: Banco Nacio-al.



TABLE 102

CONSOLIDATED BALANCE SHEET OF CUBAN BANKING SYSTEM AS OF AUGUST 31, 1950
(Million Pesos/Dollars)

Major Small
All Foreign Cuban IS Major Cuban Cuban

Account Banks Banks Banks Banks Banks Banks

ASSETS:
Cash in vault . .......... 76.8 39.7 37.1 71.0 31.3 5.8
Deposits with National Bank .................................,,, ..... 171.5 95.2 76.3 162.2 67.0 9.3

Total cash reserves .................... , ............ 248.3 134.9 113.4 233.2 98.3 15.1
Deposits with foreign correspondent banks and head offices

abroad ....... , , 88.2 61.3 26.9 86.9 25.6 1.3
Loans and discounts. 250.6 139.4 111.2 236.1 96.7 14.5
Investments .................... ..... . . . . ........ 58.3 4.7 53.6 57.8 53.1 .5
Other assets . , , , , , . ............. 138.2 69.6 68.6 125.5 55.9 12.7

TOTAL ASSETS., , 783.6 409.9 373.7 739.5 329.6 44.1

LIABILITIES:
Capital and reserves . 26.1 5.5 20.7 21.9 16.4 4.2
Deposits (non-bank) -

Siglht .. , ,,,, 526.6 295.1 231.5 497.9 202.8 28.7
Savings .121.0 58.0 63.0 114.3 56.3 6.7

Total .647.6 353.1 294.5 612.2 259.1 35.4

Interbank deposits-
Of foreign banks and hcad office 6.2 4.8 1.4 6.2 1.4 -
Of local banks. ............ , 10.1 8.9 1.2 10.1 1.2 -

Total deposits .663.9 366.8 297.1 628.5 261.7 35.4

Other liabilities .93.6 37.6 55.9 89.1 51.5 4.5

TOTAL LIABILITIES 783.6 409.9 373.7 739.5 329.6 44.1

25% required reserves against deposits 166.0 91.7 74.2 157.1 65.4 8.9
Actual reserves. 248.3 134.9 113.4 233.2 98.3 15.1

Excess reserves .823 43.2 39.2 76.1 32.9 6.2

Reserves as percent of total deposits .37.4 36.8 38.2 37.1 37.6 42.7

SorrcE; Computed efrmn Aogust 31, 1950 Butlletin of the Cuban National Bank.
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Readily Available Cash Resources

For the purpose of judging the over-all liquidity of the Cuban banking
system, it is of interest not only to relate cash in vaults to deposits but also
to appraise the relationship between total deposit liabilities and readily
available cash resources, including net deposits abroad which can be brought
to Cuba at very short notice. This is done for the banking system as a
whole in Table 103 which shows that all banks together had readily available
cash resources which represented 50.7% of all deposit liabilities at the end
of August 1950. The range of differences between the various groups of
banks is not very significant. The foreign banks held readily available cash
resources that amounted to 53.5% of total deposits, the major Cuban-owned
banks 47.3% and the small Cuban banks 46.3%.

Causes of High Liquidity
Both the foreign and Cuban-owned banks have often been the subject of

criticism which reflected a good deal of public misunderstanding of the under-
lying reasons for their high liquidity. With some degree of over-simplification,
it may be said that a banking system such as Cuba's which operated on the
dollar standard prior to 1933 and on a double monetary standard after that
in which the dollar and silver peso were freely convertible with each other,
was faced with the following dilemma:

By conservative management the system could 4splay a high degree of
liquidity but, on the other hand, could enjoy a record of virtually perfect
solvency since 1920. Alternatively, it could be considerably more venture-
some, but at the risk of periodic insolvency for the domestic banks and of
substantial losses for the branches of the foreign banks operating on the
island.

The crash which followed the sugar boom of 1920 revealed what disas-
trous consequences a venturesome but unsound extension of loans-such as
that which took place during the early part of that year-could bring about.
Virtually all Cuban-owned banks had to close down with the exception of
such private banks as N. Gelats which had managed their operations con-
servatively, taking into account the volatility of the sugar price and the great
danger of making loans based on inflated values.

This crash taught those Cuban bankers who survived it a lesson in con-
servatism which has never been forgotten. As for the foreign banks, they
suffered certain losses in this crash and further losses during the repeated
sugar crises of the late twenties and early thirties. They were also very un-
favorably affected by the various moratorium laws.

The Fate of Sugar
There is an even more basic cause for the high liquidity of the banking

system. This is that the sugar crises of the twenties and early thirties con-



TABLE 103

EFFECTIVE RESERVE POSITION OF CUBAN BANKING SYSTEM ON

AUGUST 31, 1950
(Million Dollars/Pesos)

Major Small
All Foreign Cuban 15 Major Cuban Cuban

Banks Banks Banks Banks Ranks Banks

Cash in vaults and deposits with National Bank . ................ 248.3 134.9 113.4 233.2 98.3 15.1

Deposits abroad ............................................... 88.2 61.3 26.9 86.9 25.6 1.3

Readily available cash resources . ........................ ..... 336.5 196.2 140.3 320.1 123.9 16.4

Required reserves ....................... ....... ................ 166.0 91.7 74.2 157.1 65.4 8.9

Effective excess reserves . ...................................... 170.5 104.5 66.1 163.0 58.5 7.5

Deposit liabilities ......... ....................................... 663.9 366.8 297.1 628.5 261.7 35.4

Readily available cash resources as a per cent of deposits .... 50.7 53.5 47.2 50.9 47.3 46.3

Sounc:: Monthly balance sbeets of National Bank.
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fronted both foreign and Cuban bankers with the dilemma that all commit-
inents made in Cuba-no matter how well the risk may seem to be spread-are,
in fact, commitments which depend upon the fate of sugar in the international
markets and that there is no way in which this risk can be diversified. In the
absence of a lender of last resort, it is therefore easy to understand why the
Cuban banking system had to operate-and continues to operate-with sub-
stantial reserves. As a matter of fact, under such conditions a cash reserve
of 30% to 50(% does not seem to have been particularly excessive.

Reserves During the War

Certain technical factors were also responsible for the particularly high
cash reserves during World War II. One was the great liquidity of the
public brought about by the export boom that doubled and tripled the money
supply within a few years. Another was the imposition in 1943 of a .15%03
a month tax on balances held abroad. This tax forced the banks and insurance
companies to bring home a considerable part of their reserves. But since
the supply of first-class loan risks was necessarily limited, the law which
imposed the tax on balances abroad resulted in most cases simply in an increase
of the excess reserves held in Cuba.

The banks undoubtedly performed a real service to the Cuban economy
by keeping such high excess reserves during the years 1940-50 because thus
bank credit expansion in Cuba was not superimposed on the already phenom-
enal expansion of the money supply brought about by the very active balance
of payments.

As shown in Table 104, the expansion of the money supply of bank credit
origin was actually negligible between 1939 and 1945 and it was only with
the great rise in imports, following the end of World War II, that bank
credit expansion assumed significant proportions. With the renewed infla-
tionary trends in Cuba during the last few months, the highly conservative
attitude of the banks is a distinctly helpful element in the fight against infla-
tionary pressures.

4. Volume of Commercial Bank Loans

Volume versus Activity
One admittedly crude-but not uninteresting-way of attempting to

evaluate the extent to which a banking system is serving the needs of its
economy is to compare changes in the volume of bank loans with indices
of economic activity.

This has been attempted for the Cuban economy in the table which is
presented below. In this the bank loans made by the principal Cuban banks

8 This ta: ,sas lowered to .08% in Msreh 1950.



TABLE 104

BANK LOANS, MONEY SUPPLY, NATIONAL INCOME AND VARIOUS BUSINESS

INDICES FOR SELECTED YEARS

(Million Dollars/Pesos)

Money
Supply Estimated
of Bank Value of

Bank Moncy Credit National Sugar
Year Loans Supply a Origin Income b Exports Crop Imports Clearings

1920 ............... 285.9 n.a. n.a. 1,191.0 794.0 999.9 557.0 (C)

1924 ... . . . . - 283.7 n.a. 783.0 434.9 352.3 289.9 1,064.6

1930 .. .. 163.6 160.9 110.1 517.0 167.4 128.7 162.5 750.0

1932 . .... 112.4 110.1 83.3 283.0 80.7 41.4 51.0 250.3

1937 .. ...... .. 69.2 149.5 33.3 614.0 186.1 117.2 129.6 676.2

1939 . . .............. 69.1 154.2 43.0 488.0 147.7 92.0 105.9 662.9

1944 ... ..... .......... 88.0 565.2 43.8 1,212.0 427.1 230.6 208.6 1,280.7

1945 ... .. ......... . 110.7 691.7 55.0 1,155.0 409.9 227.2 238.9 1,407.7

1946 . . .................... 161.9 809.8 102.3 1,353.0 534.6 305.4 300.4 1,840.2

1947 ... ..... ..... ... 174.4 981.0 109.9 1,814.0 772.7 610.4 519.9 2,321.9

1948 . . .............. 195.2 1,052.5 117.3 1,816.0 724.1 550.0 527.5 2,540.4

1949 . . ..................... 191.8 1,141.6 114.4 1,656.0 593.2 493.8 451.4 2,298.5

August 1950 . ........ ..... ... 236.1 1,300.6 184.0 1,800.0(e) - - - 2,450.0(d)

a Including dollars in the hands of the public.

b Including income of nonresidents.
c Clearinghouse not yet established.
d Estimated annual rate.
Soucxc: Various tables in text.
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during the last 30 years are set side by side with such measures of activity
as national income, exports, the estimated value of the sugar crop, the value
of imports and bank clearings.

A Passive Element

The outstanding feature of this table is that while the volume of bank
loans has followed the money supply and the measures of real activity down
in the depression and up in the booms which have been characteristic of
Cuban economic development in the last 30 years, the changes in the volume
of bank loans seem to have been considerably smaller than those of the
measures of real activity. That the banking system should have been a
passive element in the ups and downs of the Cuban money supply and of
real activity on the island-at least as far as the World War II and postwar
booms are concerned-is in sharp contrast to developments in most other
Latin-American countries.

Dilemma of the Banking System

This is a characteristic of the Cuban situation which deserves to be
emphasized. In view of the structural crisis of the Cuban economy, however,
which lasted from 1925 to the beginning of World War II and which empha-
sized the great need of the country to supplement its dominant export
industries with new agricultural and industrial activities, it is not surprising
that this passive role of the banking system has met with strong criticism.

Basically the Cuban public has wanted the banking system to do some-
thing for which it was ill-equipped, namely, to act as a development agent.
The dilemma facing the Cuban banking system in this respect has been
described by Mr. Henry C. Wallich4 as follows:

"Private and Social Costs"

"This leads to a reflection regarding a basic dilemma of Cuban
credit conditions. The risk of many types of credit is so high that
only an exorbitant risk premium could cover it. There is, of course,
some premium that will cover any kind of loss ratio, but banks cannot
charge such rates. Moreover, a bank usually prefers to pass by cer-
tain types of potentially highly profitable business rather than run the
risk of finding itself involved in litigation, foreclosure, and other
inconveniences. Hence, the conclusion may have to be faced that the
credit that can safely be given within the range of practicable risk
premia is insufficient, at certain times, for the maintenance of full
employment, and particularly for the development of neglected sectors
of the economy. A banking system that attempted to meet these needs
fully would probably be exposed to periodic insolvency. To overcome
this divergence between private and social costs, government action
will probably be required."

4 Wallich. op. cit., p. 167.
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There can be little doubt that this view of Cuban credit conditions is
essentially correct and is one of the fundamental reasons why the volume of
credit given by the Cuban banking system has been a passive element in
the economic situation. In later sections of this Report, the reasons for the
relatively very high risk premium on many types of activities in Cuba will
be set forth and proposed official action to meet the credit needs of these
sectors of the economy will be explored.

It should be stressed again, however, that while public criticism of a
banking system which has played such a passive role is understandable, the
positive contribution of the banks in preventing a greater degree of price
inflation than that which actually took place in the last 10 years must not
be left out of account. It is also noteworthy that the relatively great expan-
sion of bank loans since 1947 has been closely associated with the greater
availability of supplies abroad. This enabled the import volume and value
reaching Cuba to rise rather sharply, a process under which the country satis-
fied the backlog of demand which had accumulated during the war years.

5. Forms of Bank Credit

Credit without Collateral
Table 105 shows the type and duration of the loans of major banks oper-

ating in Cuba which were outstanding on December 31, 1949. The legal form
of banking instruments in Cuba reflects foreign practices. Thus, the influence
of the Canadian and British institutions is shown in the wide use of the over-
draft. The trade acceptance reflects both American and British practice.

Among secured loans the so-called pignoraciones are particularly impor-
tant as far as sugar is concerned. The sugar pignoracion is a loan against a
warehouse warrant which shows that sugar has been deposited in an approved
warehouse and a receipt issued to that effect. The other two important forms
of bank credit to the sugar industry take the legal form of crop loans to
sugar planters often secured by a crop lien and production loans to the
sugar mills themselves which are usually in the form of a specific contract.

Changes in Form
A number of factors seem to be making for some changes in the legal

form in which credit is being given. For one thing, the dverdraft or current
account advance-in contrast to the trade acceptance-is not readily redis-
countable under the new National Banking Law. The banks therefore have
some incentive and desire to replace, as far as possible, current account and
overdraft arrangements by promissory notes or trade paper. However, the
relatively heavy stamp taxes on trade paper when the loan exceeds moderate
amounts has made it difficult to bring this about.



TABLE 105

TYPE AND DURATION OF LOANS OF MAJOR BANKS a OPERATING IN CUBA

OUTSTANDING ON DECEMBER 31, 1949 b
(Thousand Dollars/Pesos)

From 90 to More Than
Type Up to 90 Days 180 Days 180 Days Total

Promissory Notes ............. ................ 27,975 1,527 7,590 37,092

With collateral ........ ..................... 5,026 438 6,348 11,812
Without collateral ............................. 22,949 1,089 1,242 25,280

Overdrafts ............... . ............ 30,007 80 5,345 35,432

With collateral ............. ................ 4,888 80 3,557 8,525
Without collateral ............................. 25,119 - 1,788 26,907

Trade Paper . ............................. 34,957 968 832 36,757

With documents ............................. 1,669 13 14 1,696
Without documents . ....................... 33,288 955 818 35,061

Loans Secured by Securities .................... 3,582 456 11,628 15,666

Domestic .........................._ 3,557 456 11,514 15,527
Foreign ........ ............... ..... 25 - 114 139

Loans Secured by Commodities ................ 8,746 201 2,986 11,933

Sugar and molasses ............................. 4,525 - 2,070 6,595
Tobacco ......... .................... 418 -- - 418

Coffee ....... ...................... 502 34 8 544
Rice . ............................. 325 - 14 339

Other domestic commodities .................. 889 30 97 1,016
Other foreign commodities .................... 2,087 137 797 3,021

Loans Secured by Cattle ........................... 19 - 37 56

Crop Loans to Sugar Planters ................. 1,251 6,903 3,593 11,747

Production Loans to Sugar Mills ........ 415 1,428 11,124 12,967

Production Loans to Other Industries ... - - 400 400

Loans Secured by Mortgages .................... 1,156 65 2,091 3,312

Urban . ............................. 1.030 28 1,339 2,397
Rural ........ ..................... 126 37 752 915

Other Loans ............................. 14,640 2,595 2,826 20,061

Total Loans Outstanding .......................... 122,748 14,224 48,451 185,423
Percentage of over-all total .... ...... 66.2% 7.7% 26.1% 100%OO

a Ercluding the Banco Popular which did not furnish the information o time.
b Some of the saubtotals differ from those in Table 106. Those differences seem to reflect revisions in the

data, but they are not sizeable enough to affect seriously the illustrative rote of the present table.

SouRcE: Negociado de Baons-, Cuban Finance Mlinistry.

As far as the enforceability of contracts is concerned, it is generally
understood that the trade acceptance is safest from the point of view of the
banks. The pagare IOU reportedly offers greater possibilities of alleging
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defects. In the case of most loans secured by either securities or commodities,
the normal practice seems to be to draw up the contract in such a form that it is
due either the following day or within a very few days so that during most
of the duration of the loan the contract is formally past-due and can be
enforced in the courts, without delay.

Legal Provisions

There seems to be fairly general agreement that the legal provisions-con-
tained in the Cuban Commercial Code and in other laws for the enforcement
of claims-are not unsatisfactory. A number of changes have recently been
enacted by the Congress.

Among these the most significant has to do with a provision in the
Commercial Code which gives the creditor only one day in -which to protest
before the courts the nonfulfillment of a mercantile letter of credit or promis-
sory note. In view of the difficulties of communication in rural districts and
the shortage of notaries, this provision has been found to be a great handicap
to cheap enforcement of obligation and it has also forced the banks to call
credits earlier than would otherwise have been the case.

6. Term of Loans

High Proportion of Short Term
As shown in Table 105, the duration of outstanding loans at the end of

1949-as reported to the Cuban Finance Ministry-indicates that short-term
operations, at least in the formal sense, predominate in Cuban Commercial
banking. Sixty-six percent of outstanding loans were for terms of less than
90 days, 7.7% for terms from 90 to 180 days and only 26%o for terms of
more than 180 days. It should be noted, however, that these figures represent
the form rather than the actual essence of banking practice. For many of the
advances that run for less than 90 days are being given with an understanding
on both sides that they will be renewed.

Several Cuban-owned banks are at present making a limited number of
working capital advances for periods of more than one year and some of the
foreign banks have granted industrial loans of two and three years. The
great bulk of transactions, however, is very short-term. This is reflected in
the short duration of most of the promissory notes, overdrafts and acceptances
negotiated with the banks. On the other hand, as one would expect, the
crop loans to sugar planters and, in particular, the production loans to sugar
mills and loans secured by securities and mortgages run for somewhat longer
terms.

We may conclude that the Cuban commercial banks up to now are operat-
ing on a very short-term basis and that according to all indications the



TABLE 106

LOANS OF MIAJOR BANKS OPERATING IN CUBA

ACCOI1DING TO TYPES OF CREDIT ON DECEMBER 31, 1937-49
(Thousand Dollars/Pesos)

Type of Loan . 1937 1938 1939 1940 1941 1942 1943 1944 19415 1946 1947 1948 1949

Sugar loans 31,793 33,811 31,225 29,124 25,541 29,041 26,016 20,372 26,477 36,818 33,406 31,734 32,374
Crop loans to planters . 10,440 11,777 1,746 1,761 1,625 1,608 957 1,148 3,201 6,792 9,246 8,730 11,747
Production loans to mills 3,306 2,665 10,441 6,675 7,892 12,595 12,464 14,174 17,395 21,849 17,395 15,552 12,967
Secured by sugar .2,295 4,910 5,786 9,346 3,036 3,786 2,531 3,258 4,059 6,320 5,469 6,341 6,745
Secured by mortgages . 15,752 14,459 13,252 11,342 12,938 11,052 10,064 1,792 1,822 1,857 1,296 1,11.1 915

Loans secured by securities and
other agricultural products 567 1,346 673 1,138 948 1,334 2,962 5,034 4,039 5,971 7,275 6,445 5,822
Tobacco .108 397 329 304 273 208 214 1,083 865 484 1,876 629 275
Coffee .86 248 33 119 308 138 331 95 145 502 767 407 536
Rice .65 15 - 31 - 62 154 230 10 43 336 208 339
Cattle .171 167 151 81 83 40 35 8 4 4 - 9 56
Other products .137 519 160 603 284 886 2,228 3,618 3,015 4,938 4,296 5,192 4,616

Production loans to industry
(other than sugar). 423 544 315 197 --- - 354 41 1,297 168 1,315 4,108 400

Loans secured by securities and
urban mortgages ......... 12,967 10,101 8,771 6,250 5,287 9,594 7,338 7,829 12,357 14,803 12,473 19,809 18,085
Seeurities .8,087 6,875 6,385 4,272 2,877 7,988 6,472 5,863 10,626 12,809 10,465 17,933 15,688
Urban mortgages .4,880 3,226 2,386 1,978 2,410 1,606 866 1,966 1,731 1,994 2,008 1,876 2,397

Commercial loans .23,402 21,612 28,102 30,459 28,574 28,179 40,834 54,722 66,525 104,085 119,926 133,110 128,741
Promissory notes .6,831 6,226 8,065 9,741 9,147 8,957 10,851 14,421 18,185 29,529 38,273 44,284 37,092
Trade paper .4,982 6,701 8,635 9,637 10,941 11,778 18,011 21,581 25,344 33,603 37,472 39,421 36,757
Overdrafts .9,729 7,379 10,497 10,367 7,713 5,597 10,240 13,880 17,669 28,141 33,091 33,624 35,450
Other loans .1,860 1,306 905 714 773 1,847 1,732 4,840 5,327 12,812 11,090 15,781 19,442

Total loans .69,152 67,414 69,086 67,068 60,350 68,148 77,504 87,953 110,695 161,845 174,395 195,206 185,422a

a Total loans fox Dec. 31, 1949 showrn hec are snualler than in Table 2 because the tiata used hero do not include the Banco Popular.
SouoRco: Dieccion General do Estadistica, Cuban Tr-asury, Boletin de Estcdistica, various issues.



TABLE 107

TYPES OF CREDIT GRANTED BY MAJOR BANKS OPERATING IN CUBA AS PERCENTAGES OF

TOTAL LOANS ON DECEMBER 31, 1937-49

Type of Loan 1937 1938 1939 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949

Sugar loans-percentage
of total loans .................. 46.0% 50.2% 45.2% 43.4% 42.3% 42.6% 33.6% 23.2% 23.9% 22.7% 19.2% 16.3% 17.5%

Loans secured by other
agricultural products -
percentage of total loans .8% 2.0% 1.0% 1.7% 1.6% 2.0% 3.8% 5.7% 3.6% 3.7% 4.2% 3.3% 3.1%

Production loans to indus-
try (other than sugar)-
percentage of total loans .6% .8% .5% .3% - - .5% a 1.2% .1% .8% 1.0% .2%

Loans secured by securities
and urban mortgages-
percentage of total loans 18.8% 15.0% 12.7% 9.3% 8.8% 14.1% 9.5% 8.9% 11.2% 9.1% 7.2% 10.1% 9.8%

Commercial loans-Per-
centage of total loans .... 33.8% 32.0% 40.6% 45.3% 47.3% 41.3% 52.6% 62.2% 60.1% 64.4% 68.6% 69.3% 69.4%

Totals .................. 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

a Le8s than .1%.
SOURCE: Direccion General de Fstadistica, Cuiban Finan.c Ministry: Boletin de Estadistica, various issues.
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medium-term and long-term credit needs of industry and agriculture are not
being met directly by the commercial banks.

7. Distribution of Bank Credit

Importance of Sugar and Commercial Loans
No adequate statistical data exist at present concerning the distribution

of bank credit in Cuba. 5

The nearest approximation to a statistical picture of the destination of
bank loans is the breakdown of loans according to the collateral against
which they are granted and according to the type of loan. This information
has been collected on a half-yearly basis for a number of years by the Cuban
Treasury and the relevant figures are assembled in Tables 107 and 108. One
of these gives the absolute dollar amounts while the other breaks the total
of loans down percentagewise according to the type of loan.

The most striking aspect of these tables is the fact that on December 31
of each of the last 12 years sugar loans and commercial loans-that is to say,
loans characterized as such in accordance with the collateral against which
they were given or the form in which they were given-accounted for the
overwhelming proportion of total loans. Loans secured by agricultural prod-
ucts other than sugar have at no year-end amounted to more than 5.7%o of
total loans, and production loans to industry-other than to the sugar industry
-to more than a fraction of one per cent.

Again, the data by themselves are somewhat misleading. Thus, during
field trips in Oriente and Camaguey Provinces, the Mission found that substan-
tial amounts of loans are granted to cattlemen and rice-growers in the form of
promissory notes and overdrafts without collateral. First-rate industrial estab-
lishments seem to be able to meet at least a part of their working capital needs
by securing loans given on a strictly personal basis or on the strength of their
balance sheets without such advances being specifically labeled as industrial
loans.

Loans to Merchants

In spite of these qualifications, however, the picture of loan distribution
given in these tables is a fair approximation to actual conditions. Loans to
commercial interests-wholesalers, retailers, and the import-export merchants
of the urban centers-have absorbed as much as 30% to 70% of total loans.
This does not mean, of course, that the Cuban agricultural and industrial
producers apart from the sugar industry operate without credit. But it con-
firms the fact brought out by all other information available to the Mission
that these sectors of the economy operate virtually without bank credit.

5 The new National Bank has requested the commercial banks-beginning in Septem,ber 1
9
50-to supply

monthly information concerning the destination of their loans by economic sector.
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As in most other Latin American or indeed under-developed countries,
the great mass of farmers and small industrial enterprises are at the end of
credit chains that run from the commercial banks to the wholesalers or export-
import merchants, from them to the retailers and then from the retailers to
the farmers. The study of some of these credit chains and their effects on the
economic and social condition of the great mass of Cuban producers is con-
tained in a subsequent section.

Sugar Financing

In Cuba, sugar production accounts for between one-quarter and two-fifths
of the national income and the commercial sector and especially export-import
trade are of determining importance. It is not surprising, therefore, that such
an economy should have a commercial banking system which serves these
sectors predominantly.

Financing of the production, manufacturing, storing and sale of sugar
seems to lend itself particularly well to a commercial banking system that
operates so largely in accordance with the doctrine of self-liquidating trans-
actions. Moreover, a large proportion of bank loans to the sugar industry
are given to the centrales (the sugar mills), which represent the greatest aggre-
gation of capital both corporate and private in Cuba.

During the dead season money is needed for the cultivation of cane and,
to some extent, for maintenance work at the mill. These loans are usually
given in the form of crop liens or production loans to cane growers and to
the mills themselves inasmuch as the growing of "administration" cane is of
considerable importance. The Spanish expression for that type of loan is
"credito de refacci6n."

Loans to Colonos
It is probably fair to say that at the present time the bulk of bank financing

in the form of crop loans goes to either the sugar mills or to the larger
colonos. In general, the prosperity of the colonos, including many of the
smaller ones, has been such that in the last few years their need for working
capital advances from -the banks has declined rather sharply. Thus at one
important central which is supplied by about 50 colonos, it was found that
recently only 4 or 5 had asked for credit from the Banco de los Colonos and
that only a few more had received crop advances from the local branches of
the bigger banks in Habana.

It is usual for the smaller colonos to receive their crop loans indirectly
through the mill. While conditions have undoubtedly improved greatly in the
last few years, it is still true that although either only nominal or no interest
rates are charged on these advances, the fact that the small colono is getting
an advance from the very mill to which he sells often results in an implicit
interest rate that is quite high. This is said to be particularly true in the case



TABLE 108

BANK FINANCING OF THE SUGAR INDUSTRY IN SELECTED YEARS AS OF JUNE 30

(Million Dollaro/Pesos)

Type of Credit 1928 1931 1937 1910 1945 1946 1947 1948 1949

Crop loans. 1 2 .................... 12.5 4.5 10.1 .9 1.5 2.5 2.0 2.3 10.2

Production loans to mills .................................... 19.4 14.1 1.0 8.3 13.1 16.4 6.6 14.2 5.8

Loans secured by sugar in warehouses .................. 15.9 5.3 9.4 12.5 7.6 32.6 13.6 59.2 70.4

Loans secured by mortgages ................................... 19.9 18.5 12.2 12.8 1.8 1.2 1.3 1.2 1.0

Total bank loans to sugar industry .......................... 67.7 42.4 32.7 34.5 24.0 52.7 23.5 76.9 87.4

Loans to sugar industry as percentage of total
loans ................................... 42.3% 34.7%o 47.1% 47.3%O 31.4% 33.5% 16.3% 33.9%O 46.8%0/

SouiocEs: 1928 and 1931-U. S. Departnent of Commerce, Bureau of Foreign and Domestic Commerce.

1937-1949-Dirercioa Geraerol de Eotadistica, Cuban Finance Ministry B1oletin de Estedistica, various issues.
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of some of the mills owned by Cuban family groups. During the '20 's at a
time when the banks were rather more venturesome in lending money to the
sugar colonos, the practice of giving crop loans against mortgages was fairly
common. But the moratorium legislation of the early '30's and of 1940 has
had lasting influence and at present very few crop loans are being given on
this basis.

Loans to Sugar Mills

During the zajra the sugar mills have the greatest need for credit and they
usually get direct credit from the banks either in Habana or in some cases,
in New York. A part of this credit is also obtained against warehouse certifi-
cates "credito de pignoracion", which becomes increasingly more important
as the sugar crop is brought in, ground and shipped to the warehouses in the
ports.

Unfortunately, no statistical information is available to us for the sugar
loans during the months of March to May when the total usually reaches a
yearly high. However, the figures for June 30 are sufficiently different from
those of December 31 to be of interest. They are assembled for some years
in Table 108.

It is interesting to note that the proportion of total loans going into the
sugar industry has varied very much less when the mid-year figures are
analyzed than when end of year figures are brought together. The great
adaptability of the credit system to the needs of the sugar industry stands
out. Thus there was a sharp increase in loans secured by sugar in warehouses,
following the termination in 1947 of the bulk purchase of the entire Cuban
sugar crop by the United States Commodity Credit Corporation.

American Financing

Another rather interesting aspect of Cuban sugar financing is the fact
that New York banks finance a considerable part of the cost of holding the
sugar in warehouses in Cuba, as well as the costs of shipping it to the United
States and of keeping it in the warehouses there prior to sale. These advances
are often obtained by the head offices of the American-owned sugar companies
and to the extent that these companies are able to obtain funds for ware-
housing purposes in the United States they have more of their own funds
available for the purpose of financing the crop expenditures and processing
expenditures in Cuba itself.

Moreover, the foreign-owned sugar companies have at all times access
to credit in the form of advances from their head offices in the United States.
In particular in recent years, when operating costs have soared along with
the increase in the price of sugar, the head offices have returned substantial
parts of the net profits to Cuba to meet the working capital requirements.
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According to information gathered by the Mission, this type of activity
by the head offices of some of the foreign-owned sugar companies has
amounted to very considerable sums during the period 1945-49.

An indication of the magnitude involved can be gather from the data
assembled below.

TABLE ,109

REINVESTMENT OF NET EARNINGS BY SAMPLE OF FOREIGN-OWNED SUGAR

COMPANIES AcCOUNTING FOR SOME 25%0 OF TOTAL PRODUCTION
(Million Doll-ro)

1945 ........................................... 5.7

1946 ............................................ 8.1

1947 ........................................... 17.3
1948 . .............. ............................. 10.7

1949 ........................................... 6.2

SOURCE: Some sugar companies.

The situation was expressed as follows by the manager of an important
mill: "During the last five years, in addition to making substantial improve-
ments to plant, we increased our working capital because of larger crops,
higher costs and the necessity of carrying a large part of our production
for a considerable period."

Views of Bankers
The virtually complete concentration of the banking business on loans and

advances to the commercial and sugar sectors of the economy was confirmed
by interviews between members of the Mission and Cuban bankers. It may
be of interest to reproduce some typical opinions.

The manager of a long-established foreign bank expressed the present
position as follows:

"The business of this institution is largely confined to commercial
transactions. This attitude is the result of historical experience. The
bank suffered very heavy losses on loans on various types of crops
both in the early '20's and in the '30's and we feel that, except for
sugar and tobacco, the risk of crop advances is excessive for a com-
mercial bank."
Here is the view of the manager of one of the aggressive expanding Cuban

banks.

"The bank gives a certain amount of industrial credit, mostly on
a personal basis. The bulk of its credit, however, is commercial and
the major part takes the form of two-name trade paper. Of the bank's
sugar loans the major part consists of warehouse warrant credit and
only a small part of sugar-crop financing. The bank also gives a certain
amount of pignoracion credit against coffee and tobacco stored in ware-
houses. The production credit given to tobacco growers is on a
personal basis. In general terms, the loans are concentrated with
important accounts, virtually none being given for less than $1,000."
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The president of one of the old-established conservative Cuban banks
expressed himself as follows:

"The bank carries on a predominantly commercial business with
80% to 90% of its loans going to the commercial community in
Habana. We make no direct sugar loans, neither crop nor warehouse
loans, but finance a little warehousing of tobacco."

The manager of one of the more aggressively managed large Cuban banks
said:

"The bank's operations are to the extent of 90% commercial loans
and sugar loans to centrales. We extend a certain amount of rice credit
and make also sizeable loans to cattlemen, mostly in the form of loans
against the personal credit of the individual. The bank grants virtually
no industrial loans, and such mortgage lending as we are extending
takes the form of one-year advances to good risks, extensible for one
more year.

The remarks of one of the officers of a large foreign bank may be used
to complete this picture:

"We make virtually no crop advances except certain end-of-the-crop
loans to sugar-mills. At the height of the zafra about 30% of the bank's
portfolio is invested in sugar. We carry a certain amount of longer-
term commitments to industrial firms and business houses but it is not
a significant sum in relation to our total assets and deposits."

All the managers interviewed stressed the point that the granting of credit
to agriculturalists and particularly small agriculturalists was not feasible
because the banks would have to have an inspection service and the operational
cost of such activities would be excessive. As for industrial credit, many
emphasized that prime risks are obtaining credit at present but that the
advances to the rather undercapitalized enterprises of small and medium-
size involved risks which commercial banks were unwilling to shoulder.

The Small Banks
As stressed previously, a great number of small banks have sprung up in

Cuba during the last 10 years, many of them banks which developed out of
commercial houses in the smaller provincial towns. These found that the big
accounts and prime risks were being taken care of adequately by the existing
foreign and Cuban banks. Therefore, if they wanted to expand, they had to
concentrate on getting the deposits of some of the smaller merchants, store-
keepers, manufacturers and professional people in their regions and to grant
loans to these groups, whose credit needs are so imperfectly served by the
larger banks.

The manager of one of these small banks stated that they had gone out
actively and offered money to small merchants and little people who were not
being catered to by the larger banks through their existing branches. They
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had found that the small merchants and professional groups were often better
risks than some of the big accounts.

The banking examination department of the National Bank of Cuba has
been able during the short time of its operation to get a rather complete
picture of the quality of loans of some of these small banks. In general it is
an encouraging picture. They have found that while technically some of the
banking operations of the smaller banks leave much to be desired, as far as
the quality of the loans is concerned good judgment was used by most of
the managers.

Credit Rationed
We may conclude that the loan practices of the present Cuban commercial

banking system are such that outside the commercial and sugar sectors the
banks are either rationing credit very severely or making no bank credit avail-
able at all. This picture is reflected also in the interest rate structure which is
discussed below.

8. Level of Interest Rates

Varying Coinpetition

Interest rates charged by the Cuban commercial banks reflect an extra-
ordinary mixture of sharp competition for the prime risks, on the one hand,
and on the other a much more restricted number of potential lenders for less
desirable risks such as smaller businessmen and industrialists.

Competition is particularly keen on loans against sugar in the warehouses
and on sugar advances to the mills. Some New York banks engage in this type
of financing with a decided effect on rates charged in Cuba and the aggres-
sively-managed newer Cuban banks compete so effectively with the branches
of foreign banks that the rate for first-class pignoraciones has been driven
down to the level of 21/2% to 4% . Some of the large sugar mills, both foreign
and Cuban-owned, are obtaining production advances at rates from 3%o to 4%
while some of the smaller Cuban-owned mills pay from 5% to 7%.

Crop-lien advances to colonos are usually made at a rate of 8%o. For
instance the Banco de los Colonos, which was founded in 1942 for this pur-
pose, makes its loans to colonos at this rate against attachment of the sugar
crop payments which the sugar mills make to the colonos when the crop is
sold to them.

Differences in Interest Rates
The rather striking differences in the interest rates charged for different

types of loans by various groups of banks operating in Cuba are shown in the
table below.
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TABLE 110

INTEREST RATES CHARGED ON VARIOuS TYPES OF LOANS AND PAID ON

DEPOSITS BY COMMERCIAL BANKS OPERATING IN CUBA AT THE

END OF SEPTEMBER 1950

"Minor"
"Aggresaive" "Conservative" Cuban.

Foreign Major Cuban. Major Cuban. Owned
Type of Loan Banks Owned Banks Owned Banks Banks

Sugar loans:
Production loans

to large mills .................. ... 21/2½-4 3 - 51/2 6
to smaller mills .................. 4 -5 5 -6 7- 8

Crop loans:
End of crop to some

foreign mills .................... .. 3 -4 -
other mills .......................... 4 -6 4 - 7 5- 7
colonos ................................ 7 6 - 8 8 8-12

Loans secured by sugar in
warehouses .............................. 21/2½4 2½2- 51/2 5- 7

Commercial loans a:
First class-large .................. 4 -6 4 - 6 6- 61/2 8
Lower grade-large ................ 6 -8 6 - 8 (10) b 7 (8-10) b 10
Smaller accounts .................... 7 -8 7 -10(10-12)b 8-10(12)b 12

Mortgage loans ....................... - 6 - 8 - 12

Demand deposits ........................ 0 0 0 0

Savings deposits .......................... 0 0 0 1-1½2

a Including open-account advances and overdrafts to some industrial establishments and agriculturists.
b At peoviacial brooches.
SOURCE: Personal interview,s.

Rates Not Exorbitant But . . .
The data indicate that the Cuban banking system is furnishing credit at

interest rates which are very considerably lower than those prevailing in virtu-
ally all other Latin-American countries with the possible exception of Argen-
tina and Uruguay. It should be noted that the sugar industry is run by
large-scale industrial enterprises which, as borrowers, can furnish exceptional
guarantees and that both the branches of foreign banks in Cuba and some

of the larger Habana banks are as efficient and well-run as any in the world.

As far as the smaller farmer and industrial entrepreneur is concerned,
however, the problem in Cuba is not that the interest rates are exorbitant but
that he either cannot obtain credit of suitable type or term or that bank credit
is altogether unavailable to him at any interest rate.

It is important to note that the great majority of Cuban-owned banks

and of foreign-owned branches do not pay any interest on either their demand
or saving deposits at the present time. Only some of the smaller banks in
Habana are paying 1% to 1½%/2 on saving deposits in an effort to expand
their circle of customers.



THE COMMERCIAL BANKS 587

9. Conclusions

1. The Cuban commnercial banking system seems at present to be meet-
ing reasonably well the credit needs of the sugar mills, the well-to-do sugar
farmers, export and import houses, and wholesalers, as well as some large
agricultural and industrial producers. It can be said to meet these needs
well as far as the volume of credit is concerned while the interest rates
charged do not seem exorbitant. However, the terms of the loans being
granted are not particularly well adapted even to these restricted sectors
of the economy.

2. The commercial banking system is not at present furnishing any
considerable volume of credit to the smaller industrial enterprises and
businessmen nor is it serving directly the agricultural sector except for sugar
loans, some tobacco-warehousing credit and a limited number of advances
to big cattlemen and rice growers.

3. The restricted circle of customers which the commercial banks serve,
the high excess reserves which they maintain as well as their general con-
servative attitude are a striking reflection of the uncertainties of the Cuban
economy and of the resulting general desire for liquidity. In these respects,
banks mirror the attitude of the individuals and businesses in an economy,
of which the fluctuations are linked to such an extraordinary extent to the
fate of one crop in the international markets. This dependence of the econ-
omy on the fate of sugar has made it very difficult in the past for banks
as well as individuals to spread their risks effectively.

The risks of giving credit to borrowers outside the sugar and the com-
mercial sectors of the Cuban economy are high. Most of these borrowers
do not readily qualify as bankable risks and the inspection methods needed
to make them bankable would be of prohibitive cost to the Cuban banks.
Consequently the commercial banking system cannot be expected to provide
credit on a much greater scale to the other sectors of the economy in the
immediate future.

However, with the start of operations by the National Bank, three changes
in the policy of conmmercial banks have become feasible and are recommended.

10. Recommendations

1. The major banks seem to be in a position where they could extend
a substantially greater volume of longer-term loans and advances. In
particular, a certain volume of term loans to well-established industrial
enterprises might be granted with very little risk on the part of the bank.

2. The major banks, both Cuban and foreign-owned, should be
encouraged to pay more attention to smaller accounts, particularly in the
provinces. There can be little doubt that there are sizeable groups of
smaller industrial enterprises, merchants and professional people whose
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credit needs are urgent and who are often very creditworthy. The minor
Cuban banks. on the other hand, should be firmly supervised so that they
do not become involved in unsound ventures.

3. The commercial banks are beginning to play a much more active
role as investors in government bonds and as trustees in placing govern-
ment bond issues. This development is to be encouraged as long as bank
purchases of government or government-guaranteed securities are kept
within the limits of appropriate monetary policy for which the National
Bank has prime responsibility.

All three developments are regarded as desirable by many able bankers
in Cuba and the energetic and competent officers of the new National Bank
are taking active steps to further them, steps which the Mission believes to
be beneficial, for the following reasons:

Longer-term Loans Feasible
1. With respect to the banks extending a greater volume of longer-term

loans the following considerations should be kept in mind:

As long as there was no central bank to fall back on in case of bank-
runs or a general economic crisis, the practice of the banks in confining their
business to granting short-term advances, that were supposedly self-liquidat-
ing, could be justified to some extent. In practice, of course, during periods
of severe depression, the fact that a loan was short-term and seemingly made
against a product that was already growing in the fields or was in process
of being put on the market, did not prevent it from becoming frozen.

Now that the National Bank stands behind them, the banks can safely
extend the term of their loans and some recent steps in this direction may
be noted.

For instance, some of the large foreign-owned branches have lately made
a number of sizeable medium-term loans to industrial establishments and
public service companies. At the time when the Mission was in Cuba, a
syndicate of the stronger Cuban and foreign banks agreed to give a four-
million peso one-year loan to the Tobacco Stabilization Institute. With the
development of better warehousing facilities in the provinces it should be
possible for the commercial banks to engage increasingly in this type of
warehousing advance not only for tobacco but also for some of the other crops.

Savings Deposits Available
2. Another important reason why the stronger Cuban and foreign banks

in Cuba should be encouraged to engage to an increasing extent in longer-
term financing is the fact that they have a sizeable amount of saving
deposits which may properly be used to make longer-term loans. In fact,
savings deposits amounted to 121 million pesos for the entire Cuban banking
system on August 31, 1950. Many Cuban bankers object to this view on
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the ground that many of the savings deposits are time deposits in form
only and that they are the first to be under pressure when runs on the banks
take place.

However, data on the velocity of saving deposits-that is the relation of
deposit debits to total saving deposits during the last 12 years-do not seem
to bear out this view. Velocity figures show virtually no seasonal or longer-
term variation over the entire period, having fluctuated only between .07
and .12 during the last five years. This should be contrasted with the
velocity of demand deposits that show very strong seasonal and cyclical
variations. Thus the use of some of the saving deposits for longer-term
loans seemns fullv warranted. The contribution which the banks could make
to the renewal of the equipment of existing industrial establishments and
to the acquisition of modern farm equipment by some of the larger farmers
is out of all proportion to the probable risk that they would have to run.

Curbing Unsound Operations
3. As far as paying more attention to smaller accounts is concerned,

the new National Bank is very wisely steering the strongest banks, both
foreign and Cuban, in this direction. At the same time the National Bank's
examination department has taken a firm attitude toward some of the
smaller banks, of which a very limited number have engaged in speculative
and unsound operations during the last few years. Examples are the granting
of loans to the bank officers or their friends or the granting of excessive
amounts of loans to an individual account-actions similar to those that
contributed to the banking disaster of 1920.

Non-sugar Credit Needs
4. The increasingly important role of the banks in the bond market is

discussed more fully in the sections on the government bond market and
the public debt.

The meeting of the credit needs of non-sugar agriculturalists and smaller
industrialists must for the present be largely the responsibility of the new
Agricultural and Industrial Credit Bank. The reasons for this are discussed
in Chapter 29. But as the economy diversifies increasingly and many of the
smaller farmers and businessmen are turned into acceptable banking risks,
there is no doubt that the Cuban commercial banking system will find an
expanding and profitable field in these other sectors of the economy.



CHAPTER 29

Agricultural and Industrial Credit

I. INTRODUCTION

The Agricultural Bank
In our discussion of the Cuban commercial banking system, frequent

reference was made to the virtual absence of specialized bank credit for
the non-sugar sectors of Cuban agriculture and industry.

As this is written, an effort to remedy this situation has reached fulfill-
ment. On December 18, 1950, a bill creating an agricultural and industrial
development bank was approved by the Cuban Senate after being passed
by the House of Representatives. It was signed by the President and became
law on December 20, 1950.1

In this chapter the present agricultural and industrial credit system will
be described and some of the problems facing the new Bank will be analyzed.

The Need for Credit

Like farmers the world over, the Cuban agriculturalist has need for four
types of credit.

1. Short-term production credit to finance the purchase of seed, fertilizer
and other supplies and to cover wages while crops are growing and
during harvest. Such credit should be for a period suited to the
type of crop involved.

2. Credit which enables the farmer to hold his crop for a while after
it has been harvested and stored so that he is not forced to sell it
immediately after harvest, wvhen the price is at a yearly low.

3. Medium-term credit to finance the purchase of better cattle, more
modern equipment, and to make other improvements on the farm.

4. Relatively long-term credit up to 20 and 30 years for permanent
improvements, the construction of buildings, the enlargement of
existing holdings or the acquisition of new farmland.

II. (1) PRESENT AGRICULTURAL CREDIT SYSTEM

Credit from Commercial Banks

To what extent and how are these credit needs being met at the present
time?

As we have seen in the chapter on the commercial banking system, the
only agricultural producers with relatively satisfactory access to commercial
banking credit are the large sugar cane planters, some of the larger tobacco

1 G-t. Ofi,ial Ediion Ewt,...di-;i. N.. 49, Dec. 20, 1950.
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planters as well as large-scale rice growers and livestock ranchers. Even they
receive at best a reasonable volunie of short-term production and warehous-
ing credit, while their needs for medium-term loans and long-term loans
often go unsatisfied. When it is recalled that only one quarter of all farm
units operate tracts of more than 62 acres, it will be realized that the com-
mercial banking system is serving directly a very small proportion of Cuban
farmers.

Mercantile Credit
The others usually either rely upon advances by processors or dealers

who handle their products, or else obtain supplies on credit from local
merchants.

In other words, most Cuban farmers have little opportunity to obtain
credit except from those who extend it as an incident to the purchase of
their products or to the sale to them of merchandise. Control over the
production and sale of farm products thus passes to a considerable extent
to the creditor; and, in cases where merchandise credit is given, the farmer
often loses the opportunity to buy where he can get the best bargain.

Mercantile and Credit Chains
This agricultural credit system is closely linked with the marketing

system for the bulk of domestically produced agricultural commodities.
Under this system, in most parts of the island there are no markets in
which the farmer can sell his products to more than a few buyers. Instead,
he is usually confronted by something like a local selling and buying mon-
opoly in the form of the intermediary, processor or retail merchant.

It may be useful to trace one of the chains of exploitation which take
the place of suitable marketing arrangements for the major non-export
agricultural commodities in Cuba. For example, the greatest part of the
bean crop is sold by the farmers to local retailers in repayment of the
trade credit given them between crops. The retailers in turn sell it either
through agents or directly to wholesalers in the urban centers who have
warehousing facilities and who also often control retail stalls in the public
market. In Habana, there is a produce exchange where wholesale prices
are arrived at through free bidding on certain days, but this market is
virtually the only one where there is something like competitive pricing. At
all other points along the chain, between the farmer and consumer bilateral
bargaining is customary. Similar credit and marketing chains, including
the owners of warehouses, shackle the sales of plantains, coffee and, to
some extent, rice and corn.

High Cost and Small Volume
Because of the absence of proper markets, the prices of all these com-

modities are far less stabilized than those of such export commodities as
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sugar and tobacco. Moreover, the producing areas are more widely scattered,
production hazards are often greater, and there are no particularly heavy
investments in local processing facilities, which would make it imperative
for the processors to secure regular supplies of the products. All these factors
make the risk high for the lender and, at the same time, reduce his eagerness
to extend credit. In addition, the personal credit-worthiness of many agri-
cultural borrowers either makes it impossible to give them any credit or
else leads to the granting of credit on exorbitant terms.

On the other hand, the volume of funds available for lending by local
retail merchants, other intermediaries and processors is decidedly limited.
As a result, the proportion of Cuban farmers who grow crops, other than
sugar, who receive no credit at all is substantial. Those who do secure
mercantile credit normally receive it on onerous conditions. The system
has resulted in this vicious circle: most agriculturalists receive credit on
unsatisfactory terms because they appear to be doubtful credit risks while
it is difficult for them to become truly solvent, partly because of the onerous
credit terms imposed on them.

Credit-worthiness of many small Cuban farmers is low because they carry
on agriculture as a way of life rather than in a businesslike manner. Their
general level of education and technical competence is also low and the
illiteracy rate among them is high; many of them are squatters; and they
have few-and often primitive-implements.

Existing Credit Terms

It is probably easier to visualize the present state of affairs from an
illustration of a specific non-sugar sector of agriculture. For example, in
coffee-growing, which is the main source of income for over 9,000 farmers,
a considerable part of the production comes from small farmers and from
share and cash renters. It is generally agreed that not more than 2% to 3%
of them are at present credit-worthy in a banking sense.

On the other hand, their need for credit is very considerable. At the
present time, much of this credit is supplied by a limited number of whole-
salers and processors in Santiago and in other urban centers in Oriente and
Las Villas Provinces. Two or three of the big Santiago wholesalers who re-
ceive advances from the banks at rates from 6%o to 8% in turn lend money to
the coffee growers at 8% to 12%, when the credit has to be prolonged from
one season to the other. They maintain an inspection system which, from
experience, they have found to be essential to the proper use of the money
and its eventual collection. In many of these cases, title either to the land or
to the cattle owned by the borrowers is assigned to the lenders.

These interest rates of 8% to 12%, however, are quite exceptional. The
niore usual charge by coffee hullers, wholesalers and local retailers is in the
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neighborhood of 25%, though, of course, it does not normally take the
form of an explicit 25% charge. Usually there is an understanding that the
borrower will sell his coffee to the lender, who gives him a price from 10% to
30% under the price he could have obtained if he were free to market his
coffee competitively.

Ingenious Contracts

Following the moratorium legislation of the early 193 0's and of 1940,
the use of mortgages as guarantee has become rare. Its place has been taken
by a series of rather ingenious contracts, many of them very restrictive. These
often take the form of a sales contract under which the farm is sold to the
creditor but possession retained by the borrower. In other cases, both farm
and cattle are transferred to the creditor, and the cattle are branded in his
name.

The Mission also found cases in which the borrower is made to sign a
document stating that he has received a certain shipment of coffee which he
is to return on a future date. This fictitious sales contract in effect forces the
borrower to turn over his coffee crop to the creditor.

In other instances, contracts are signed in the form of IOU's for double
the amount of the cash actually advanced to the coffee growers. If the crop
is turned over to the creditor, the IOU is cancelled; but, if payment is not
made, the borrower remains liable for the full amount at an implicit interest
rate of 100%.

Most of these advances to coffee-growers are simply harvesting advances
for one year, and normally they are only extended when, for obvious reasons,
such as bad weather, or a very great fall in coffee prices, it becomes impossible
to collect the debt. At the present time, there are few, if any, facilities for
supplying farmers with the medium-term credit of five to six years which they
would need in order to enlarge and improve their stands of coffee trees.

Tobacco Growers
Tobacco growing is the main source of income for over 20,000 farmers in

Cuba. Many of them are sharecroppers and the system is in some respects
comparable to the cotton sharecropping system in the southern part of the
United States. The sharecroppers often own their own oxen, livestock and
some farm equipment. They secure seedlings on credit either from the land-
lord or local storekeeper, or again from leaf dealers, many of them foreign-
owned companies. They get food on credit-and, in certain cases, cash
advances-from the local storekeeper.

A recent survey brought out the fact that in the Remedios region of Las
Villas Province 90% of all small farmers pay an interest rate of 20%7 for
crop advances which they receive from the country storekeepers. In guarantee,
many of them have assigned title to their land, buildings or cattle to the
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creditors. Advances made by some of the leaf dealers and tobacco companies
are said to carry a much more moderate rate of interest. Thus, in one region
of Pinar del Rio, 8% per annum was charged on credit to sharecroppers.

Rice and Other Crops
In the case of rice, some of the millers and big rice-growers virtually act

as banks for the smaller rice-growers. This is particularly true of the Manzan-
illo region of Oriente Province. It is understood that the yearly interest
charge is 10%, plus such implicit interest as may result from their charging
higher selling prices for gasoline and seed supplied on credit to the rice-
growers. Usually crop liens or mortgages are given as guarantees, and some
of the lenders maintain an inspection system which seems to be working
reasonably well.

Producers of beans and corn seem to be particularly dependent on the
local storekeepers for their financing. Here it is usual for the lenders not to
charge explicit interest on their advances at all, but in most cases the implicit
interest rate is quite high.

Credit Needs Unfilled
At best, the very unsatisfactory system described above furnishes the

average Cuban farmer with short-term credit. His other credit needs-ware-
housing credit, medium-term improvement credit, and long-term loans-are
largely unfilled at the present time. As a result, only large farm operators
are able to secure modern equipment; and most farmers cannot secure ware-
house advances because, usually, they no longer have possession of their crops
when they are deposited in warehouses. Finally, as far as mortgage credit
is concerned, the various moratoria still leave a serious after-effect, so that
activity in mortgage lending is quite limited.

Conclusions on Agricultural Credit
Cuba's present system of financing agricultural production, other than

sugar, is one which limits the purposes for which credit is available. The
credit which is available is, in most cases, inadequate to support a sound,
well-balanced farming program, and the credit terms are onerous and
restrictive. There is little uniformity in the availability of credit throughout
the country. The extension of credit is governed largely by the limited
credit resources and policies of local mercantile interests. The system has
a tendency to maintain the status quo in agricultural production and cannot
contribute to the development of new products or to the diversification which
is so vitally needed.

Personal Credit
In our discussion of savings by different groups in the Cuban economy,

it was pointed out that the great mass of wage-earners probably saved very



AGRICULTURAL AND INDUSTRIAL CREDIT 595

little even during as prosperous a period such as the boom years 1944-48.
Consequently, one would expect them to have recourse to personal credit
when they had to incur unforeseen expenditures.

Such credit, however, is of much greater importance in Cuba than in
many other areas with similar income-levels and expenditure patterns, because
of the seasonal nature of most economic activities in the island. A very
great part of the wages of the sugar workers and coffee workers is earned
and received during the four months sugar harvest (January to May).

Hand-to-Mouth Existence
What is even more significant, most workers spend their entire wage as

soon as they receive it, either to cover current expenditure or repay debts
contracted during the previous dead season. Consequently they reach the
next dead season without much of their income left. From then on, until
the new zafra they lead a hand-to-mouth existence, securing advances from
local storekeepers by pledging their earnings of the coming zafra. Indeed,
many of them are never wholly out of debt at all.

It would be preferable, of course, if wage earners showed greater fore-
sight and allocated their expenditures over a greater part of the year;
but any such change in their spending habits-perhaps to be brought about
through more education-is a long-term process. Meanwhile, unusual
methods to deal with the situation may be called for because of its far-
reaching economic and social consequences.

Important Economic Consequences
Most observers of the Cuban scene stress the social evils of the workers

being constantly in debt to the storekeepers and to money-lenders-a situ-
ation which offers wide scope for abuse.

An economic consequence of great practical importance, which is usually
given less weight, is that the concentration of wage-spending during the zajra
introduces seasonality not only into the retail and wholesale trade but also
into the operation of such industries as shoe-production, clothing and
prepared foods.

The reason is simple. The volume of personal credit which storekeepers
and money-lenders can grant is limited; and normally covers only the most
urgently needed food supplies and medicines. Consequently, sales of shoes,
clothing, etc., fall off sharply in the tiempo muerto and manufacturers-
unwilling or unable to carry inventories-allow their operations to fluctuate
accordingly.

Exploitation
Personal mercantile credit is not only limited in amount but often

involves exploitation and abuse. This is particularly true on the sugar
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"colonies", where the local store has a virtual monopoly. Like storekeepers
the world over who find themselves in this position, the Cuban bodegueros
often charge implicit interest-running at a rate of 2%o and 3% a month-by
overcharging their customers, fixing the scales and engaging in other
unethical practices.

Of course, the storekeepers have to protect themselves against bad risks
by charging everyone higher prices; and it would be unfair to allege that
extreme exploitation is general. Indeed, it is reported that the business
methods of the storekeepers in the sugar-mill compounds have greatly
improved in recent years, following the outlawing of the company store.
Nevertheless, the extent to which many workers are tied to one store and
in debt for sizeable amounts throughout their working lives remains startlingly
high. In truth, the evils of the "company store" have not wholly disappeared.

Sugar Workers' Loan Fund

Attempts are now under way to free the sugar workers from their great
dependence on the storekeeper, by furnishing them with an alternative source
of dead-season credit. The Sugar Workers' Retirement Fund has set aside one
and a half million pesos in special accounts which are to furnish the capital for
a Sugar Workers' Loan Fund soon to start operations. The Loan Fund will
make personal advances to sugar workers at moderate interest rates, securing
repayment through wage deduction at the source.

Such action may be distinctly helpful as long as it does not involve the
Sugar Workers' Retirement Fund in unduly heavy losses. The Mission
believes that, in addition, suggestions to spread the workers' wages over a
greater part of the year deserve serious consideration.

II. (2) THE PRESENT INDUSTRIAL CREDIT SYSTEM

Industrial Financing Inadequate

Other sections of the Report discuss the problems and difficulties facing
Cuban industry. The absence of adequate industrial financing is both a
reflection of these difficulties and one of their causes.

The only type of credit that Cuban industrial undertakings seem to be
able to secure in anything approaching satisfactory volume at the present
time is short-term working-capital advances. As noted in the section which
describes the commercial banking system, many of these credits are given
in the form of 90-day current account advances. Apart from these short-
term loans-designed to finance the purchase of raw materials and to cover
wage payments-Cuban industrial undertakings do not readily secure credit
from the banks.
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This is even true with respect to seasonal inventory credit, and is one
reason why many industrial undertakings do not work at full capacity during
the dead season to build up stocks which they might hold for sale at the
time of the sugar-harvest.

Plight of Small Undertakings

Few medium and long-term loans are being made to industrial establish-
ments at the present time. The situation, of course, of the handful of rela-
tively large-scale industrial concerns is very different from that of the mass
of small industrial firms. Such industries as beer, rum, cigarettes and
some of the large flour rice mills are strongly capitalized, have a long
record of successful operation, and can secure bank credit for more extended
periods. Usually, however, their profits have been substantial enough in
recent years for them to purchase new machinery and equipment out of
earnings.

Hundreds of small undertakings, on the other hand, have virtually no
way in which they can finance the purchase of new equipment by credit
operations. In this connection, the fact that borrowers are unwilling to
mortgage their properties and that the moratorium legislation has discredited
the mortgage as a credit instrument has restricted the lending activities of
banks and individuals alike.

Another Vicious Circle
Here again, as in agriculture, there is a vicious circle which prevents

the growth of small undertakings. Banks and other lenders are not eager
to advance funds for any length of time to small undertakings because they
are not strongly capitalized. But one basic reason for it is that their
scope is restricted partly by the difficulty of securing long-term credit
accommodation.

On the other hand, all but the strongest firms find it extremely hard
to raise additional capital-a state of affairs more fully discussed in the
sections on capital formation and the capital market-and this makes the
small industrialist all the more eager to secure credit for long-term operations.

This is all the more so because-in the absence of an effective agricul-
tural credit system-the industrial producer himself is often forced to extend
credit to agricultural producers in order to secure a local supply of raw
materials.

II. (3) TOWARDS SPECIALIZED CREDIT INSTITUTIONS
Far-Reaching Changes

Informed Cubans have long been awvare of the unsatisfactory state of
agricultural and industrial credit facilities which has been described.
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The need to set up specialized credit institutions has existed ever since
the far-reaching change in the patterns of the Cuban economy and of its
relations with the outside world, which followed the liberation of Cuba from
Spain in 1899. The next 25 years saw the rise of the Cuban sugar industry
to a position of great dominance within the economy and the increasing
direction of Cuban trade towards the United States. The old pattern of
trade and associated credit which had existed during most of the 19th century
was shattered.

This had been characterized by the existence of strong banking houses
in London and other European centers, which maintained close credit rela-
tionships with the leading wholesalers in Habana and other Cuban ports.
These export-import merchants in turn-on the basis of the relatively long-
term credit by their European correspondents-were able to extend a reason-
able volume of credit to wholesalers in the interior. These extended it to
retailers, who in turn were able to make advances to the farmers on a fairly
satisfactory basis as far as length of credit was concerned. At that time
Cuban agriculture was more diversified than later and the Cuban farmers
were in a position to secure money on reasonable terms to finance their
crop expenditures.

Pattern Destroyed

When sugar production was put on a big-industry basis, this trade
and credit pattern was destroyed. The commercial departments of the sugar
centrales imported goods directly from the United States in competition with
the export-import houses in Habana. Cuba's trade was put more and more
on the basis common in United States trade operations; either cash or short-
term credit of 30 to 90 days with the commercial banks assuming an impor-
tant role in financing.

The position of the big export-import houses in Habana, which had dealt
with England, Spain, and other European markets, was weakened, and the
volume of credit they could extend to the wholesalers and retailers in the
interior shrank rapidly. Credit facilities for the farm, more particularly for
the small farmers, were curtailed in turn. Thus, the non-sugar sectors of
Cuban agriculture found themselves neglected and static, and this state of
affairs has continued to the present day.

An Obvious Need

Since a return to the old mercantile credit system is impossible and since
the commercial banks themselves cannot assume the task of providing ade-
quate agricultural credit because it is so costly and risky, the need for
specialized governmental lending institutions has been obvious for a long
time. This was reflected in the Cuban Constitution of 1940, which called
for the establishment of a government agricultural credit bank.
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Even earlier, the report of the Foreign Policy Association in 1935 had
advocated such a step. The creation of the National Bank by Law Number 13
of December 1948 laid the groundwork for establishing a government agri-
cultural and industrial credit institution. In fact, the law itself provided for
the president of the Agricultural Bank to sit on the Board of Directors of
the National Bank; and one member was appointed to the Board of the
National Bank with the understanding that he was to be the future president
of a government agricultural institution.

Finally, on December 20, 1950, President Prio signed the law establishing
an official Agricultural and Industrial Credit Bank. The law had been
drafted by members of the staff of the National Bank with the help of a
Salvadorian agricultural credit expert. The Bank is described and discussed
in the sections which follow.2

III. THE NEW AGRICULTURAL AND INDUSTRIAL
CREDIT BANK

1. Structure and Administration

The Board of Directors
The new Agricultural and Industrial Credit Bank is to be an autonomous

agency of the Cuban State. It will have two divisions-agricultural and
industrial-each of which will be subdivided into a banking and development
section.

The Bank will be governed by a Board of five directors-a president,
two vice presidents and two representatives of the National Bank of Cuba.
The president of the bank, who is also a director of the National Bank, and
the two vice presidents will be appointed by the President of the Republic
with the approval of the Senate. The two representatives of the National
Bank will be appointed by its directors.

Duration of Appointments
The president and one vice president will serve for six years and the

other vice president for three. The first appointments, however, are to be
staggered so that the first president will serve for four years, one vice president
for three and the other for two. Duration of service of the representatives
of the National Bank is at the discretion of its Board.

The two vice presidents will be in charge of the agricultural and indus-
trial banking divisions respectively. Each division of the bank will have a
credit committee consisting of one vice president, one manager and one
official of the bank designated by the directors. The bank will have three
managers, one for each division and one for over-all management.

2 Follo-iog pages were written on the basis of the lao, and before the Bank had commenced actual
operations.
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In choosing its personnel, the same procedures are to be followed which
were so successful in gathering a competent and honest staff for the National
Bank. Appointments will be by competitive examination, salaries are to be
relatively high; and the bank will have the specific right to make contracts
with foreign and Cuban technicians because each division is to undertake a
certain amount of technical and economic research.

2. Control by National Bank
Six Points

Three of the five directors will be closely associated with the National
Bank. In addition, the latter will have to explicitly approve the following
operations after they have been tentatively decided by the board of directors
of the new institution:

1. Division of profits.

2. Opening and closing of branches.
3. Issue and valuation of securities.
4. Purchase, sale, or renting of buildings and movables for use of the

bank and its branches.

5. Purchase and sale of private or public securities.

6. Annual budget of the bank.

3. Capital Structure and Source of Funds

Three main sources of funds are planned:

1. The original capital of 15 million pesos and a development fund of
10 million pesos, both to be supplied by the government.

2. The issue of mortgage-type obligations by the banking subdivisions
of the industrial and agricultural credit sections.

3. The rediscounting of the bank's short-term paper with the National
Bank.

Allocation of Bonds
The law provides for the capital and development fund to be in the form

of Cuban government bonds of the 1950-80 issue. These bonds will be
assigned to the bank's four subdivisions as follows: to the industrial and
agricultural banking subdivisions, 7.5 million pesos each, and to the two
development subdivisions, 5 million pesos each. At first the bank may be
able to get along on the interest receipts from the bonds which will amount
to 1,000,000 pesos a year. In addition, it can sell some of the government
bonds through the National Bank.

In order to lessen the danger of its forcing these bonds rapidly on the
National Bank and of the possible unfavorable effects on the bond market
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if the full issue were to be offered to the public at once, the law limits to
10%S, i.e., 2.5 million pesos a year, the amount of the government bonds
turned over to the bank initially which can be sold to or through the National
Bank. Only with the approval of the latter's board of directors can a larger
percentage of the bond issue be sold.

Special Bonds

The second source of funds is to be the issue-by a special issue depart-
ment-of bonds secured by the portfolio of the two banking divisions. These
can run up to 25 years, must be fully guaranteed by the loan contracts made
by the bank, with 50% of the guarantee in the form of mortgages on rural
or urban property, will be exempt from all taxes and will carry amortization
features similar to government bonds. The law provides that the bonds shall
be permissible investments by the retirement funds, the postal savings system,
and other entities and that they can be used as guarantee deposits by con-
tractors on the same terms as government obligations. Foreign capital in-
vested in the bank's obligations is to be exempted from the capital export
tax.

The new bank will also be permitted to guarantee bond issues made by
third parties, but the total of bonds issued or guaranteed by the bank is
limited to 15 times its capital and reserves.

Discounting Paper

The third source of funds, for short-term purposes only, will be the
discounting or rediscounting of agricultural and industrial short-term paper
with the National Bank or with commercial banks. In the early stages, for
practical purposes, the National Bank will probably be the only bank willing
to rediscount the new bank's short-term portfolio, and such rediscounts will
be limited to 270 days under the provisions of the national banking law
of December 1948.

4. The Agricultural Credit Division

Three Types of Loans

The agricultural banking subdivision may grant three types of loans,
either directly or through rural credit associations, patronatos,

3 or other

banking institutions:
1. Long-term loans up to 25 years secured by mortgages for

permanent installations, the construction and repair of buildings, irri-
gation or drainage, and other necessary improvements connected with
agricultural activities; the purchase of cattle, of agricultural machinery

Local boards.
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and equipment; the refinancing of debts incurred previously for these
purposes; and, finally, the acquisition of "immovables" for agricultural use.

2. Medium-term loans up to five years having much the same purpose
as the long-term loans but secured by chattel or production mortgages.

3. Shorter-term production loans for the ordinary expenses of
sowing, growing and harvesting; the purchase of cattle to improve the
stock, forage crops, seed, insecticides, fertilizer, as well as the ware-
housing and transportation of agricultural crops. These loans are to
run for no longer than 18 months and can be guaranteed with seed,
produce, cattle or other movables, or any other collateral, including
bonds issued by the bank if declared eligible by the board of directors
of the bank with the approval of the National Bank.

Agricultural Development Division

The agricultural development subdivision may carry out the following
transactions:

1. Make loans to the rural credit associations for the acquisition of
such property as they need to carry out their functions.

2. Grant rehabilitation loans of not more than 300 pesos to small
agricultural producers.

3. Acquire shares of the rural credit associations.
4. Purchase buildings and immovables for the account of the rural credit

associations and credit patronatos.

5. Establish and direct agricultural research and experimentation, and
supply information regarding agriculture and problems of cooper-
ative organization.

5. Industrial Division

Three Types of Loans

The industrial banking division will be able to make three main types
of loan:

1. Twenty-five year long-term loans secured by mortgages to be made
directly or through other banking institutions for the purchase, con-
struction, or repair of buildings needed for industrial production;
the purchase and installation of industrial machinery and equipment;
the acquisition of patent rights and trade marks; the acquisition of
other property needed for industrial development, as well as the
refinancing of debts incurred previously for the above purposes.

2. Medium-term loans up to five years for much the same purposes as
the long-term loans, secured by chattel or production mortgages.
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3. Short-term loans up to 18 months as operating advances to be guar-
anteed by every type of obligation issued by the bank itself or any
other security declared eligible by the directors with the approval
of the National Bank.

Industrial Banking Division as Intvestor

The industrial banking division may:

1. Acquire on the stock exchange industrial bonds and stocks which
have been in circulation for at least a year, such purchases not to
exceed 20% of the capital and reserves of the industrial division
of the bank.

2. Acquire its own obligations as well as subscribe to bond issues of
industrial enterprises for which it will act as fiduciary agent.

Industrial Development Division

The industrial development subdivision may:
1. Participate in the founding of new industrial enterprises, furnishing

not more than 50% of their capital. In such cases the bank will have
veto power within the industrial establishment concerning alterations
in the capital structure, the use of profits, the building up of reserves,
and any change in statutes and regulations.

2. Grant loans for industrial development according to plans made by
the board of directors.

3. Establish, direct and supervise technical investigation, study and
experiments, including the building and operation of pilot plants
and the dissemination of the results to industry.

Loan Limits
Loans made by the bank are limited to 90% of the market value in case

government bonds or the bank's own obligations serve as collateral; 80%
when other admissible securities, and 70%tI when commodities serve as
guarantee, 60%o in cases of guaranteed crop and production loans or advances
to small farmers, and 50%,°, when mortgages serve as security.

Restrictions

The bank and all its subdivisions are expressly forbidden to:
1. Acquire "immovables" not absolutely needed for its operations or

retain such properties, acquired in liquidation of loans for more than
three years, except by special authorization of the National Bank.

2. Acquire "movables" not absolutely essential for the bank's operations
and retain any acquired in liquidation of loans for more than one
year, except by special permission from the National Bank.
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3. Make loans to the National Government, the Provinces and the
Municipalities.

The law specifically states that the development subdivisions will be able
to use only the development funds of 5,000,000 pesos each, together with such
profits as will be allocated to them for development purposes. The proceeds
of all bond issues by the bank will be used for banking operations proper
and in no case for the development operations. The funds raised through
rediscounting can only be used for operations not exceeding 18 months.

6. Operating Procedures

Stringent Provisions
The provisions covering operating procedures and securing the right of

the bank to enforce contracts and take over guarantees are stringent and
elaborate. The bank is given full rights of inspection and supervision and
can revoke its loan contracts when not given the fullest access to records and
properties.

While the law foresees the establishment of a good number of branches,
it recognizes that it is impossible to serve remote agricultural areas through
branch offices. Great stress, therefore, is laid on the development of two
types of local credit organizations which will operate with the help and
under the supervision of the bank: rural credit associations and credit
patronatos.

The rural credit associations are a modified form of cooperative. Mem-
bers will acquire shares as they are granted loans by the associations, which,
in turn, can rediscount them with the Agricultural Bank. The manager of
the association will be an employee of the bank.

The patronatos of rural credit will be local committees organized by the
bank in order to deal with loan requests of small and medium-sized farmers
in those localities in which the bank has no branches and in which no rural
credit associations exist. They will be formed by three members chosen by
the bank who will work together with a delegate of the bank. The latter will
be an agronomist with experience in agricultural production and credit
problems and in extension work.

7. Legal Changes

Problems Faced
The law also contains a number of provisions designed to modify existing

laws in such a way as to facilitate the granting of the types of agricultural
and industrial credit described in earlier sections.

The main problems which faced the experts who drafted the law were
the prevalence of tenancy and other forms of land-tenure not suitable to
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mortgage lending, the unsatisfactory condition of property registration in
Cuba, and the continuing effects of the mortgage moratoria. If the bank is
to serve the medium and small size farm, particularly in the non-sugar
agricultural sectors, new forms of loan guarantees have to be developed be-
cause the majority of these farmers either do not own their own land or else
their land titles are in an unsatisfactory state. Moreover, there is great
resistance on the part of small Cuban farmers against mortgaging their land.

New Form of Chattel Mortgage

The law, therefore, devises a new form of chattel mortgage against what
is called the production unit. Article 90 of the law reads: "Under production
credit shall be understood for the purposes of this law all loans in money to
agricultural or industrial enterprises guaranteed by a collection of proper-
ties and rights which constitute a production unit." Virtually every movable
or immovable property can be included in the definition of production unit.

In order to make these provisions effective, new property registration is
needed. In consequence, the 1922 register of agricultural property, the 1933
cattle register and the 1948 provisions for the register of equipment are to be
combined in a new register of agricultural contracts. In addition, there are
provisions which will make it possible to grant credit to the very small
farmers who usually do not own their land and who barely own some
equipment. The guarantee contracts with these small farmers are to be
registered in special books by the local post office managers-the only
officials available to handle this type of work in remote districts.

8. Government Warehouses To Be Taken Over

For Loans against Crops

As mentioned earlier, the bank will be able to grant farmers loans against
crops deposited in warehouses. Such loans will enable the farmers to delay
their sales until such time as they can get what they consider a favorable
price. This is because they will no longer be forced to sell their crops just
as soon as harvested, which, at present, enables the wholesale and retail
merchants. who give them credit, to buy the crops at the time when the price
reaches an annual low.

In order to enable the bank to make such loans more effectively, the
warehouses and meat cold storage plants built by the government in recent
years are to be turned over to the new institution.

IV. COMMENTS AND RECOMMENDATIONS

Since the new bank is likely to be operating before this Report is com-
pleted, no detailed analysis of individual provisions of the law wNill be
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attempted. It is hoped, however, that the following discussion and recom-
mendations may be helpful.

1. Structure

Advantages of Joint Institution

There are obvious advantages in setting up a joint agricultural and
industrial credit bank rather than two separate institutions:

1. The growth of Cuban industry of necessity must be closely tied to
its agricultural base, and their coordinated development can probably
be more soundly conceived if its financing is carried out by the
same institution.

2. A combined institution avoids a certain duplication of general admin-
istrative expenses and personnel.

3. The administration costs of granting industrial credit will surely
be less and the profit of industrial financing may be greater than
that of granting agricultural credit. The profits of the industrial
section of the bank, therefore, may be available to cover the almost
inevitable deficits which the agricultural division is likely to incur
in its early years. The transfer of profits between the two sectors
of the bank and their credit and development subdivisions is in fact
specifically provided for by the law.

Disadvantages

On the other hand, a joint institution has serious drawbacks:

1. It may well be more difficult for the industrial section of a com-
bined agricultural and industrial institution to attract outside funds,
and particularly foreign capital, than it would be for a separate
industrial credit bank. This is because of the greater risk involved
in loans to agriculture and of the fact that the earnings of the
industrial division may be used to subsidize the agricultural division.

2. Experience in other countries has proved that industrial loans are
technically easier to make than agricultural loans. The latter, there-
fore, tend to be neglected, even though the two banking sections
are divided, as long as they have to draw on the same capital funds.

Fortunately, any decision to divide the bank into two separate institu-
tions will not involve new legislation, because the law already provides that,
at any future date, the President of the Republic will have the power to
order the division of the bank into two distinct entities following a recom-
mendation to that effect by the National Bank.
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2. Administration

Example of National Bank

The Mission welcomes the far-reaching control and supervision of the
iNational Bank over the activities of the new institution. In its short period
of operation, the National Bank has shown great competence in assembling
an able staff, and its officers have earned a reputation for scrupulous
honesty and independence from political influences. It is essential that
the new Agricultural and Industrial Credit Bank assemble personnel of
the same quality, and that it approach its difficult task in such a way as to
gain the confidence and support of the public. Nothing could so quickly
destroy the usefulness of the new institution as to become involved in doubtful,
politically-inspired operations.

Importance of Personnel

Perhaps the most important function of the bank will be to engage in
operations which may not be profitable in a short-term bookkeeping sense,
but which will yield rich returns in terms of developing neglected sectors
of the economy and improving the economic performance of sizeable groups
of producers. Since the yardstick of immediate profitability will be absent,
it is doubly necessary that the bank's personnel show wisdom and competence,
and that they should be selected solely for ability and honesty. The eventual
success of the bank will depend much more on the proper choice of personnel
and wise administration than on any particular provision of the law.

Cooperation with Ministry of Agriculture

The Mission recommends that the management of the new bank work
out a system for the joint use of personnel with the agricultural extension
service of the Ministry of Agriculture, the reorganization of which is advo-
cated in Chapter 5.

As is well recognized in the law, many potential borrowers among small
farmeTs are not at present acceptable banking risks, but a system of super-
vised lending could improve their economic position substantially. In order
to carry out such a program, as a first step it is essential to hire and train
a competent group to work with local credit associations and patronatos, and
to form the bank's inspection service. Since the number of competent
agronomists is limited, the bank would be able to get a sufficient number
only at the risk of decimating the existing agricultural extension service.
This is the reason why close working cooperation with the agricultural
extension service is essential.
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3. Sources of Funds
Cash Desirable

The initial capital and development funds will be supplied by the Govern-
ment in the form of bonds of the 1950 issue. In our view, it would be
preferable for the Government to furnish the bank with cash out of budgetary
surpluses. Since funds for this purpose, however, may not be available
this year and, since the bank will have to get started slowly if its operations
are to be well conceived, it may find that the interest proceeds of the bonds
and the placement of 10% in the market will furnish it with sufficient
initial funds.

The Mission recommends, however, that beginning with the fiscal year
1951-52 a sum of at least five million pesos should be provided by the Govern-
ment in the budget for a period of five years to furnish the bank with capital
and development funds. Two thirds of these sums should be allocated to the
agricultural division of the bank. A major part, too, of the money allocated
both to the agricultural and to the industrial sections should be earmarked
for the development funds. This recommendation forms part of a suggested
program of coordinated monetary and fiscal policy outlined in Chapter 39.

Bond Issue of Bank
The development of a market for the new mortgage-type bonds to be

issued by the two banking departments will require a good deal of time until
institutional and individual investors have been able to judge the per-
formance of the new institution. To the extent that the bank's bonds may
be placed with the retirement funds, this time can be shortened. But it
would be undesirable, in the Mission's view, to load the funds with untried
new securities by bringing any pressure.

In this connection, the Mission welcomes the provisions giving the
National Bank the ultimate decision over the volume and timing of bond
issues by the new bank. These will have to be determined in the light of
the funds likely to be available for such placements and of the National
Bank's over-all monetary policy.

Difficulties
The placement of the bank's bonds with non-bank investors will face

the same difficulties as the sale of internal Government obligations. These
are the investors' reluctance to invest in securities for which an active
market may not always exist, their desire to spread their risks, and the lack
of confidence in the political and economic stability of the country. But,
as outlined in greater detail in the discussion of the bond markets-and
possible central bank open market operations in Chapter 27-these obstacles
have already been partially overcome and may be overcome to a greater
extent in the future.
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It may suffice to stress here that every effort should be made in periods
of reasonably prosperity to place the bonds preferably with non-bank in-
vestors, such as the retirement funds, insurance companies and wealthy
individuals. The commercial banks may find it attractive to take up such
parts of future issues of the bank as cannot immediately be placed with
non-bank investors. The banks could buy such bonds on the basis of the
substantial savings deposits which they carry and in view of their sizeable
excess reserves. However, such action by the banks will necessarily be
subject to over-all control by the National Bank in accordance with the
requirements of monetary policy.

4. Credit Operations

Need to "Make Haste Slowly"
In the first years of their operation, both the agricultural and industrial

banking sections of the bank will face the following dilemma: they are likely
to be swamped with requests for loans, but may find that the number of
borrowers capable of furnishing acceptable guarantees will be rather limited.
A greater number will have to be converted into reasonable risks by pains-
taking supervision and technical advice on the local level. Unless this is done
energetically, even though it means high operating costs, the scope of the
bank's operations may either be almost as limited as that of the commercial
banks, or else the bank may get involved in very risky operations, and incur
heavy losses.

It is equally clear, however, that no institution operating on a basis of
strict profitability could afford such high operating costs or shoulder possible
losses without facing liquidation. For these reasons, the separation of the
bank into banking sections in the strict sense with their own capital and
development sections, relying on Jomento funds, is to be warmly uwelcomed.
In view of the limited fomento funds immediately available, however, and of
the substantial time it will take to train the necessary specialized personnel,
the bank will have to make haste slowly.

The Mission deems it of the utmost importance that these facts be brought
home to the Cuban people, so that they will not harbor exaggerated notions
of the scope of the bank's operations during the first few years of its existence.

5. No Political Loans

Clearly every effort should be made to prevent personal or political favor-
itism in granting loans. In this connection, we recommend that the bank
establish a general operating rule which prohibits loans not only to directors,
officers and employees of the bank, but also to all elected officials of the
national government and of any political subdivision, as well as appointed
officials earning a monthly salary of more than 200 pesos. This rule should
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apply to loans to any enterprise in which such persons have an interest
of more than 25%o.

6. Loan Guarantees

The Mission welcomes the law's requirement that all the bank's loans
should be fully secured. We believe that it will tend to reduce local pressure
and complaints of discrimination which would tend to arise if unsecured
loans were made. In all cases, a loan program should be carefully worked
out with the borrower, taking into account credit needs and ability to repay
from current farm income. In most cases, it will be desirable to grant advances
in small instalments, to check periodically that proper use is made of the
money, and to agree both on the time of marketing and on a schedule for
repayment.

It is suggested that the bank's inspectors exert pressure so that mark-ups
of machinery and equipment bought with funds lent by the bank are kept
within reasonable limits.

7. Need for Rehabilitating Mortgages

In the sphere of agricultural credit, it is likely to prove easier at first
to grant sound short-term credit on a substantial scale than to give long-term
mortgage loans. We believe that the development of a new type of chattel
mortgage is a sound and necessary move.

It is clear, nevertheless, that longer-term loans, particularly for acquisition
and improvement of farm land against a first mortgage, are badly needed
by many Cuban farmers. Such loans are now only obtainable with great
difficultv, and at relatively high rates of interest. The reasons are the
after-effects of the moratorium legislation of 1940, discussed in Chapter 32.
If new mortgage loans are made on a sound basis and bonds are issued
against them by the bank, it should be possible to redevelop gradually a more
active market in mortgage bonds. The bank should, therefore, pay special
attention to careful supervision of mortgage-type loans, and may find it
advisable to set up a special mortgage division. Moreover, it should take
an active interest in the review and modification of the existing mortgage
moratorium legislation recommended in Chapter 32.

8. Encouragement of Cooperatives

Present Difficulties
Agricultural production and marketing cooperatives are practically non-

existent in Cuba at the present time. Reasons advanced for this state of affairs
are the excessive individualism of the guagiro (small farmer); his mode
of life which often calls for few contacts with fellow farmers; his suspicion
of all associations involving the acquisition of paper titles; and, perhaps
most important, his general distrust of all borrowing and lending activities,
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which is the result of generations of abuses by mercantile creditors. These
are formidable obstacles, difficult to overcome. But they were present at
one time in virtually all other countries when cooperative movements were
started, and have been successfully surmounted. Thus, in El Salvador
successful cooperatives are operating among illiterate coffee-farmers follow-
ing an intensive educational campaign.

Need for Education

The Mission endorses the ingenious proposals for the setting up of credit
patronatos and of supervised credit cooperatives. It urges the Agricultural
Bank, together with other government agencies and private institutions, such
as owners' associations and labor unions, to carry out a sustained educational
program among small farmers and workers in favor of cooperation. We
believe that the Cuban farmer is basically as capable of successful cooperative
action as farmers anywhere.

9. Interest Rates

The Mission deems it important for the bank to make it clear to the
Cuban public that it will not be able to furnish loans at exceptionally low
rates if it is to be largely self-supporting. It should be further emphasized
that the prime objective of the bank is not to lower interest rates but to
provide credit of a length not now available and to sectors of the economy
that are not receiving any bank credit at present.

In view of the bank's high operating costs and, presumably, moderate scale
of operations during its early years, it will have to rely on government
subsidies to make ends meet. Even so, it will hardly be able to make loans
at less than 8%-9% at first. The rates will have to be related to the cost of
operations and of securing outside funds. There can be little doubt that
credit, even at 10% when given by the bank, will be cheap compared with
the implicit rates charged now by mercantile lenders.

10. Importance of Technical Advice

Cooperation with "Fundaci6n Cubana"
Even a cursory glance at the proposed operations of the industrial credit

division of the bank, suggests that it will combine the triple functions of
industrial credit bank, investment bank and industrial development institute.

All these are relatively untried fields in Cuba, and it is therefore of the
greatest importance that the officers and staff of the bank should have a
clear conception of the problems they will face; and should avoid the mis-
takes made by similar institutions in other Latin American countries.

An essential of successful operation is close cooperation with-and
constant advice from-competent technicians. For this reason, the Mission



612 REPORT ON CUBA

strongly recommends that the new bank take a leading part in organizing
and supporting the "Fundaci6n Cubana para la Investigaci6n Tecnologica"
proposed in Chapter 9.

We believe that the Bank should use the services of the "Fundaci6n" both
for technical appraisals of proposals and projects and also to carry out any
research projects it may need. In our opinion, it would be inadvisable for

the bank to set up its own, competing technological research department. It

should establish, however, a highly competent, but small staff of technicians
to do appraising, and to cooperate with the Fundaci6n to enable the latter's
technical appraisals to be effectively interpreted to the bank's officers. The
bank should at all costs avoid the creation of a staff of inexperienced bureau-
cratic engineers similar to those found in the development institutes of some
other countries.

Avoiding Pitfalls

Cooperation with competent technical talent can save the bank from two
pitfalls:

1. Financing of unsound ventures proposed by outright cranks or by the
legion of promoters that abound everywhere.

2. Misplaced enthusiasm which might lead the bank to back large-scale
projects on the basis of promising but incomplete research. This
second danger is perhaps more serious than the first because it may
be said with little exaggeration that bankers and many businessmen
everywhere do not appreciate that real research is not only a most
valuable investment but that it takes time. The promotion and
financing of such research should be among the main aims of the
industrial development subdivision.

11. Investment Banking Function

In general, the provisions governing the bank's investment banking
activities seem soundly conceived. However, the provision which permits the
bank to acquire industrial securities, which have been in circulation for
at least a year, should be exercised with restraint. We do not believe that the
bank should normally engage in the purchase of such securities in the market
to support their market price, even though this provision may permit such

purchases. P

Its main function should be to acquire obligations of new or growing firms
and then either to re-sell them to the public after they have become seasoned
or else to issue the bank's own obligations against its diversified portfolio,
made up of the obligations of many firms. The operations of the Nacional
Financiera in Mexico suggest what an important part in activating a capital

market such action can play.



CHAPTEit 30

A Capital Market for Cuba?

1. Why Essential Conditions Are Absent

Investment Potential But .....

Cuba undoubtedly would greatly benefit if she had an active internal
capital market. But, apart from the recently activated internal market for
government bonds and a very limited market for mortgages and mortgage
bonds, a capital market, in the true sense, does not exist.

This is not because there is no investment potential. As is shown in
Chapter 24, Cuban savings-during prosperous years-are by no means
insignificant and, at the present time, there are substantial financial avail-
abilities.

But the conditions which are essential to a successful capital market
do not exist in Cuba today, and can only be created slowly over a long
period of years.

Prerequisites

These conditions can be summarized as follows:
1. There must be an adequate volume and variety of securities to buy

and sell.

2. There must be sufficient buyers and sellers-who understand invest-
ment and who are eager to own securities-for some constantly to be in the
market.

3. There must be appropriate market mechanisms, such as laws, practices
and formal requirements.

4. There must be sufficient would-be investors who have confidence in
the growth of the economy in general and of specific enterprises in particular;
and who have faith in the management and profitability of the latter.

5. There must be an active and alert group of dealers.
6. A number of financial institutions must be interested in the market.

Scarcity of Issues
Only if these conditions are met can money be turned into capital. But

it is easy to see that virtually none of them exist in Cuba today.
For instance, there is a scarcity of outstanding issues. Until the two

recent internal issues, the only government obligations outstanding were some
80 million of the external debt and a very small internal issue. Only a very
limited number of private issues is listed on the exchange and of these only
a handful is well-distributed and, therefore, readily available.
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Few new issues are being made or, apparently, are in prospect. This is
partly because it is difficult to place them, as will be described below. Many
medium-sized enterprises, too, are family corporations, in which outside share-
holders are not welcomed.

Above all, new corporate issues are limited by such factors as lack of
confidence on the part of investors, which also limits the number of investors
themselves.

Market Mechanism Undeveloped

With the exception of a few brokers, there is no mechanism for the
underwriting and distribution of new issues, except in the case of govern-
ment bonds, in which the commercial banks have recently taken the lead.
The role of the brokers is also very limited in the secondary market, the
Habana Stock Exchange.

Existing Cuban laws of financial transactions impair the effectiveness
both of this market and also of the dealer group because they are based on the
old Spanish law. For example, the law which governs the conduct of the
Stock Exchange is designed for a publicly operated exchange, whereas the
Cuban exchange is a private organization. Similarly, the law concerning
brokers and dealers applies to those who are officially appointed and licensed,
although, in Cuba, there are no provisions for this. The existing law, therefore,
affords little control.

In the case of the law governing commercial transactions and corporate
operations, the Spanish. law largely antedates the general development of
business corporations and therefore has little relation to their problems.

Little Supervision

In the absence of effective legal provisions, there has been little super-
vision over operations in the new issue market.

In these circumstances, it has been possible for relatively high fees or
profits to be obtained in connection with the offering of securities to the
public. There have also been cases where substantial blocks of securities
have been allotted to promoters, underwriters, or other interests without
adequate payment into the treasury of the company. The unfavorable
repercussions upon investors of practices of this sort may have contributed
to the low volume of transactions in corporate securities.

Domestic Securities Are Unpopular

Undoubtedly there is a group in Cuba interested in owning securities.
This is proved by Cuba's response to investment schemes prior to World
War I and in the 1920's and by the well-known interest of Cuban investors
in United States securities markets.
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But well-to-do Cubans are reluctant to invest in domestic securities and
Cuban financial institutions are disinclined to place an important part of
their funds in shares or long-term obligations of Cuban enterprises.

Causes
Among, the causes for this is the widespread conviction that everything

in Cuba ultimately depends on sugar. In good years, too, sugar yields spec-
tacular profits and in bad the well-to-do have few savings to invest.

Fears of future sugar surpluses, of a decline in economic activity and of
depletion of foreign exchange reserves also make potential investors cautious.
However unfounded fears for the peso's future may be-it is the third or
fourth strongest currency in the world-Cuba's impending shift to the peso
standard has probably made the public more conscious of exchange problems
than before.

Labor-management relations and the conviction among businessmen and
investors that business will not get fair treatment at the hands either of
labor or of the government undoubtedly retard investment in Cuban enter-
prises.

Finally, maladministration and improper handling of public funds in the
past and fears of a recurrence in the future contribute to the Cuban investors
reluctance to invest in Cuba.

All these factors are discussed elsewhere and need not be elaborated
here. But it will be obvious that they have combined to make the domestic
securities market even thinner than it would otherwise be and have also
made ownership of securities less attractive because they are hard to market.
These effects are particularly serious in Cuba where there is a strong desire
to keep assets in a form which can be easily liquidated (see Chapter 25).

Lack of Protection of Minority Stockholders

An intangible but very real bar to investment is the mutual distrust
which permeates many sectors of Cuban society. One aspect of this is the fear
of minority stockholders that they will be victimized by the majority.

It is reported that there have been enough cases in which majority
interests have carried out operations which have injured minority stock-
holders-who are inadequately protected by law-for this fear to be wide-
spread. This naturally tends to discourage equity investment.

Number of Investors Limited

As discussed in Chapter 24, Cuban savings are probably concentrated
in the hands of a few thousand individuals and business firms. This in itself
tends to limit the size and strength of the market for private securities.
Unfortunately, a good many even of these savers are very reluctant to make
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any security investments because of the unfortunate experience of them-
selves or their families with such investments on three occasions in the
last 30 years.

In 1920, a number of Cuban-owned stock companies in the sugar
industry, banking, and other fields collapsed at the time of the great sugar
crash. Many stockholders lost a major part of their savings, and some of the
most prominent men of the day were involved in transactions of a highly
speculative and doubtful nature which ended in disaster. In 1929, a sizeable
group of Cuban investors was caught in the big New York stock market
crash. Finally, the holders of domestic mortgage bonds, such as those issued
by the Banco Territorial, long considered the safest domestic medium of
investment, found that as a result of the various moratoria their capital had
become frozen.

Savings Institutions Cautious

With the exception of some insurance companies, no savings institution
has been at all active in the market for private shares or obligations. Pension
and retirement fund reserves have been used for purchases of government
bonds or have been left idle when they have not been used by the govern-
ment, as a forced loan without interest payment. The reserves of capitali-
zation companies are almost wholly invested in mortgage loans to their
members.

The commercial banks' investment policy is to avoid all risky, long-term
commitments. This is not surprising in a banking system which, until
recently, had no lender of last resort to fall back on, and which had to make
the liquidity of its portfolio its first preoccupation. Thus, the Cuban market
for private securities lacks almost entirely the institutional support which is
so important in providing underlving strength for a capital market, particu-
larly when, of necessity, it is quite limited in size.

Present Market Conditions
The capital required to establish new private business firms or expand

existing ones, if it can be secured at all, is usually furnished directly by small
groups of investors on the basis of family ties, business connections or per-
sonal friendship. Virtually all important public utility undertakings and a
large part of important industrial establishments outside the sugar industry
were originally financed by-or with the help of-foreign capital.

Though the insurance companies have invested an increasing portion
of their reserves in the securities of public utilities and of industrial enter-
prises, the total probably does not exceed 20 million pesos, of which the
greater part consists of shares and obligations of foreign-owned concerns.

The shares of only a few companies are widely owned; less than 60
securities are listed on the Habana Stock Exchange and not more than a
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dozen are actively traded. Bids and offerings are recorded only during
the 20 minutes of every trading day when transactions take place on an
auction basis. The rest of the time sales and purchases are privately negotiated.
It is estimated that the daily volume of transactions in private securities
seldom amounts to more than 100,000 pesos.

The Habana Stock Exchange has a membership of about 83 individuals
and firms, including two banks. The operations of member firms are largely
confined to the market for outstanding securities. Little machinery is oper-
ating effectively to accomplish the underwriting and distribution of new
security issues of Cuban enterprise, and even when the job is well done,
the response is often very disappointing.

2. A Significant Case
Prominent Sponsors

Difficulties of underwriting and distributing new Cuban security issues
are strikingly illustrated by the following case:

In 1947, a corporation was organized by several Cuban businessmen to
undertake the manufacture of a basic material of which substantial amounts
were used in Cuba, and which was largely imported from the United States.
This group included a leading figure in the banking investment field, a
representative of a widely-known and respected Cuban family with a most
favorable reputation. Associated with him were several others with excellent
reputations for capability and integrity. About $1,500,000 was required to
start the business, some of which was obtained from banking sources.

The company proved so profitable that earnings were running at over
400,000 pesos per year-around 25% on the invested capital. Early in 1950,
it was decided to obtain additional capital. An amount of about $500,000
was needed to repay bank loans, to improve operating efficiency, and to add
another department which would make the enterprise even more profitable.

Excellent Presentation

The presentation to the public of this investment opportunity seems to
have been intelligently and aggressively conducted. One of the leading
investment firms, headed by the individual already mentioned, prepared a
circular giving essential information, and memoranda were provided for
brokers and salesmen. These described the purposes for which the additional
capital was being raised, the increase in earnings to be expected, and other
essential information.

An energetic campaign was instituted to obtain subscriptions to the
preferred and common stock of the company, aXnd it would appear that the
conditions surrounding this offering were about as favorable as could be
expected. There was a combination of well-known and respected management,
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a favorable earnings record, and an aggressive sponsorship of the offering
by a leading investment firm.

Offering Unsuccessful

Despite all this the condition of the investment markets proved to be
so unfavorable that the offering was unsuccessful. Only about 40% of the
funds required could be obtained through the sale of the stock to the general
public, and the company eventually had to obtain the balance of the funds
required through a mortgage loan negotiated with a Cuban investment
institution.

3. Long-term Remedies

Comprehensive Changes Needed

From this and other parts of this Report, it will be obvious that the diffi-
culties of attracting capital into new Cuban business ventures are complex
and deep-seated. For they are rooted in some of the causes which have led
to the comparative stagnation of the Cuban economy. To solve them, there-
fore, must necessarily be a slow and gradual process.

Only comprehensive changes in such things as labor-management rela-
tions, public administration, the handling of public funds, fiscal policy and
so on can create the conditions which must exist before Cuban capital flows
freely into Cuban enterprises.

It is utterly unrealistic to suppose that a few legal enactments, such as
the establishment of a Commission to investigate market practices-or laws
to give greater protection to minority stockholders-will have any immediate
effect. Such things, of course, are helpful and the Mission fully appreciates
the importance of the work of the "Comision de Investigacion Financiera".
It can perform a useful service by suggesting improved market practices,
better accounting and report procedures and better protection for minority
stockholders. It is to be hoped that this examination will lead to improve-
ment in all these matters.

The Mission endorses, too, the Comision's concern with broader questions
such as ways in which the institutions like the new Agricultural and Indus-
trial Credit Bank can act as investment trusts.

But these things by themselves-though necessary-are not enough to
create an active capital market. Underlying barriers to confidence, indicated
above, must also be gradually eliminated.

Chance for Agricultural Bank

The Mission suggests that this process might be assisted by appropriate
action by the Agricultural and Industrial Credit Bank. This may be sum-
marized as follows:
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1. In the immediate future, the industrial section of the new Agricul-
tural and Industrial Credit Bank should be made into a medium of supplying
substantial public funds to new enterprises. Such funds would come from tne
surplus revenues to be expected to result from better tax administration,
improved budgetary control and better handling of public funds. Action
along these lines is recommended in Chapter 39.

2. It is essential for the bank to gain public confidence. It should do

this partly by selecting personnel of the same high caliber as the National
Bank, partly by proving that it does not permit political pressure to influence
its decisions, and, above all, by showing that it is investing in business
ventures which are successful because of good management and improved

technical methods. Once it has gained such confidence, it will have laid
the basis for the issue of its own obligations and perhaps of participation
certificates in the enterprises which it has helped to finance.

Experience in Mexico indicates that certificates of participation in its
portfolio issued by a well-run official investment bank can find increasing
outlets both with savings institutions and the general public. Such an
organization can carry on an intensive educational and propaganda campaign
to interest increasing numbers of investors in security ownership.

3. As a third step, the industrial section of the Agricultural and Indus-
trial Bank should attempt to place with private investors the shares of Cuban
enterprises which it holds in its portfolio.

4. To aid the operations of the bank as an investment trust and invest-
ment bank, legal and administrative changes to improve the securities market
mechanism should be carried out as soon as possible. Such legislation should
preferably err on the side of simplicity, in order that it may be easily
administered.

5. Every effort should be made to associate the commercial banks and
the few active stock market dealers with the actions of the Agricultural and
Industrial Credit Bank in developing a market for industrial securities.



CHAPTER 31

Savings and Investment Institutions

1. Importance of Collective Savings

In the discussion of the volume and sources of savings, it is pointed out
that a major part of Cuban savings represents the retention of earnings by
corporate and unincorporated businesses; and that personal savings are
largely those of a relatively small group of the well-to-do, who invest much
of them in real-estate or outside the country. It is not surprising, therefore,
that probably not more than 20-30 million pesos, or about half of the annual
savings-flow of individuals, passes through existing savings institutions.

As is seen, however, in the discussion of the existing sources of capital
for private industry and of the ownership of the government debt, the role
of the insurance companies and retirement funds is of great significance
in the rudimentary capital market that exists in Cuba today. For the great
mass of Cubans, too, collective savings-in the form of pension rights, life
insurance and contracts with capitalization companies-are all the more
important because they have little else to fall back on except for cash hoards.
A short review of the most important savings and investing institutions
follows, with the exception of the pension and retirement funds, which are
discussed in Chapter 22.

2. Commercial Banks as Savings Institutions

Limited Appeal
As shown in Table 111, the total of savings deposits with major banks

amounted to over 114 million pesos at the end of August 1950, having more
than tripled since 1941. In fact, if the less important banks are included,
a total of 121 million was outstanding. However, the annual increase in
these deposits has not been particularly marked in recent years.

This may have been partly due to the action during the war of the
commercial banks in discontinuing the payment of interest and setting a
maximum limit for individual deposits. This move reportedly followed an
investigation by the banks which indicated that a good many savings deposits
were the marginal cash holdings of the well-to-do and of business firms
rather than genuine thrift accounts.

There are indications, however, that this situation may have changed
to some extent in the last few years. Thus the Mission found that in one
bank, in a rich sugar municipality of Eastern Cuba, with a population of
17,000, there were no less than 2,400 individual savings deposits. While
this may be an exceptional case, it is not unlikely that the prosperous war
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and postwar years have brought about a considerable change in the the owner-
ship of savings deposits and a substantial increase in their stability.

In any event, there can be no doubt that the commercial banks may
properly use these deposits to extend longer-term loans to industry and agri-
culture and to acquire a moderate portfolio of Government securities and
bonds of the new Agricultural and Industrial Credit Bank, as recommended
in Chapter 28, The Commercial Banks.

TABLE 111

SAVING DEPOSITS OF MAJOR BANKS OPERATING IN CUBA
(Million Dollars/Pesos)

Change Change Change
from from from

Previous Previous Previous
Year Year Total Year

End of Dollar Increase (+) Peso Increase (+) Saving Increase (+ )
Year Deposits Decrease (-) Deposits Decrease (-) Deposits Decrease (-)

1937 44.8 - 6.4 - 51.2 -
1938 41.5 - 3.3 9.0 ± 2.6 50.5 - 0.7
1939 27.1 -14.4 13.7 + 4.7 40.8 - 9.7
1940 21.3 - 5.8 15.8 + 2.1 37.1 - 3.7
1941 18.6 - 2.7 13.3 - 2.5 31.9 - 5.2
1942 20.5 1.9 17.7 + 4.4 38.2 + 6.3
1943 16.9 - 3.6 28.9 +11.2 45.8 + 7.6
1944 18.9 + 2.0 43.2 +14.3 62.1 +16.3
1945 21.9 + 3.0 51.6 + 8.4 73.5 ±11.4
1946 20.7 1.2 58.1 + 6.5 78.8 + 5.3
1947 25.0 -- 4.3 70.8 +12.7 95.8 + 17.0
1948 26.3 + 1.3 76.6 + 5.8 102.9 ± 7.1
1949 24.2 - 2.1 78.6 + 2.0 102.8 - 0.1

Aug. 1950 22.8 - 1.4 91.5 +12.9 114.3 ±11.5

SoURCEs: Research Department, Banco Nacional de Cuba.

3. The Insurance Companies

Growth of Cuban Companies
At the end of 1946-the last date for which full information is available-

there were 63 Cuban-owned, 28 American, 36 British and Canadian, one
French and one Swiss insurance companies operating in Cuba. Total premiums
amounting to 26.1 million pesos' were collected during that year, of which
about one-third were life insurance, another third for workmen's compensation,

Sice that time, the trend of premiums has been as follows (in million pesos):

Premiums Collected By

Cuban. British. Other
All Owned Canadian U. S. Foreign

Year Companies Companies Companies Companies Companies

1947 .... ...... 29.4 13.9 11.4 4.1 .04
1948 .......... 33.5 15.3 13.9 4.2 .06
1949 .......... 33.8 15.7 13.6 4.4 .09



622 REPORT ON CUBA

a sixth for fire insurance and the rest for all other concepts. The British-
Canadian companies accounted for the bulk of life insurance, the Cubans
dominated the field of workmen's compensation, while in the other fields
the business was fairly evenly spread.

A comparison of the 1939 and 1949 data shows that total premiums had
more than tripled, but significantly enough, while in 1939 Cuban companies
accounted for only 37% of total premiums, the percentage had risen to 46
in 1949.

From all reports, the insurance carried by individuals has been increasing
rapidly in recent years, and there has been a considerable development of
group insurance policies on the lives of employees of Cuban companies.

Usef ul Role

These policies have generally been available only to those who are
considered to be permanently employed, a classification which does not
include temporary or transient workers. The appeal of life insurance is
particularly strong to workers in the sugar industry, which often arranges
to provide employees of this type with living accommodations which may
not be retained after the death of the employee. The proceeds of the life
insurance policy assure the worker that his family will have funds with which
to secure a home after his death. These facts illustrate the useful role that
the insurance companies have come to play as savings institutions.

Investment in Government Bonds and Industry

Perhaps even more significant is the increasingly important part that they
play as investors in the government bond market and as a source of funds
for industry. While complete recent data are not available, the following
tables give an indication of the annual increase in the reserves of insurance
companies, as well as of the companies' asset structure at the end of 1949:

TABLE 112

CHANGE IN THE RESERVES OF INSURANCE COMPANIES

OPERATING IN CUBA
(Million Pesos)

Year Amount

1 9 4 4 .. .. ......... ..... ... ........... ....... ........ ......... 3 .8
194 5 ..... . ...... ................... .. ......... ................... 7 .6

1946 ........................................ ............................. 5.6
194 7 ...... 4.................. ........................ ............. 8 .4

1948 ... ... ................... .............................. ............... 7.2
1949 .................. .......................... 1...... ............ 4.

SOURCE: Based On official statistics of the Mi.istry of Commerce.
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TABLE 113

SUMMARY OF DATA ON INVESTMENTS BY INSURANCE COMPANIES
OPERATING IN CUBA ON DECEMBER 31, 1949

(Million Dollars/Pesos)

Canadian
Cuban and British U. S. All

Companies Companies Companies Companies

Cash. . . 1.3 4.3 1.0 6.6
Real estate . . . 3.3 - - 3.3
Mortgages . . .. ........... 4.1 12.3 4.2 20.6
Cuban securities . . . . 12.4 4.7 2.8 20.1
Foreign securities . . . - 5.6 .8 6.4
Centralized with head office abroad, - 14.7 - 14.7

Tolal .... 21.1 41.6 8.8 71.7

SouRcE: Compoted loom data finrished by Mlinistry ol Csommerce.

In the past, insurance company investments have been made largely in
the obligations of governments or companies outside Cuba, while only limited
sums have been placed in issues of the Cuban Government.

The enactment of legislation making it mandatory to invest part of the
reserves in Cuban securities and, above all, the increase of the tax on the
export of money from 1/2% to 1% in 1941 and 2% in 1943, and the enact-
ment of a .15%o monthly tax on investments abroad, virtually forced many
of the foreign companies to invest an increasing part of their reserves in
Cuba. The composition of the companies' investment portfolios at the end
of 1946 can be gauged from the data assembled on following page.

What the Data Show

The following facts stand out when these data are analyzed:

1. The Canadian insurance companies have led the way in placing
relatively large amounts in Cuban public utility companies and in some
industrial concerns.

2. Most of these investments have been in enterprises which are either
foreign-owned or managed, and some of which may be considered as the
best credit risks.

3. Mortgages and policy loans have become of some importance in
recent years.

4. As pointed out in the section on the government bond market, a
sizeable part of the government debt is held by the insurance companies.

Problems of the Peso Basis

Cuba's gradual shift from a dollar and then dual currency to a peso
basis-which will enter its final stage in 1951 when the peso will become
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TABLE 114

PORTFOLIOS OF INSURANCE COMfPANIES OPERATING IN CUBA BY TYPES

OF SECURITY, ON DECEMBER 31, 1946
(Thousand Dollars/Pesos)

Cuban. Canadian
Owned and British U. S.

Companies Companies Companies

Shares:
Cia Agricola y Canadera Cubana ................ 179
Radio Centro S.A ................................. 100
Habana Electric .......................... ........ 100
Nueva Fabrica de Hielo ................................. 82
Cuban Telephone Co ................................. 20
Cuban Atlantic Sugar Co 97
Other ........ ......................... 341

Bonds:
Cuban Government external debt issues ...... 7,125 3,274 2,219
Cuban Government internal debt issues ...... 544 76 57
Habana Electric Railway ............................. 50
Stadium Operating Company ........................ 60
Habana Gas and Electric ............................ 37
Habana Docks Co . .1,285
Cuban Aqueducts Co . .1,500
Ariguanaba Textile Co. (Hedges) 500
Cuban Telephone Co . .4,000
Cuban Railroad . .353
U. S. Government securities 77 9831
British and Canadian Government securi-

ties .. 50
With bead office abroad 15,251
Mortgage loans .......... 1,994
Policy loans .......... 115 2,696

I May in-lude otber types of U.S. securities: breakdown not available.
SOURCE: Estadistica Cubana de Segaros, 1945 y 1946. Cuban Ministry of Connnerce, Habana, 1950.

the sole legal tender for most transactions-has raised certain problems
for the insurance companies just as it has affected the position of the com-
mercial banks.

Here it may suffice to point out that although-according to one view-
the insurance companies may not have been under a strict legal obligation
to pay dollars on many of their obligations since the legal tender law of
July 1939, in practice the bulk of these obligations is regarded by them as a
full dollar obligation, because the premium payments were made in dollars.
The payment dates specified, or the periods during which the policies are
likely to remain outstanding, extend many years into the future.

The companies will then find themselves in the position of having to
meet an obligation which is stated in dollars, at a time when the peso will
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be the only legal tender. If they are to be able to honor these liabilities
in dollars, they must be permitted to have a matching volume of dollar
assets, or else they should be specifically freed from any obligation to do so.

Need for Government Decision

It is obvious that the solution of this problem lies in the hands of the
Government and the National Bank; and the latter is expected to issue rulings
and interpretations when the peso becomes sole legal tender.

Meanwhile, the insurance companies are following a policy in line with
the changed situation. They have ceased to issue contracts payable in dollars,
and are writing policies payable only in pesos. It is reported that the general
public sufficiently appreciates the need for this change, and that little resistance
has developed.

If it should be decided that past policies constitute a continuing dollar
liability, it would be advisable for the Government to take the following
measures:

1. Investments in dollar assets up to an amount that matches the
dollar liabilities expected to come due should be exempted from the tax
on the export of money and the tax on investment abroad.

2. The Cuban Government should follow Mexico's example and con-
sider the desirability of making an internal dollar issue to be taken up
by the insurance companies.

4. The Postal Savings System
Slow Growth

A postal savings system operated by the Government has been available
to the Cuban public for many years. At present, such deposits provide a
4% interest return.

Since the commercial banks do not pay any interest on savings deposits,
it might be expected that a considerable volume of funds would flow into
the postal savings accounts. Data on the volume of deposits in the postal
savings system, presented below (Tables 115 and 116), indicate, however,
that their growth has been far from spectacular. This seems to be partly due
to lack of public confidence in the proper handling of government funds.
It may also reflect the recent rapid growth of capitalization companies that
have attracted increasing amounts of middle and lower class savings.

Uses of Postal Savings

Postal savings have been used in part to make advances to government
employees at moderate interest rates. These advances are secured by attach-
ment of part of the employees' salaries, a form of consumption loans that
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TABLE 115

DEPOSITS OF POSTAL SAVINGS SYSTEM

(Million Pesos)

Change
During

End of Total Period

1943 . ....... ........... 1.4 -
1944 ..................... 2.3 + .9
1945. ... 4.1 +1.8
1946 ......................... 5.6 +1.5
1947 .................. ....... 7.2 +1.6
1948 ................. ........ 7.5 + .3
1949 .......... ...... ......... 7.1 - .4

M ay 1950 ..... .................... 7.6 + .5

SOUnCE: B.Ielin de E,tadisjico; Direc,ion General de Estodistico, -ario-s issues.

TABLE 116

SUMMARY BALANCE SHEET OF POSTAL SAVINGS SYSTEM-MAY 31, 1950
(Thousand Pesos)

ASSETS LIABILITIES

Cash ........... 3,616 Savings accounts ......................... 7,599
Loans ....... ... 278 Saving stam ps ........................... . a

Investment in government bonds 3,539 Other liabilities .. ....... . . 42

Other assets ........... 208

Total Assets. . . 7,641 Total Liabilities ........- 7,641

a Only 245 pesos of saving stanps were in the hands of the public.
SOURCE: National Bank.

proved of great benefit during the depression years when salary payments
by the government were often months in arrears. Before the establishment
of the postal savings system, government employees had often been forced
into the hands of loan sharks.

The great bulk of the system's funds, however, is invested in govern-
ment bonds, until recently consisting wholly of external debt issues, but now
including part of the recent internal loan of the government.

When the new Agricultural and Industrial Credit Bank begins active
operations and starts to issue its own securities, the postal savings system
will have another outlet for its funds. Such a use of postal savings funds
would be particularly appropriate because savings by smaller farmers and
other local people would be used for purposes likely to be of tangible benefit
to the economic life of their districts. But in order to fulfill this role of
channelling small savings into local enterprise and farming via the Agri-
cultural and Industrial Credit Bank, it is urgently necessary to reactivate
the system.
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5. Recommendations for Postal Savings System

In the Mission's view, the following steps would go far towards achieving
this aim:

1. The cash holdings of the postal savings system should be segregated
immediately in a special deposit account with the National Bank.

2. The operations of the system should be subject to periodic inspection
by the Department of Banking Supervision of the National Bank.

3. The Government should set up, out of budget revenues, a capital
fund of a size to be determined by the National Bank in order to confer
greater financial autonomy on the system.

4. The investment policies of the organization should be put under
the over-all control of the National Bank.

6. Capitalization Companies

"MIixed CaIph i cO i:!in,t Contracts

In recent years a good number of capitalization companies have been
established in Cuba. While they were originally modelled in form and mode
of operation on similar institutions in Mexico and other Latin American
countries, the Cuban companies have developed their own form of "mixed
capitalization" contracts.

These contain the normal features of such contracts: the requirement of
monthly payments by the individual; the guarantee of receiving back a
certain sum in excess of in-payments after 10 or 15 years; cash value after
two or three years with the opportunity to get the equivalent of a "policy" loan,
usually at 6% interest; and a lottery feature enabling a lucky fewv to secure
payment of the "principal" before the due date.

In addition, in Cuba in most cases a home construction contract is com-
bined with the "pure" capitalization contract. This enables the saver even-
tually to buy one of the houses constructed by the companies with their
reserve funds-partly with the money he has paid in and partly with the
help of mortgage loans from the corifpany.

The Leading Companies

The first important capitalization company-the Previsora Latino-Amer-
icana-was established in 1937. Other important companies are the Com-
pania Creadora de Pequeiios Proprietarios S.A., the Cornpania de Capitali-
zacion y Fomento S.A., the Banco del caribe, the American National Savings
Bank, Banzco Godoy Sayan, and the Compania Alfa.

All these companies and many smaller ones have carried on a most active
advertising campaign to sell their contracts, and in recent years of great
prosperity have attracted an ever-increasing number of savers.
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Promoting Savings
For the purpose of fostering middle and lower class savings and of

helping individuals to secure their own homes, capitalization companies-if
honestly and competently managed-can be a very powerful instrument.
For, unlike the depositor in savings banks and the commercial banks, the
individual is virtually "forced" to save a certain amount each month for a
number of years or else he may lose altogether the funds invested in the
contract. Moreover, the companies go after potential savers aggressively
through a network of agents that cover the island.

The relative importance of these institutions as savings media and the
fact that their reserves are almost wholly invested, in the form of mortgage
loans, to their own members, can be gauged from the data presented below:

TABLE 117

COMBINED BALANCE SHEET oF FOUR MAJOR CAPITALIZATION COMPANIES AS OF

DECEMBER 31, 1949
(Thousand Pesos)

ASSETS LIABILITIES

Cash and deposits in banks .............. 731 Technical reserves ...................... 6,678
Mortgage loans ............ ......... 4,840 Deposits ........ .............. 275
Loans against capitalization con- Capital and reserves ..685

tracts. ....... ............... 622 Other liabilities ...................... 451
Real estate sale contracts with re-

tention of title ..................... 299
Other loans ......... ............. 93
Real estate .... ................. 81
Other assets ......... ............ 1,423

Total assets ......... ............ 8,089 Total liabilities .............. ........ 8,089

SouRcE: Published balance sheets.

5,000 Houses Built
It is estimated that the technical reserves of all capitalization companies

exceed 10 million pesos, that they have made a volume of mortgage loans
of about that amount in the course of the last few years, and that more than
5,000 individual homes have been built throughout the island as a result of
their operations.

Fraudulent Companies

Unfortunately, only the major companies-probably less than ten in num-
ber-publish balance sheets from time to time, are reportedly well-managed,
and administer their members' funds competently and honestly.

The majority of smaller ones are run by unscrupulous and often fraudulent

promoters. The situation has become notorious and there is a great danger
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that many of the public will lose all faith in investment in any form of paper
title.

Fortunately the National Bank, at the urging of the well-run companies,
is investigating the situation with a view to forcing the liquidation of fraudu-
lent concerns. The activities of those that survive are to be supervised by the
banking examination department of the Bank in accordance with Article 101
of its organic law.

The Mission welcomes this action of the National Bank and hopes that it
will be energetically pursued.



CHAPTER 32

The Market for Real Estate

1. Attractions as Investment
The Recent Boom

In the discussion of the role of capital and credit in Cuban development
(Chapter 25), it was noted that real estate has long been a favorite form of
investment for savings.

Chief reasons for this seem to be a distrust of wealth in the form of paper
title*, the possibility of personal control of the investment and the fact that
during the boom periods real estate is a relatively liquid asset.

In recent years between one quarter and one half of gross private capital
formation and well over one half of net real investment have gone into the
building of new houses and commercial premises. Building construction is
absorbing at least one fifth of the gross savings of Cuban individuals and
businesses, and the proportion of net personal savings going into it every
year seems to be even greater.

The size of the building boom since the war is indicated by data on the
value and volume of building construction assembled below:

TABLE 118

VALUE AND VOLUME OF BUILDING CONSTRUCTION

Value
Number of (in million
Buildiogs dollars)

1945 ...... 2,989 26.1
1946 ...... ... 3,413 40.8
1947 .... 2,722 26.5
1948 .. 3,749 43.3
1949 3,815 41.2
1950 (9 mon1tlhs) 3,761 41.5

SouRcE: National Book.

The continuing high level of building activity during 1949 and 1950
should be noted. Whole new residential districts for upper and middle class
families have sprung up around Habana, of which the Nuevo Vedado area
is the most extensive. There has been considerable land speculation as
large liquid funds have sought a profitable outlet.

2. Financing of Building
Cash Financing

According to reports, the present building boom is being financed to
a surprising extent on a cash basis. One observer estimates that 50% of

630
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all buildings are financed independently; and a good number of cases are
known where prosperous sugar-planters, rice-growers, cattlemen and politi-
cians have individually put sums exceeding one million dollars into real estate.

As noted in other sections, insurance companies have invested a moderate
amount of funds in financing new construction, particularly for business
purposes. For example, the beautiful new building of the radio center, a
small local version of New York's Radio City, was partly built with insur-
ance company funds.

Mortgage Lending
The last few years have seen a certain amount of mortgage lending,

much of it by individuals on a personal basis. The interest rates on such
loans are high, ranging-for urban mortgage loans-from 8% for large
transactions to 12% and even 18%o a year for smaller ones.

Mortgage lending on rural property has been very limited at interest
rates of from 8% to 12%o. The fear of new mortgage moratorium legislation,
similar to that of the thirties discussed below, has induced individuals to
work out ingenious contracts in order to protect themselves against the
disadvantages of such possible action in the future.

Often the title of the property is transferred outright from the borrower
to the lender but under conditions of trusteeship, thus protecting the borrower
from actual loss of his property, except if he should fail to live up to the
terms of the contract. On the other hand, in the event of a future mora-
torium, the lender would already have the property in his name without
need of foreclosure.

Loans by Institutions
Mortgage loans by the insurance companies, some of the banks and

the Banco Territorial are restricted to selected risks and in most cases to
improved properties of modern construction in urban areas.

In the case of residential property, individual homes are preferred to
multiple developments where the disposal of the property to permanent
owners may not be definitely assured. Interest rates of 4% to 8% are common,
with maturities running up to 16 years. Most loans are extended on a
conservative basis, representing only from one third to one half of the
appraised value.

Speculative inflation of values, particularly in Habana, has led institutions
to take a cautious and critical view of their already limited volume of
mortgage loans.

Volume Restricted

Among these institutions, the Banco T'erritorial's operations remain very
limited in contrast to the situation during the first three decades of the
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century when the bank was the only institution empowered to issue mortgage
bonds. The Banco Mendoza is active but seems to be a go-between in private
deals rather than a channel of savings into real estate account.

As described in greater detail in Chapter 31, Savings and Investment
Institutions, in the last decade capitalization companies have been playing
an increasingly important part as a source of funds for residential construc-
tion. It has been estimated that at the end of 1950, they had made 10 million
dollars of mortgage loans to their members.

Apart from the financing of the construction of individual homes, it
can be said that the volume of mortgage loans is very restricted; and that
the market for new mortgage brnds is virtually nonexistent.

Contrast with Pre-depression Period
This state of affairs is in sharp contrast to the situation which prevailed

before the great depression of the 30's. Before that time, a relatively vigorous
and highly-developed market for real estate mortgages and mortgage bonds
existed in Cuba, in contrast to the virtual absence of markets for Cuban
internal Government bonds and private securities outside the real estate field.

The development of this market reflected the traditional preference of
both Cubans and Spanish immigrants for investment in real property-both
urban and rural-and was also due to the suitability of mortgages for sugar
financing. In fact for many years mortgages on sugar land and mill prop-
erty furnished the main basis for crop financing by the banking system.

3. The Mortgage Moratoria

Historical Background
The usefulness of the mortgage as a credit instrument for the market in

mortgage bonds was all but destroyed, during the great depression, by the
three mortgage moratoria of 1933, 1934 and 1940.

It is important to view these acts of successive Cuban Governments in
their proper historical setting. The great depression in the United States
and other highly industrial countries was foreshadowed by the weakening
and collapse of markets for certain primary products, beginning in 1925.
Sugar was one of the first affected and Cuba, which had quickly recovered
from the catastrophic collapse of 1920, suffered the first set-back during the
years 1925 to 1929. The economic collapse in the United States after 1929
reduced Cuban exports and national income still further to unprecedentedly
low levels.

Many debtors were clearly in no position to fulfil their contractual obli-
gations for reasons beyond their control and, in the absence of some
government action, it was feared-in the words of the 1934 moratorium
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legislation-that there would take place "an auction sale under catastrophic
conditions of a large share of Cuban property."

Cuba's Dilemma
As pointed out by Henry C. Wallich, in theory the Cuban Government

had three alternate ways in which it could have come to the rescue of the
debtor interests: it might have granted them emergency loans, depreciated
the currency or enacted a mortgage moratorium.

Since Cuba was on a full dollar standard, depreciation would have
required the rapid creatiorn of an independent monetary system. In the
absence of a central bank and an internal government bond market, and
with foreign sources of funds freezing up, the Cuban Government was in
no position to raise money in order to extend emergency loans. Mortgage
moratorium legislation was consequently enacted.

Description of Legislation

The brief description of its terms which follows is taken from Mr. Wallich's
account.1

"The first moratorium was instituted by the Machado Government
on April 3, 1933, when the depression was at its worst.2 It suspended
all interest and amortization payments on the mortgage obligations
of the railroads, the Banco Territorial de Cuba, the sugar companies,
and all other Cuban industries until July 1, 1935.3

"Amortization on rural and urban estate mortgages was also sus-
pended, but interest payments up to 2% and 4%, respectively, were
to be maintained. The rentals of cane properties were reduced by 35%
for the duration of the international sugar control scheme to, which
Cuba had adhered. All payments suspended under the moratorium
were to be made up in three annual installments, due on the first of
July of 1935, 1936 and 1937. Debts which were in default before
the moratorium as well as those incurred subsequently remained
unaffected.

"This first moratorium was followed by a much broader one pro-
mulgated by the Mendieta Government on August 14, 1934.4 In addi-
tion to the obligations covered in the preceding measure, the 1934
moratorium also included certain agricultural loans, loans on sugar
and on shares of sugar companies, liabilities of firms or persons whose
assets had become illiquid owing to the moratorium, and a series of
other obligations. The duration of the moratorium was extended until
June 30, 1942. T1he installments covering 20%, 35% and 45% of
accumulated interest and amortization were to fall due on June 30
of 1940, 1941 and 1942, respectively. Sugar companies, in addition,

'H. C. Wallich, op. cit., p. 36.
Gacet. Oficial, April 4, 1933.

s Sugar companies whose mortgage contracts had been established abroad (chiefly under indentures of bonds
issued in the United States) remained unaffected.

I Gaceta Oftic1, August 14, 1934.
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were required to make annual pavments after July 1, 1936, the amount
of which was based upon the value of their sales and the price of sugar.

"The heaviest blow to creditor interests was still to come, however,
for the terms of the 1934 moratorium were once more extended and
broadened by the provisions for the 'liquidation of the moratorium'
which formed part of the constitution adopted on July 5, 1940.5 All
secured obligations up to August 1934 wbre included, and debts
incurred between that date and September 1937 in the purchase of
sugar properties likewise became subject to the new law. All interest
accrued up to date was canceled, and new rates were fixed ranging
from 3% on debts not exceeding 15,000 pesos to 1% on those over
800,000. Amortization was to take place over twenty years in case
of debts of 1,000 pesos or less, and over thirty years for amounts
over 50,000. Interest and amortization payments on debts secured
with sugar properties were to be suspended whenever the price of
sugar fell below 1.4¢ per pound, but the rate pf amortization was
to be stepped up with rising sugar prices. Thus the moratorium was
in effect extended until 1970."

Terms Still in. Effect

These terms are in effect at the present time, and, even after ten years,
the Cuban investors have not recovered from the shock of their enactment.

In this connection, it should be recalled that Cuban capital has never
been particularly venturesome at home and that a sizeable part has always
been transferred abroad. The real estate mortgage had been the only medium
of investment at home except for investment in the sugar industry itself-
which seemed to offer a maximum of safety combined with a high return.

Under the moratorium, this caution had proved useless since the capital
invested in mortgages was frozen and the return cut by 50% and even 75%,9.
Of even more lasting importance, the moratorium policy set a dubious prece-
dent and most institutional and private investors still seem to be convinced
that similar measures might be resorted to if a sharp depression and collapse
of values should recur.

Thoughtful Cuban observers have for long been aware of these facts. But
since the third moratorium was virtually incorporated into the 1940 Constitu-
tion and since the large Cuban land-owners are politically powerful, Cuban
governments have shunned the difficulties of any action in this field.

Present Prosperity of Borrowers

Since the last moratorium in 1940, however, Cuba kas experienced a long
period of great prosperity. Many of the big colonos, sugar mill owners, and
other owners of real estate, who benefited from the moratorium legislation,
are unprecedently well off. One indication that they could liquidate these
obligations at a faster rate than prescribed are reports that it is difficult or is

G,ceta Oficid, Jaly 8, 1940, Transitory Pro,-sion to Title 4.
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impossible to buy mortgage claims against sound borrowers at discounts of
even 21i ; in contrast to the situation in the early forties when such claims
were quoted at 40% to 60%o of par value.

An Issue of Equity

An important issue of equity in the relations between the government and
private interest is also involved. The moratorium legislation furnished much-
needed relief to debtors during a great deflation. It is at least arguable that
the inflation of the period 1943 to 1948 and the new inflationary pressures
of the present time call for some action on the part of the government to safe-
guard the interests of creditors.

Even a very moderate and token adjustment would have highly beneficial
psychological effects in restoring confidence and encouraging capital to become
more interested in Cuba's investment opportunities.

Moreover, the rehabilitation of the mortgage instrument is in itself of major
importance because:

1. It constitutes an essential basis for the granting of longer-term indus-
trial and agricultural credit and, without it, the new Agricultural and Industrial
Credit Bank would have great difficulty in tapping domestic investment funds
for such purposes.

2. Any measures to increase the number of owner-operators on Cuban
farms must involve use of the m-ortgage instrument.

4. Recommendations

In view of all these facts, the Mission recommends that:

1. A small Commission should be created at once to investigate the possi-
bility of modifying the mortgage moratorium legislation, with a view to
shortening by five years the prescribed amortization period and to raising the
required monetary interest rates. This Commission should consist of members
of the National Bank, the Agricultural and Industrial Credit Bank, the
Comisi6n de Fomento and a member of the Supreme Court.

2. The Cuban Government and National Bank should work out a state-
ment of policy-to be widely publicized-in which they would emphasize that
the creation of an independent monetary system, the setting up of a central
bank, the activation of the government bond market, the accumulation of
very sizeable foreign exchange reserves, and the stabilization assistance avail-
able from such institutions as the International Monetary Fund and the U. S.
Treasury to make it clear that Cuba is in a good position to meet any future
deflationary pressure without having recourse to new moratorium action.



CHAPTER 33

The Government Bond Market

1. Introduction
In this chapter the government bond market is discussed in some detail

for the following reasons:
1. During the last two years the Cuban Government has started to issue

internal obligations on a significant scale.
2. An important element of any program to finance economic develop-

ment must be to strengthen and broaden the primary and secondary markets
for government and government-guaranteed securities. For example, the
success of the newly created Agricultural and Industrial Credit Bank will
depend to a large extent on its ability to arouse and to maintain the interest
of investors in the obligations it intends to issue.

3. The National Bank is greatly interested in the development of the
government bond market, because this would enlarge the scope for successful
monetary action.

In the following pages the size and composition of the outstanding funded
debt of the Cuban Government and the pattern of debt ownership are reviewed.
Recent actions in activating the government bond market are described,
followed by a number of suggestions for further action.

2. Size and Composition of Outstanding Government Debt

External and Internal
At the end of September, 1950, the outstanding funded debt of the Cuban

Government amounted to 149.5 million dollars, of which 72.5 million were
"external" obligations payable in dollars and 77 million were internal peso
issues. The following five issues comprised the total:

TABLE 119

Amount Outstanding
Amount September 30, 1951

Coupon Rate Name of Iasue Issued (In million $/pesos)

EXTERNAL
41/2% 1937-1977 Public Works ........................ 85.0 67.5
4L/2% 1941-1955 Public Works ............... ......... 8.7 5.0

Total External .................... .. ............ 72.5
INTERNAL

5% 1905 Internal ................... .......... ... 11.2 7.0
4% 1949-1960 Veterans ............................. 25.0 25.0
4% 1950-1980 ......... ................... . 45.0 45.0

Total Internal ..................... ...... 77.0 a
Total External and Internal Funded Debt 149.5

a In December 1950, the Cuban Treasury placed another 25 million dollars of the 1950-80 internal bond
issue with a group of commercial banks. This increases the outstanding internal debt to 102 million and
the total funded debt to 174.5 million.
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As can be seen from the table, only the two external issues and the 1905
Internal Issue were outstanding prior to 1949, or a total of little more than
80 million at that time. The small size of the debt in itself is one explanation
of the low level of development of the government bond market. The signi-
ficance of this factor is accentuated by the way in which ownership of the
debt is distributed.

3. Who Holds the Debt?

Large Cuban Ownership
According to all indications, 90% of the Government's external obliga-

tions is owned by Cuban institutions and individuals, as is virtually the
entire internal debt. A tentative estimate of the ownership of the debt, as
of the end of October, 1950, is presented below:

TABLE 120

CUBAN GOVERNMENT DEBT BY TYPE OF OWNERSHIP ON OCTOBER 31, 1950
(Million Dollars/Pesos)

Type of Owner Amount

EXTERNAL: Foreign institutions and individuals 8

Commercial banks. 2
Retirement funds. 3

Postal savings systeM. 3
Insurance companies ...................................................... 14

General public .42

TOTAL EXTERNAL DEBT .72

INTERNAL: Central Bank .10 a

Commercial banks .12

Retirement funds .33

Postal savings system. 

Insurance companies. 6

General public .15

TOTAL INTERNAL DEBT .77

TOTAL OUTSTANDING GOVERNMENT DEBT .149

HELD BY CUBANS .141

a Actually 10.6 million incl.ding .6 million of external debt.
SOURCE: Personal interviews.

Institutional Investors
The importance of institutional investors in this pattern of ownership

is clear. Indeed the collective saving institutions (retirement funds, postal
saving system and insurance companies) hold at present approximately
42% of the government obligations in Cuban hands, the banking system
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(including the Central Bank) some 18%, while the general public accounts
for some 57 million, or about two fifths.

Of the part owned by the public, perhaps one seventh-or some eight
million-is held by contractors who use the bonds for guarantee deposits
with the government. Hence, only some 49 million of the total debt
is in the hands of individuals and businesses who might be interested in
trading their securities from time to time.

As a Permanent Investment

As for the institutions, the insurance companies, the postal saving system
and the retirement system hold government obligations partly because this
is favored and sometimes virtually prescribed by the legislation governing
their investment policies. In general, these institutions regard the acquisition
of government bonds as a permanent investment. While at present, there-
fore, they constitute the main primary market for government bonds, they
are normally not active in the secondary market. However, the future liquidity
of their assets and therefore the strength of the market is of great significance
for them.

Until lately the commercial banks have not held any significant part of
the government debt, except for the Banco Gelats which is known to have
held at one time a substantial part of the external debt. A part of the two
recent internal issues was retained by the Trust Company of Cuba, wvhich
played a leading part in placing them.

4. Why Do Cubans Hold So Much of the External Debt?

Although the general public owns only about 40% of the outstanding
debt, this is high by Latin American standards and deserves some comment.

The holdings of fifteen million of internal debt almost wholly represents
placements of the 1950 bond issue, commented on in a later section.

The estimated ownership of over forty million of the external debt by the
aeneral public is chiefly due to the following causes:

1. The excellent record of virtually all Cuban Governments in meet-
ing the service on the external debt, however unsatisfactory their treatment
of internal creditors.

2. The external debt represents dollar assets, which can be held
without the owner being subject to the .08% monthly tax on funds invested
abroad.

Cuban businesses and wealthy individuals were very liquid during the
war and postwar boom years. Their funds were seeking an outlet combining
safety and favorable tax treatment with a fair return and found it to some
extent in the ownership of the government's external obligations.
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5. Market for Outstanding Government Bonds

Limited Activity

As might be expected, in view of the relatively small size of the govern-
ment's outstanding debt and of the pattern of ownership, the market activity
in government bonds is very limited. Transactions on the Habana Stock
Exchange are conducted on an auction basis during only twenty minutes of
each day, the balance of the trading day being devoted to privately nego-
tiated deals.

Consequently no reliable information on the actual volume of purchases
and sales of outstanding government obligations is available. But, according
to those familiar with the market, the volume of transactions is small and
until recently has been confined almost entirely to dealings in the external
41½2% 1977 issue.

It has been clear for some time, however, that although little activity
prevails on the market for outstanding securities, there is a sizeable demand
for well-secured government obligations from institutions and individual
investors. This results from the great liquidity of the public during the
boom years 1943-48.

The 1937-77 Issue
One indication has been the almost continuous rise in the quotation of

the 1937-77 41,§ % external issue until 1947:

TABLE 121

MIDMONTTHLY QUOTATION OF 1937-77 41/2% PUBLIC WORKS ISSUE

Month and Year Quotation

D ec. 1938 .................................... 62.3

1939 ...... ... ........ .. .......... .... 68.1

1940 .. ... ....................... .... .... 61.6

1941 ... ......... ...... .... ... 75.3

1942 ......... ................... ..... 76.1

1943 ................ ................ 102.3

1944 .. ..... ... ............. ... 108.9

1945.... 113.5

1946 .... .............. .............. 115.8

1947 ................................. 117.6

1948 ......................... ....... 112.6

1949 ........ .......... 112.8

1950 ................................ 114.5

SOMRCe: National Bank of C.ba, 19-1950 Annual Report, Table 4.2.
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This has resulted in a decline in the yield of this issue from about 7.2%
in 1938 to little more than 3.9% in recent months.

Reasons for Gap in Issues

Despite this fall in the interest rate, it was not until the end of 1949 that
the Cuban Government had recourse to a new internal bond issue.

The reasons for this reluctance to tap the market are simple. Until 1947,
the record increase of government revenues enabled the Grau administration
to expand government expenditures continually. In 1948 the administration
levied a forced loan, without acknowledgement of debt, on the reserves of the
retirement funds to cover a sizeable deficit.

These and other actions destroyed investor confidence to such an extent
that the prices of existing government obligations broke and the success of
new issues could not be assured.

Effect of the National Bank Act

Following the passage, however, of the National Bank Act in December
1948, some of the Cuban-owned commercial banks became willing to help in
the placement of a new issue-the Veterans' bonds of 1949-carried out at
the end of that year.

In April 1950, the National Bank started operations, and, with its help,
the Government was able to sell a 45 million peso internal issue in August
and September 1950, in record time.

The techniques used in placing these two internal issues are of sufficient
interest to warrant a rather full description.1

6. The 1948 Veterans' Bond Issue and the 1950 Internal Loan

$25,000,000 Placed

The placement of a 25 million issue of Veteran's bonds was carried
out during 1949 by the Trust Company of Cuba, acting as trustee for the
Government. The bonds carry exemption from all taxes and are to be fully
repaid by 1960.

In view of the lack of confidence of individual investors, which reflected
the disordered state of the Government's finances bequeathed by the Grau
administration, it would have been unwise to expect the public to take up a
very large part of the issue. The Trust Company of Cuba, however, received
orders from 175 private investors for bonds totalling 3.67 million pesos.
The rest was placed as follows:

I The pl-cement of a fu-ther 25 nnillion of the 1950 issue in December 1950 was carried out after the aom.
pletion of this pact of the report and therefore is not discussed in the following pages.
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TABLE 122

(Million Dollars)

Pension and retirement funds ................................... 14.2

(of which)
Sugar workers ..... .............................. 5.0
Bank employees ........... ......................... 3.5
Tobacco workers ............ ........................ 3.0
Textile workers ... ........................... . ... L3
Other pension funds .................................... 1.4

Insurance companies ........... ................ ....... 2.3
Retained by Trust Company of Cuba . ................ 9.............. 49

Brokers and dealers associated with the Habana Stock Exchange partici-
pated in the distribution of the issue and received 1/2%, double the usual
commission. The Stock Exchange, as an entity, received an extra 1% so
that all brokers might benefit from the sale of the bonds. Brokers, however,
seem to have played a relatively small role in placing the issue.

The $45,000,000 Internal Loan
On August 21, 1950, an offering was made through the National Bank of

Cuba of a 4% internal loan in the amount of 45 million pesos, to mature
in June 1980, the proceeds of which are to be used for the construction of
public works.

Provision for this issue had been made by Law No. 15, dated November 22,
1949, which authorized a total of up to 200 million pesos (or United States
dollars) of which no more than 120 million pesos are to be outstanding at
any one time. The issue is in the form of bearer bonds, and both the interest
receipts and the principal carry full exemption from all types of taxes and
contributions, whether national, provincial or municipal. Semiannual amor-
tization with drawings by lot will provide for the full retirement of the issue
by 1980, the maturity date.

When past due, the principal and the interest coupons are to be acceptable
by the Government in payment of taxes and contributions up to their nominal
value. In addition, the bonds will be accepted up to their nominal value as
deposit or guarantee in all those cases in which the Government may require
such guarantee by virtue of past or future legislation. It is estimated that
this latter provision alone may open up a potential market of three million to
four million pesos at the present time.

Tax Income Pledged

The income from various taxes, which bad been assigned to the Export-
Import Bank credit of 1941, is pledged to this and other issues which may be
offered under the terms of the same legislation. During the period 1942-50,
the proceeds of these taxes have averaged close to 10 million pesos a year,
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and it is estimated that they will be sufficient to meet interest charges and
amortization requirements of the total of 120 million pesos which eventuallv
may be outstanding.

Careful Preparations and Prov isions

After the experience with the placement of the Veterans' Bonds in the
preceding year, the newly-organized National Bank of Cuba made careful
preparations to secure as wide a public distribution of the bonds as possible.
The aid of five leading Cuban banks was enlisted, and, at a series of meetings,
agreement was reached upon various provisions designed to safeguard the
position of the banks, and to insure the proper use of the funds. Among these
were the following:

1. The banks were given assurance that the National Bank of Cuba
will purchase from them, after one year, any unsold portion of their com-
mitments, up to a total of 18 million pesos.

2. The National Development Commission, which was set up in 1941
to administer public works projects under the Export-Import Bank loan,
was reorganized to provide more effective study and administration of
public works projects. The President of the Banco del Comercio was
appointed to the Commission to represent the interests of the commercial
banks.

3. Officials of the five Cuban banks will act as trustees of the loan.
The Frederick Snare Company was appointed to supervise the various
public works and to approve vouchers for expenditures to be made by the
Commission. Projects presented for approval by the Commission can be
vetoed by the trustees, if considered to be of an unsuitable character.

4. Projects are to be awarded by bids and contracts, and payments
made only against approved vouchers, covering expenditures already made
for labor and materials.

5. The retirement funds were to subscribe for bonds in the amount of
20 million to 26 million pesos-about half the total. If it were neces-
sary to provide them with cash for their subscriptions, the National Bank
of Cuba undertook to purchase from them a certain amount of the
Veterans' bonds.

6. The banks were to receive a commission of 1% on bonds sold and
were requested to fill all orders up to the total of their individual commit-
ments. Other banks could sell bonds with a 1% commission, and dealers
were allowed a /4 % rate.

Effect of Provisions
These provisions were designed to protect the banks acting as underwriters

from being permanently burdened with an excessive amount of unsold bonds;
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and also to insure that, under the administration of the Commission and the
supervision of the Frederick Snare Corporation, the continuation of the
program would not be endangered by possible changes in government.

They also insured that the projects would be passed upon by the trustees
and that payment would be made after supervision and inspection and only
against work actually performed.

Proposed Allotment of Bonds

Under the contemplated arrangements about 25 million pesos of the new
bonds were to be placed with the retirement funds, 10 to 14 with the under-
writing banks and the remaining 6 to 10 million with the public.

The amount allotted to the underwriting banks would also be available
for public subscription and these banks were to participate in the loan with
the following commitments:

TABLE 123

(Mlillion Pesos)

Trust Company of Cuba. . ... . 17
Banco Gelats .......... . .. .. 12
Banco Nunez . . . . 10

Banco del Comercio . .. . . 3

Banco Continental Americano . . . 3

Total . . .. . 45

Limited Support by National Bank

To cushion the market against the impact of the new issue, the National
Bank decided to carry out limited support operations for the outstanding
issues, of which the most important were the Veterans' 4% bonds of 1949
and the 4112%o's of the 1937 external Public Works issue.

Prior to the announcement of the new loan these issues had been selling
at about 105 and 111 respectively. This reflected the improvement in senti-
ment about the government credit which had recently developed as a result
of the vigorous measures for better tax collections and for proper handling
of revenues.

Consequently, the Bank stood ready to support these issues well above
par to prevent too much speculative switching from old into new bonds
but it found that only limited support operations were needed.

The only large purchases needed were 10 million pesos of Veterans'
bonds from the Sugar Workers, Textile Workers and other retirement
funds, of which the cash deposits with the Treasury could not be fully
drawn upon at the time and which needed funds to take up the new issue.



644 REPORT ON CUBA

Results of the Issue

By the end of September, it was possible to assess the success of the
issue. The retirement funds had bought about 25 million pesos, of which
the Sugar Workers had acquired 12 million, the Tobacco Workers 6.5 million,
the Textile Workers 2.7 million and Banking Employees 1.3 million. The
postal saving system and the insurance companies had each bought about
one million while the banks had only some three million left.

The rest, amounting to about 14 million had been taken up by the general
public. Altogether more than 690 individual placements were made, a good
many with individuals who took between 5 thousand and 10 thousand pesos
while in another case as much as 600,000 pesos was sold to an individual
investor.

When it is remembered that the two issues we have discussed constitute
virtually the first large-scale internal borrowing by any Cuban Government
and that they were made by an administration which had found the treasury
virtually enipty when it came into power, the amount of the issues placed
with individual investors-substantially greater than expected-is decidedly
encouraging.

7. Outlook for Further Issues

More Believed Possible

Perhaps even more significant is the general conviction among those
connected with placement of the issue, that there is a sufficiently strong
public demand for government issues for the Central Bank to be able to
sell to the public the 10.6 million pesos it acquired without weakening the
market. There is also a general belief that it will be possible gradually to
place over the next year and a half the greater part of the 75 million pesos
that remain out of the 120 million authorized by law. Twenty-five million
are already earmarked as capital contribution to the new Agricultural and
Industrial Credit Bank.

Estimate of Possibilities

The data on savings assembled elsewhere and the review of the recent
loan issues make it possible tentatively to estimate the extent to which the
Cuban Government may be able to place new issues in the next two years,
subject always to the proviso that the improved administration of govern-
ment finances is continued.

The annual accrual of institutional savings is likely to be of the order
of about 20 million to 25 million pesos in a prosperous year. Much of this
sum might be available for investment in governmeent or government-type
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securities. In addition there are likely to be reserves of the retirement funds
of perhaps 20 million, which constitute a claim on the Treasury but which
may be repaid out of budgetary surpluses in the course of the present
fiscal year. If so, these could also be invested in government securities.

The general public might be willing to invest another 15 million pesos
annually. But, if a greater amount is to be placed with the public, a much
more aggressive selling campaign than that of 1950 will be required.

The Government, therefore, should be able to place some 25 million to
30 million pesos annually with non-bank investors without markedly weaken-
ing the market for its outstanding obligations. The issue of a greater amount
seems inadvisable.

Danger of Inflation

Some of the Cuban-owned banks are at present eager to expand their
portfolio of government securities and, in view of the substantial volume
of savings deposits that are uninvested, this may not be undesirable as
long as the inflationary price rise does not become too marked. In face,
however, of the very real danger of serious price inflation because of world-
wide political developments, it will probably be wisest for the Cuban Govern-
ment and National Bank to attempt to place its issues to the maximum
possible extent with non-bank investors.

The foregoing estimate of the amount of debt the Government may be
able to place in no way implies that the Government should necessarily do
so. The decision on whether or not to borrow at all should be arrived at
in the light of the general economic outlook and within the framework of
the monetary and fiscal policies outlined in Chapter 39.

Should inflationary pressures become increasingly strong, every effort
should be made to finance the Government's public works and other develop-
mental activities out of current revenues. This is probably more feasible in
Cuba than in most other countries because a tightening in tax administration
can give surprisingly good results. This is shown in the present fiscal year
when 40 million in surplus revenues may be collected. There are also
ample opportunities to restrict expenditures in other directions by improving
general administrative efficiency and honesty.

In estimating the capacity of the government bond market to absorb
new government bond issues, it should also be noted that any securities
issued by the new Agricultural and Industrial Credit Bank should, for the
time being, be considered as government securities. To issue such bonds in
addition to an annual placement of 25 million to 30 million of government
securities is likely to overburden the market.
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8. Recommendations for Further Action

Need to Broaden Ownership

Though the Cuban Government and National Bank have made a good
beginning in activating interest in internal government obligations, much
remains to be done to broaden ownership of the government debt, and
thus to increase the number of investors who might be active in the secondary
market. It also is necessary to get additional groups to invest in issues of
government securities. The following steps are recommended:

1. The Government's credit should be put on a firmer basis by speeding
a solution of the problem of the floating debt along the lines outlined in
Chapter 38.

2. The moratorium legislation should be reviewed, as outlined in Chapter
32 which should prove helpful in reassuring investors.

3. Every effort should be made to get smaller investors to buy govern-
ment bonds and to arouse the interest of investors outside Habana. Effective
publicity, showing the relation between ownership of government debt and
the specific public improvements for which the money is used, might prove
helpful.

4. Consideration should be given to tapping the sizeable institutional
market which exists in Cuba for such new dollar obligations as the Govern-
ment might issue. This consists of the commercial banks and insurance
companies. These institutions will almost certainly have liabilities to their
depositors and policyholders payable in dollars even after the peso has
become the sole legal tender in 1951. To the extent that they retain,
such liabilities (and dollar deposits are specifically exempted from the legal
tender provisions of the new Monetary Law), they should be allowed to
have a matching volume of dollar assets. The Cuban Government would be
wise to follow Mexico's example and provide such assets in the form of a
limited internal dollar issue.

5. The National Bank should continue its limited support operations in
the government bond market along the lines outlined in Chapter 27 subject
to the requirements of sound monetary policy.



CHAPTER 34

Public Finance - General Considerations

1. Unprecedented Responsibilities
And New Opportunities

Cuba's fiscal system can make a major contribution to the nation's eco-
nomic progress. But this will only be possible if the general public as well
as those in charge of public finances realize that the need for fiscal responsi-
bility is greater today than at any time in the past. Chief reasons for this
are:

1. When the Cuban peso becomes sole legal tender, Cuba will enjoy
monetary independence for the first time. Whether the peso will con-
tinue as one of the world's soundest currencies, enjoying parity with
the dollar, will depend above all on responsible handling of Cuban
public finances.

2. With the creation of the National Bank and the activation of the
government bond market, the Cuban Government can now draw to
some extent on sources other than tax revenues to finance its expendi-
tures. Public finances have thus been taken out of the monetar)
straight-jacket in which they were normally confined, but from which
they occasionally broke out in wild spending sprees. These were
financed by the running up of huge unsettled short-term obligations-
the so-called "floating debt".
If the Government uses this opportunity for greater fiscal flexibility
moderately and wisely, it can be genuinely beneficial. On the other
hand, if monetary independence and the existence of a central bank
are misused to finance continuing government deficits-incurred to
finance expenditures of a political nature-the creation of the National
Bank will ultimately prove to have been detrimental and monetary
stability will be needlessly sacrificed.

3. By furnishing capital to such institutions as the new Agricultural and
Industrial Credit Bank and through a system of well-conceived tax
abatements, the Government can do much in the financial sphere to
encourage the growth of new activities.
In addition, it can make a major direct contribution to development
by improving facilities for education, by reorganizing the social
security system, by maintaining and expanding such public capital
as highways, water-works, research facilities, specialized technical
agencies and so on.

In good times, the revenues yielded even by the present defective tax
structure are more than sufficient to do these things. But the experieiice of
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the past ten years indicates that, without responsible fiscal management, the
fact that the government can command the necessary financial resources does
not necessarily mean that they will be used to make a real contribution
to development.

2. Weaknesses and Problems

Two Attitudes
If Cuba's public finances are to be responsibly managed and public funds

constructively employed, certain weaknesses in attitudes and administration
will have to be corrected.

Perhaps most basic of all is the general attitude of the public and poli-
ticians towards the Treasury. As in most other countries, but perhaps to a
greater degree, members of all social groups seem to adopt two inconsistent
attitudes towards public funds.

On the one hand, there is criticism of wasteful expenditures, resentment
against the complexity of the tax system, and general suspicion of those in
charge of public funds. On the other hand, the same groups exert pressure
on the politicians to secure benefits for themselves by diverting as much public
revenue as possible in their own direction. Under the impact of such pres-
sures. long-term needs have repeatedly been sacrificed to short-term political
expediency.

One of the reasons why this problem has become so serious in Cuba is
the fact-referred to elsewhere-that for many years there has been serious
economic stagnation in most private activities. Without hope of employment
in other fields, many have come to depend on the Treasury for their support.
Many professional men, too, unable to make a good living in their professions,
have become professional politicians, who believe that their career depends
on helping as many as possible to get on the public payrolls.

Tradition has helped this because, when Cuba became an independent
nation, she inherited a fiscal system 'which favored the use of public offices
as a source of personal benefit. It is not surprising, therefore, that fiscal
responsibility has frequently been lacking among its public administrators.

Tax System a Maze
The young Republic, however, needed external assistance in order to

recover from the war of independence and successive governments obtained
substantial loans abroad (see Chapter 40). The loan contracts normally
provided for the creation of special taxes devoted to the debt service. Since
this technique made Cuba's debtor record one of the best in Latin America,
it is understandable that it was used increasingly in other fields in an attempt
to prevent the mishandling of public funds and ensure some continuity
of operations.
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These aims were partly successful, but the already complex tax structure
and the lack of budgetary unity were further accentuated until the entire fiscal
system became the legal maze which it is today.

A Curious Dualism

As a result, the whole structure of Cuban public finance exhibits a curious
dualism. While there is great inflexibility in some parts, striking loopholes
exist in others which have made mismanagement possible. In fact, some of
the attempts to substitute legal regulation for sound judgment have had
unfortunate repercussions as explained more fully in Chapter 35, Budgetary
Practices, and Chapter 18, Education. An example are certain provisions
of the present constitution which were intended to ensure adequate public
education. In practice, these have resulted in a further deterioration of
budgetary unity and have exposed the Ministry of Education to political
patronage and corruption.

Need for Technical Advice

Advice from competent technicians, who understand the economic reasons
why fiscal reform is needed, could help to promote a sense of fiscal respon-
sibility. If such technical advice were readily available, it could be used
to counteract some of the demands dictated by short-term political expediency.
But, unfortunately, Cuba has not yet developed many men with a real
understanding of the economic and social aspects of taxation.

One reason for this is that the concept of taxes as strictly legal measures
still predominates. Even in the courses on public finance at Habana University
the main emphasis is still on Derecho Fiscal-fiscal law. Consequently
changes in tax laws become primarily legislative matters and little or no
consideration is given to their economic effects.

Advice from the National Bank
Since wise use of the fiscal system is so vital to development, it is of

the utmost importance, that competent economic advice should be constantly
available to the Ministry of Finance.

The Mission suggests, therefore, that full advantage should be taken of
provisions of the National Bank Act which make the Bank the Econolmic
Advisor to the Government.

An Economic Department
It also suggests that a special economic department should be established

in the Ministry of Finance, directly under the Minister and headed by a
thoroughly competent economist. It would be the duty of this department to
assist the Minister to formulate budgetary and fiscal policies. This depart-
ment should work closely with the Direccion Tecnica de Presupuestos, a unit
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recommended in the Price, Waterhouse Report,' and should also use the
services of the Statistical Department.

As an alternative-which would require less reorganization-the task of
helping the Minister to frame policies might be given to the Asesoria Tecnica
under one of the three technical advisers. In that event the preliminary
studies could, perhaps, be prepared either by the National Economic Council
or in the Economic Department of the National Bank.

What is Needed

Whichever alternative may be preferred, it is important for the Ministry
of Finance to have a department to help to formulate fiscal programs in
relation to the country's national income, to external trade and the balance of
payments situation and to the volume of public investments. To do this
effectively, the department should keep in close touch with the activities of
the Comisi6n de Fomento, the National Bank and other banks, the Ministries,
the pension funds and other large public and private organizations which,
in one way or another, participate in the country's finances.

The Mission believes that if this Economic Department is set up and the
advice of the National Bank is sought, these procedures will help to develop
better budgetary practices, to reform the tax system and to devise a wiser
and more constant expenditure pattern. The need for these things is dis-
cussed in Chapters 35, 36 and 38 and recommendations are offered.

Reform of the Tax System

Reforms intended to simplify the tax system are already projected. In
carrying them out, those concerned have the benefit of two major studies of
the system from the point of view of its general economic impact and its effect
on the distribution of income. These were carried out in the thirties by emi-
nent specialists. 2 Some of the recommendations made have been adopted, but
many others, which are still valid, can be carried out with advantage.

In addition, an examination of the influence of the entire fiscal structure
on the incentives for development should be made as soon as possible.3 In
the last few years, valuable techniques of economic and statistical analysis
have been developed to carry out such studies and some of Cuba's own
economists could carry them out together with foreign specialists. 4

I Report and recommendations on fiscal procedures and accounting methods of the Cuban Government-
prepared at the request of the Cuban Govefnment by Price, Waterbonse & Co., 1950.

2Report on the Revenue System of Cub. by Edwin R. A. Seligman and Carl S. Shoup, New York, 1932, and
The Cuban Fiscal System by Roswell Magill and Carl S. Shoup, New York, 1939. Also Chapters 15 and 16
in Problems of the New Cuba, op. cit.

3 Lack of time and of much basic information made it impossible for the Mission itself to attempt such
a project.

4 Examples of the use of the new technique are Proyecciones Economica De Las Fi.Snzas Pubicas Un
estudio e-prrimentai en El Salvador by Henry C. Wallich and John H. Adler with the collaboration of
Eugene R. Schlesinger. Florence Nixon and Philip J. W. Glacssner; and Public Fi-ance and Economic Develop-
ment in Guatemala by John H. Adler, E. R. Schlesinger and Ernest C. Olson. (T. be published by Banco de
Guatemala.)
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Expenditure Pattern
As far as the expenditure pattern is concerned, it was pointed out in

Chapter 21 that there is something like a public works "cycle". An analysis
of some recent expenditure data in Chapter 36 will demonstrate this. This
lack of continuity in expenditures impedes the effective use of funds, par-
ticularly those appropriated for public works and other long-term purposes.

Perhaps the most important conclusion to be derived from these chapters
is that it is not the public expenditure pattern itself which greatly needs
revision, but that the funds should be employed more effectively.

Need for Better Fiscal Administration

This problem is closely linked to the need for better fiscal administration
which, today, is weak in the case of both revenue and expenditure. Fiscal
administration also seems to have its political ups-and-downs, and it is clearly
essential that instead there should be sustained improvement.

In this field the Government has a unique opportunity to carry out major
reforms, because it now has available to it the recent painstaking report on
Cuban fiscal administration and on the government's financial situation,
prepared by Price, Waterhouse & Co. of New York. The Government is to
be congratulated on arranging for this Report to be made.

The Mission refers elsewhere to some of the recommendations contained
in this Report, but would like to emphasize here how urgent it is to make
the fullest possible use of all its findings at the earliest date. There are few
things which the Goverment could do which would bring so much benefit
at so little cost.

3. Recommendations

The Mission recommends that:

1. The Ministry of Finance should take the fullest advantage of the
economic advice of the National Bank.

2. A special Economic Department should be established in the Ministry
of Finance to study fiscal policy and to make recommendations to the Min-
ister. This department should be directly under the Minister and headed by
one of his technical advisers. Alternatively this task should be assigned to
the Asesoria Tecnica.

3. The Government should undertake an economic study of the fiscal
system.

4. The Government should do everything possible to promote develop-
ment by furnishing capital to such institutions as the Agricultural and Indus-
trial Credit Bank and by wise tax abatements.

5. The Government should carry out the recommendations of the Price,
Waterhouse & Co. Report as soon as possible.



CHAPTER 35

Budgetary Practices

1. Constitutional and Other Legal Provisions
"Fixed" and "Annual" Budgets

The Cuban budget is regulated by general provisions in the Constitution
(Articles 255-265) and the Organic Law of Budgets.' These legal provisions
are of bewildering complexity. The Constitution provides for a division of
the budget into two parts: the "fixed" and the "annual" budget. It requires
the "fixed" budget to cover the public debt service and expenditures for the
legislature and judiciary. The "annual" budget, on the other hand, should
contain all revenues and expenditures of the nation except those of the
fixed budget and those for the development of the national wealth, to which
special funds and taxes are assigned.

There is no Constitutional provision for the Congress to approve an
''extraordinary" budget during the fiscal year in case of unforeseen additional
expenditures. But Congress has the right to authorize the creation of new-
or the expansion of existing-services, if the needed revenue can be pro-
vided (see below). This indicates that the Constitution does not explicitly
prohibit "extraordinary" budgets.

The Budget Process
Preparation of the budget is a function of the executive branch; its

approval or modification, a function of Congress. The executive has to
submit the proposed annual budget to Congress 60 days before the date on
which it is to become effective. The House of Representatives must forward
the budget to the Senate 30 days prior to that date.

If the budget is not passed before the first day of the fiscal year, the
previous budget is understood to be extended by quarters. In this case,
the executive can make no modifications other than those "resulting from
expenses already paid, or expenses that are not necessary in the new fiscal
period."

The Congress cannot include in the budget law-Ley de Bases-any
changes of an administrative nature. Neither can it reduce or suppress
revenues of a permanent character-unless permanent expenses are similarly
reduced-without at the same time substituting others. For any purpose
covered by the annual budget, the Congress can allot no more than the
Government has proposed.

By means of new laws the Congress can create new Government services
or expand existing ones outside of the budget. But the resulting expenditures

Law No. 11 of May 31, 1949.
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must be covered by one of three methods: (a) creation of new revenues,
(b) suppression of prior expenditures and (c) definite verification of a
surplus by the Tribunal of Accounts.

On the other hand, the executive cannot increase or transfer any allot-
ments for budgetary expenditures without prior authorization by the Congress,
except in the case of war, serious disturbances of public order or of public
calamities.

Liquidation of the Budget
Liquidation of the budget by the Minister of Finance has to be com-

pleted within three months of the date of expiry. After approval by the
Cabinet, the Minister has to send his report to the Tribunal of Accounts.
Within the next three months, the Tribunal has to review the report and
inform Congress and the executive of infractions or liabilities which, in its
judgment, have been incurred. The final approval or rejection of the accounts
rests with Congress.

These are the most important budgetary provisions of the Constitution.
In addition, there are two other important articles which affect the content
of the budget.

Unusual Provisions for Education
Article 52 stipulates that the budget of the Ministry of Education shall

not be less than the ordinary budget of any other Ministry; and, that the
monthly salary of primary teachers must in no case be less than one millionth
of the total budget.

In the temporary provisions of the Constitution referring to Article 53,
it is stipulated that as long as the resources of the University of Habana
do not cover its annual expenses, the nation shall contribute to its maintenance
21/%j_% of the total expenditures in the budget, with the exception of the
amounts allotted to service payments on the foreign debt.

2. Practical Results
No Budgets Approved for Ten Years

In practice these legal and constitutional provisions have not had the
intended results.

Between 1938 and 1949, Cuba had no budgets at all, approved by
Congress. The 1937-38 budget was merely extended annually by presiden-
tial decrees which allowed for increased expenditures due to rising price
levels during and after the war.

The 1949-50 budget was the first to be approved by Congress since
1937-38. However, the old practice of extending the previous budget has
been resumed, as Congress has failed to consider and approve the 1950-51
budget.
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The reason is said to be that, within the stipulated time limits in which

Congress should have passed the budget, a quorum was not obtainable since

most congressmen were in the provinces engaged in election campaigns.

Government officials believe that the present fiscal year, which runs from
July 1st until June 30th, should be changed in order to avoid this dilemma

in the future.

No Auditing
The same problem-inaction-applies to the liquidation of the budget

for which, according to the Constitution, the final approval of Congress is
required. We were informed that Congress has not taken any action to

request-much less to consider-the final accounts of any fiscal year. Since
the Tribunal of Accounts was not set up until December 1950-ten years
after passage of the Constitution-there has yet to be a public auditing of

the Government's fiscal operations.

A Budgetary Dilemma
Articles 52 and 53 also have had results which the authors of the 1940

Constitution probably did not expect.

Increased budgetary revenues and expenditures since 1940 have also
increased the absolute amounts produced by the fractions of one millionth

and 21/4% of the budget, stipulated as monthly salaries for the primary
school teachers and as annual allotments to the Habana University, respec.
tively. Under these provisions present income and expenditure levels would
make the monthly salary of a teacher about 230 pesos, and the appropriation
for Habana University about $5.2 million. Such a salary level for teachers,
however would be out of line with that of other government employees of
similar standing while an appropriation for the University of over five million

would exceed its present requirements.

This dilemma has been solved by dividing the annual budget into two

parts-one called "ordinary" budget and the other misnamed "extraordinary"
budget-and by applying the educational percentages to the "ordinary"
budget only. The latter has been so adjusted that the one-millionth and the
21/4% fractions of it equal exactly the allotments granted to teachers and to
the University of Habana. In the 1949-50 budget, for example, the teachers
received a monthly salary of $97.50 which is one millionth of the "ordinary"

budget, $97,543,800. The division of the budget serves no other purpose.

The so-called "extraordinary" budget is based on a rationalization of

the Emergency Legislation of 1942. The theory is that the economic dis-

turbances caused by the war still persist to such an extent, that it is advisable

to place all expenditures of a permanent character in the "ordinary" budget
and to assign to the so-called "extraordinary" budget all those resulting
from the state of war.
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3. Lack of Controls

No Control over Executive

One of the most serious defects of the Cuban fiscal system is the lack
of any effective controls. As pointed out above, for a long period the execu-
tive branch of the Government has been in virtual command of the country's
public finances, unhampered by the controlling power of Congress or scrutiny
by an autonomous auditing agency. Through sheer laxity, the Congress has
voluntarily surrendered important rights which, historically, are fundamental
to a democratic system of government.

It could be argued, of course, that if or when the quality of the legis-
lative body as a whole is inferior to that of the executive, it is much better
to allow the latter sole control of government finances and as far as possible
to exclude a spendthrift and financially capricious Congress.

While this may sometimes be expedient, it is not the most effective or
beneficial system of public finance. Past examples of extravagant spending
and misappropriation of large amounts of public funds by the executive
illustrate the obvious dangers inherent in the present Cuban system.

Use of Loans and "Surplus" Revenues

Certain important fiscal operations, such as new taxes or new government
loan issues, require legislative action in Cuba. In practice, however, the use
of loan proceeds seems to be entirely at the discretion of the government.
This is illustrated by the $200 million loan authorized by the Congress in
November 1949. There is plenty of scope, too, for government discretion
within the existing fiscal framework. This has been made possible by the
almost continuous increase in revenues during the last decade. Since the
expenditures for fixed services have lagged behind, the executive has had
increasing amounts of surplus revenues to use without congressional approval.
This has been possible by a free interpretation of Article 260 of the Con-
stitution which gives the executive extraordinary spending powers in case
of war, as mentioned above (Cuba is still formally in a state of war).

If the Congress does not wish to assume its duties or exercise its rights,
there is probably nothing to be done at present. Improvement can come
only over a long period of years in wrhich Cuba's political illnesses are
gradually eradicated and popular education is advanced.

4. The Tribunal of Accounts

Finally Approved by Congress

A partial solution to the problem of fiscal controls is provided by the
creation of a government auditing agency as stipulated in the Constitution.
It will soon be operating since the complementary Law of the Tribunal of
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Accounts was passed by Congress in December, 1950 and according to this
Law, the Tribunal must be in operation before the beginning of 1952.

Organization of Tribunal

Briefly, the Constitution provides that the Tribunal shall be the auditing
agency of the State, Provinces, Municipalities and autonomous organizations
which directly or indirectly receive their income from the State. The Tribunal
is answerable only to the courts and possible conflicts with other agencies
have to be resolved by the Supreme Court (Tribunal Supremo de Justica).

The Tribunal has seven members, four of them lawyers and three public
accountants or professors of business administration. They are appointed
for an eight-year period by the Supreme Court, the President of the Republic,
the Senate and the University Council. The Tribunal hires its own staff.

Duties of Tribunal

In discharging its duties the Tribunal will inspect the expenses and dis-
bursements of the National Government, Provinces and Municipalities, in
connection with the payments for works, supplies, and personnel. It will
examine calls for public bids.

It is required to make reports to the executive and to the Congress upon
request, and to prepare an annual report on the state and administration
of the public treasury, the currency, the public debt, and the budget and its
liquidation. This report has to be published for general information.

The Tribunal also has to take a sworn statement from every citizen
appointed to perform a public function-before he takes office and when he
ceases to hold it-of the property that he possesses. It is required to make
any investigations that it deems proper for this purpose. This function of
the Tribunal, however, has to be regulated by a special law.

The Tribunal is required to report to the courts, with respect to any
blame revealed by its inspections; and to give instructions in cases of infrac-
tions in which there is no penal responsibility, in order that all agencies
subject to its order can best fulfill the accounting laws.

Government to be Congratulated

These duties of the Tribunal seem to cover those areas where investigations
and continuous accounting are needed, in the light of our examination of
public and municipal finances and public works. (See Chapters 21 and 36.)

The present government of Cuba is to be warmly congratulated on obtain-
ing the consent of Congress to a much-needed measure. The Tribunal has
a very important function to fulfill, and, if given proper working conditions,
it may be able greatly to improve fiscal organization and operations both
in the national government and in the municipalities.



BUDGETARY PRACTICES 657

Shortcomings of Law
It must be stressed, however, that the law creating the Tribunal has a

number of grave technical weaknesses which are likely to limit the efficacy
of its action. These shortcomings are fully analyzed in Appendix 17 of
the Report to the Cuban Government of Price, Waterhouse & Co. For this
reason it is unnecessary to reproduce it here. But the Mission recommends
that this Report should be most carefully studied in order that the short-
comings of the Tribunal should be recognized and corrected as far as possible
through appropriate regulations.

5. Extra-budgetary Operations

Not "Extraordinary"

Despite the legal arguments for dividing the annual budget into two parts,
an examination reveals that most, if not all, of the expenditures of the present
so-called "'extraordinary" budget are of a permanent nature. Examples
are payments for salary increases since 1934, and purchases of materials for
ordinary maintenance.

Actually, no genuine "extraordinary" expenditures of a temporary nature
-such as those resulting from changing economic conditions-appear either
in the "ordinary" or the "extraordinary" budget.

Special Funds

Such expenditures are authorized instead in special extra-budgetary laws,
as the need arises and, in most cases, revenue sources are specifically assigned
to them.

It should be noted in this context that Article 255 of the Constitution
prohibits inclusion in the budget of "monies, special funds or private patri-
monies of bodies authorized by the Constitution or by the law, and devoted
to social security, public works, development of agriculture and industrial
stock raising, commercial or professional activities, and in general to the
development of the national wealth" . . . "these funds or their taxes shall be
delivered to the autonomous body and administered by it, in accordance with
the law which created them, subject to audit by the Tribunal of Accounts."

In practice, this provision means that practically all development expendi-
tures, such as those of the National Development Commission, or those financed
by borrowing are outside the regular budget.2 Strictly speaking, this provision
also means that the Government has very little discretion in assigning funds
out of its regular tax revenues to finance development, since the allotments
are legally dependent on the respective tax-yields.

2 As explained in previous sections the regular budget comprises the "annual" and "fixed" budgets, required
in the Constitution. Moreover, because of peculiar provisions in favor of education, it is at present divided
into an "ordinary" budget and one misnamed "extraordinary".
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Non-budgetary Income

Another example of extra-budgetary operations is the government's prac-
tice of granting subsidies or of paying non-budgetary expenses out of certain
tax revenues or non-budgetary income. For instance, the government is paying
a subsidy to the textile industry which ultimately goes to the textile workers
as an addition to their wages. The funds are obtained from the 6% sales
tax on textiles. The entire operation is conducted outside the budget.

The reason is simple. Under the Constitution, every new expenditure must
be based on a new source of revenue, on a suppression of existing expenditures
or on an established surplus verified by the Tribunal of Accounts. A new
source of revenue, however, requires Congressional action; elimination of
existing expenditures is very difficult; and hitherto there has been no Tribunal
of Accounts. Hence, the only way left for the government to defray expenses
of new commitments, especially when it has to act quickly, is to handle the
issue outside the budget.3

Budget Not Full Picture

The effect of these practices and provisions is that the budget does not
give as complete an account of the volume and character of the government's
activities as it should. Moreover. hampered by these Constitutional provisions,
and under the pressure of immediate problems, the executive has tended to
meet emergencies outside the budget by hasty inprovisation rather than by
forethought.

The budget has thus become partly fossilized and merely reflects the limited
scope of government activities of by-gone times. Another result is that it is
an extremely cumbersome task-even for one versed in the intricacies of Cuban
public finances-to acquire accurate information of the government's total
expenditures and revenues.

Improvement Needed

Improvements of the existing budgetary system are certainly needed. The
two crucial points that need to be modified are the system of earmarked taxes
and the constitutional provisions regulating new expenditures.

In Chapter 36 the imposition and earmarking of new taxes for specific
new purposes is discussed. Since, in normal times, this seems to be virtually
the only way for the government to meet new expenditures-because it cannot
legally use existing surpluses-the bewildering number of taxes, imposts and
excises of all kinds is partly explained. The number will probably increase
unless a more rational system can be adopted.

3 It should be recalled, however, that ever since 1941, Cuba has been formally in a state of war, so that the
G-vern-ent has been able to dispose of surplus revenues.
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For a permanent improvement, a change in the Constitution would be
necessary. However, the Mission was told that this is virtually impossible.
The key to an improvement seems to lie, therefore, in the creation of the Tri-
bunal of Accounts and the establishment of good working relationships
between it and the Treasury.

No limitations as to period seem to be imposed by the Constitution on
the verification of existing surpluses by the Tribunal. In preparing a new
budget, therefore, the Treasury could arrange for a surplus, verified by the
Tribunal, to cover possible new expenditures, instead of adding to the already
excessive number of taxes. Existing government revenues still leave plenty
of room for expansion, particularly in the case of direct taxes, the yield of
which can be greatly increased merely by more efficient collection. The Tri-
bunal can thus have a very important function in the improvement of present
budgetary methods.

Extraordinary Budgets for Emergencies
Another improvement would be to adopt the method of having genuine

"extraordinary" budgets during the fiscal year. While current expenditures
should normally be kept within budgetary limits, there are times when increases
may be necessary because of rising prices or wage-levels. Situations might
arise, too, which require entirely new expenditures.

It would be better to submit these to the Congress in an "extraordinary"
budget rather than to handle emergencies in a haphazard way outside the
budgetary framework, as at present.

6. Need for Unified and Intelligible Budget

A Possible Solution?
A large amount of quite unnecessary bookkeeping and accounting in each

Ministry results from the artificial separation of the budget into two parts.
This procedure, too, makes the nation's finances unintelligible to anyone who
is not an expert.

In the Mission's opinion, the government cannot indefinitely continue
this practice, which rests on more or less shaky legal grounds. The simplest
solution, of course, would be to eliminate the two ill-conceived articles in the
Constitution. But if Congress does not want to do this, it has been suggested
by some Cubans that, with the consent of the Supreme Court, these obsolete
articles might be interpreted to refer only to the budget of 1940, the year
the Constitution was promulgated. This, of course, should not in any way
affect present or future appropriations for the teachers or the University of
Habana. But, it would enable the government to prepare a unified budget
and to simplify the administrative work.
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A Suggested Preamble

A truly unified, "consolidated" budget, presenting separately ordinary
expenditures and new capital investments, is not possible unless all of the
government's fiscal operations are included. This however, is prevented
not only by Article 255 of the Constitution but also by the numerous laws
and decrees on which the extra-budgetary revenues and expenditures are based.

A drastic and quick reform seems out of the question. As a temporary
measure, however, extra-budgetary taxes and expenditures could be included
as a separate statement in the preamble of the regular budget.

We suggest that the preamble should contain a review of prevailing
economic conditions, estimates of national income and any other economic
information relevant to the government's economic and fiscal policies.

The preamble should also contain statements of the actual budgetary and
extra-budgetary revenues and expenditures of the previous fiscal year, sum-
marized estimates of these for the current year, and some details of projects
carried out by the Development Commission and the Ministry of Public
Works during the previous year, and planned for the coming year.

Finally, the preamble should give economic or social arguments to justify
major new expenditures, the enlargement of existing ones, proposed tax
changes or new loans. It should also give any other information necessary
to understand the government's fiscal policies.

Preparation of the preamble should be the duty of the head of the pro-
posed economic unit in the Ministry of Finance (See Chapter 34) assisted
by the economic staffs of other public agencies.

Figures Should Be Clarified

Revenue and expenditure figures should be greatly clarified in order
that the scope and nature of the government's activities may be better under-
stood. In this connection the use of the "performance" budget device should
be given careful consideration. 4

The proposed budget for 1949-50 consists of 826 closely-printed pages.
But, for all practical purposes, it is little more than a classified catalogue
of employees of each Ministry, subdivided into Direcciones, Secciones and
Negociados, of lump-sums for the purchase of supplies and equipment and of
amounts required for pensions, maintenance and repairs.

No mention is made of activities to be performed, of projects to be com-
pleted, or of services to be rendered. Nor does the budget give any reasons
to justify the proposed expenditures on given projects.

4 A "performance" budget sets out in concrete, specific terms proposed and past government periormance
in various fields. Thus it would list the mileage of roads to be repaired in the budget year as against the
previous year's performance.
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For example, the 1949-50 budget devotes one lump sum of $13,152,209.09
to the construction, repair and maintenance of highways, aqueducts, airports,
etc. all over the country, without any mention of the location, costs or need
of the individual projects. This, of course, does not help Congress, still less
the general public, to understand the need for the appropriations requested.

Complicated Liquidation

The same is true of the liquidation of the budget. This document, pre-
pared by the Treasury, should give the actual revenues and expenditures,
and deficit or surplus. But it virtually conceals this information in a labyrinth
of cash transfers from one fund to another. The old-fashioned Spanish
terminology, too, prevents all but a very few officials in the Treasury from
understanding the kind of fiscal operations to which the titles refer. In its
present form, therefore, the liquidation document has little practical value.

7. Summary of Recommendations

The Mission recommends that:

1. In principle, all revenues and expenditures should appear in the annual
budget, which should also show proceeds of borrowed funds and
expenditures for which they are designated.

2. In case of need for additional expenditure during a fiscal year, which
has not been provided for in the regular annual budget, a genuine
extraordinary budget should be prepared and presented to the Con-
gress. No financial commitments should be made except through the
annual budget or, in case of emergencies, the extraordinary budget.

3. As soon as the Tribunal of Accounts has been established, it should
cooperate closely with the Treasury in order that full benefit may be
derived from the Constitutional provision for the use of budgetary
surpluses for new expenditures.

4. A unified budget should be established, which should show separately
current revenues and expenditures, proceeds of public loans and
capital expenditures.

5. Revenues and expenditures which are now handled outside of the
budget should be included in the budget as a separate statement in
the preamble. This should be regarded as a temporary measure. The
ultimate aims should be to integrate these in the framework of a
consolidated budget.

6. The budget should contain a preamble which should give the follow-
ing information:
(a) Review of general economic situation.
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(b) Summary of actual budgetary and extra-budgetary revenues and
expenditures of the previous fiscal year and summarized esti-
mates of these for the current year.

(c) Economic or social reasons to justify any proposed new expendi-
tures of significance, the increase of existing taxes, the creation
of new ones or the floating of new loans.

(d) Other information needed to explain the government's fiscal
policies.

Preparation of this preamble should be the duty of the head of the
proposed economic unit in the Treasury (Chapter 34) assisted by the
economic staffs of other government agencies.

7. The budget should give adequate information about the expenditures
for which appropriations are requested. The task of devising clearer
and simpler ways of presenting budgetary figures in the budget and
in its liquidation should be assigned jointly to the Office of the Budget
-as recommended in the report of Price, Waterhouse & Co.-and to
the office of the economic unit in the Treasury. Use of the "perfor-
mance" budget device should be given serious consideration.

8. The Government should carry out the technical proposals concerning
budgetary procedures and practices, which were suggested in the
report of Price, Waterhouse & Co.



CHAPTER 36

Public Revenues and Expenditures

1. Scope of Examination
Three Aspects

In the following pages, three aspects of the Cuban revenue and expendi-
ture system are discussed:

1. General levels of revenues and expenditures.
2. The tax system and its improvement.

3. Expenditure pattern.

Data Unreliable
Data on revenues and expenditures given in Tables 124-132 are all sub-

ject to modification. This is partly because-under the Cuban fiscal system-
some of the government's fiscal operations are conducted outside of the budget
and do not appear in its final liquidation (see Chapter 35). Another reason
is that there arc no complete, official data on the actual use of the relatively
large budget surpluses accumulated since the beginning of the 1940's. The
data given, therefore, should be regarded more as an indication of the
magnitudes involved rather than as exact figures of actual fiscal transactions.

2. Level of Receipts and Expenditures

Threefold Increase in Decade
From 1940 until 1950 the Government's budgetary revenues, nearly all

of which are derived from taxes, increased threefold-from $78.1 million
to $233.2 million (Table 124). The budgetary expenditures lagged behind,
leaving increasing amounts of surpluses, except in 1940 and 1948, when
deficits of $1.2 and $47.0 million, respectively, occurred. But the surpluses
were spent concurrently, mainly on extra-budgetary public works programs;
and there were no idle cash balances in the Treasury in 1949.1

Causes of Increased Revenues
There are several reasons for these increased revenues. First, to improve

the strained fiscal situation, at the end of the 1930's and the beginning of
the 1940's, a number of new taxes were created in 1941-43 and rates were
increased on many existing ones. Rising price levels also contributed to
higher tax yields. Then the war and postwar sugar boom, which still con-
tinues, boosted the government's revenue figures and has since kept them
well above the $200 million level first attained in 1946.

I It should be noted that, during the period under review, the Cuban Treasury was not allowed to
maintain deposits in commercial banks.

663
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Relation to National Income

In relation to national income, the budgetary figures have risen at a
somewhat slower rate, except in 1946 and 1947 when revenues increased
sharply (see Tables 125 and 126). While the available figures do not warrant
any precise conclusions, this may have been due to the fact that the major

TABLE 124

REGULAR BUDGETARY REVENUES AND EXPENDITURESa
(Thousand Pesos)

Apparent
surplus (+)

Fiscal Year Revenues Expenditures or deficit (-) b

1940 .......................... 78,146 79,347 - 1,201
1941 .......................... 80,165 77,678 + 2,487
1942 ......................... . 106,307 101,705 + 4,602
1943 .......................... 125,315 112,229 +13,086
1944 .......................... 148,423 133,188 +15,235
1945 .......................... 158,018 145,146 +12,872
1946.................. ........ 201,065 174,014 +27,051
1947 .......................... 277,248 199,386 +77,862
1948 .......................... 241,862 288,794 -46,932
1949-1950 .......................... 233,213 227,436 + 5,777

a Data are budget liquidation figures which exclude extra-budgetary transactions of undeterminable amount.
The revenue figures are gross, i.e., they include payments for minor expenditures not provided for in the
budget. Data on expenditures give budgetary commitments of various ministries during the fiscal year.

b The surpluses shown do nut represent existing cash balances at the end of the fiscal year. They Merely
indicate surpluses of re-enues over budgeted expenditures. now the surpluses were used cannot be deter.
mined from the budget liquidation figures. Actually, during the 3-year period Oct. 1944.1947, alone, the
government's extraordinary appropriations. chargeable against surplus revenues, totalled more than 130 million
pesos (See Table 133). By the end of 1948, the entire surplus revenues of earlier years had actually been
disbursed and custody accounts deposited with the Treasury depleted to finance a si-able deficit.

SOnarE: The Cuban Treasury.

TABLE 125

NATIONAL INCOME AND GOVERNMENT REVENUES
(Million Pesos)

Budgetary Revenues

National % of National
Year Incmae Dollar Income

1940 ............................... 431 78.1 18.1
1941 .............................. 678 80.2 11.8
1942 .............................. 710 106.3 15.0
1943 .............................. 933 125.3 13.4
1944 .............................. 1,212 148.4 12.2
1945 .............................. 1,145 158.0 13.8
1946 .............................. 1,285 201.1 15.6
1947 .............................. 1,790 277.2 15.5
1948 .............................. 1,704 241.9 14.2
1949-1950 .............................. 1,657 233.2 14.1

SocRce: (l) National Income data: See Appendix on National Income. (2) Revenue data are official
Treasury figures.
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TABLE 126

TREND OF NATIONAL INCOME AND BUDGETARY REVENUES

(Inderes, 1940=100)

National Budgetary
Year Income revenues

1940 ........................... 100.0 100.0
1941 .......................... 157.3 102.7
1942 . ......................... 164.7 136.1

1943 ............. ............. 216.5 160.4
1944 . ....................... 281.2 190.0

1945 .......................... 265.7 202.3

1946 .......................... 298.1 257.5

1947 .......................... 415.3 354.9

1948 ......................... . 395.4 309.7
1949-50 ........................... 384.4 298.6

SOURCE: See Table 125 and Appendix on the National Income.

part of Cuban public revenues comes from taxes on consumption. Owing to
shortages of imported goods during the war, consumption did not rise as
rapidly as the total national income until 1946, when goods again started
to become available abroad.

As can be seen from Table 127 the level of taxes in Cuba as a percentage
of per capita income is fairly high compared with other Latin American
countries but low compared with such countries as the United States, Great
Britain or New Zealand.

3. The Cuban Tax System

Underlying Concept

"The Government takes the money wherever it finds it"-a motto of one
Cuban Minister of Finance illustrates the basic idea of taxation in Cuba.
Little consideration is given to the economic effects and appropriateness of
most taxes.

This concept of taxes is also effected in some of the constitutional pro-
visions which concern the budget. For example, the yield of certain taxes
is set apart to cover the regular expenditures of the government, while other
taxes are tied to specific services. Every time a new service or project is
created a new tax is imposed or else an existing tax rate is increased.

Little Thought of Effects
This practice explains the excessive number of taxes, which is one of the

main weaknesses of the Cuban tax system. Senior Treasury officials are fully
aware of this; and the elimination of a number of taxes, particularly those
with low yield, is a part of current plans for a fiscal reform.
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TABLE 127

PER CAPITA INCOME AND TAXES a IN SELECTED COUNTRIES
(Fiscal year ended with month indicated)

Per Capita Per Capita
Income Taxes Taxes as Per-

(U. S. dollars) b (U. S. dollars) cent of Income

CUBA ....... .. .. 313 c 47.0 15.0
(June 1950)

GUATEMALA .... 129 12.0 9.3
(June 1948)

CHILE . ... 247 28.1 11.4
(December 1946)

EL SALVADOR . . n.a. 9.7 n.a.
(December 1947)

MEXICO .... .. . 117 14.3 12.2
(December 1946)

PERU ........ .. 84 8.9 10.6
(December 1946)

VENEZUELA ... . n.a. 27.0 n.a.
(June 1946)

UNITED KINGDOM .692 247.0 35.7
(March 1947)

UNITED STATES
(June 1948)
Federal only .............................. 1,470 291.0 19.8
Federal and state .1,470 345.0 23.4

DENMARK . . . 681 96.0 14.1
(March 1947)

NEW ZEALAND .. 683 204.6 30.0
(March 1947)

a Also inclodes fees and fioes.
b Values in national currencies were converted into dollars at par values annoonced by the International

Monetary Fund.
c 1949.50 average estimated by the Mission.
SOURCE: AU data, except for Cuba, taken from Adler, Schlesinger and Olson, op. cit.

While such a reform is certainly needed, it should be pointed out that
the fact that a tax has a high yield does not necessarily indicate that it is
a "good" tax, nor does a low yield always mean that the tax is not useful.
Moreover, there is much to be said for the view that "an old tax is a good
tax" because the needed adjustments-economic and other-have had time
to take place.

For instance, a relatively high.yielding tax on sales of certain articles might
discourage their domestic production, and the low yield of a tax on, say,
unused arable land might only indicate that the tax has achieved its purpose
to prevent land lying idle.

It is exactly this kind of economic consideration which is so singularly
lacking in Cuban tax policy. Taxes have been imposed with little or no regard
to their economic or social effects, or to the possibility of effective enforcement.
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Multiplicity of Taxes

This discussion makes no attempt to analyze all existing Cuban taxes.
For there are about 180 important taxes and the total number of all taxes
and extraneous levies in Cuba is even greater. Instead, attention has been
focussed on the following points:

(a) Recent changes in the tax structure.
(b) Direct taxes.
(c) Tax incentives to domestic investment.
(d) Sugar taxes.
(e) Simplification of tax system.
(f) Tax administration.

A special discussion of the taxes on petroleum products is given in Chap.
ter 37.

Recent Changes in Tax Structure

Until the beginning of 1940's, about two thirds of the total tax yield
came from consumption and import taxes, while direct taxes provided only
some 5%-6%. The new tax legislation of the early 1940's produced a
marked increase in the relative share of direct taxes which, in the fiscal
year of 1949-50, yielded 21.5% of total tax receipts. Import and consumption
taxes, however, still account for 57% of the total (see Table 128).

Historically, the predominance of taxes on consumption, including im-
ports, in Cuba and many other Latin American countries is a result of the
Spanish colonial policy, which imposed the tax burden on the local inhabitants
and left the Spanish ruling class more or less tax-free. Customs duties and
excises, too were the easiest taxes to collect.

Gradually, however, direct taxes, such as taxes on business profits and
income taxes, have been created. Table 129 which presents an international
comparison of the composition of tax receipts, indicates that, in the develop-
ment of direct taxation, Cuba is in the middle of the road as compared with
other Latin American countries. In relation, however, to countries which
are more advanced economically, the Cuban percentage of direct taxes is
still relatively low.

Description of Taxes

Direct taxes in Cuba include the income tax, taxes on profits and declared
capital, on interests and dividends; and taxes in lieu of profits taxes.

The main property taxes are imposed on sales and transfers of real
estate and on assumed income from rural and urban real estate.

Under consumption taxes we have grouped the tax on sales and gross
receipts, excises on tobacco, liquor, salt and a few other products, including
domestically-consumed sugar.
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TABLE 128

COMPOSITION OF BUDGETARY TAX RECEIPTS
(Thousand Pesos)

1937.38 1949-50

$1,000 % of Total $1,000 % of Total

Direct taxes ...................................... ............. 4,556 6.0 52,435 21.5
Property taxes .2,539 3.4 10,763 4.4
Consumption taxes .22,503 29.7 52,405 21.4
Import taxes .33,740 44.6 87,324 35.7
Transactions and business license taxes 3,860 5.1 11,945 4.9
Export taxes a .6,360 8.4 24,075 9.9
Other taxes .1,759 2.3 4,934 2.0
Fines and fees .377 0.5 507 0.2

Total tax receipts .75,694 100% 244,388 100%

a This item includes the per bag sugar taxes and the tax on the export of money. Technically the sugar
taxes are production rather than export taxes. Since, however, most sugar is exported they virtually are
export taxes. In its incidence the tax on the export of money is probably more nearly an import surcharge
than an export tax. But since this is doubtful particularly for the fiscal year 1937-38 it is treated as an
export tax.

Souacr: The Cuban Treasury.

Import taxes consist of customs duties and charges, consular fees and
port improvement charges.

The main tax listed under transactions and business license taxes is the
documentary stamp tax.

Technically there are no export taxes in Cuba, except perhaps the tax
on the exports of money which, however, could as well be treated as a
special capital tax or import surcharge. In Table 128 the taxes on sugar
production have been listed as export taxes which they virtually are.

Other taxes in the table include a wide variety of smaller taxes earmarked
for some special purposes.

The present yield of existing taxes, combined into major groups is shown
in Table 130. Except for a few minor sources of revenue, such as tele-
communications and postal service, taxes are the only regular source of
revenue for the Cuban Government.

4. Direct Taxes
Income Tax

Direct taxes provide ample opportunities for increasing government
revenues, if and when this is thought necessary. This could be accomplished
by more efficient enforcement alone, a fact fully realized by the Cuban
Treasury.

This is particularly true of the income tax which, until recently, had
been evaded on a large scale. The tax, in effect since 1942, is imposed on



TABLE 129

COMPOSITION OF TAX RECEIPTS OF SELECTED COUNTRIES

(Fiscal year ended with month indicated)

Total Taxes, Fees Percentage composition of total receipts from taxes, fees and fines
end Fines

(millions of Property and Transactions Fees
national Direct Property Export and1 Business Import Consumption Other and

currency) Taxes Transfer Taxes Taxes License Taxes Ta'es Taxes Taxes Fines

CUBA
(June 1950) 244.4 21.5 4.4 9.9 4.9 35.7 21.4 2.0 0.2

GUATEMALA 31.3 10.3 1.9 8.5 9.5 41.9 26.5 0.5 0.9
(June 1948) quetzales

CHILE 4,730.6 33.6 9.7 4.3 8.1 30.1 11.2 0.8 2.2
(December 1946) pesos

EL SALVADOR 50.4 7.5 2.0 14.3 4.3 48.7 21.2 1.2 0.9
(December 1947) colones

HAITI 75.3 12.6 1.7 19.6 1.1 57.6 3.3 0.1 3.8
(September 1948) gourdes

MEXICO 1,580.6 23.7 10.8 15.7 1.2 15.1 26.8 3.7 3.0
(December 1946) pesos

PERU 451.7 33.0 6.2 38.3 - 14.4 5.6 1.3 1.2
(December 1946) soles

VENEZUELA 384.2 25.7 - - 5.5 42.1 25.5 - 1.2
(June 1946) bolivares

UNITED KINGDOM 3,020.2 45.7 1.3 - 13.4 20.6 19.0 - -

(March 1947) pounds
UNITED STATES

(June 1948)
Federal only 42,375.8 51.7 0.2 - 24.0 1.0 17.3 5.7 0.1

dollars
Federal and state 50,167.8 45.0 0.7 - 21.4 0.8 22.6 7.4 2.1

dollars
DENMARK 1,896.4 39.5 2.4 - - 7.4 47.8 2.4 0.5

(Marci 1947) kroner
NEW ZEALAND 113.0 56.5 9.2 - _ 13.9 20.2 0.2 -

(March 1947) NZ pounds

SouRct: Data for all other counrlies tha. Cuba obtained from Adler. Schlesinger and Olson, op. Cit.



TABLE 130

BUDGETARY REVENUEs a
(Pesos)

Budget
Calendar Fiscal Year Estimate
Year 1948 1949-50 1950-51

Duties and charges on imports:

Customs duties and charges ........ ...... 51,672,595 51,079,127 54,073,000
Consular fees ........................... ...... . 11,850,169 9,173,745 12,000,000
Port improvement charges ............ 1,929,246 2,077,863 2,000,000

65,452,010 62,330,735 68,073,000

Sales and gross receipts tax, ...... ... 49,935,668 46,268,087 44,000,000

Taxes based on profits and declared capital:
Sugar mills ................. . . .. . 6,885,098 9,102,283 9,500,000
Corporations .......... . 15,114,683 11,963,475 8,000,000
Commerce and industry ................ ..... ..... 6,045,797 3,459,166 5,200,000
Declared capital ...................... . . 5,090,979 5,922,460 4,500,000
Excess profits ........ ..... ......... 1,574,734 799,702 800,000
Interest and dividends ............... . ... 3,103,801 3,109,156 2,500,000
Banks, railroads and miscellaneous . . 5,242,580 3,926,489 4,835,000

43,057,672 38,282,731 35,335,000

Taxes in lieu of profits taxes (Freight and
passenger revenues, insurance premiums and
instalment sales) .................. 4,839,219 4,151,485 5,040,000

Taxes based on income (personal) .10,351,294 8,754,479 11,600,000

Excise taxes:
Gasoline ............... ............. ......... 9,570,994 11,445,623 10,000,000
Cigars and cigarettes ......... ....................... 5,613,369 6,215,682 5,708,050
Sugar .......... ... ... 4,222,799 4,542,052 4,260,000
Liquors 3,676,662 3,856,068 3,500,000
Other products ...................... .... 5,572,394 5,678,420 6,255,500

28,656,218 31,737,845 29,723,550

Tax on export of money and goods ........ ..... 13,972,430 10,602,229 16,000,000

Documentary stamp taxes ...................... ...... 12,533,883 11,944,687 12,000,000

Real estate:
Sales and transfers . .. . 5,799,130 5,834,346 4,800,000
Taxes on assumed income of real estate 3,779,383 4,431,832 5,180,000
Tax on mortgage interest ......... . 426,668 505,491 605,000

10,005,181 10,771,669 10,585,000

Communications revenues ... ....... . 4,376,496 4,470,139 5,250,000

Motor vehicle license fees .... ... . 2,935,334 3,405,090 3,400,000
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TABLE 130 (Continued)

Budget
Calendar Fiscal Year Estimate

Year 1948 1949-50 1950-51

Miscellaneous:
Luxury and miscellaneous internal revenue

taxes ........ ......................... 923,081 1,805,094 762,000
Foreigners' registration fees ....................... ...... 486,033 494,320 600,000
Fines ....... .......................... 20,160 12,262 35,000
Other miscellaneous (some 30 concepts).. 1,162,294 962,171 1,383,160

2,591,568 3,273,847 2,780,160

Revenues from special funds:
Rural civilian schools ....................... ...... 3,582,293 3,343,018 3,400,000
32 other special funds, including 12 aqueducts 2,716,870 2,422,533 4,379,000

6,299,163 5,765,551 7,779,000

Lottery ............ ..................... 3,442,418 1,914,668 2,000,000

Refund from National Development Commission - 670,019

TOTAL REVENUES ....................... 258,428,554 244,343,261 253,565,710

a Revenues before deductions for special funds outside of budget.
SOUaRCE: The Cuban Treasury.

all personal incomes derived from wages or salaries, professional fees,
dividends profits from personally-owned or partnership enterprises, income
from real or personal property, capital gains, etc. Tax payments are made
according to a graduated scale, starting from 1% on incomes between
$1,000-$2,400 to 30.5% in excess of $100,000.

The taxpayers are classified into two groups, the withholding employer-
agents and individual taxpayers. There are around 5,000 employer-agents
who withhold from about 110,000 taxpayers. This seems to ensure relatively
efficient collection from the lower income groups.

Evasion
At the present time, however, only about 20,000 people pay income tax

directly. This low figure suggests widespread tax evasion in the middle and
upper income groups, because about 80,000 people file returns of profit
taxes, and most of these, presumably, should also file income tax returns.
A large number of additional income tax returns, therefore, would be filed
if increased efforts were made to enforce this tax. This question is discussed
further in connection with tax administration.

Multiple Taxation
That many more pay business profits tax than income tax may perhaps

indicate public opposition to double taxation. The profits tax is payable on
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the annual net profits of businesses or industries, whether owned by individ-
uals, companies or partnerships. The general rate is 9%o up to $25,000
and rises to 30% in excess of $1,000,000.

In the case of individual business proprietors, no allowance is made for
payment of the profit tax, in the settlement of their personal income tax.
Since this double taxation merely encourages evasion, a proper consolidation
of the income and profits taxes may be advisable.

Multiple taxation occurs also in the case of taxation of interest and
dividends. This is because interest and dividends may simultaneously be
part of profits subject to profits tax, personal income subject to income
tax, and themselves subject to a specific tax. Legal provisions to eliminate
this triple taxation are obviously desirable.

The Speyer Loan Taxes

On the other hand, the lower profit-tax rates applied to distilleries, soft-
drink bottlers, manufacturers of cigars and cigarettes, matches, playing-cards
and other articles subject to the so-called $35 million (Speyer) loan taxes
seem to give some undue advantage to this group of manufacturers. This
is because the Speyer taxes-collected from manufacturers through the sale
of stamps affixed to the merchandise-are at least partly shifted to con-
sumers in the form of higher prices. The special advantage of these manu-
facturers should be abolished, especially as the loan has long since been
repaid. The loan taxes should then be eliminated and the articles at present
subject to them could then be made liable to the general sales tax.

Taxes by Guess

Some of the most remarkable taxes in Cuba are those on declared capital
and excess profits. These introduce a combination of speculation and guess-
work into the filing of tax-returns and an element of uncertainty into the
operation of business.

At present the tax on capital is $3 per thousand of the declared capital
of a business but the taxpayer may declare any capital he likes and may
declare a different capital each year, whether or not there has been any
actual change.

The excess profits tax is 15% on taxable profits in excess of 10%o of
the declared capital. In declaring a capital value, therefore, which will give
him the best tax advantage, the taxpayer has to guess in advance what his
profits are likely to be. These taxes are a great hardship for small businesses
which cannot accurately estimate their future income. In the case of sugar
mills, they make the filing of tax returns a matter of sheer speculation,
for sugar profits are subject to world market fluctuations.
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For the capital tax is declared and payable in May and, if sugar prices
go up unexpectedly after that month-as they did in the summer of 1950-
the mill owner finds he has to pay much larger excess profits taxes because
he declared too small a capital.

These speculative taxes sometimes benefit the Treasury and sometimes
the taxpayer. But since they make the operation of business needlessly
uncertain, it is clear that some definite and clear-cut system should be
substituted.

5. Tax Incentives to Domestic Investment 2

Encouraging New Industries
Apart from temporary regulations which grant exemptions from certain

import duties and other taxes to war and new industries, there are no
allowances for investment expenditures in the tax laws. This is an obvious
weakness in the Cuban tax system, particularly because one of Cuba's major
economic problems is to expand domestic investment, as is shown elsewhere
in this report.

'[here is a whole range of tax incentives that could be brought into
play to encourage productive domestic investment. For example, the war-
time tax exemptions granted to new industries could be made a permanent
feature in the Cuban tax system.

Allowances for Investment
In assessing business profits-taxes for all business enterprises allowances

should be made for any part of profits reinvested in the enterprise for
productive purposes. Similar allowances should also be made in assessing
personal income tax.

More liberal depreciation and amortization allowances are desirable in
connection with the profits tax. Moreover, this tax should be assessed on
average profits over a longer period, say, from three to five years. In a
fluctuating economy such as Cuba, this would help to stretch possible losses
over a longer period and to set up tax reserve funds during good business
years.

Capital Gains
The existing Cuban income and profits taxes contain fairly satisfactory

provisions for the taxation of capital gains. Capital gains are regarded
as part of personal income or of business profits and subject to same rates
as income or profit derived from any other activities. But lack of enforce-
ment makes these provisions ineffective. In the case of real estate the
Constitution provides (Article 273) that "the increment in the value of

2 Tbis subject is further discussed in Chapter 6.
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land and real estate, produced without effort in the form of labor or private
capital, and solely as a result of the action of the Nation, a Province or a

Municipality, shall accrue to the benefit of these latter in the proportional
part determined by Law."

This provision is understood to apply to taxes on imputed income from
real estate. The rate is 4%o and the taxes are presently collected by the
municipalities, except from sugar mills which pay directly to the national
government. Because of a dispute, however, over distribution of proceeds
from motor vehicle license fees between the national government and the
municipalities, the latter have refused to turn over collections of the taxes
on imputed income from real estate. The dispute has been in the courts
since 1945 but no decision has yet been made.

This dispute apart, the tax is not a real capital gains tax since it is
imposed only on the imputed income from real estate, even when this is
affected by the increased value of the real estate.

Municipal Help Desirable

It is to be hoped that the dispute can be settled quickly because it might
then be practical to enlist the help of the municipalities in collecting both
income tax and also a possible real capital gains tax on real estate. The
real estate taxes could then be abolished as national taxes and their con-
tinued enforcement and collection left to the discretion of the municipalities.
As to the capital gains tax on real estate, it might be advisable to integrate
it with the income and profits taxes.

A capital gains tax would yield most revenue from urban and rural

property, the value of which is affected by expanding population, growth
of towns and cities, and road-building and other public works programs of
the government. Capital gains in this category, especially from unimproved
land, should be taxed more severely than gains from, say, the sale of a
business enterprise. A differentiated scale would be necessary, which should
also take into account the period during which the taxable asset had been
held. This would encourage long-term as against speculative investment.

Tax on Capital Abroad

Another tax to be mentioned in this context is the tax on Cuban capital
invested abroad. This tax was created in 1943 and the rate was 0.15% a
month. In 1950, the rate was reduced to 0.08%o in order to obtain payments
from formerly delinquent taxpayers. Collections were thereby increased to
$1,250,000 for 1949-50, but the future annual yield is not expected to
exceed $400,000.
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Unused Land

Another possible measure which would discourage undesirable use of
capital would be a tax on unused cultivable land. Cuba, unlike many other
Latin American countries, is fortunate in still possessing much unused cultiv-
able land. Yet there is a serious land-tenure problem which has a bearing on
the problem of increasing and diversifying agricultural production. A tax
on privately owned, unused arable land might well be a desirable and effective
measure, and should be considered.

6. Sugar Taxes 3
Need for Reform

Cuban sugar production is subject to a variety of taxes, apart from the
normal taxes imposed on business enterprises. The most important are the
taxes per bag, six in number, of which the combined rate is 28¢ per bag of
sugar produced. Each of these taxes is earmarked for a specific purpose, and
only a minor part of the yield is included in the budget.

In 1949-50 the total yield of these taxes amounted to $10.4 million, of
which $7.1 million was channelled to special funds, and $3.3 million was
included in the budget. In addition, there are sundry other taxes, such as
taxes on refined sugar and sugar consumed locally, molasses taxes, tax on
syrup, etc.

This multitude of similar taxes imposed on one tax object creates an
unnecessary amount of paper work for the taxpayer and for the government.
The need for reform is realized and suggestions to combine the six per-bag
taxes in one are under consideration by the Treasury.

Weakness of Present Tax

Though unification would be a major improvement, it would not eliminate
the basic weakness of a per-bag tax-its flat rate.

On account of the great fluctuations in world market prices and in both
the volume and value of Cuban sugar exports, during a sugar boom a flat-rate
tax nets only a fraction of the large export incomes, and during periods of
depression may be too heavy a burden on sugar production. For fiscal
policy purposes, therefore, a flat-rate sugar tax is entirely unsuitable.

A Single Tax on Sugar?

It might be argued that there should be no special sugar taxes, because
income and profits taxes should ensure an equitable taxation of the sugar
industry, like any other industry. In theory, this is true, and the sugar taxes
should be ultimately repealed or applied only at times of sugar boom, if a

s See also Chapter 43, The Saga; Indastry.
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special taxation of increased export incomes is considered necessary from
the point of view of fiscal and monetary policies.

In practice, however, as long as the enforcement of income, profits and
other direct taxes is not satisfactory, special and easily enforced taxes on sugar
seem justified. But, instead of flat-rate taxes, the Mission recommends one
single tax on exports of sugar and by-products, with a progressive scale so
constructed that higher rates would be applied when sugar prices are high
and lower rates when they are low. Flexibility would thus be ensured, and
the tax could, at the same time, take into account variations in prices, profits
and wages. It would be a better tool for fiscal policy purposes than the
present per-bag taxes.

This single tax, of course, should be coordinated with the profits tax and,
in the settlement of the profits tax, due allowance should be made for the pay-
ment of the sugar tax. (See Chapters 7 and 43 on the Sugar Industry and
Chapter 39 on Monetary and Fiscal Policy.)

7. Simplification of Tax System

Complexity Bad for Cuba

It is obvious that the multitude of taxes-based on an even greater
number of laws, decree-laws and regulations-is one of the major weaknesses
of the Cuban tax system. As has already been noted, the chief causes of this
tax labyrinth are legal requirements and the practice of creating a new tax
every time a new expenditure occurs. Though this principle may have been
suitable in former times, it does not suit the highly-cyclical and sensitive
Cuban economy of today. It also makes the whole system too intricate and
difficult to enforce.

The Mission believes that Cuba should rely on certain main types of taxes
such as direct taxes-that is, taxes on income, profits, inheritance-sales taxes
and taxes on capital gains and luxuries.

Criteria

In eliminating existing taxes-which seems to be the main aim of the fiscal
reform by the present government-gross yield should not be the only
criterion. It is also important to consider the incidence of the tax, its impact
on investment, savings and initiative, its social desirability, its cost of adminis-
tration and whether it can be effectively enforced.

A Tax that Misses the Mark
An example of a tax, the economic effects of which have been contrary to

its intent, is that on installment vendors, which is paid in lieu of profits tax.
The rate of the tax is 3% and the 1949-50 yield amounted to $795,000.
According to our information, this tax is largely shifted to the customer who
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is thus penalized for not having enough money to pay in cash. The installment
vendors, too, are sometimes reported to evade payment of the tax although
they may have collected it from the customers.4

This example illustrates the effects of not studying its probable economic
and social effects before a tax is imposed. Without such a study, a tax may
have undesirable effects and may ultimately be borne by groups the law did
not intend to tax.

Nuisance Taxes

The salt royalty is an example of a nuisance tax, with a relatively modest
yield which causes a large amount of paper work for the government, and
worry for the taxpayer. It is imposed at a rate of 0l per hundred pounds of
salt extracted from public domains. In addition, there is another tax imposed
on the importation or domestic production of salt for local consumption at
the rate of 1½20 per pound.

In the case of the royalty, the producer must obtain a permit from the
Ministry of Agriculture before making any shipments of salt extracted from
public domains. Weeks usually pass before the permit arrives, and salt ship-
ments are held up if the distance is only a few miles. As a result of this
excessive red-tape, clandestine extraction of salt occurs on a large scale.

We recommend the elimination of such taxes which are a burden on the
lowest income groups, which require an inordinate amount of administration,
and which cannot be enforced effectively. If, in the case of salt, it is thought
necessary to retain the royalty, it could be based on contracts of lease-the
fee depending on the length of the contract.

The 2% tax on the exportation of money and goods is another tax, the
effective enforcement of which would require a large amount of well-trained
inspectors and accountants. The transformation of this tax into an import
surcharge-at present under consideration by the Cuban government-is
discussed in Chapter 27.

Need for Overhaul

More nuisance taxes could be mentioned, but these examples may suffice
to illustrate the need for a thorough overhaul of the Cuban tax system. For
this purpose, it is understood that the Treasury proposes to appoint a
technical committee of tax experts. It is suggested that this committee enlist
the help of the National Economic Council-under the supervision of the
Economic Director of the Treasury-in making a study of the economic effects,
incidence and shifting of taxes.

4 There are reasons why such a tax might be desirable to discourage installment sales to the poor. But
this social objection was clearly not in the minds of the legislators -hen the tax was imposed.



678 REPORT ON CUBA

After this preparatory work and when decisions have been made on desir-
able tax changes, all the tax statutes-whether in the form of military orders,
laws, decrees, decree-laws, etc.-should be codified as suggested in the report
of Price, Waterhouse & Co.5 Then, to give legal finality to this code, it should
be enacted by Congress, expressly amending the code in case of subsequent
changes.

8. Tax Administration

The Price, Waterhouse Report

Revision and modification of the entire tax system will necessarily take
a few years. But this, of course, does not prevent the Government from modi-
fying individual taxes if there is urgent need. Immediate action, too, is possible
-and desirable-drastically to reform the tax administration.

Cuban tax administration shares some of the defects of Cuban public
administration in general. But the shortcomings are also partly the result of
an obsolete and ineffective organization. This technical question is discussed
in detail in the report of Price, Waterhouse & Co., which also gives a complete
plan to return the organization.

The Mission believes that the suggestions presented in the Price, Water-
house Report offer an immediate and effective solution to the administrative
problems of the Ministry of Finance, and strongly recommends that the Cuban
Government should act upon them without delay.

Problem of Tax Evasion

Apart from these technical problems of organization, there is the general
problem of reducing tax evasion, which, of course, is the chief objective of
a reform in tax administration.

As already indicated, there is widespread evasion of a number of taxes,
chief of which is the income tax. Since the beginning of 1950, however, the
Treasury has taken firm steps to improve this situation by dismissing dis-
honest tax collectors and by trying to induce large groups of income taxpayers
to pay voluntarily.

Though these laudable efforts have already shown excellent results in in-
creased tax yields, in our opinion additional measures are necessary. 6

Penalties Too Mild

As long as the taxpayer knows that tax enforcement is ineffective and that
the penalty for evasion-a modest fine only-is very mild, large-scale tax
evasion will continue. Many Cubans, too, attempt to rationalize evasion by
pointing to misuse of public funds in the past. Though this is not a valid

I Report to the Cuban Government on fiscal administration by Price, Waterhouse and Co., 1950.
6It may be recalled that from time to time there have bero sporadic improvemeoto in Cuban tax adminis-

tration but the improvement has never lasted long.
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excuse for evasion, the existence of such an attitude at least indicates the
effect of maladministration on the morale of taxpayers.

In the Mission's opinion, in a country where evasion has been the general
rule, it is only possible to enforce tax payment by publishing the names of
offenders and imposing suitable penalties. Only if the public is constantly
reminded of the consequences of evasion will voluntary compliance with tax
laws become common.

The Mission recommends, therefore, that deliberate fraud in reporting
-or failing to report-taxable incomes, profits or other tax liabilities
should be made an offense punishable by a severe fine and imprisonment.
Wide publicity, too, should be given to such a law. Taxpayers, however,
should be given a reasonable period of time within which they can voluntarily
file their tax returns or correct previous ones, without liability to penalties.
After the expiration of this period, the law sbould be rigorously enforced.

9. Government Expenditures

Neutral Policies in Past

It has already been noted that Cuban governments have followed rather
neutral fiscal policies in the past-that is, during each fiscal year, they have
spent all the revenue they could raise from taxes. The budgetary surpluses
shown in Table 124 are purely fictitious since they were spent on extra-
budgetary appropriations.

A rough distribution of budgetary expenditures in two years for which
data are complete is shown in Table 131. The figures have been arrived
at by placing budgetary appropriations for the Ministries of Public Works
and Agriculture under "economic development"; for Labor, Education,
Health and Sanitation, Veterans and other pensions, and University of Habana

TABLE 131

DISTRIBUTION OF BUDGETARY EXPENDITURES

lThousand Pesos)

1940 1949-50

Amount % of Total Anount % of Total

Administrative expenditures ... ......... 21.751 27.1 62.910 27.7
Social and cultural expenditures ...... 24.892 31.0 91.534 40.2
Economic development ...................... 4.010 5.0 26.881 11.8
National defense ........................... 19.381 24.2 39.539 17.4

Public debt service .... ....................... 10.198 12.7 6.572 2.9

TOTALS ........................... 80.232 100.0 227.436 100.0

Souncr: The Cuban Treasury.



TABLE 132

BUDGETARY EXPENDITURES B3Y MINISTRY

(Peosus)

Calendar Year 1948 Fiscal Year 1919-50 Fiscal Year
- 1950.51

Budget Budget Budget
Estimate Actual Estimate Actual Estimate

Debts of the Republic ....................................... 10,535,173 8,235,300 6,615,900 6,572,400 6,702,100

Legislature .6,429,019 6,479,000 8,202,600 8,213,600 8,213,600

Judicial.8,711,325 7,817,400 7,789,600 8,401,300 8,432,300

President of the Republic .579,375 667,700 591,100 590,000 643,100

Office of First Minister .524,298 404,500 572,600 570,300 673,400

Ministry of State .2,619,546 2,816,000 2,566,600 2,488,500 3,366,700

Ministry of Justice .688,232 565,700 649,000 643,300 792,700

Ministry of Government .13,489,615 12,613,900 . 12,697,200 12,674,000 14,394,700

Ministry of Treasury .17,782,697 23,466,400 17,784,500 17,562,700 16,401,500

Ministry of Public Works .25,843,220 46,327,500 22,799,000 22,463,500 23,344,900

Ministry of Agriculture .4,312,331 5,596,300 4,449,700 4,416,700 5,987,600

Ministry of Commerce .2,221,940 1,908,500 2,031,000 2,019,000 2,130,100

Ministry of Labor .1,138,704 2,279,200 1,873,900 1,795,400 2,068,400

Ministry of Education .47,519,599 78,366,000 51,994,100 50,797,500 52,994,100

Ministry of Health and Sanitation .20,236,285 18,040,900 20,180,000 19,812,400 21,180,000

Ministry of Communication .7,764,104 9,184,600 9,780,500 9,747,000 10,677,600

Ministry of National Defense .39,943,051 43,697,800 39,858,600 39,539,300 39,175,800

Veterans' Pensions .19,047,992 16,802,400 19,012,200 16,526,700 23,291,400

Pensions under special laws. 451,717 216,900 445,900 435,300
2,680,612 3,308,100 2,167,000 2,167,100 2,167,200

University of Habana.
Totals .232,518,835 288,794,000 232,061,100 227,436,000 242,637,200

SOeussg: The Cuban Treasury.
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under "social and cultural development"; and the rest under "administrative
expenditures", except for debt service and national defense, which are pre-
sented as separate items. A distribution of budgeted expenditures by Ministries
during 1948, fiscal years 1949-50 and 1950-51 together with data on actual
expenditures in the two first years is presented in Table 132.

The percentages in the table are somewhat distorted. They understate
actual administrative expenditures, and overstate expenditures for social and
cultural as well as for economic development. But, even so, they may serve
to give some indication of the expenditure pattern of the Cuban Government.

What the Tables Show

One striking fact is the relatively low level of expenditures for economic
development in 1940 and fiscal year 1949-50, the two years under review.
They amounted to 5% and 12%, respectively.

The present debt service payments are also very low-only 3%o of the
total. Expenditures for this purpose, however, will rise when amortization
of the recently floated loans begins. Expenditures for social and cultural
services, on the other hand, appear rather high, and have increased their
relative share from 31% to 40% between 1940 and 1950. Expenditures for
national defense, finally, even if their share has declined since 1940, also
are at a relatively high level.

It should be stressed that the expenditure pattern in 1940 and 1949-50
was far from typical. 1940 was a depression year in Cuba, while in 1949-50
economic readjustments took place and government expenditures were prac-
tically confined to those contained in the budget because virtually no surplus
revenues were available.

Spending of Surplus Revenues

As noted earlier in this chapter, during the years 1941 to 1947, sizeable
surplus revenues were at the disposal of the Cuban Government (see Table
124). While accurate, official data on the disbursement of these funds are
not available, the information assembled in Table 133 gives a good indica-
tion of the magnitudes involved. The very great amounts of surplus revenues
allocated to the Ministry of Public Works and the sizeable sums spent on
rural schools from the proceeds of the sugar differential should be noted.

There can be little doubt that the spending of surplus revenues reached
a peak in 1947. Indeed, by that time the Government seems not only to have
spent all the surplus revenues but to have begun to run up heavy short-term
obligations. As shown in Table 124, in 1948, instead of surplus revenues,
a sizeable budgetary deficit was incurred.
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TABLE 133

CREDITS APPROPRIATED BY DECREE AGAINST SURPLUS REVENUES,

October 1944-October 1946 and first 9 months of 1947
(Thousand Pesos)

Oct. 1944-1946 Jan.-Oct. 1947

TOTAL ...... ................................ 80,732 52,880

Judiciary ..... ............................... 979 404
Presidency ......................... ............ 65 8
Office of First Minister .................................... 3 4
Ministry of State . .................................... 837 1,043
Ministry of Interior ..................................... 1,164 408
Ministry of Justice ......................... ........... 55 260
Ministry of Finance .................................... 4,481 746
Ministry of Agriculture .................................... 3,133 3,163
Ministry of Labor ................. ................... 240 305
Ministry of Commerce .................................... 680 64
Ministry of Public Works ................. .................. 52,769 41,883
Ministry of Education ..................................... 4,787a 94a
Ministry of Health .................... ................ 6,530 2,527
Ministry of Defense .................................... 3,240 86
Ministry of Communications ................................ 1,770 1,886

a In addition, a major part of the sugar differential retention which amounted to some 20 million in
1946/47 was allocated for cural school construction.

SouRCE: Caba Economis Finonciero, various issues.

On the basis of partial 1947 data, it is possible to arrive at an estimate
of the approximate portion of total revenues (including surplus revenues)
that was appropriated for the Public Works Ministry in that year. The result
is startling. It appears that almost a quarter of the budget revenues, or
some 68 million pesos, was assigned to cover these expenditures. W'hen it is
recalled that in the same year some 12 million pesos from the 1946-47 sugar
differential were allocated to the rural school program in addition to more
than 40 million of regular budgetary outlays for education it is clear that
the sums spent on old and new public works projects, school buildings and
on education were huge at that time.

Disappointing Results

By themselves, these figures might give an entirely wrong idea of the
benefits derived from government spending. But, as pointed out in other
chapters of this Report, the tangible results of these huge expenditures have
been relatively small.

The figures are thus merely indications of amounts of money spent but
not results actually achieved. In Cuba, there is not necessarily any direct
relationship between the two. The urgent need to bring about an improve-
ment in the planning and execution of public works and education and to
carry out general administrative reforms has been stressed in Books V and
VI. Here it should be emphasized that it is not the size of government
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"development" spending that has been inadequate, but that the failure to
make effective use of the available funds has been disheartening.

Government: An Important Employer

Another revealing part of the expenditure pattern is the fact that approxi-
mately 80% of the budgetary expenditures are salary payments, while the
rest consists mainly of purchases of material, pensions and debt service.
Pension payments shown in the budget amounted to about 8% and together
with salaries added up to almost 90% of all expenditures in the 1949-50
budget.

Pension payments are economic transfer payments-payments in return
for which no current services are being performed. One can only guess at
the percentage of salary payments that fall into the same economic category.
Well-informed Cubans maintain that at least one in three-or recently some
30,000-40,000 government employees-are on the payroll but perform virtually
no work. The effort of thousands more is at best a token effort.7

The situation reflects political patronage and the fact that during the last
25 years there has been chronic unemployment in Cuba and a lack of alterna-
tive jobs. Government employment has thus become a form of social
assistance and the Cuban Government the biggest "industry" and employer
in the country, except for sugar.

There can be no doubt that considerable savings could be made if the
number of beneficiaries of what are, in effect, economic transfer payments
were reduced. Larger appropriations for general economic development, for
public investment, and for higher salaries for government employees of real
merit (see Chapter 20) and for other permanently useful purposes, would
then be possible.

This demands the elimination of absentee and unnecessary employees
from public payrolls (see Chapter 20). It might also be necessary to limit
the beneficiaries of veterans' pensions to living veterans and their widows
only. For this purpose, wve would suggest that the question of veterans'
pensions be studied together with the problem of the retirement funds
(see Chapter 22).

10. Summary of Recommendations

It is unnecessary to repeat the detailed suagestions and recommendations
offered in this chapter, especially because the Ministry of Finance already
has plans to reform the entire tax system.

I Compare Chapter 20 on Governnent Administration, and Chapter 18 on Education.
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Generally, however, the Mission recommends:

1. In making plans to reform the tax system, a study should be made
of the economic effects, shifting, incidence, and administrative cost
of existing taxes. Such a study should be undertaken by the National
Economic Council assisted-if necessary-by foreign fiscal policy
experts.

2. When tax revisions have been decided, all pertinent laws, decrees, and
regulations should be codified and the tax code should be enacted by
the Congress.

3. The Cuban Government should carry out recommendations concerning
tax enforcement procedures and administrative organization made in
the report of Price, Waterhouse & Co.



CHAPTER 37

Taxation of Petroleum Products

1. Introduction

Important Source of Revenue

Taxes on the petroleum industry in 1949 yielded approximately 9% of
Cuba's total tax revenue, according to estimates. But since, in 1950, con-
sumption of petroleum products rose sharply, these taxes are likely to be an
even more important source of revenue in the future.

From this point of view alone, therefore, they merit examination, par-
ticularly as Cuba has no important domestic source of petroleum at present.
But they also serve to illustrate other aspects of the Cuban economy:

1. They are a striking example of the extraordinary complexity of
the Cuban tax structure.

2. They show how a structure of this kind helps to disguise various
subsidies and concessions and the resulting loss of revenue.

3. They indicate how complexity can facilitate large-scale tax-
evasion.

4. They are an example of the need for review in the light of modern
technical developments.

2. Examples of Complexity

Discrepancies in Statistics
In the time available to the Mission, it was impossible to make a complete

examination of this subject or to attempt to reconcile discrepancies in statis-
tics. Figures in the following pages, therefore, are given with reserve and
only to illustrate the foregoing points.

But the very fact that tax rates and other figures, derived from official
and other sources, often failed to correspond indicates that the present system
of petroleum taxation leaves room for confusion and misunderstanding.

Ninety Tax Rates
This is not surprising when the number of taxes is considered. Petroleum

products, whether imported or refined in Cuba, are divided into ten categ,ories,
from crude oil to asphalt. Each category of imported products is subject to
no less than seven different taxes, with the exception of crude oil which is
only subject to six. Each tax is the result of a different law or decree and
is worked out to five places of decimals of a peso.

Locally refined products are subject to some eighteen other tax-rates.
There are also some consumption taxes and the overriding tax of 2% on
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money exported to pay for imports. The total number, therefore, of different
tax-rates on petroleum products is about ninety.

Of the sixty-two decrees and resolutions concerning alcohol which have
been published since 1934, no less than twenty-nine have related to the mixture
of alcohol with gasoline.

It will be seen, therefore, that Cuba's fuel tax-structure has been erected
on a haphazard and strictly ad hoc basis and is so complicated that errors,
omissions and differences of opinion are easy to understand.

The Tax on Gasoline?

For instance, according to figures furnished by the Ministry of Finance,
total taxes on imported gasoline appear to be 13.8555 cents per gallon.
Another source, however, estimates the total at 12.82 cents and yet another
at 13.6061 cents.

On the other hand, a fourth source gave estimates different from these
three. On the basis of a f.o.b. cost of 10.5 cents, consular fees were estimated
at .213 cents, and duties, import taxes and consumption tax at 13.337 cents,
making a total of 13.550 cents per gallon for straight gasoline. When sold
as such, this source estimates the sales tax to be added at .919 cents making
a grand total of taxes of 14.469. When, however, this gasoline is sold mixed
with alcohol, the sales tax is estimated at .578 cents, making a total tax
of 14.128 cents.

It is believed that some of these variations may be explained by the differ-
ence between the gravity of the cargo on which the estimates were based and
the gravity used by the Treasury.

On locally refined gasoline the consumption tax is 9.7 cents plus an esti-
mated tax of 2 cents, representing the tax on crude. For the local refiner
has to pay 10 cents "on each gallon of gasoline contained in the crude oil"
he imports. The Treasury estimates how much gasoline each gallon of crude
should contain by technical standards laid down no less than a quarter of
a century ago, when both refining methods and also octane-requirements of
automobiles were different from those of 1950.

This apparent confusion about the tax on only one of the ten categories
of petroleum products suggests an urgent need for simplification and
clarification.

3. Subsidies, Concessions and Evasions

"Protecting the Public"

By its complexity, petroleum taxation promotes a tendency of Cuban
administrations-already noted-to protect the public from a realization of
economic forces. The two examples below show how expensive this policy
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is to the Cuban Government (or, in effect, to the Cuban people who are
being "protected").

When the world price of gasoline rose, Cuban refiners and distributors
were meeting rising labor costs and had no margin with which to absorb
the increase. But rather than to confront the public with the fact that both
gasoline and labor had become more expensive, the government reduced the
tax on gasoline which, no doubt, had to be compensated by some increase
of taxation on something else.

When the workers of a bus company, Omnibus Aliados, demanded-and
got-more pay for less work, the government was at first reluctant to let
the public know that they would have to pay for this. Instead, therefore,
of permitting an increase in fares, the government arranged a rebate in fuel
prices for the company concerned-a privilege recently extended to a new
company, Autobuses Modernos. Fares were subsequently raised but mean-
while the public did not realize that they were paying more for their trans-
portation in the form of a loss of public revenue, which had to be recovered
in some other way.

Cost of Subsidies

Even when the fares were raised the subsidy was continued and the
following estimates show how expensive this is.

TABLE 134

ESTIMATED FUEL CONSUMPTION
(Gallons)

7 morths, 1950 Estimate for year

Omnibus Aliados:
Gas oil ..... ... ..... 2,862,000 4,906,200
Gasoline ........... . . 4,568,000 7,831,800

Autobuses Modernos:
Estinated co -snmption for 1951

Gas oil ... . ... - 2,820,000
Gasoline . .....- 1,800,000

For each gallon of gasoline these two companies use, they receive a
hidden subsidy of 16.5 cents per gallon. This is made up of a remission of the
normal tax and an extra subsidy.

For each gallon of gas oil (diesel oil) they received a subsidy of 12.5 cents.
This is not quite a remission of the full tax of 13.62 cents.

Taking the estimates for 1950 (round figures) for Omnibus Aliados and
the estimates for 1951 for Autobuses Modernos as a basis, it is possible to
estimate what these subsidies will cost the government:
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TABLE 135

ESTIMATED COST OF SUBSIDY
(Two bus companies)

Gas oil .4,900,000 Gasoline ........... 7,800,000
2,800,000 1,800,000

7,700,000 9,600,000
Loss on gasoline at 16.50 per gallon

$9,600,000 x 16.5

100 $1,584,000

Loss on gas oil at 12.5¢ per gallon
$7,700,000 x 12.5

100 $ 962,000

Estimated total loss of revenue $2,546,000

If other bus companies demand and obtain similar privileges, losses of
revenue, of course, will be considerably higher.

Other Concessions
These unofficial estimates for 1951 are supported by the following official

list of exemptions and subsidies for 1949:

TABLE 136

DECREE No. 2750 (November 16, 1946)
Exemption of $0.135 per gallon of gasoline and of $0.125

per gallon of gas oil, sold to the "Cooperativa de
Omnibus Aliados, S. A .. $1,481,815.19

DECREE No. 3873 (October 31, 1947)
Subsidy of $0.03 per gallon of gasoline sold to the

"Cooperativa de Omnibus Aliados, S. A.. 184,896.00
DECREE No. 3873 (October 31, 1947)

Subsidy of $0.02 per gallon of gas oil sold to "cus-
tomers in general .. 625,807.88

DECREE No. 2923 (September 9, 1948)
Subsidy of $0.003 per gallon of gasoline sold by the oil

companies to "customers in general .306,210.68

$2,598,729.75

Decree No. 3873 suspends the consumption levy of $0.02 per gallon,
which, under Law of January 22, 1932, is collected for the general treasury.
Apparently this tax is first collected and then reimbursed to importers and
local refiners.

Decree No. 2923, referred to in the table, suspends the consumption tax
of $0.003 per gallon of gasoline, imported or produced in the country, but
only as regards importers. Here, too, the tax is first collected and later
reimbursed.
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Gas-oil Tax Evasion
In the oil industry, it is common knowledge that large-scale evasion of taxes

on gas oil (diesel oil) is taking place, with considerable loss of revenue to
the government.

In 1949, 31,508,953 gallons of gas oil (diesel oil) were sold to the public.
A consumption tax of 10 cents per gallon is payable on this by all except
agricultural, maritime and mining users. Under law, the oil companies have
to accept a sworn statement from purchasers that the tax-free gas oil will be
used only for these purposes.

Since taxes on gas oil in 1949, however, are estimated to have yielded only
$30,000, only two deductions are possible. Either agricultural, maritime and
mining users consumed approximately 99%o of the total amount of gas oil
sold; or else tax evasion is being widely practiced.

In view of the large number of diesel-powered trucks and other non-agri-
cultural equipment observed by the Mission, it is hard to believe the former
alternative and easy to accept the opinion of the oil industry.

An Unenforceable Tax
It is clear that this tax is unenforceable and that a reduced tax, applicable

to all users of gas oil, would eliminate fraud and yield substantial additional
revenue to the government.

A tax, for instance, of 4 cents per gallon on all gas oil would yield revenue
of about $1,260,000 a year and would impose no great hardship on those who
can afford to operate diesel machinery-agricultural or otherwise.

The Cost of Reticence
This is a further example of official reluctance to confront the Cuban public

with unpleasant facts and, whatever the reasons for this reticence, these
examples show how costly this policy is.

The public are not told that, under present circumstances, it is impossible
to give special users of gas oil a preference without an expensive fraud on the
community. The result is that the Government and people suffer a substantial
loss of revenue potential. Hidden subsidies to bus companies to meet the
demands of labor result in even greater loss.

On the basis of the foregoing estimates, in the field of petroleum taxation
alone this policy of reticence costs the Cuban Treasury a potential $3,806,000
a year.

4. The Need for Review

Technical Complications
Technical problems in modern oil-refining can sometimes be almost as

complicated as the Cuban petroleum tax-structure, which is not designed to
meet them.
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For example, as mentioned above, the local refiner of gasoline has to pay
taxes of 10 cents "on each gallon of gasoline contained in the crude oil" he
imports, estimated by standards of 1925. But to meet the fuel requirements
of modern automobiles, the refiner has to crack more of the heavier distillates.
In consequence, the refinery is not free to operate in accordance with local
demands; flexibility of refining is restricted and competition with imported
fractions, such as cleaning-fluids, is ruled out.

The Problem of Kerosene

On the other hand, the local refiner enjoys a preference in connection with
locally refined kerosene-another petroleum product, on which the tax rates
seem to be the subject of conflicting views and figures.

Since kerosene is sold to the distributors by the local refiner at 17 cents,
this preference does not seem to be abused from the point of cost to the public,
if the processing and sales tax and part of the tax on imported crude are
considered.

Importers, however, claim that the advantages enjoyed by the local
refiner in the production of kerosene are too great and afford a virtual monop-
oly in this product.

This problem is further confused by the exorbitant profits charged by
some retailers of kerosene who retail it in unmeasured quantities and miscel-
laneous containers such as beer bottles. By such methods, dishonest peddlers
may charge the consumer at the rate of 30-40 cents a gallon without detection
and some cases of a rate of 60 cents have been reported. The refiner, of course,
has no control over such practices but attempts are being made to check them
by the installation of measuring pumps for kerosene.

Since kerosene is used by the poorest people for fuel and light and in view
of the conflicting views indicated above, an impartial review of the taxes on
this product seems desirable.

Need for Simplification

Kerosene apart, it is obvious that there is room for simplification and
improvement in the whole system of petroleum-taxation in order to reduce
evasions and costs of collection and also to promote freer competition in
certain products.

It is a matter of long-established principle that the local refiners of petro-
leum products should enjoy a preference and most importers seem to concede
that this is in the best interests of Cuba. But the system could be overhauled
and simplified without affecting this principle.
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The Manning Report

In 1929, the Cuban Government invited the late Dr. Van H. Manning, of
the U. S. Bureau of Mines, to investigate petroleum taxation and to develop
correct specifications by which to assess duties and taxes on the different
products.

It is believed that the object of the government of that time was to increase
revenue. It is perhaps significant, therefore, that Dr. Manning not only laid
down the specifications which, it is understood, are still used today, but also
suggested a simplified form of taxation.

It is reported that Dr. Manning called a conference not only of representa-
tives of all oil companies in Cuba but also of their best refinery engineers from
abroad. It was on the basis of this expert technical advice that both the
specifications and also the proposed scale of duties and taxes were devised.

There is little doubt that Dr. Manning considered that, at that time, this
scale afforded ample protection to the local refiners. This might not be true
today in each case but the scale-given below-should serve as a basis for
fresh technical discussions.

TABLE 137

IMPORT DUTIES AND TAXES

RECOMMENDED BY DR. VAN H. MANNING-IN MARCH 1929

Consumption Tax

Manufactured
Duties Imported in Cuba

Product Unit (cents) (rents) (cents)

1. Crude petroleum for refining Per gal. 0.1 - -
2. Gasoline, naphthas, and

solvents Per gal. 1.0 10.0 10.0
3. Special naphthas and sol-

vents, tractor fuels Per gal. 0.1 6.0 6.0
4. Kerosene Per gal. 0.1 8.0 8.0
5. Lubricating oils Per gal. 1.0 20.0 20.0
6. Gas oil for gas making and

other uses, diesel oil, and
special fuel Per gal. 0.1 6.0 6.0

7. Fuel oil and weathered crude
used as fuel Per gal. 0.1 0.5 0.5

8. Paraffin wax Per kilo 0.5 3.0 3.0
9. Petroleum greases, includ-

ing axle grease Per kilo 2.0 8.0 8.0
10. Asphalt and asphalt products Per 100 kilos 10.0 80.0 80.0
11. Coal-anthracite and bitu-

minous Perton - 80.0 -

12. Coke Per ton - 80.0 -

13. Charcoal Per 100 lbs. - - 5.0
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Fluctuating World Prices

A review of the system of petroleum taxation is made more urgent by the
possibility that world prices of petroleum products may rise still further.

Importers point out that the present system makes no allowance for fluctua-
tions not only in the world prices of petroleum products but also in freight
rates. As indicated earlier, a rise in the world price of gasoline was absorbed
by the government in the form of reduced taxes, but in the future it may be
necessary, as in other countries, to pass such increases on to the public directly.

As things stand at present, the selling prices in Cuba of some petroleum
products are fixed by the government. But not only are f.o.b. and freight
costs liable to fluctuation but also consular fees and-in some cases-sales-
taxes are liable to be affected.

World prices and freight rates, of course, are beyond Cuba's control.
But such variables as consular fees and sales-taxes and the overriding tax on
exported funds are not. And it seems desirable not only for the oil companies,
who perform an essential service in Cuba, but also for the government, which
has to estimate revenue, to eliminate as many variables from the petroleum
problem as possible.

5. Recommendation

It has only been possible to outline some of the problems and defects of
petroleum taxation. But it is hoped that the need for a review has been
demonstrated.

Such a review should take into account not only questions of revenue but
also the technical considerations involved.

The Mission therefore recommends that this review should be undertaken
without delay.

The establishment of a permanent Technical Fuels Advisory Committee
has already been recommended to study the technical and economic implica-
tions of fuel-alcohol. (See Chapter 15, Alcohol-Gasoline Blends.) The Mission
suggests that this Committee, if established, should also review the whole
question of petroleum taxation.



CHAPTER 38

Present Financial Status

1. Position in 1945

One Statement in Ten Years

As noted in Chapter 36, during the 1940's, no attempts were made to
determine the actual surpluses or deficits. There exists, however, one pub-
lished statement of the financial status of the Government as of June 30,
1945.1 According to this document the Treasury had net holdings of liquid
funds amounting to $5.4 million, as shown below:

TABLE 138

POSITION OF CUBAN TREASURY, JUNE 30, 1945
(Million Pesos)

AVAILABLE:

In cash or bank accounts .................................................... 39.6

LIABILITIES:

Special funds .1.............................9........... 19.9

Current account ........................................... 5.0

Funds set aside for payment of Government debts ............... 8.8

Other obligations ............. .............................. 0.5 34.2

NET SURPLUS BALANCE . .................... . .. ... 5.4

SOUrCE: See footnote 1.

2. Position in 1950

Report by Price, Waterhouse & Co.

In the summer of 1950, at the request of the Cuban Government, Price,
Waterhouse & Co. of New York, made a special investigation of the present
financial position of the Cuban Treasury. The results were given in a report
to the Government. 2 The following statement summarizes the information
obtained by Price, Waterhouse & Co. on the position of the General Treasury
as of June 30, 1950, exclusive of the rest of the floating debt:

I Estado Fion.ciero L.a HIbana. June 30, 1945. Published by the Direccion General de Contobilidad of the
Cuban Ministry of Finance.

2 Price, Waterhouse & Co.: Report on Review of Information f-rnished by OffiiZcis of the Government
reg-rding position of Ge-eral Treasury of the Government as Of Jone 30, 1950, and the Floating and Other
Debts of the Government s of that dete.
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TABLE 139

POSITION OF CUBAN TREASURY, JUNE 30, 1950
(Pesos)

LIABILITIES:

Obligations as recorded on the books of the
General Treasury:
Balances of special funds held in custody .... 66,195,000
Balances of current accounts .......................... 26,346,000
Balances of funds set aside to official pay-

masters for debts contracted by the
several Ministries-
Under 1949-50 budget ............... ............... 20,751,000
Under previous budget appropriations. 2,991,000

Outstanding checks ................................... 30,000 116,313,000

Deposits for protested duties and taxes as recorded on the
books of the Customhouse in Habana ................................ 20,894,000

Obligations of the several Ministries under 1949-50 budget
appropriations for which funds were not set aside for
payment until subsequent to June 30, 1950 ........................ 8,025,000 145,232,000

AVAILABLE RESOURCES:

In Treasury:
Cash on hand .................................. 20,675,000
Bank balances .................................. 5,881,000 26,556,000

In Customhouse of Habana:
Cash on hand ...................... ............ 9,075,000
Bank balances .......... ........................ 1,090,000 10,165,000

Collections of public revenues in transit ..... ............................ 3,739,000
Funds in transit from paymasters ................................... ..... 200,000 40,660,000

APPARENT DEFICIT .104,572,000

How Huge Deficit was Financed

It will be seen that, in only five years, Cuba had accumulated a deficit
of $10 4 ,57 2,000,3 and had also used up the 1945 cash balance of $5,400,000.

According to the Price, Waterhouse Report, the special funds and deposits
which apparently were used to finance this deficit were as follows:

TABLE 140

FUNDS USED TO FINANCE DEFICIT
(Pesos)

Sugar workers' retirement fund .46,528,000

Sugar industry stabilization fund, 1948 crop .13,436,000
Deposits for protested duties and taxes ............................. . , ,. 10,698,000

Other special funds and deposits on cusrrent account. 33,910,000

104,572,000

It should be noted that this is not a deficit in any one annual budget nor a cash deficit (excess of
annual cash receipts over outpaymoents) bot the accumulated excess of clearly established short-term obliga-
tions of the Cuban Treasury over its availabilities as of June 30, 1950.
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3. The Floating Debt

Undetermined Amount
It should be stressed that this deficit does not include the rest of the

government's floating debt, the exact amount of which remains to be
determined.

The existence of the floating debt goes back to the 1930's. An attempt
to settle it was made in 1938 when, in accordance with the Law of Rehabili-
tation of Public Credit of that year, the creditors of the government were
requested to register their claims with a commission created for that purpose.

According to official information, some 16,000 claims were presented to
the approximate amount of $65 million.

The available records do not show the amount that has been settled, nor
the present amount of these old unpaid claims.

According to an estimate by the Office of Rehabilitation of Public Credit
they amount at present to approximately $50 million. However, since many
of these claims will no doubt be settled at less than the original claimed
amounts, the agency was unable to forecast the total amount of eventual
settlements.

Other Obligations
In addition to these unsettled claims, there exists a number of pending

obligations of various Ministries. No comprehensive information is available
as to the total amount of these obligations. The Price, Waterhouse Report
presents, however, tentative data made available to them, which are assembled
below:

TABLE 141

KNOWN ELEMENTS OF FLOATING DEBT
(Pesos)

Obligations relating to funds and deposits placed in the custody
of the General Treasury but apparently utilized in the payment
of Government expenditures ................................................... 104,500,000

Estimate made by the Chief of the Office of Relhabilitation of
Public Credit of unpaid claims for debts incurred prior to
the establishment of the Constitution on October 10, 1940 ........ 50,000,000

Figures furnished the General Accounting Department of the
Ministry of Finance by certain Ministries of unpaid obligations
as shown by their records, incurred since October 10, 1940 to
June 30, 1949 ................................................... 8,200,000

Estimate furnished by the Minister of Public Works of unpaid
obligations for expropriation of properties ................................... 6,000,000

Pending suit of the Cia. Ganadera de la Habana ............................ 2,500,000
Obligations to certain employees of the Ministries of Commu-

nications and Public Works who have been dismissed, as
adjudicated by the courts. ................................................... 1,930,000

Estimates of the Minister of Finance of obligations due the rail-
road companies for past service ........................................... 8,000,000
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These unsettled claims above amount to about $180 million. They do not
include any obligations the government may have incurred in respect of
arrears to the government pensions and retirement funds. It should be
noted, however, that part of the arrears of veterans' pensions have already
been settled through proceeds from the $25 million domestic loan of 1949.

Prospect of Surplus Revenues

In the discussion of the problem of the non-government retirement funds
(Chapter 22), it is suggested that the Treasury's obligation towards them
should be settled as far as possible by utilizing current government revenues.
This, we understand, is also planned by the present government.

According to current Treasury estimates, the actual revenues for 1950-51
may show a surplus of some $45 million over the budget estimate, result-
ing mainly from more effective tax enforcement. By maintaining regular
budgetary expenditures close to present levels, it seems apparent that large
surpluses might be obtained in the next few years-if the present prosperity
continues.

Problem of Floating Debt

In the Mission's view a real effort by the Cuban Government to pay its
open debts, including the so-called "floating" debt, is overdue. It is clear
that there will be a continuing lack of confidence in the financial integrity
of the government as long as these obligations remain unsettled.

It is essential, however, for the public to realize fully that it is a huge task
to determine to what extent the items composing the floating debt are really
government obligations. In fact, prior to the creation of the Tribunal of
Accounts, the mechanism-called for in the Constitution to determine the
exact amount of the debt-was lacking. Although the Tribunal of Accounts
has now been established, it will doubtlessly take some time until it can be
organized and in a position to undertake-along with its other pressing duties
-its constitutional duty of "purifying and determining" the floating debt.

There is nothing to prevent the Finance Ministry, however, through the
general auditing office of the government, from assembling the information
required by the Tribunal. The Mission recommends that this should be done
by announcing publicly that a Register of Claims has been established for the
creditors of the government with the understanding that the legality of such
claims will be determined by the Tribunal of Accounts.

Clear Obligations
Even under these circumstances it will clearly be a matter of several years

before a good part of the floating debt can be legally established. Some of the
government's open obligations are, however, legally clear. Among them are
the government's obligations to the autonomous pension and retirement funds.
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As stressed before and recommended in Chapter 22, every effort should be
made to repay a major part of surplus revenues, while the rest could be trans-
formed into non-negotiable ten-year government bonds. Other claims, equally
well-established, should also be repaid as far as possible from surplus revenues.

Once the legality of the rest of the floating debt has been firmly established,
it should be handled by one or all of the following three methods, depending
on the general economic situation and the requirements of monetary and
fiscal policy (see Chapter 39):

1. Through cash settlement out of budget revenues.

2. By inducing the claimants to accept long-term government obligations
in settlement, i.e., through a funding operation.

3. By using the proceeds of long-term government bond issues for a
settlement.

Strict Economy Recommended
Since it is desirable to restore the autonomous pension funds out of sur-

plus revenues and, at the same time, to make progress with essential develop-
ment projects-such as furnishing additional capital to the Agricultural and
Industrial Credit Bank-it is vital that the "regular" government expenditures
for routine administration should be held to a strict minimum.

The Mission, therefore, recommends stringent economy in all fields of
government administration. It believes that the recently placed bond issues
provide the Government with ample means to finance expenditures for
economic development during 1951-52. But if strict economy is practiced,
the Government should be able to dispose of all funds that can be effectively
applied to development purposes without further bond issues while concur-
rently making every effort to restore the pension funds and settle the problem
of the floating debt permanently.

4. Recommendations on Financial Policy

The Mission recommends that:

1. The Cuban Government should make every effort to restore the reserves
of the non-government pension and retirement funds used to finance
Treasury deficits since 1946, out of surplus revenues to be obtained
through strict tax enforcement. If a sharp deterioration in the economic
situation should make this impractical, a part of these obligations might
be converted into non-negotiable ten-year bonds (see Chapter 22).

2. Rigorous economy should be practiced by the Government and available
surpluses should not be wasted on expenditures of a purely political
nature.
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3. In the immediate future, development expenditures should be financed
out of the proceeds of the internal loan authorized in 1949.

4. The Government should settle the floating debt either in cash or
through refunding, depending on the general economic situation, as
soon as the legality of claims other than the government's obligations
to the autonomous pension and retirement funds has been established.



CHAPTER 39

Monetary and Fiscal Policy

I. OBJECTIVES

1. Scope of Discussion
Powerful Tools

Cuba's Central Bank was inaugurated in April, 1950, and Cuba will enjoy
monetary independence when the peso becomes sole legal tender in the course
of 1951. A discussion of monetary and fiscal policies is therefore both
appropriate and important. For these are among the most powerful tools
available to the Cuban Government to tackle problems of internal and external
instability, which economic development and diversification may raise. This
is particularly true in the uncertainties of today.

This chapter 1 attempts such a discussion in the following divisions.
1. Objectives of monetary and fiscal policy in the light of this Report.
2. Real and financial resources available for development.
3. Monetary, fiscal and wage policies that may be appropriate in

three possible alternative situations which may confront Cuba in
the next few years.

4. Long-term policies.

Broad Strategy
A broad strategy for economic development is suggested in Chapter 42.

This implies the adoption by government of policies designed to:
1. Promote growth of non-sugar activities.
2. Restore, maintain and expand Cuba's "social capital"-roads, water

supplies, education, research, etc.-and supply a certain amount of
capital to agriculture and industry.

3. Enable government and private interests to command the real and
financial resource needed for development.

4. Preserve at the same time the existing exchange rate of the Cuban
peso without exchange control and keep the internal price level as
nearly stable as is feasible in an export economy.

2. Why Exchange Rate and Price Stability Are Important

Deeply Rooted Tradition
The tradition of "stable money" is deeply rooted in Cuba among all

classes-a situation basically different from that in many other export econ-

I For a description of the Cuban Monetary Background, See Chap. 26.
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omies in Latin America. During World War II and the early postwar years,
this tradition-together with the "open" character of the Cuban economy-
was the main factor which kept the price inflation from becoming as virulent
as in so many other Latin American countries, in spite of the virtual absence
of effective government measures. In the present period of world-wide in-
flationary pressures, it is a very real, if intangible, asset.

Basic Importance

But its importance is more basic. At the risk of oversimplification it can
be said that it furnishes a substantial element of stability to domestic and
foreign investors and businessmen alike in a political and economic atmosphere
in which instabilities abound.

The absence of an exchange problem was a precondition for the massive
foreign investments in the sugar industry and public utilities during the
first three decades of the present century. These today are the main found-
ations of Cuba's relatively high per capita income.

Exchange-rate stability is no less important now, in order to attract new
foreign investment and to induce Cuban capitalists to invest more of their
savings in Cuban industry and agriculture. This is because elimination of
the risk of exchange fluctuations reduces the total risk of doing business
on the island, since virtually all activities in Cuba involve international
transactions.

In an export economy like Cuba, exchange-rate stability without exchange
control is feasible only if the internal price and cost level can be kept from
diverging too much from that of the United States, her main trading partner.
The Mission is convinced that this can be done.

Effects of Price Inflation

To avoid rapid price inflation is important for development, quite apart
from helping to prevent balance of payments difficulties. For rapid inflation
would aggravate the existing social tensions between labor and management,
discourage saving, reinforce the tendency of savings to be diverted into
inventory speculation and real estate and would undermine the profitability
of public utilities, thus impeding their further growth.

An attempt to avoid exchange instability and exchange controls and to
preserve as great a measure of internal price stability as possible is not
urged dogmatically. The Mission can visualize situations when it might be in
Cuba's interest to modify this policy. For instance, if a severe world-wide
depression similar to that of the 1930's were to recur, Cuba legitimately
would want to mitigate the extreme unemployment and decline in living
standards which would result if the deflation coming from abroad were not
counteracted. Depreciation or exchange control might conceivably become
necessary under those circumstances.
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Need to Face Realities

It would be most unfortunate, however, if the preoccupation with yester-
day's economic tragedies blinded Cubans to today's and tomorrow's economic
and political realities. These point towards world-wide inflationary pressures
resulting from rearmament, near-war conditions or all-out war or else to
high employment levels in the major industrial countries, following an easing
of the present international tensions.

II. REAL AND FINANCIAL RESOURCES

Before discussing the international economic and political outlook it may
be useful to summarize2 the real and financial resources with which Cuba
faces the future.

Real Resources

According to well-informed Cubans the country has not reached a stage
of near-full employment at any time since 1926 except in 1948 when a
40-million peso public works program was superimposed on a record crop
during the sugar season. Tens of thousands of workers seem to be un-
employed at present even at the height of the zafra.

If some of the labor-saving equipment already installed in many industries
were used to the full, this alone would free substantial numbers of workers.
In addition, population growth constantly increases the labor force and a
great mass of workers are only employed for a part of the year. There
seems to be no serious shortage of skilled manpower except of certain types
of technicians and managers. Thus labor shortages are not likely to be a
problem.

Among the chief obstacles at present are lack of organization both in the
government and private sector, lack of technology and such shortages of
raw materials, equipment and semi-manufactures as international conditions
may bring about.

Financial Resources

Present foreign exchange reserves are ample. In fact, Cuba can pay for
substantial imports of equipment needed for development and for the in-
creased imports which may result from the higher consumer spending caused
by development outlays. And she can do so-except in case of a sharp
fall in exports-without seriously depleting the substantial foreign exchange
buffer which the monetary authorities should aim to have for an unstable
export economy.

a See also Chapters 4, 24, 33, 36, 38 and 40.
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Encouraging Position

During 1950 tax revenues rose rapidly as a result of improved tax
administration and better handling of public funds. The Cuban Govern-
ment, too, succeeded in placing a 45-million peso bond issue largely outside

the banking system. This shows that the Government can at present carry
out reasonable development without recourse to inflationary borrowing from
the banks and without foreign loans.

On the basis of the information available, the Mission estimates that, if
vigorous tax enforcement is continued, the expected 1950-51 revenues of
280-odd million pesos, can be increased further. In addition, proper handling

of public funds and better budgetary practices3 can make additional millions
available to the government.

In fact, a program of development, of furnishing some capital to private
industry and agriculture, of rehabilitating the pension funds and funding the
floating debt seems well within the financial capabilities of the government
as is shown in Chapter 37.

The amounts which could be devoted to such purposes may be as high
as 70 million pesos without recourse even to internal borrowing. Any new
taxes, which may be appropriate to the general economic situation, will
increase this financial potential still further.

If the economic outlook should make it advisable to make further internal
loan issues, annual placements of 25-30 million in government bonds or the
bonds of government credit institutions seem feasible without weakening the
market. (See Chapter 33.)

III. THREE POSSIBLE CONTINGENCIES

1. Advantages of Flexible Program

Confidence in Future

With the resources summarized above, the Mission believes that Cuba
can face the future with confidence, provided that she follows sound economic,
monetary and fiscal policies on the lines suggested in this Report. But the
ways in which these policies should be applied will depend, of course, upon
international conditions, which cannot be predicted with certainty.

As this is written, however, the outlook suggests that one of three alterna-
tive situations may confront Cuba in the next few years. It may be useful,
therefore, to examine these prospects in turn and to suggest action appropriate
to each. They will be referred to as Prospects A, B and C.

8 See Chapter 35.



MONETARY AND FISCAL POLICY 703

All Three Can Be Met, With Development
The Mission believes that with flexible and consistent monetary and fiscal

measures, together with energetic action in other fields, Cuba can meet any
of these three situations without the need to depreciate her currency, to
impose exchange control or to abandon the aim of a reasonably stable internal
price level.

It is also convinced that the lines of development advocated in this Report
are so flexible that they can be followed by Cuba in all three situations and
will help her to meet them constructively.

For the Mission does not suggest any rigid plan for large-scale govern-
ment expenditures or for outlays by the private sector. The Mission offers a
flexible program of many suggestions of which only a few are particularly
urgent and require government outlay.

Their size can be adjusted to the real and financial resources likely to be
available in the immediate future and the methods of financing them can be
varied in accordance with the economic prospects. Other suggestions can be
acted on in the light of their feasibility at any particular moment.

2. Three Alternatives

Following are the three possible alternative situations which may confront
Cuba in the near future:

PROSPECT A

EXPORTS Up, IMPORTS DOWN

Sugar prices and sales may rise once more, increasing the value of
Cuban exports. At the same time there may be an increasing shortage
of important import products, such as certain types of raw materials,
machinery and equipment.

Imports, too, would be higher priced because of the price increases
abroad, which have already occurred or may occur as rearmament gathers
speed.

This might mean a threat of price inflation in Cuba perhaps no less
than that of World War II. If no effective action were taken to counteract
it, the wage-price spiral might become much more serious than last time,
with greater social tension and with a danger of ultimate depreciation
of the peso.

PROSPECT B

EVERYTHING DEARER BUT SUGAR

A condition in which the terms of trade would turn against Cuba. In
other words, everything would go up in price relative to sugar. This
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would mean increases in import prices and shortages of certain commodi-
ties. At the same time the price (and value) of sugar exports would
either remain unchanged, increase less in proportion or might even weaken.

In the absence of any counter nleasures, Cuban incomes would stagnate
while imported cost of living items would be higher priced. A wage-
squeeze would develop in the sugar industry and a general lowering in
the standard of living might take place.

PROSPECT C

RENEWED THREAT OF MODERATE SUGAR SURPLUSES

Withi a substantial easing of international political tension the threat
of moderate sugar surpluses would reappear. The value of Cuban exports
would fall because of price declines, output would be restricted, incomes
and employment would decline. If wages were held rigid in the face of
declining prices, a balance of payments deficit might develop, leading to a
loss of exchange reserves.

If this loss were to continue for a substantial period, and become
large, a serious flight of capital might take place, with an ultimate danger
of exchange control or depreciation.

3. Measures for Prospect A

(Exports Up, Imports Down)
Four Aims

In order to cope successfully with problems which Prospect A would
raise for Cuba, and at the same time to make progress in development,
monetary and fiscal action should have four main aims:

1. To reduce the effective demand which would be swollen by increased
incomes resulting from higher exports and the spending of previously
idle cash balances.

2. To increase the supply of goods and services as rapidly as possible
by promoting domestic production, particularly of those likely to
become scarce abroad.

3. To curb the wage-price spiral.
4. To make sugar prosperity contribute to diversification and develop-

ment, instead of retarding them.

Measures to Reduce Effective Demand

1. Action by the Central Bank

(a) The Central Bank itself or the AMonetary Stabilization Fund might
attempt to sell "stabilization bonds" as provided in the National Bank Law,



MONETARY AND FISCAL POLICY 705

perhaps specificallv linked to gold or foreign exchange. These would be
sold to the commercial banks, exporters, other sellers of foreign exchange
and to the general public. Such a move would be designed to absorb some
of the purchasing power and bank reserves created when foreign exchange
is sold to the Stabilization Fund, or commercial banks. It would also aim
at absorbing a part of the funds now idle that constitute a potential for
inflation or capital flight.

In various countries stabilization bond purchases by exporters have been
made obligatory. Experience suggests that this may demoralize the securities
markets because the bonds, if freely negotiable, are often resold at a discount.
If made non-negotiable, on the other hand, such bonds are likely to be con-
sidered as an unfair form of taxation by the less profitable firms. In spite
of these difficulties, the issue of such bonds may prove helpful in Cuba, and
should be attempted. But it would be unwise to harbor exaggerated notions
about their efficacy.

(b) If there should be a rapid expansion of commercial bank credit,
the Central Bank should, at the appropriate time, increase the banks' required
reserves, if need be to the 100%o level against new deposits as provided for
in the Central Bank Act. Of course, a moderate expansion of commercial
bank loans to finance increased imports, for instance, would not call for
such action.

Alternatively, the fixing of an over-all loan ceiling, by agreement between
the National Bank and commercial banks, might be attempted. Like all good
central banking, the diagnosis of the situation and appropriate timing of
the move is a question of good judgment. The Cuban National Bank should
be given full support in such moves by government and public alike.

2. Fiscal Measures

(a) The Treasury should aim at a substantial surplus of tax revenues
over current expenditures. Such action would reduce the disposable income
of Cuban individuals and businesses directly, if the money were not re-spent
by the government.

From the point of view of reducing inflationary pressures from the
demand side, it would indeed be best for the Cuban Treasury to accumulate
and retain cash surpluses. But this is unrealistic as a practical matter.
Moreover, as a result, development might be virtually abandoned. In
practice, the surpluses could be used in ways suggested below to increase
domestic production and to improve the financial standing of the govern-
ment by settling some of its current debt obligations.

If this were done the total current effective demand might, on balance,
still be substantially reduced, while an increase in domestic production could
be achieved. If fiscal surpluses are used to promote production and to settle
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past debts, internal borrowing by the government is precluded. The only
issues that should be made in a situation such as Prospect A would be those
of the suggested stabilization bonds, an action which would tend to reduce
the money supply and spendable incomes. Unlike the proceeds of govern-
ment bonds, the money absorbed through stabilization bonds would not be
re-spent.

(b) The cash surpluses which Cuba may achieve if Prospect A material-
izes should in no case be used by the government for outlays which do not
help development. Tax collection, particularly of the personal income tax
and the business profits tax, should be vigorously improved. These taxes
can be among the most effective fiscal tools of the government. They are
about the only way to limit the spendable income of the merchants, real
estate operators, and others who are likely to make speculative gains during
an inflation.

(c) A substantial part of the surplus tax revenues should be spent on
restoring the reserves of both the government and non-government pension
funds and on putting them on a sound actuarial basis. Another portion
should be used to settle other short-term debt of the Cuban Government.
The rest should be devoted to increasing domestic production along the
lines discussed below.

Measures to Help Increase Domestic Production

1. Monetary Measures
(a) Action of the Agricultural and Industrial Credit Bank.

The Agricultural and Industrial Credit Bank should make credit avail-
able to agricultural and industrial producers, particularly in those cases
where lack of credit is the most serious obstacle to a rapid increase of
production. It should also use its "fomento" funds aggressively to supply
capital where sizeable and rapid increases in output can be expected. In
order to be able to do so effectively, it should set up its field staff as rapidly
as possible, encourage and aid in the establishment of the proposed Cuban
Research Foundation and should cooperate, as suggested, with the agricul-
tural extension service.

(b) Action by the Central Bank.

The Central Bank could assist the Agricultural and Industrial Bank in
this task by rediscounting a limited part of its short-term portfolio from
time to time. While such action might be considered as inflationary in the
short-run, it is defensible as long as it is kept within moderate limits,
since it may give quick returns in increasing production. It is a policy of
calculated but limited risk well worth taking, particularly if it is combined
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with the other Central Bank measures proposed, such as the restriction of
loan expansion by the commercial banks.

The Central Bank might also attempt to control commercial bank credit
on a qualitative basis. For instance, it could refuse to make advances to a
bank making loans to be used for speculative purposes while rediscounting
paper used to finance "productive" activities. But all experience in other
countries indicates that such moves are likely to be largely ineffective since
credit cannot actually be departmentalized. If individuals and businesses
want to engage in speculative activities, they do not have to borrow from
the bank to do so. They borrow for "productive purposes" and use their
own cash balances for speculation. The best weapon against speculative
excesses is to reduce all credit to the groups involved-quantitative rather
than qualitative control.

Probably the best result can be achieved by informal consultation be-
tween the National Bank and the commercial bank and by using the banking
examination department to watch out for unhealthy developments. It is
important that the Cuban public should have no illusions about the efficacy
of qualitative credit controls.

2. Fiscal Measures

(a) The Treasury should furnish substantial cash funds to the Agri-
cultural and Industrial Credit Bank for it to pass on to those agricultural
and industrial undertakings which are likely to increase output rapidly. A
portion of surplus revenues should be devoted to this purpose.

(b) Government expenditures should be reviewed with the aim of de-
creasing those which make no particular contribution to increases in output
by the private sector of the economy.

(c) The money thus made available and a part of the surplus revenues
should be used priinarily to finance those measures likely to be most helpful
in a short time. Among them are:

1. An expanded and improved agricultural extension service.
2. A seed program.
3. A program of increased food production on the centrales through

incentive subsidies, administered by the Agricultural and Industrial
Bank.

4. The movement and training of workers into industries where there
may be sudden shortages.

5. Repair and building of certain crucial secondary roads.
In addition, substantial progress could be made on other projects in

the fields of road construction, irrigation, warehouse construction, applying
in each case the tests suggested in Chapter 42 of this Report.
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Measures to Curb the Wage-price Spiral and to Make Sugar
Prosperity Contribute to Diversification

A Combination

All the measures advocated to curb effective demand and to hasten the
expansion of domestic production will contribute towards curbing a possible
wage-price spiral. In addition certain actions which affect profits, wages and
the cost of living may prove helpful. They are a combination of wage policy,
taxation and direct government control that cannot be neatly categorized.

The pressure for wage increases, which-under the conditions of Pros-
pect A-can usually be passed on to the consumer in the form of higher prices,
springs mainly from two causes: the increase in the cost of living and the
desire of the unionized wage-earners to share in the profits and particularly
the windfalls of the prosperous, dominant sugar industry.

Inventory Speculation Possible

All the measures we have already suggested to increase the domestic
production of foodstuffs and of consumer goods in short supply abroad, will
counteract the tendency to raise the cost of living. And, of course, if there
is no general war, the shortages in imports may not be serious except for cer-
tain types of equipment and raw materials. Under these circumstances, with
the open character of the Cuban economy, there is no reason why the cost
of living in Cuba should rise much faster than in the United States.

Lack of effective competition in many parts of the marketing system may
produce temporary inventory speculation in imported and domestic goods-
but as long as ample imports can be secured, there are distinct limits to this.
Moreover, a great deal of inventory accumulation is obviously essential in
the face of possible future shortages.

Price Controls Impractical in Cuba

Experience during World War II and since indicates that Cuba does not
at present possess either the administrative cohesion or the social discipline
successfully to administer a system of general direct price-controls. In Cuba
these ceilings seem in practice to favor the middlemen against producers
and consumers alike.

The consumer usually cannot secure the goods at the ceiling price. The
producers, on the other hand, do not get the benefit of the higher prices
actually in force and have no incentive to expand production because the
middlemen use the price-freeze to justify low bids. In a competitive marketing
system, the situation would soon correct itself, but in Cuba it seems to exist
for prolonged periods, particularly in the case of domestic foodstuffs.
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For these reasons, the Mission believes that, except for rent controls,
direct price ceilings will do more harm than good in keeping the cost of
living down.

A Possible Method

Though it would be difficult to administer, it might be worthwhile to con-
sider a marketing system for basic foodstuffs under the auspices of the Agri-
cultural and Industrial Credit Bank, to compete with the local storekeepers
in certain areas. Experience in Mexico suggests that this can be relatively
successful if administered with a reasonable degree of competence and honesty.

To the extent that such action, together with rent control and measures
to expand production, keeps the cost of living down, pressure for wage
increases would be reduced.

Gains of the Sugar Industry

The second cause of wage pressure-the desire to share in the gains of the
sugar industry which result from price increases-cannot be dealt with
effectively except by taxing these windfalls, which, under the present sugar
legislation, accrue both to the sugar mills and sugar planters.

It is suggested, therefore, that an export tax, linked to the price of sugar,
should be applied to sugar sales both in the United States and the world
market. Such a tax would apply to price increases above the 1947 top level.
It would be an effective addition to the individual and corporate income tax
and would be easy to collect. It is much to be preferred to the sugar differential
tax, imposed during the war.

Pending the needed reform of budget procedures, the proceeds of the
tax should be allocated to the Comisi6n de Fomento and Agricultural and
Industrial Credit Bank, to finance development and to increase the production
of domestic commodities.

Linkage of Wages and Prices

Such a tax would make it possible to sever the complete linkage of sugar
wages and prices, which is particularly harmful in times of export boom and
supply shortages. For it increases the money incomes of those sectors of the
population likely to spend their incomes fastest at the moment when the supply
of goods and services is relatively deficient. The pressure on prices becomes
all the stronger.

This linkage also makes it difficult to restore the downward flexibility of
wages when prices fall again at the end of an export boom. This may ulti-
mately undermine Cuba's international competitive position and endanger
the stability of the exchange rate.
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Taxing the Sugar Industry

No less important, the high earnings of the sugar industry in the boom
are a necessary offset to the losses in times of depression and are needed to
provide funds for re-equipment and improvement. They are also a major
part of the savings potential of the economy available for investment in non-
sugar activities. If some of them are taxed and funnelled into non-sugar
industry and agriculture through the Comisi6n de Fomento and the Agricul-
tural and Industrial Bank, the sugar industry, when prosperous, is made to
contribute to the development and diversification of the Cuban economy.

It would be advisable to frame the tax in such a way as to give both
the centrales and sugar planters a tax incentive so that they themselves engage
in non-sugar activities. One method would be to refund that portion of the
export tax which the mills and planters could prove was being used to initiate
or enlarge the production of sugar by-products, foodstuffs or any other
product increasing the domestic supply.

In addition, it would be wise to exempt a limited part of the sugar price
increase from the tax, if it were actually invested in improvements, in order
that the industry could improve its international competitive position.

If extraordinary sugar profits are thus channelled into the general develop-
ment and diversification of the Cuban economy, the real increase in the
standard of living will be greater, even in the short run, than if wages are
allowed to rise fully along with the price, with the additional wage income
pushing up the prices of cost-of-living items. Some rise in wages, of course,
will be inevitable along with the cost of living, but it should be possible to
keep it from developing into a dangerous inflationary spiral.

4. Measures for Prospect B

(Everything Dearer But Sugar)

Opportunity for Diversification
It should be emphasized that Prospect B is basically a situation in which

the prices of non-sugar commodities go up relative to sugar, without any
serious absolute decline in the value of sugar exports and of Cuban money
incomes. It is, therefore, a unique opportunity to promote diversification.
The pressure to ease the adjustments involved should not be allowed to inhibit
the workings of the price mechanism in this case.

Monetary and fiscal action should take advantage of this opportunity by
encouraging productive factors to shift into non-sugar activities. In Cuba's
case this need not involve any reduction in sugar production because surplus
labor, land and capital are available. It should mean that the business initia-
tive and technical and managerial ability which are now so heavily concen-
trated in the production of sugar should be encouraged to supplement sugar



MONETARY AND FISCAL POLICY 711

production with other commodities, which may enjoy more attractive prices
and markets.

Principal Aims
The measures for dealing with Prospect B should have the following

chief aims:
1. To increase as rapidly as possible the supply of goods and services,

particularly those which replace or supplement scarce and expensive import
commodities.

2. To expand the exports of those commodities of which the prices have
risen relatively more than sugar and the marketing possibilities are better.

3. To prevent wage pressures from becoming too extreme, as part of a
wage policy designed to encourage diversification.

Measures to Increase Domestic Production

All the measures advocated for Prospect A to help to increase the supply
of goods and services would prove helpful in the case of Prospect B. But
the actions of the Agricultural and Industrial Credit Bank and the Central
Bank and fiscal measures could be more aggressive and less limited by the
need to curb effective demand.

Monetary Action

Activation of the Bank and of the proposed Cuban Research Foundation
will be particularly urgent in the case of Prospect B. The bank should be
ready to employ both its fomento funds and loan funds aggressively. It
should concentrate particularly on promoting the use of sugar as a raw
material as well as on expanding domestic food and raw materials production.

Support by National Bank

The National Bank should give vigorous support to the actions of the
Agricultural and Industrial Credit Bank. It could rediscount fairly liberally
the Agricultural and Industrial Bank's short-term portfolio. Moreover, it could
encourage the commercial banks to grant longer-term loans to sound risks.

Prospect B. however, is likely to face the Central Bank with a dilemma:
on the one hand, a certain expansion of commercial bank credit may be
appropriate since it might be matched by an increase in inactive bank deposits;
on the other, the commercial banks may be financing inventory speculation
by importers and other merchants, thus aggravating the rise in the cost of
living. The Central Bank would have to apply restrictive measures to halt
such loans.

It is a situation -which calls for a flexible and practical approach, in
which the Central Bank may have to rely on persuading the commercial banks
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rather than on formal action. Since the Cuban banking system is conservative,
and relatively centralized, this should prove feasible.

Fiscal Measures

The stagnation of exports and money incomes that would be likely in the
case of Prospect B, would reduce the tax yield below those under the condi-
tions of Prospect A. Nevertheless, it was shown in 1950 that the yield of the
Cuban tax system can be surprisingly increased merely by more vigorous
tax enforcement. In addition, limiting non-developmental government outlays
has not yet been seriously considered.

With continued and energetic tax enforcement and by limiting non-
developmental government outlays, the Cuban Government should have ample
funds in the next few years with which to help domestic production. All the
more so, since Prospect B would not preclude some further internal bond
issues to be placed with non-bank investors.

The funds should be used:

1. To carry out the most urgent projects indicated in Chapter 2.

2. To make the outlays suggested as immediately helpful in increasing
domestic production in case of Prospect A.

3. To supply the Agricultural and Industrial Bank with funds to be
used as described before.

4. To finance other essential projects in the fields of road construc-
tion, irrigation, and warehousing.

Instead of using large amounts of "surplus" revenues to liquidate the
government's indebtedness to the social security funds and to repay the
floating debt, in case of Prospect B it may be appropriate to fund the floating
debt and also a part of the liability to the social security funds. (See
Chapter 22, Social Security Funds.)

Stimulating Non-Sugar Production
Apart from the government outlays designed to promote the production

of non-sugar commodities and sugar by-products, the Cuban Government
should also use tax devices for the same purpose. Existing provisions for
certain tax exemptions in the case of new enterprises should prove helpful.
These might be supplemented by exemptions of limited duration from the
corporate profits and individual income taxes in cases where an existing
sugar mill, sugar planter or other enterprise could prove that net earnings
were being used to initiate or enlarge the production of sugar by-products,
foodstuffs, non-sugar exports or any other product which increases the
domestic supply.
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Expansion of Non-sugar Exports

Pushing Non-sugar Exports

Prospect B calls for energetic action to push the output of commodities
other than sugar for which foreign markets can be found, for three main
reasons:

1. A rise of the prices of imported commodities relative to that of sugar
implies that for each ton of exports fewer tons of imports can be
obtained. This situation can be mitigated if action is taken to push
the exports of commodities with better price and marketing possibili-
ties than sugar.

2. Cuba should not fail to benefit-by continued high exchange reserves
and possibly favorable supply arrangements with other countries-
from exporting scarce commodities such as certain minerals, raw
materials and foodstuffs (e.g., coffee) to a rearming world in which
many items will be scarce.

3. Monetary and fiscal action will be less limited if exchange receipts
stay at a high level.

As pointed out in Chapter 40, Cuba's International Position, as much
as one half of each additional peso of Cuban income is probably spent on
imported commodities within a relatively short time. If effectively carried
out, the monetary and fiscal measures advocated are certain to lead to an
increase in the supply of available goods and services after a period of
varying length.

To the extent that they result in increased money incomes, however, they
are likely to lead to somewhat higher imports almost at once. If non-sugar
exports are expanded, these higher imports will not lead to a significant
loss of foreign exchange reserves.

Minerals, Coffee and Cacao

Among the non-sugar exports which may find favorable markets in
the next few years, all types of minerals, coffee and cacao stand out. All
the measures, monetary and fiscal, suggested to increase production for the
domestic market also apply to these exports or potential exports.

In addition, it is essential for the Cuban Government to take the steps
suggested in the chapter on Mineral Production and also to review its
coffee price control measures, the result of which has been the stagnation
and retrogression of the coffee industry.
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A Wage Policy Designed to Encourage Diversification

Keeping Down Cost of Living

The suggested measures to increase the output of domestic commodities
will help to keep down the cost of living, which will tend to rise in the
case of Prospect B because of higher import prices. Some of the measures,
too, suggested for Prospect A would be particularly appropriate.

Among these are: (1) the setting up of a marketing system of basic
foodstuffs under the auspices of the Agricultural and Industrial Credit Bank
to compete with the local storekeepers; (2) the better enforcement of the
taxes on individual and corporate income, including gains from inventory
speculation, in order to make it less profitable for importers and middlemen
to withhold supplies.

Since Prospect B excludes the case of a general war, it does not envisage
acute shipping difficulties and import shortages except for certain raw
materials and capital goods. It should therefore be feasible to keep the
increase in Cuban living costs in line with that in the United States.

Wages
Wage increases, both in sugar and non-sugar activities, should be held

strictly to the increase in the cost of living. This implies, above all, that
wages in the non-sugar activities-which would be relatively more profitable
in the case of Prospect B-should not be pushed up to the point where the
incentive to expand output is killed.

On the contrary, this might be a good time to revise the present unsatis-
factory situation in which the relatively high wages paid to sugar workers
during the harvest also have to be paid to anyone associated with the sugar
industry even for non-sugar work in the dead season. This reduces severely
the profitability of non-sugar activities when undertaken by centrales and
sugar planters. It thus limits the employment opportunities and restricts
the annual income of the wage-earners. It is self-defeating from the point
of view of everyone concerned and calls for joint constructive action on the
part of labor and management.

5. Measures for Prospect C

(Renewed Threat of Moderate Sugar Surpluses)

Moderate Surplus in a Prosperous World

Before suggesting measures appropriate to Prospect C the following

points should be noted:
(1) The renewed threat of moderate sugar surpluses, following a

substantial easing of international political tension, which we have called
Prospect C, must be distinguished from a serious world-wide economic
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depression. Prospect C is the sort of situation which was threatening
Cuba just before the outbreak of the Korean War. Economic activity
was high in the major industrial countries, including the United States,
but the rapid comeback of sugar production in Europe and elsewhere-
as well as quota restrictions in the United States-made it doubtful
whether Cuba would be able to dispose of her entire sugar crop. The
situation would be somewhat similar to that of the years 1925 to 1929
when there was a relative sugar surplus in an otherwise prosperous world.

(2) It is assumed that possible sugar surpluses do not exceed one to
one and a half million short tons a year.

Aims
Measures for dealing with Prospect C should have the following chief

aims:

1. To soften the impact on incomes and employment of the reduction
in export sales.

2. To combine possible compensatory action with the program of
diversification and development.

3. To preserve a substantial degree of flexibility in the balance of
payments.

Monetary Action

Action by National Bank

In view of Cuba's present monetary situation and of the existing cost
and price structure, Central Bank action designed to cushion the impact of
possible sugar surpluses on incomes and employment should probably follow
the following plan.

A decline in prices and income of 10% to 15% should be allowed to
take place without strong compensatory action by the Central Bank, par-
ticularly since the government would be likely to run a cash deficit. The
National Bank should, of course, be ready to rediscount the short-term
portfolios of the commercial banks in a limited way, so that these could
continue to extend credit to sugar mills and sugar planters, who would thus
be able to hold some of the crop. The Central Bank should also rediscount
short-term paper for the Agricultural and Industrial Credit Bank.

Once the lower level of prices, costs, and incomes had been reached,
the bank would increase its purchases of securities in the open market,
with a view to supporting their prices and enabling the government to float
moderate internal issues. This should prove feasible in view of the important
role that savings institutions play in the existing government bond market.
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The National Bank should also give support to the banks, so that they
would not be forced to liquidate their loans rapidly and exporters would
thus be able to continue carrying some of the sugar surpluses, pending a
new international sugar agreement. It should also encourage expanded
operations by the Agricultural and Industrial Credit Bank.

Effects on Balance of Payments

In taking these steps the Central Bank would have to assess their possible

effect on the balance of payments. These would be as follows:

If incomes were kept up in the face of declining export sales, an unfavor-
able balance of payments on current account might develop. A hypothetical
example, admittedly oversimplified, may illustrate the point:

A sugar surplus of one million tons would mean a falling off in current
export exchange receipts of between 80 million and 100 million dollars at cur-
rent prices. In the absence of compensatory action this would be likely to
result in a decline in national income of about 160 million to 180 million
pesos.4 Along with incomes, imports would tend to fall. It has been estimated
that about one half of each additional dollar of Cuban income is spent on
imports.5 A decline of 160 million in income might thus be accompanied by
a decline of some 80 million in imports. Clearly the country would face no
balance of payments difficulties on current account since it would presumably
start off with a substantial balance of payment surplus. The full brunt of the
adjustment would be borne by domestic income and employment.

If Central Bank action, however,-together with some of the fiscal meas-
ures suggested below-were to keep incomes unchanged in the face of a 100-
million peso fall in export exchange receipts, imports would not follow exports
down; and sooner or later a balance of payments deficit on current account
would develop. As a result the exchange reserves of the National Bank and
the banking system, as well as those in the hands of the public, would be
drawn down.

This would be desirable if it could be kept within reasonable limits,
such as a loss of centralized exchange reserves of 30 million to 40 million dol-
lars a year. For the two most essential functions of these international reserves
are to serve as an exchange buffer and as an exchange fund for development.

Danger of Capital Flight
In addition, however, the Central Bank would have to keep in mind the

possibility of a capital flight. As we have seen in an earlier section, the Cuban
money supply is at present very high relative to the amount of "money work"

I We follow Dr. Alienes in assuming an e:port multiplier of 1.6 to 2.0. cf. Coracteristicas Fundamentales
de la Economia Cubana, P. 309.

scf. Alienes, op. cit., p. 269.
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to be done and in the case of a sugar recession a part of the "idle" money
might want to go abroad.

It is clear that this particular danger reduces the scope of possible
monetary and fiscal action; and it is one of the reasons why it may be
wise for the Central Bank to allow incomes and prices to decline substan-
tially before taking compensatory action. However, even within these limi-
tations, such action can be extremely useful as long as the public does
not hold exaggerated notions of its possible scope and effectiveness. For-
tunately, Cuba's international reserves are so high that compensatory
measures of considerable vigour seem feasible.

Fiscal Measures
Cushioning Fall in Income

The fall in exports would inevitably lead to a decline in government
tax revenues. With the Cuban tax system this decline might be approximately
in proportion to the fall in national income. Thus a 15% decline in income
may lead to an approximately 35-million peso reduction in tax revenues
from the current 280 million level.

It must be remembered, however, that "regular" expenditures amount
to only about 240 million even at the present time so that the government
would be able to cover these even after a 15% drop in revenues.

More of these "regular" expenditures should be devoted to development.
In addition, the government should be able to place bond issues of about
30 million annually with the collective savings institutions, the public, and
the commercial banks, even in a situation of declining incomes.

The government could thus achieve two objectives: (1) to keep incomes
up by having its current outgo exceed its current intake and (2) to main-
tain and increase its outlays for diversification and development.

Such action, if properly carried out-without an unfavorable repercus-
sion on private business-could mean a cushioning of 60 to 70 million pesos
in income generated by government action which would partly offset the
fall in income resulting from the export decline.

Outlays for development and diversification should be aimed particularly
at increasing non-sugar exports, and the output of sugar by-products. Tax
revenues and the proceeds of government bond sales should be channelled
into private industry and agriculture through the Agricultural and Industrial
Credit Bank. The various projects suggested in other parts of this Report
which require public outlays should be carried out by the Comisi6n de
Fomento and other agencies.

The success of monetary and fiscal measures, in combining compensatory
action with diversification and development, will largely depend on appro-
priate wage and commercial policies.
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Wage Policy

In discussing possible monetary action it was suggested that a decline
of 10-15% in wages and prices should be allowed to take place, in order
to preserve a fair degree of flexibility of the balance of payments. Such
action would make measures to offset further declines in incomes all the
more effective.

Also, a moderate fall of wages along with the sugar price and other
prices seems desirable in Prospect C for three main reasons:

1. As a result of the war and postwar inflation, Cuban prices and
wages are still somewhat out of line with those of her chief customer,
the United States.

2. Such action would counteract the Cuban tendency to prefer out-
put restrictions and cuts in employment to any reduction in wage rates.

3. A wage reduction, followed by monetary and fiscal measures to
maintain incomes at a relatively high level, would spur the expansion
of non-sugar production by making it more profitable.
In this connection attention is drawn to the discussion of wage adjust-

ments in Chapters 7 and 16.
Cuban wage policy must of necessity be more flexible than that of countries

such as the United States, if Cuba's international competitive position and
the stability of the peso-exchange rate are to be preserved. It must be a
wage policy appropriate to an export economy in which the cost aspect of
wages is often more important than the income aspect in maintaining and
expanding employment and attaining higher living standards.

Commercial Policy and International Action

An energetic commercial policy of the government would be even more
essential than a suitable wage policy. The groundwork for a new inter-
national sugar agreement should have been carefully laid even before the
threat of new sugar surpluses became a reality. In this way the brunt of
possible output restrictions would not have to be borne unilaterally by
Cuban producers. At the same time, a continuous effort is indicated to
preserve and, if possible, increase Cuba's quota under the United States
Sugar Act.

These essentially defensive measures should be supplemented by efforts
to preserve and expand European markets for Cuban sugar, along the lines
suggested in Chapter 40 and also discussed in Chapter 7 and 43. If it proves
difficult to dispose of Cuban sugar production because the dollar scarcity in
Europe continues, limited arrangements to make sales against inconvertible
currencies and to become associated with the European Payments Union, may
prove helpful.
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General Considerations

A renewed threat of sugar surpluses would be easier to handle if Cuba
had prepared for it before it happened. Preparation includes an immediate
start in technological research, budgetary and tax reforms, a real start in
general administrative reform, and intelligent plans for development outlays,
well in advance.

IV. LONG-TERM POLICIES

General Conclusions

Our discussion of the three alternative situations that Cuba may soon
face and of the possible fiscal and monetary measures which may be appro-
priate leads to a number of general conclusions on long-term policies:

First, monetary and fiscal policies must be a part of an over-all approach
to Cuba's problems. In this, a new attitude and a greater sense of respon-
sibility are vital.

Second, effective action to diversify and develop and to offset a decline
in exports depends to a great extent on sound budgetary policy.

Unless a greater part of revenues is allocated to development and tax
policy is consciously used to foster and stabilize economic activity, monetary
action will be ineffective and may actually do more harm than good.

Indeed, if Cuba's switch to an independent monetary system and the
creation of a national bank are to imply merely the underwriting-by means
of unlimited Central Bank credit-of government expenditures which do
nothing to stimulate the growth of the economy, then, sooner or later, Cuba
will be forced to sacrifice exchange and price stability without having made
any progress. The fears of those who do not believe that Cubans can
develop the sense of responsibility and practical wisdom that have to go
hand-in-hand with monetary independence would have proved well founded.

On the other hand, a new attitude towards the fiscal system could enable
Cuba to transform her economy and strengthen its basis within a relatively
few years, and at the same time to preserve exchange-rate stability, free
international transfers and a relatively stable price level.
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CHAPTER 40

Cuba's International Position

1. An Export Economy

Historical Reasons

Few countries are so dependent on international trade as Cuba. In fact,
unless it is realized to what extent the island is a one-crop export economy,
it is impossible to understand the basic problems of further economic
development.

From the end of the 18th century until the middle 1920's free migration,
free capital movements and substantially free trade made possible Cuba's
spectacular development, along the lines of international specialization.
This process was particularly striking during the first 25 years of the present
century when more than 600,000 immigrants from Spain, China, and
neighboring Caribbean islands settled permanently in Cuba. At the same
time, private investments, predominantly American and estimated conserva-
tively at about one billion dollars, were made in the sugar industry, the rail-
road system and other public utilities. In addition, successive Cuban
Governments raised almost 400 million dollars through bond issues placed
in the international capital markets.

These massive additions to Cuba's labor force and capital powerfully
reinforced the natural tendencies which had made the country predominantly
dependent on foreign trade ever since its early colonial days.

Exports and National Income
The importance of exports is striking, even for a small country, directly

as a source of income and employment and indirectly as the main influence

TABLE 142

CUBAN EXPORTS IN RELATION TO NATIONAL INCOME AND GROss NATIONAL
PRODUCT IN RECENT YEARS

(Million Pesos)

Exports as
Gross ExpoTts as % % of Gross

Total National National of National National
Year Exports a Income b Prodoet b Income Prodoet

1945 .......... 410 1,125 1,302 36.4 31.5
1946 .......... 534 1,312 1,536 40.7 34.8
1947 ........... 773 1,740 2,050 44.4 37.7
1948 .......... 724 1,764 2,047 41.0 35.4
1949 .......... 593 1,616 1,864 36.7 31.8

Internat.onal Monetary Food's Idter-otion-l Financial Strtistics.

b See Chapter 24 and Appendix on National Income.

723
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on over-all economic activity. As shown in Table 142 below, in recent years
exports have accounted for about a third of gross national product and
around 40% of national income. This percentage is among the highest for
economies of similar size and structure.'

Dominance of Exports

But it is not only because they represent a high proportion of national
income that exports are of such extraordinary importance. When we look
at the economy in terms of broad aggregates, and assume for the moment
that the relation between income and outlay for consumer goods and services
does not vary greatly over a short period, there are three factors: exports,
investment, and government expenditures, which-together with their counter-
parts: imports, savings, and government receipts-determine the level of the
total income flow. In Cuba, exports have at all times been very much greater
than either investment or government expenditures. For instance, in 1948-
a year of record government expenditures and capital outlay-exports totalled
724 million pesos, compared with government outlays of about 290 million,
and investments of some 154 million.

Capital outlays and government expenditures are not only less important
in themselves but also tend to vary with exports. In the case of government
expenditure, this is due to the character of the fiscal system and to the fact
that general economic activity varies with exports. Investments, in turn,
are normally induced by export booms which not only raise effective demand
but increase the savings and liquidity of institutions and individuals.

Impact on Other Economic Sectors
In terms of economic sectors, the impact of exports on national income

is equally striking. Almost all sugar production-the most important single
activity-is production for export. Transportation and the important com-
mercial and financial sectors vary directly with sugar activity and the level
of foreign trade. And since total demand is so greatly influenced by those
who derive their income from these sectors of the economy, activity in
domestic industry, non-export agriculture, and the service trades tends to
follow exports up and down.

This close co-variation between exports and national income is shown in
Chart VII which traces the movements of Cuban exports, imports and income
during the period 1903-1949.

Imports and National Income
No less significant than the way in which exports have pulled national

income up and down is the close relationship between exports and imports

I Thus the ratio is 37% for the Dominican Republic, 18% for Argentina, 24% for Australia, 31% for New
Zealand, and 22% for Denmark.



CHART VII
Cuban Exports, Imports and National Income, 1903-1949
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as well as income and imports. The direct links between exports and imports
are explored later in this chapter. Here it should be emphasized that the
average ratio of Cuban imports to national income appears to be among the
highest in the world. In fact it seems to have varied between 21% and 30%c
in recent years (see Table 143 below).

TABLE 143

CUBAN IMPORTS IN RELATION TO NATIONAL INcOME IN RECENT YEARS
(Million Pesos)

Imports as %
Total National of National

Year Imports Income Income

1945 ........................ 238 1,125 21.2

1946 ........................ 300 1,312 22.9

1947 ........................ 520 1,740 29.9

1948 ........................ 527 1,764 29.9

1949 ........................ 451 1,616 27.9

SouncE: See Table 152 and Appendir on National Income.

The proportion of additional income spent on imports when income is
rising is doubtless even higher. On the basis of a statistical study of the
period 1903-40, Dr. Alienes concludes that of each additional dollar of
national income, probably 45-50 cents are spent on imports and that varia-
tions of the national income are accompanied by more than proportionate
variations in imports.2 In the present period of high national income, it is
perhaps fair to assume that of each extra dollar of Cuban income, 50 cents
are spent on goods and services abroad, while 10-12 cents are saved.3

A Suggestive Estimate

On these assumptions, we may estimate how Cuban national income
responds to changes in exports-if we disregard such changes in investment
as may be brought about by a change in exports.

This estimate is suggestive: each million dollar change in the value of
exports may at present cause a change of about 1.6 million in income. 4

(See also Chapter 39-Monetary and Fiscal Policy.)

2 Alienes, op. cit., pp. 269-71. The estimate of the income elasticity of imports is 1.5.
3 This is a "guesstimate" based on the order of magnitude of the average ratio of savings to national

product in recent years. See Chapter 24.
4 The formula used to arrive at this result is k = 1 , where k is the export "multiplier", s the

marginal propensity to save and m the marginal propensity to import. Thus k= 1 1

.50 + .10 .50 + .12
on our assumaptionS, which gives us 1.6 as the value of the multiplier.
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During periods of depression, the responsiveness of income to exports is
likely to be greater, because the proportion of income saved tends to decline
sharply and the part spent on imports falls.

A redistribution of income in favor of the lower income groups also tends
to make income more responsive to export fluctuations because these groups
save less and consume fewer imported commodities. This phenomenon is
discussed later in this chapter.

Wide Income Fluctuations

While the proportion of income spent on imports tends to fall as Cuban
income declines, imports are so important to most economic sectors that
income must fall drastically before a "rock-bottom" level is reached.5 In
the great depression of the 1930's, the extreme fluctuations in the price and
volume of sugar exports, combined with this factor, drove Cuban national
income down to catastrophically low levels, as shown in Chart VII. In fact,
exports fell from 435 million in 1924 to 81 million in 1932 and national
income from 783 million to 283 million. No less remarkable was that national
income was more than doubled at constant prices between 1939 and 1947.
This reflected the rise of exports from 148 to 773 million.

Problems of Living by Exporting

In the last two decades, the disadvantages of living so largely by exports
have naturally attracted public attention in Cuba. Among these disadvantages
are the instability of the economy and Cuba's lack of control over the quota
restrictions, tariff changes, changes in tastes, economic fluctuations and wars
in the outside world to which her economic fate is tied.

Besides these drawbacks of any export economy, Cuba must also face the
full impact of the particularly complex vicissitudes of the international sugar
trade. The impact has been so great because Cuba is the marginal supplier
both in the United States and world markets. As shown in chapters on the
Cuban economy and the sugar industry, except during World War II and
some of the postwar years these markets have been quota-controlled and
tariff-protected to the point where any further growth of the Cuban sugar
industry seems out of the question.

Thus the Cuban economy has been deprived of the main force which
had impelled it along the path of economic development during the first
quarter of the twentieth century. Cuba now faces the problem of diversifying
the main sources of her income by pushing non-sugar exports and sugar
by-products, and by creating a non-export sector big enough to mitigate
rather than accentuate export fluctuations. It is equally important to foster

° Wallich, op. cit., p. 211.
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new activities to push national income and employment to higher levels in
the long run now that the sugar industry can no longer be expected to do this.

2. Balance of Payments-Past and Present

The Key Role of Exports
We have seen that exports are the great "strategic variable" of the Cuban

economy so far as the growth and fluctuations of national income are con-
cerned. They also dominate the country's international transactions.

An unusually long series on Cuba's balance of payments has recently
become available. It covers the period 1919-45 and is the work of Mr. Henry
C. Wallich.6 Supplemented by the more complete data collected by the Cuban
Treasury and published by the International Monetary Fund for recent years,
this information in most suggestive. It is brought together in Table 144.

The dominance of exports in the entire Cuban balance of payments
emerges clearly for the whole thirty-year period. It may be noted that,
except in the year of the sugar price collapse of 1921, Cuba's balance of
merchandise trade has been positive throughout. Until 1925 the positive
merchandise balances seem to have been sufficient to take care of such things
as freight charges, insurance, immigrant remittances, and remittances on
account of portfolio and direct investments, all of which usually exceed by
a large margin Cuba's receipts on account of these items.

Effects of Movements of Capital

This was not true after 1924 and, in consequence, there was a negative
balance of payments on current account until the early thirties. A substantial
capital inflow, however, averted any serious over-all balance of payments
problem until the great depression. In the 1930's the positive balance of
payments was largely due to the fact that Cuba did not have an independent
monetary system and thus could not keep incomes up in the face of the
catastrophic decline in exports.

Internal stability had to be sacrificed to an unusual extent for the sake
of external adjustment. All the current account items shrank together with
exports in a striking display of flexibility. However, since there was much
capital flight and some foreign disinvestment between 1935 and 1940, over-all
balance of payments difficulties resulted, which at one time drove the Cuban
peso to a discount in relation to the dollar.7

High Current Account Surpluses

High current account surpluses have been a feature of Cuba's balance
of payments during the past 10 years-particularly between 1943 and 1947.

I Op. cit., pp. 330-332.
7 See Chapter 26, The Cuban Manetary Backgroa-d.



TABLE 144

SELECTED ITEMS IN THE CUBAN BALANCE OF PAYMENTS, 1919-49
(Million Doll-r)

Curret Aceotint Astun....ous Capital Items

Service Sinking Funds Inernational Reserve Mo,ements
Items Return on Return un and Other Total

excrept foe Portfolio Direct Autnonsomos Autunuomous Net Movenment Net Change Total
Merchandise Trade return on Invest- Invest- Current Net New Capital Capital of Dollar ini Bank's Reserve

Capital ments muents Account Invest- Items Muvement Net Gold Cu,rrency Fureign Movremets
Year Experts Imports Balance (net) (net) (net) Balatte menta (net) b (net) Movement and Coin Balances (net) Residesl

1919 ....... 574.6 356.6 218.0 -43.6 0.0 -39.1 135.3 14.0 -12.2 1.8 n.a. n.a. 27.6 n.a. -
1920 ....... 794.0 557.0 237.0 -61.5 1. -42.9 133.6 30.0 - 3.2 26.8 n.a. ni.a. 12.6 n.a. -
1921 ~......279.8 354.4 -74.6 -44.0 0.0 -25.4 -144.0 14.0 - 3.2 11.8 7.9 63.9 n.a. n.a. -
1922 _....327.7 180.3 147.4 -30.5 0.0 -34.3 82.6 63.0 - 4.2 58.8 0.0 - 2.0 n.a. n.a. -
1923 ...... 422.6 268.9 153.7 -36.5 0.0 -39.5 77.7 94.0 -11.2 83.8 0.0 5.8 n.a. n.a. -
1924 ... .. 434.9 289.9 145.0 -35.3 -2.0 -45.5 62.2 28.0 - 3.2 24.8 3.5 - 0.6 in.a. n,a. -
1925 .. .... 354.0 297.3 56.7 -34.9 -2.0 -51.5 - 31.7 17.0 - 3.2 13.8 0.6 16.1 n.a. n.a. 
1926 ....... 301.7 260.8 40.9 -34.8 -2.0 -58.5 - 54.4 58.0 - 3.2 54.8 0.7 0.7 n.a. n.a. -

1927 ....... 324.4 257.4 67.0 -38.0 -3.0 -51.8 - 25.8 42.0 - 4.2 37.8 2.7 20.8 n.a. n.a.
1928 .... _278.1 212.8 65.3 -33.3 -3.0 -42.5 - 13.5 16.0 - 4.2 13.8 - 1.2 13.3 n.a. n.a. -

1929 ...... 272.4 216.2 56.2 -22.9 -3.2 -37.3 - 7.2 18.0 - 5.2 12.8 - 0.5 6.0 n.a. n.a. -

1930......167.4 162.5 4.9 -14.3 -4.2 -26.6 - 40.2 32.0 - 7.2 24.8 11.0 25.4 n.a. n.a. -

1931.......118.9 80.1 38.8 -12.6 -5.7 -21.0 - 0.5 n.a. -11.0 -11.0 3.7 6.0 8.6 18.3 - 7.8
1932 ..... 80.7 51.0 29.7 -10.3 -5.2 -14.9 - 0.7 n.a. -15.0 -15.0 5.3 15.6 -11.6 9.3 5.0
1933 ...... 84.4 42.4 42.0 - 8.5 -4.9 -12.2 16.4 n.a. - 6.0 - 6.0 5.0 - 8.4 3.3 - 0.1 -10.3
1934.......107.7 73.4 34.3 - 8.3 -1.4 - 5.9 18.7 n.a. - 1.0 - 1.0 3.5 2.2 - 7.4 - 1.7 -16.0
1935 ....... 128.0 95.5 32.5 - 8.9 -1.3 - 6.5 15.8 ni.a. - 2.0 - 2.0 1.3 7.4 -16.3 - 7.6 - 6.2
1936 ...... 154.8 103.2 51.6 - 3.3 -1.2 -11.8 35.3 n.a. - 2.3 - 2.3 0.2 5.0 -33.1 - 27.9 - 5.1
1937.......186.1 129.6 56.5 0.0 -0.9 -18.6 36.8 n.a. - 2.6 - 2.6 0.0 - 1.1 5.3 4.2 -38.4
1938.......142.7 106.0 36.7 - 1.8 -1.7 -19.3 13.9 n.a. - 2.0 - 2.0 0.0 - 1.1 13.2 12.1 -24.0
1939 ...... 147.7 105.9 41.8 - 1.6 -1.6 -19.4 19.2 n.a. - 1.2 - 1.2 1.3 0.8 13.1 13.2 -33.2
1940_......127.3 103.9 23.4 - 0.4 -1.4 -18.0 3.6 -5.2 - 0.7 - 5.9 0.0 - 3.7 - 8.7 - 12.4 14.7
1941.......211.5 133.9 77.6 1.0 -1.3 -29.8 46.6 -12.0 - 0.6 -12.6 0.0 -16.3 -22.7 - 39.0 5.0
1942 . 182.4 146.7 35.7 -19.3 -1.1 -28.9 - 13.6 17.1 - 1.3 15.8 -15.0 -74.8 4.2 - 85.6 56.2
1943 ...... 350.6 177.4 173.2 -27.8 -1.0 -20.8 123.6 5.9 - 1.5 4.4 -30.0 -63.1 -11.0 -104.1 -23.9
1944.......427.1 208.6 218.5 -22.1 -0.9 -26.2 169.3 -13.9 - 1.5 -15.4 -65.0 -99.9 -36.7 -201.6 47.7
1945 ... _,409.9 238.9 171.0 -30.2 -0.9 -19.8 120.1 - 3.4 - 1.3 - 4.7 -79.9 -14.6 - 7.7 -102.2 13.2
1946 ...... 534.6 299.8 234..2 -47.6 -5.9 -34.4 146.3 -10.5 - 1.6 -12.1 -35.0 -20.1 -23.8 - 78.9 -55.3
1947.......772.7 519.7 252.8 -60.7 -9.8 -64.1 118.2 -10.4 -19.2 -29.6 -53.0 -44.4 -25.9 -123.3 34.7
1948 ~......724.1 527.4 196.6 -59.8 -7.0 -44.5 85.3 - 8.8 - 7.0 -15.8 -10.0 -21.6 - 8.4 - 40.0 -30.5
1949 ...... 593.2 451.0 141.8 -34.0 -4.4 -26.0 77.4 - 5.3 - 3.2 - 8.5 -10.0 -53.7 11.2 - 74.9 6.0

a For the years 1931.39, the ni-cmnets are ncertain. It is likely that disin-eotment rather than new investment took place.
b Inelsdea sebscriptions to I.M.F. snd I.B3.R.D.
()Represen.ts Cttrrent aecotunt receipts; deereases ir foreign exchange I.t or claims; exports of gold.
()Represents current a~count pay-ents; increases in foreign exchange I v.. or claims; imports of geld.

SouRcEs: 1919.45, Wallich, op. rit.. pp. 330.32. 1945-49, International Monetary Fund, .lEa-ne of Payincnts Yearbook eond Incern.tioonl Financial Stacistics.



730 REPORT ON CUBA

There has probably been a small net outflow of foreign capital from the
sale of sugar properties to Cubans by their foreign owners-particularly by
banks. But the current account surpluses have been so great that an extra-
ordinary accumulation of gold and foreign exchange assets has taken place,
with centralized reserves and dollar holdings of the public showing sharp
increases.

The current account surpluses in turn have been based on very large
positive trade balances which have enabled the country to make heavy
outpayments on account of the non-merchandise services, including tourist
expenditures abroad and profit remittances by foreign enterprises. It should
be noted particularly that developments of the last three years indicate that
the balance of payments retains its great flexibility. Thus, the decline of
exports from 773 million in 1947 to 593 million in 1949 was paralleled
by a shrinkage in imports and in net outpayments for other current account
items. This was sufficient to maintain a very substantial positive current
account balance.8

The Influence of Exports

The way in which exports influence virtually all other items of Cuba's
international accounts merits some analysis. Imports vary unusually closely
with exports. A recent statistical analysis of this phenomenon indicates that
in the period 1931-39 the time-lag between changes in exports and imports
had been reduced to as little as one month.9

This reflects the great sensitivity of the Cuban import community to
developments in the international sugar market. Most Cuban importers
seem to vary their import orders in accordance with forecasts of the size of
the Cuban sugar crop and international market prospects. This is because
they know from experience how sensitive incomes-and therefore effective
demand-are to fluctuations in sugar.

It is equally significant that the level of activity in the non-export indus-
tries and non-export agriculture-which require a considerable volume of
imported raw materials and fuel-continues to vary with the activity in the
dominant sugar industry.

It is not surprising of course that net outpayments on account of freight,
insurance and investment income, vary with the level of exports, since they
arise either directly from foreign trade or reflect the fortunes of export
industries. But because the general income level responds to export fluctua-
tions, even immigrant remittances and-in recent years-tourist expenditures
abroad have varied sharply with the level of exports. It should be noted

8 See detailed balance of payments data for 1946-49 appended to this chapter.
a Alienes, op. cit., p. 350.
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that expenditures abroad by Cuban tourists have apparently exceeded receipts
from foreign visitors to Cuba in recent years. During most of the inter-war
period, on the other hand, tourism had been a net source of foreign exchange
for Cuba.

Long-term Capital Movements

It may be said that even Cuban long-term capital movements are not truly
independent but are also related to exports, because the inflow of foreign
capital has been so closely associated with the growth of the sugar industry
and of the public utilities. The attractiveness of these as investments largely
depends on the prosperity of the sugar sector, which in turn determines the
level of general economic activity.

Cuban long-term capital investments abroad, particularly in the United
States, have also been possible only when sugar prosperity increased the
saving potential and the liquidity of Cuban institutions and well-to-do in-
dividuals. As for the capital flight in the thirties, we have seen how it was
related to the extraordinary reduction in export values.

It was only in the late twenties that foreign capital seems to have entered
Cuba in the face of a deterioration in exports. A great part of this capita]
inflow consisted of external bond issues which the Cuban Government placed
in the American capital market during these years. The capital inflow ceased
abruptly after 1930 under the impact of the great depression in the United
States.

3. Foreign Indebtedness and Investment

National Origins

In deciding whether the balance of payments of Cuba is likely to remain
flexible it is important to consider her international indebtedness and the
size of foreign investments in Cuba which give rise to profit remittances
abroad.

At the present time, direct investment in Cuba-whether by corporations
or individuals-are overwhelmingly American.

British investments may be estimated at 60-70 million dollars at this
time, Canadian interests are important in the fields of banking and insurance
and there is a certain volume of French, Belgian and Dutch capital in a
number of enterprises.

Spanish citizens, resident in Cuba, who are particularly dominant in
commercial life, are among the most important property-holders. But, since
virtually all the capital they have invested represents profits earned in Cuba
one can hardly speak of an inflow of Spanish capital. Instead, the impor-
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tance in Cuba's development of Spanish skill and energy and of the frugality
of the Gallego should be noted. Less and less of the earnings on Spanish-
owned capital have been remitted to Spain in recent years, because most
Spanish residents have become integrated in Cuban life, and many have
become Cuban citizens.

American Investments

It has already been mentioned that the massive inflow of foreign capital
was one of the basic causes of the extraordinary expansion of the Cuban
sugar industry between 1900 and 1925. This trend can be clearly seen in
Table 145 below which contains an estimate of the value of United States
direct investments in Cuba in selected years, together with relevant infor-
mation on annual earnings, reinvestment of earnings, and annual movements
of American long-term capital in and out of Cuba.

TABLE 145
ESTIMATED VALUE OF UNITED STATES DIRECT INVESTMENTS IN CUBAa

(Million Dollars)

Factors in Change
Net Capital

value of U.S. movement
Direct Investments Earnings Remitted Reinvested (to Coba +

in Cuba to the U.S. earnings from Cuba-)

1897 . .......... 50b - - -

1914 . .......... 204b - - -

1929 . .......... 919 - - -

1936 . .......... 666 - - -

1940 . .......... 560 - - -

1943 . .......... 526 20 9 -12

1944 . .......... 528 27 23 -21

1945 . .......... 548 30 22 - 2

1946 ........... 559 33 21 -10

1947 ........... 593 52 38 - 4

1948 ........... 628 54 35c 0

1949 ........... 647 41 20c - I

a Based on official U.S. data except as otherwise indicated.
b Estimated on the basis of figures from U. F. Rippy, Investments of Citizens of the United States in

Lcti. At-erics, The oot.-al of B-siness of the University of Chicago, (Jan. 1949).
c Mission's estimate on the basis of partial data fornished by leading foreign corporations.
- Not available.

An analysis of these data shows the following:
(1) Total value of American direct investment seems to have declined

from the high point in 1929 of almost a billion dollars to a little more
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than 500 million by 1943, as a result of losses during the depression
and the writing down of property values. Since that time there has
been a continuing sale of foreign-owned sugar mills to Cuban interests
and the liquidation of some other American enterprises operating in
Cuba. This has been more than offset, however, by the reinvestment of
earnings by American enterprises so that, at the end of 1949, total
UJnited States direct investment in Cuba may have amounted to at least
650 million dollars.

(2) While the earnings remitted to the United States in recent years
of sugar prosperity have been considerable, they have not exceeded 8.7%
of the value of earning assets in any one year and have been consistently
lower than the average earnings of such investments in Latin America
as a whole. Besides, as noted before, a good portion of earnings has
been brought back to Cuba or left on the island and reinvested there.

No less interesting than the total value of United States investment is
the distribution of investments by major economic sectors. This is shown
for the years 1929 and 1943 in Table 146 below.

TABLE 146

DISTRIBUTION OF UNITED STATES DIRECT INVESTMENTS IN CUBA BY MAJOR CATEGORIESa
(Million Dollars)

1929 1943

Type of Investment Value Percent Value Percent

Agriculture (principally sugar and
tobacco product facilities) .575 67 183 32

Public utilities and transportation . 215 25 272 48

Manufacturing. 45 5 65 11

Distribution 15 2 33 6

Petroleum 9 1 14 3

Total 859b 100 567b 100

a E-cissdrs mining and smelting s-hich amossted to S6 million in 1943.
b The totals differ from those given in Table 145 for these same years due to the exclasion of investment

in financial institutions and of miscellaneous items not falling into any of the above categories as we
1
1 as

the noninclusion of mining and smelting i-vestment as explained in footnote 1.

Distribution of Investments

It is likely that the present distribution of direct investments by economic
category does not differ radically from the position in 1943. While the
value of individual sugar properties has doubtless increased, the sale of many
properties to Cubans makes it likely that not more than some 40%o of total
American investment in the island constitutes direct investment in the sugar
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industry at this time. Public utilities and the transportation system continue
to be at least as important fields for American direct investment. There has
apparently been some new investment in manufacturing, distribution and
the petroleum industry. In the field of mining, commercial banking and
insurance (not shown in Table 146) United States investments have not
varied significantly in recent years. With the growth of the Cuban-owned
banking sector and the expansion of the Cuban-owned insurance companies,
a healthier balance of ownership has been achieved in these two fields.

Little Postwar U.S. Investment

It is disquieting that Cuba does not seem to have participated to any
significant extent in the upsurge of American direct investment abroad, since
World War II. The factors which tend to discourage new foreign investments
in Cuban industries and other non-sugar activities are referred to in other
parts of this report. They do not differ in essence from the factors which
are impeding the expansion of existing enterprises and the initiation of new
ventures by Cuban individuals and institutions.

With the exception of the "Cubanization" law, regulating the employment
of foreign technicians, foreign capital continues to enjoy substantially the
same treatment as local capital in Cuba. The absence of exchange restrictions,
the long tradition of exchange rate stability-which makes Cuba essentially
a dollar country-the unusually close ties between Cuban and American
interests, and the strong and friendly political and strategic interest of the
United States all constitute favorable factors for continued American invest-
ment. But bad management-labor relations, resistance to modern methods
and the absence of a sound and consistent attitude by governments to diversi-
fication and development have offset these great advantages during recent

years.

Psychological Attitudes

As far as psychological attitudes are concerned, there survives some of
the bitterness and anti-foreign feeling created during the twenties and thirties

by a series of unfortunate episodes, carefully exploited by politicians ever
since. At one time much of the success of this agitation was due to an
understandable dislike of the acquisition of a great part of Cuba's sugar
lands by foreign interests. Since the early thirties, however, the pattern of

land ownership has been reversed. And since, today, foreign corporations
are among those employers who pay the highest wages and who, for the
most part, scrupulously observe Cuba's labor legislation, the advantages of
foreign capital in Cuba by far outweigh any possible political and social
disadvantages.
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It is too often forgotten that foreign enterprise and technology has made
-and is making-an extraordinary contribution to the relatively high
standard of living in Cuba. It is surprising how many enterprises-even in
industries catering exclusively to the domestic market-have been founded
and are being managed by foreigners.

In the Mission's view, the continued participation of foreign capital in
Cuba's economic development can do much to bring excellent technological
help to bear on her problems.

The External Public Debt

As shown in Table 147 below, successive Cuban governments have issued
almost 400 million dollars in external public bond issues since the beginning
of the present century. About one third of this amount represents the refund-
ing of previous issues.

The foreign debt record of Cuba has been extraordinarily good-it is
almost unrivaled in Latin America. With the exception of complete default
fromn 1933 to 1938, on most of the obligations incurred by the Machado
Government (1925-33), service payments on the external debt have been
made regularly except for a short suspension of sinking fund payments in
1934 and 1935. The 1933-38 default was due in part to the fiscal diffi-
culties caused by the great depression. Furthermore, the revolutionary govern-
ment which followed the Machado administration in 1933 challenged the
constitutionality of the public works obligations which the former had assumed.

Service on these obligations was resumed after the Cuban Supreme Court
had ruled that there was no basis for the government's contention; and, with
the help of new loans from American banks, the public works obligations
were refunded. Holders of a major portion of the public debt received new
bonds, including a partial compensation for interest arrears.

During the last ten years of sugar prosperity, successive Cuban govern-
ments have not only scrupulously maintained the interest service but have
also liquidated a major portion of the external debt, often before the due
date. The total of Cuban external dollar bonds outstanding has declined
from 152.5 million dollars at the end of June 1938 to 72.5 at the end of
September 1950.

In addition, though Cuba was granted two loans totalling 25 million
dollars by the United States Export-Import Bank, in May 1941, she used only
17.7 million and repaid the last 10 million outstanding in August 1950
with the proceeds of an internal loan. At present some 90% of the Cuban
Government's external debt is held by Cuban citizens.1 0

I0 See Chapter 33, The Governme.t Bond Market.
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TABLE 147

CUBA'S EXTERNAL PUBLIC BoND ISSUES
(Million Dollars)

Amount
Interest Nominal outstanding

Issue (percent) value Sept. 1950

Speyer & Company, 1904-44 . . .................. 5 35.0 -
Speyer & Company, 1909-49. . ...................,.,., 41½2 16.5 -
J. P. Morgan & Company, 1914-49 ................................. 5 10.0 -
J. P. Morgan & Company, 1915-20 ................................. 6 5.0 -

J. P. Morgan & Company, 1917-24 ................................ 6 30.0 -
J. P. Morgan & Company, 1918-31 ..............................- 5 7.0 -
J. P. Morgan & Company, 1923-53 .. 5.. ........ _... _ 51. / 50.0 -
J. P. Morgan & Company, 1927-37 . ..................... 51/2 9.0 -

Chase National Bank, 1927 . . .................. 51/2 40.0 -
Chase National Bank, 1927 ................................. 51/2 20.0 -
Chase National Bank, 1927 5................. , .. 51/2 20.0 -
First National Bank of Boston, 1927 .......................... - 51/2 20.0 -
Sugar Stabilization Fund, 1930-40 . ................................ 51 / 2 37.0 -
Manufacturers Trust Company, 1937-77 (refunding),. 41/2 85.0 67.5
AManufacturers Trust Company, 1941-55 (refunding).. 41/2 8.6 5.0

Total .393.1 72.5

SouacEs: The American Chamber of Commerce of Cuba, Silver Jubilee Review 1919-1944, (October 1944).
p. 127; Institute of International Finance, The Economic Position of Cobs, Bulletin No. 165, (March 6, 1950),
and Chapter 33.

Service Payments

As a result of the extraordinary reduction in the government's foreign
debt, and also of the great rise of foreign exchange receipts on current
account during the last ten vears, Cuba's service payments on foreign-owned
portfolio investments and the government's external debt together amount
to an insignificant percentage of current account receipts. This is brought
out in Table 148.

The table also shows the profit remittances on direct foreign investments
as a percentage of current account foreign exchange receipts; and, here
again, it is clear that they represent an extremely small burden. This recent
situation differs significantly from that which existed in the depth of the
depression. It adds to the flexibility of the Cuban balance of payments, all
the more so because remittances of the earnings on direct investment, which
fluctuate with business conditions, are now many times more important than
the fixed obligations arising from the government external bond issues.
There can be little doubt that, from the point of view of her external credit
standing and over-all balance of payments position, Cuba is an exceptionally
good risk.



TABLE 148

CUBA'S SERVICE PAYMENTS ON EXTERNAL OBLIGATIONS IN RELATION

TO ITS CURRENT ACCOUNT RECEIPTS

(Million Dollars)

Gross Service
Payments As a As a

Total no Portfolio Percentage Gross Percentage
Gross Receipts Investments of Receipts Payments of Receipts

on Current and External on Current on Direct on Current
Account Debt Account I-vestment Account

1919 ...... . 589.5 14.2 2.4 40.1 6.8

1920 . , 812.4 5.2 0.6 44.4 5.4

1921 ... . 294.5 5.2 1.8 26.2 8.8

1922 342.4 6.2 1.8 35.1 10.2

1923 .439.3 14.2 3.2 40.3 9.2

1924 .452.1 8.2 1.8 46.3 10.2

1925 .372.3 8.2 2.2 52.3 14.0

1926 .320.0 8.2 2.6 59.3 18.5

1927 .343.2 10.2 2.9 52.6 15.3

1928 . . . 297.9 10.2 3.4 43.3 14.5

1929 .292.6 11.4 3.8 38.1 13.0

1930 .187.0 13.4 7.1 27.1 14.4

1931 .... .... 135.0 17.7 13.1 21.4 15.8

1932 .. .... 91.0 20.7 22.7 15.0 16.4

1933 91.4 11.4 12.4 12.4 13.5

1934 113.6 3.4 3.0 6.1 5.3

1935 . ... 134.7 4.3 3.2 6.7 5.0

1936 .168.0 4.5 2.6 12.1 7.2

1937 .199.9 4.5 3.2 18.9 9.4

193 .157.2 4.7 2.9 19.5 12.4

1939 161.2 3.8 2.3 19.6 12.1

1940 145.4 3.1 2.1 18.2 12.5

[941 231.7 3.1 1.3 30.1 13.0

1942 194.6 3.5 1.8 29.2 15.0

1943 365.8 3.6 1.0 21.2 5.8

1944 447.0 3.6 0.8 26.5 6.0

1945 431.9 3.5 0.8 20.2 4.6

1946 .567.7 7.6 1.3 34.7 6.1

1947 ,. .... 822.0 7.6 0.9 64.3 7.8

1948 785.8 8.1 1.0 44.7 5.6

1949 .645.8 3.9 0.6 26.1 4.0

SOURCE: See Table 144.
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4. Foreign Trade -Trends and Problems

A Dollar Problem? Recent Role of ECA

In recent years one important characteristic of the balance of payments
position has been that Cuba has not so far been seriously affected by the
world-wide dollar shortage, even when it was most acute, as during the years
1947 and 1948. It is true, of course, that Cuba does not have a triangular
trade pattern, likely to involve her in the dollar shortage, to quite the same
extent as Argentina or Uruguay, for example. Moreover, sugar, her main
export, has for many years been a dollar commodity.

It is not generally realized, however, to what extent the continued increase
in Cuba's gold and dollar reserves has recently been due to the fact that
Cuba has been one of the main sources of supply for ECA shipments. The
startling extent of this is brought out in Table 149 below.

In addition to the Cuban exports financed under ECA dollar grants,
some other important shipments have taken place under special American
aid programs. For example, American purchases of Cuban sugar for ship-
ment to Japan amounted to 69.6 million dollars in 1948 and 6.9 million in
1949. During the first eleven months of 1950 Cuban shipments to Germany
financed under GARIOAll have totalled 19.7 million dollars-this in addi-
tion to the 11.7 million of direct ECA grants shown in the table.

TABLE 149

CUBAN EXPORTS FINANCED UNDER ECA DOLLAR GRANTS a
(Thousand Dollars)

Total
April 3 - Jan. 1 - Jan. 1 - April 3, 1948-

Country of Destination Dec. 31, 1948 Dec. 31, 1949 Nov. 30, 1950 Nov. 30, 1950

United Kingdom ................... 15,024 49,354 15,412 79,790

France ........ ........... 5,706 6,862 10 12,578

Germany (Fed. Republic) 10,664 1,024 11,688

Italy 94 94

Netherlands ................... 3,454 10,517 12,410 26,381

Belgium and Luxembourg 8,851 2,965 11,716

Austria .......... .......... 4,012 6,142 818 11,072

Greece ........ ........... 3,727 1,209 8,169 13,105

Norway 458 2,323 2,781

Ireland 110 61 171

Iceland 213 213

Total ................... 31,923 95,261 42,405 169,589

a Reported shipments.
SOIRCe: Economic Cooperation Administration.

u Government and Relief in Oceopied Areas.
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Regional Balance of Payments in 1948

Information gathered by the Cuban Treasury on Cuba's balance of
payments with various geographic areas reveals the extent to which special
financing by the United States has helped Cuba to avoid the dollar problem.
In 1948, the last year for which this information is available, Cuba's position
on current balance of payments account with various areas was as follows:

TABLE 150
(Million Dollars)

United States ........ ......................... +14.1

Other Western Hemisphere ................................. -22.9

United Kingdom and possessions ................................. +68.8

Spain ................................. -1.3

Rest of Europe................... .............. +45.2

Rest of World ................................. -18.7

Total .......... ....................... +85.2
NOTES: Plus = surplus, minus = deficit.

The Geographic Trade Pattern

Information on the geographic pattern of Cuban foreign trade is assembled
in Table 151, and in Tables 160 and 161 appended to this chapter. These
figures, which are unadjusted and do not correspond fully with those used
for balance of payment purposes, indicate:

(1) During 1948 and 1949 when supplies had become freely avail-
able in the United States, Cuba ran a sizeable reported import surplus
with the United States as well as other Western Hemisphere countries. On
the other hand, she ran up huge export surpluses with ECA Europe.

(2) Cuba's exports to Europe expanded markedly between 1947 and
1948, at the very time when the value of her export sales to the Western
Hemisphere declined sharply. With the improvement of European sugar
production in 1949, exports to Europe declined.

(3) On the import side the predominance of the United States as
supplier remains more striking than ever. In fact during 1949 the United
States supplied 83%o of the total value of Cuban imports as compared
to 69%o and 71% in the prewar years 1937 and 1938. Europe has en-
larged its share in Cuban imports, compared with the World War II
years, when only a trickle of merchandise found its way across the
Atlantic. However, as is clearly shown in Chart VIII, Cuban imports
from Europe would have to be expanded four or five times for them to
account for the same percentage of total Cuban imports as during the
period 1925.34.
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Exports from Europe

The rearmament effort of the United States and Western European
countries suggest that some continuation of U. S. aid to Europe is likely.
It is clear, however, that the expansion of European exports to Cuba must
be a primary aim of an intelligent commercial policy. If European countries
export more to Cuba, they will earn dollars there, which they can use to

TABLE 151
PATTERN OF CUBAN TRADE BY GEOGRAPHIC AREA

(Million Pes-s)

= REport Surplus (-) = Import Surplus

Area 1935-39 1940-45 1946 1947 1948 1949

United States .46.2 107.5 92.6 62.4 - 53.2 - 5.2

Canada ............ ............. - 0.6 1.7 5.9 18.2 6.8 - 7.8

Dutch West Indies ... .. - 1.7 - 1.7 - 6.9 - 7.9 - 10.9 - 5.4

Other Caribbean Island 0.5 1.1 1.0 0.8 - 0.6 - 0.6

Other Latin American Coun-
tries .- 1.0 - 9.4 - 0.6 - 9.8 - 19.1 - 1.8

Total Western Hemisphere 43.4 99.2 92.0 63.7 - 77.0 - 20.8

United Kingdom .. . 13.7 17.7 59.7 126.3 86.3 63.5

Continental ERP Countries.... - 3.5 1.3 -20.5 29.0 129.6 73.2

Total ERP Europe .10.2 19.0 80.2 155.3 215.9 136.7

Spain ..... ..... - 1.2 1.0 3.2 - 0.7 3.8 - 4.0

Rest of Europe .... 0.2 2.0 0.2 2.8 - 0.6 1.9

Total Europe . 9.2 22.0 83.6 157..4 219.1 134.6

India ..- 3.0 - 3.9 - 3.7 - 7.2 - 14.6 - 5.3

Japan ................. 0.9 - 0.2 8 10.4 45.7 .9

Rest of Asia .. ...- 4.5 - 0.1 0.6 1.3 2.7 8.7

Total Asia .- 8.4 - 4.2 - 3.1 4.5 33.8 4.3

Rest of World .0.6 0.7 3.2 1.1 6.5 8.8

Total Cuban Trade Balance 44.8 117.7 175.7 226.7 182.4 126.9

SouscE: See Tables.

buy Cuban sugar and other export products without continuing aid from
the United States Government. In a fundamental sense, such a Cuban policy
would supplement the efforts of the United States Government to encourage
European imports into the United States in order to help Europe to stand
on its own feet. Some of the problems of such a program are discussed
later in this chapter.
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Product Composition of Foreign Trade
This, as well as other issues of commercial policy, must be analyzed

with reference to the product composition of Cuban foreign trade. Such
a discussion will also help to gain some perspective as to possible future
trends of the Cuban balance of payments.

The product composition of Cuban exports and imports in selected years
is shown in Table 152. Although the grouping of exports and imports by
the Cuban general statistical office is rather unsatisfactory, a number of
very interesting and significant trends emerge from these data:

(1) Sugar and sugar products have constituted a predominant part
of total exports throughout the whole period. This predominance in-
creased considerably during the two great sugar booms which followed
World War I and World War II. More significantly still, the one-
product emphasis of Cuba's exports has become greater rather than less
over the years.

In other words, the diversification of economic activities since 1927
has taken the form of import replacement and of expansion of local
services. Few of Cuba's secondary exports have shown any significant
growth.

World War II led to an expansion of mineral exports and to some
meat shipments, but both declined sharply in the postwar years. Some
of the fruits and vegetables, of which the bulk moves to the neighboring
United States on a seasonal basis, have shown a long-term tendency to
expand. Cuba's exports of tobacco-both raw and processed in the form
of her famous cigars-however are less significant today than before
World War I. This is a real economic tragedy in terms of income and
employment for an important sector of the Cuban population, even
though during and after World War II the situation has been much
better than during the depression.

(2) On the import side, the most striking development has been the
reduction in the relative share of food imports in total imports following
the protective tariff of 1927. Foodstuffs averaged 38.6% of total imports
during the years 1910-1914 and 37.2% in 1927 when the tariff was
introduced. By 1937 the proportion had fallen to 25.5%; and while it
rose to 30.9% in 1948, this is still significantly lower than during the
periods prior to the enactment of the tariff.

The relative expansion of raw material imports for use by Cuban
industry and agriculture should also be noted. Between 1912 and 1948
the proportion increased from 10.3% to 17%. As for capital goods
imports, the stagnation of the sugar industry but relative growth of other
industrial and agricultural pursuits since before World War I is clearly
shown in Table 153.
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CUBAN EXPORTS AND IMPORTS
(Million Dollars)

I EXPORTS

1923-25 1935.39 1942-44
Classification 1913 a 1920 1921 Average 1928 Average 1940 1941 Average 1945 1946 1947 1948 1949

Sugar and sugar products ........ 122.2 729.4 234.1 350.5 224.9 121.2 95.6 167.0 249.4 294.8 350.3 662.7 637.7 511.5
Tobacco and manufactures ...... 32.7 48.7 32.8 38.9 39.0 14.3 12.1 14.1 31.8 50.4 55.6 34.6 32.9 29.9
Mineral products .................... 4.4 5.9 2.4 2.0 3.3 4.7 6.2 10.2 14.4 29.4 23.6 11.4 8.3 6.5
Food products .................... 3.5 2.5 4.0 5.7 4.1 5.6 7.0 10.6 13.1 19.4 29.7 20.4 15.1 10.2
Animals and animal products 2.7 1.4 .9 17 2.8 2.7 2.2 4.0 4.5 6.2 7.6 5.9 5.2 5.5
Forest products .................... 1.7 1.5 .9 .8 1.2 1.5 2.0 1.8 2.8 5.4 3.2 3.5 3.0 5.0
Miscellaneous .................... 3.6 5.6 4.7 5.2 2.8 1.9 2.2 3.8 3.0 4.3 5.9 8.1 7.7 9.7

Total Exports .................... 170.3 795.0 279.8 404.8 278.1 151.9 127.3 211.5 319.0 409.9 475.9 746.6 709.9 578.3

II IMPORTS

Food and beverages .................. 49.6 194.7 115.0 101.2 82.6 28.9 27.9 36.0 58.3 81.3 83.8 178.5 162.8 147.2
Machinery and vehicles ......... 15.4 78.1 69.9 36.3 21.1 11.9 10.9 13.8 8.2 17.9 34.9 77.9 97.8 81.2
Chemicals and drugs ................ 7.9 32.2 17.5 18.8 15.0 12.0 10.5 13.7 19.9 26.9 31.9 46.5 45.9 41.3
Minerals and manufactures .... 6.0 26.2 21.2 19.2 18.2 10.5 10.4 12.5 15.4 20.5 25.3 40.2 48.4 41.2
Metals and manufactures ....... 9.4 36.0 30.0 20.4 12.2 9.4 8.7 12.9 10.1 19.4 25.4 43.8 45.6 39.8
Cotton and manufactures ........ 10.5 68.5 30.4 26.6 16.5 11.6 9.7 14.8 17.2 24.9 37.6 33.4 25.4
Vegetable fibres and rayon .... 5.4 16.9 8.6 10.4 10.4 7.9 8.6 9.7 18.5 42.0 27.3 42.9 42.8 31.6
Paper and manufactures .......... 2.4 8.1 6.9 4.5 6.3 4.4 4.8 6.0 7.8 11.7 14.1 17.9 20.2 16.7
Wood and vegetable products 3.5 12.9 7.7 5.9 4.7 2.6 2.1 2.6 3.9 4.4 5.0 7.9 8.6 7.0
Miscellaneous .................... 23.9 84.4 49.8 42.2 29.2 8.8 10.3 11.9 18.3 14.8 27.6 26.7 22.0 20.0

Total Imports .................... 134.0 558.4 357.0 285.5 216.2 108.0 103.9 133.9 177.6 238.9 300.2 519.9 527.5 451.4

a Fiscal year 1913-1914.

SoURCE: Direccion General de Fstadistica.
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TABLE 153

THE STRUCTURE OF CUBAN IMIPORTS IN SELECTED YEARS

(Million Dollars)

As Percentage of Total

Structural Components 1912 1927 1937 1948 1912 1927 1937 1948

Capital goods .................... 18.5 43.7 20.7 89.2 15.4 16.9 15.7 16.9
For the sugar industry ...... ... 4.6 8.3 0.6 7.6 3.8 3.2 0.5 1.4
For other industrial and

agricultural uses .............. 13.9 35.4 19.1 81.6 11.6 13.7 15.2 15.5
Raw materials and manufac-

tures used in industry and
agriculture .................... 17.5 46.1 34.4 118.1 14.6 17.8 26.4 22.4

Fuels ........... ......... 5.2 16.2 8.4 28.6 4.3 6.2 6.5 5.4
Other ..... ............... 12.3 29.9 26.0 89.5 10.3 11.6 19.9 17.0

Consumer goods .................... 83.8 167.5 75.0 320.2 70.0 65.3 57.9 60.7
Foodstuffs .................... 46.8 95.7 33.2 162.8 39.0 37.2 25.5 30.9
Other ... ................. 37.0 71.8 41.8 157.4 31.0 27.9 32.4 29.8

Total imports .................... 119.8 257.3 130.1 527.5 100.0 100.0 100.0 100.0
SOUtRCE: 1912, 1927 and 1937: Conferencia pura el prog,eso de La Economia Nocional, p. 299, Paper en

devaluation presented by Prof. Julian Alienes y Urosa. The 1948 breakdown has been conputed from
"Co,uerrio Exterior, 1948" published by the Dire-cio. Genera de ELtadivica, on a basis believed to be
roughly comparahle to Prof. Alienes' -omputations for earlier years.

As can be seen, imports of equipment for the sugar industry constituted
3.8% of total imports in 1912 but only 1.4% in the boom year 1948 after
having fallen to as low as .5% in 1937. The percentage of imports accounted
for by equipment for non-sugar industry and agriculture on the other hand
rose from 11.6% in 1912 to 15.5% in 1948.

The prosperity and high level of economic activity of recent years have
led to a great expansion of imports of all types. In this context, the data
in Table 154 on the value of Cuban imports from her main supplier, the
United States, are most suggestive.

As a result of the recent high level of imports, some of Cuba's industries
are now using more and better machinery than ever before, more trucks
and tractors operate in Cuba's fields, and there are many more motor
vehicles than before World War II.

Recent Cuban-U.S. Trade
In view of Cuba's specially close trade relationship with the United States,

which accounts for most of her imports and exports, and because the United
States trade statistics are more up to date than Cuban statistics, Table 155
on Cuban trade with the United States during the last two years may be
helpful. The impact of the Korean war on Cuba's imports from the United
States is clearly apparent when third and fourth quarter imports in 1950
are compared with those of the corresponding periods of 1949. The inven-
tory accumulation of Cuban importers seems to have included virtually all
major import categories. Sugar exports to the United States ran somewhat
higher in value in 1950 than in 1949, and can be expected to increase



TABLE 154

CUBAN IMPORTS FROM THE UNITED STATES a
(Million Dollars)

%of %of %of
1938 total 1948 total 1949 total

Total imports from U. S . ................. 75.7 100 441.0 100 380.3 100

CONSUMER GOODS:

Non-durables
Foodstuffs .20.3 124.4 120.8
Textiles Synthetics .9.5 49.8 36.7
Medicinal and Pharmaceutical 1.4 11.1 11.0

Total non-durables .31.2 41 185.3 42 168.5 44
Durables

Automobiles (new) .2.1 16.5 12.6
Refrigerators .. 4 5.7 3.4
Telephones .. 1 3.9 2.6

Total Durables .3.3 4 30.1 7 20.8 5

TOTAL CONSUMER GOODS .34.5 45 215.4 49 189.3 50

IMPORTS FOR PRODUCTION:
Raw Materials

Petroleum and Petroleum Products 4.9 16.3 19.9
Cotton ............. ................... .5 1.5 3.0
Coal and Other Nonmetallic Min-

erals ............. ................... 2.0 4.2 3.9
Animal Products-(inedible) ...... 2.0 7.8 6.4

Total Raw Materials .............................. 9.4 12 29.8 7 33.2 9

Semi-manufactures
Cotton Yarn ................................ .7 3.1 2.2
Wood and Paper .............................. 4.4 17.0 14.2
Glass and Products ........................... 1.2 6.3 4.9
Clay and Products .............................. .3 2.7 3.1
Rubber and Manufactures ............... 1.6 4.2 4.0
Vegetable Oils ............................... .4 3.8 3.2
Chemicals .................... ............ 2.6 14.3 15.8
Iron and Steel Mill Products ........ 4.3 18.1 15.7
Other Metals and Manufactures .... .8 5.3 4.3

Total Semi-manufactures .................... 16.3 22 74.8 17 67.4 18

TOTAL IMPORTED INPUT ............................ 25.7 34 104.6 24 100.6 26

CAPITAL GOODS
Agricultural Machinery .................. .3 5.8 6.4
Industrial Machinery ................. ...... 3.2 25.3 17.8
Trucks and Busses ............................ 1.2 14.4 5.2
Other Machinery and Vehicles ........ 1.0 10.1 6.5
Electrical Machinery ........................ 1.9 12.9 10.9
Iron and Steel Advanced Manu-

facturing ............. .................. 1.7 11.0 8.1

TOTAL CAPITAL GOODS ........................... 9.3 12 79.5 18 54.9 14
OTHER ............................... 6.2 9 41.5 9 35.5 10

a U.S. exports, including re-eaports.
SOURCE: U.S. Department of Commerce.



TABLE 155

CUBAN TRADE WITH THE UNITED STATES

(Million Dollars)

1. EXPORTS TO THE UNITED STATES

1949 1950

First Scrond Third Fourth Total First Second Third Fourth Total

Commodity Group quarter quarter quarter quarter 1949 quarter quarter quarter quarter 1950

Sugar and related products ................................... 90.3 92.5 85.9 60.3 329.0 81.2 84.5 113.6 60.5 339.8

Tobacco and manufactures ................................... 6.1 6.6 7.4 5.9 26.0 6.3 5.8 6.6 6.9 25.6

Fruits and preparations ................................... 1.5 2.8 2.4 1.1 7.8 1.1 2.1 2.0 .6 5.8

Other ................................... 7.8 6.6 4.7 4.7 22.8 7.5 6.7 8.7 11.0 33.9

Total Exports ........ ........................... 105.7 108.5 99.4 72.0 385.6 96.1 99.1 130.9 79.0 405.1

IT. IMPORTS FROM TIIE UNITED STATES

Edible animal products ............................ ....... 10.5 6.4 6.0 7.3 30.2 6.7 7.7 8.0 8.4 30.8

Grains and preparations ................................... 18.7 11.4 10.3 26.0 66.4 10.1 7.0 30.3 22.8 70.2

Textiles and products ..................... .............. 12.3 11.0 10.4 12.4 46.1 23.1 15.5 15.8 17.2 71.6

Petroleum and products ................................... 5.2 5.2 4.1 5.3 19.8 5.6 5.2 3.9 3.3 18.0

Metals (except machinery and vehicles) ... ....... .... 7.7 7.1 8.0 5.2 28.0 5.3 6.6 7.4 9.1 28.4

Machinery and vehicles ................................. .. 21.4 17.7 15.8 18.0 72.9 17.9 24.2 28.2 29.1 99.4

Other. .............. ..................... 28.9 26.8 27.5 31.1 114.3 24.5 33.6 38.3 42.6 139.0

Total Imports . .................................... 104.7 85.6 82.1 105.3 377.7 93.2 99.8 131.9 132.5 457.4

SOuRCE; U.S. Department of Cotnmerce.
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further following the substantial price rise in the New York market during
the second half of 1950. Shipments of other export commodities, with the
exception of some minerals, continue a disappointing downward trend.

Data on Key Imports

It seems clear at this time that the rapid American and European rearm-
ament which began with the outbreak of the Korean war will tend to restrict
the availability of some types of durable equipment, semi-manufacturers
and raw materials which Cuba imports from abroad. In order to get as
precise an impression as possible of the quantity of certain crucial imports
which the Cuban economy seems to require at high levels of income and
employment, as during the years 1948 and 1949, we have assembled some
relevant data in Table 156.

This table shows that the quantities of such items as tractors and trucks,
needed by Cuba, are an insignificant portion of total production in the

TABLE 156

PHYSICAL VOLUME OF SIGNIFICANT CUBAN IMPORTS, 1948-49
(Imports are fror the U. S. -lIess otherwise statrd)

1948 1949

Foodstuffs (in metric tons)
Rice .......................................... 206,594 267,868
Wheat flour ......... ................................. 118,353 117,073
Potatoes ........................................... 41,705 30,137
Canned and powdered milk .......................................... 15,368 19,881
Beans .......................................... 27,139 24,975

Durable goods and machinery (numerical quantity):
Automobiles ....... . 12,184 9,854
Trucks and busses ........................................... 2,677 2,058
Tractors ........ .................................. 2,143 1,582
Refrigerators ........................................... 46,012 29,892
Pumps. .......... ................................ 10,862 13,390

Fuels (in metric tons):
Coal and coke ... ............................. . ........ 89,873 56,310
Crude petroleum .... ....................................... 803,910 713,306
Gasoline ........................................... 134,326 224,114

Miscellaneous (in metric tons)
Raw cotton:

from the United States ................... ....................... 2,420 4,390
from Brazil ........... ........................ . ...... 1,937 32
from Mexico ............ .............................. 293 80

Total .......................................... 4,750 4,402
Newsprint:

from the United States .......................................... 14,337 6,391
from Canada. .......................................... 6,707 18,234

Total .......................................... 20,044 24,625
Jute bags (from India) .... ...................................... 32,654 13,092

SouRc.: Dirreccion de Eszodiotica.
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United States and other highly industrialized countries. Consequently, even
an increase in Cuba's purchases of some items which are crucial to her
economic development, seems feasible except in the case of all-out war.

5. Outlook for Foreign Trade and Payments

Longer-term Export Outlook
Since Cuban exports-of which sugar is the backbone-largely dominate

her balance of payments, any attempt to forecast their longer-term outlook
must consist mainly of an analysis of some of the longer-term forces in the
world's sugar demand and supply.

Many aspects of the problem are discussed in the chapters of this Report
on the sugar industry. But it should be noted here that all observers agree
that the world's demand for sugar has a very low response to changes in
sugar prices and incomes.

Exhaustive studies in the United States have led to the conclusion that
a 1% change in the sugar price seems to lead to a change in the demand
of only 0.3%o.'2

Responsiveness of Demand
Dr. Alienes has studied the responsiveness to price and income changes

of per capita sugar demand in the United States for the period 1921-34,
holding the prices of commodities other than sugar constant. He finds that,
on the average, a change in the price of sugar of 1 % was accompanied by
a change in demand of 0.14% and that a variation of 1% in per capita
income was accompanied by a 0.39% change in sugar consumption.

He concludes that during that period the fluctuation in incomes has been
the most decisive influence on individual demand for sugar in the North
American market, price fluctuations have had less effect and the passage of
time still less. There is some indication, however, of a trend away from sugar
consumption during the last thirty years.'3

There is no reason to believe that there has been a significant change
in the responsiveness of sugar demand to income and price changes since the
1930's. Technological changes, however, could work some great and unfore-
seen transformation. As pointed out in the chapters on sugar, cane sugar
is today not only a basic foodstuff but also a raw material of major impor-
tance. The demand for some of the sugar by-products is clearly far more
responsive to price changes and changes in economic activity than the demand
for sugar as a foodstuff.

This suggests that it should be a primary aim of Cuban effort and policy
to transform the foreign inelastic demand for its major export product into

~2G. Henry Schultz, The Theory and Meas--emenz of Demand (Chicago 1938), p. 228.
3 Alienes, op. cit.. pp. 3i7.76.
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a series of demands which are more responsive to such price changes, by
cost-reducing technical improvements. This means in effect selling a whole
series of sugar by-products instead of-and in addition to-raw sugar.

Effect of Policy

In appraising the long-term sugar outlook, it should be remembered that
the natural lack of responsiveness of sugar demand to price and income
changes is greatly accentuated by commercial policy measures. The United
States sugar quota system has made the volume of Cuban sales in her most
important market virtually independent of price considerations. As for the
"world market", it is clear that a reduction of Cuban prices easily evokes
retaliation in the form of tariff increases, because foreign countries are eager
to protect their own sugar industries.

Increasing Competition
Apart from these demand factors, Cuba's ability to sell her sugar is

strongly affected by the volume of production of her competitors. Under
the present United States Sugar Act, she is the marginal supplier in the
United States market, and as the world's leading sugar exporter, she is also
the marginal supplier in the "world market". Of her competitors in the
United States market, Puerto Rico has recently exceeded its quota, and the
beet sugar growers in Colorado, California and other parts of the continental
United States are bringing their costs down radically as a result of techno-
logical progress.14

Output in the Philippines is slowly recovering, although Cuba is still able
to fill a good part of the Philippine quota deficiency. In the world market,
Java and Formosa are coming back into the picture; and marked increases
in production in the British Empire-as well as in many Latin American
countries, such as Mexico and Argentina-limit the possibilities of Cuba's
expanding her sales in those areas. As pointed out before, Cuban sugar sales
to Europe are high at this time. As long as Eastern Germany's and Czecho-
slovakia's sugar supplies are not fully available to Western Europe, the
potential demand for Cuban sugar is bound to be above prewar levels,
although Western European production recovery has exceeded all expectations
in recent years.

Two Primary Aims of Cuban Policy
It is clear from this analysis that maintenance of a high level of sugar

exports in the years ahead will depend mainly on securing as great a quota
as possible in the United States and on retaining a maximum share of the
world market, particularly in Europe. To achieve these two aims must be
the task of Cuban commercial policy. The export products other than sugar

X See Chapter 7.
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are important as sources of income and employment and many of them, such
as mineral exports and exports of vegetables and fruit, offer real possibilities
of supplementing sugar as sources of exchange receipts. The same is true of
tobacco. However, since cigars are a semi-luxury article and since the Cuban
cigar industry is not in a strong competitive position because of labor resis-
tance to modernization, the possibilities for increased sales are not promising.

Events since the outbreak of the Korean war, and in particular the rearm-
ament program in the U.S. and Western Europe, make it likely that Cuban
sales of sugar, sugar by-products and certain key minerals will be higher in
the next few years than seemed likely at the beginning of 1950. Unless,
however, there is a major war a substantial contraction in export sales may
well take place within two or three years.

For this reason it is urgent to push the export of commodities other than
sugar in order to compensate as much as possible for the probable fall in
foreign exchange receipts from Cuba's main product.

Imports, Income and Prices
Well-informed observers agree that a percentage change in Cuban income

is likely to result in a greater than proportionate variation in imports. There
is much divergence of opinion, however, about the responsiveness of the
Cuban demand for imports to price changes.

In this connection it should be recalled that some of the staple foodstuffs
which go into the basic diet of all income classes are imported. Again,
Cuban industry (except sugar processing) and agriculture operate largely
with imported fuel, raw materials and semi-manufactured goods. Moreover,
the overwhelming portion of durable consumer goods and capital equipment
for industry and agriculture are also purchased abroad. All this suggests
that the responsiveness of Cuban demand to changes in the price of imported
commodities cannot be very great. This impression is reinforced by the
historical reluctance of Cuban capital and labor to move from the sugar
industry into the production of substitutes for imports. Thus it seems clear
that imports vary with Cuban incomes much more than in response to changes
in import prices.

Imports and Longer-term Outlook

In the light of these considerations, the longer-term outlook for Cuban
imports seems mainly to depend on the general level of income and economic
activity in the island. This will naturally continue to be largely determined
by the level of exports. But the great resistance to any wage reductions,
and the greater scope for compensatory action on the part of the government
and National Bank-which results from the creation of a more independent
monetary system-raise a real possibility that the close link between export
and import movements may be broken in the future.



750 REPORT ON CUBA

As long as action to offset the effect of export declines on income and
employment stays within reasonable limits and is carried out along the lines
suggested in Chapter 39, Monetary and Fiscal Policy, it is to be warmly
welcomed. Moreover, such limited action would not result in serious over-all
balance of payments difficulties. But if an attempt were to be made to keep
incomes at their highest level through, for example, government purchases
of a major part of the sugar crop which might prove unsaleable abroad,
serious balance of payments difficulties would have to be anticipated. The
reason is that imports might well remain near present day peak levels in the
face of a serious contraction in export exchange receipts.

Apart from possible compensatory moves, economic development itself
may lead to higher imports. It would have the direct result of requiring
additional imports of capital goods and the indirect result of leading to
higher incomes and imports all round.

In view of all these facts it is entirely possible that the Cuban balance
of payments may not in future display the same degree of flexibility and
responsiveness to export fluctuations as hitherto.

Terms of Trade

As in all export economies which produce raw materials for the world
market and import a wide range of capital and consumer goods, the real
well-being of Cubans is intimately affected by changes in the relationship
between the prices the country obtains for her exports and the prices she
has to pay for imports, i.e. her terms of trade. Statistical information is lack-
ing by which to arrive at a definite judgment of the long-term trend in this
relationship. But most competent observers seem to agree that during the
inter-war period, at any rate, the terms of trade showed a tendency to turn
against Cuba.

This is not surprising because of the extremely low levels to which sugar
prices had been reduced during the period from 1925 until the outbreak of
World War II.

Since the sugar price rise during and after World War II started from
such a low level, we would expect the country's terms of trade to have
improved sharply during the last ten years. In fact, the rise in the sugar
price was insufficient during World War II itself to compensate for the
increase in import prices, and it was not until the latter part of 1946 and
the year 1947 that Cuba's terms of trade showed a sharp improvement.

This is brought out in the terms of trade data computed by the Mission,
assembled in Table 157 below. As shown there, during 1946-47 the Cuban
economy appears to have been able to procure some 40% more in imports
by exporting a ton of sugar than during the years 1935-39. In 1948,
however, under the double impact of the fall in sugar prices and the con-
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tinued inflationary price rise in the United States, which reached a peak
by mid-year. Cuba's terms of trade deteriorated sharply.

In 1949 the trend was reversed, mainly as the result of the decline in
the prices of American wheat, rice and other foodstuffs. It may be assumed
that the new price inflation in the United States which followed the outbreak
of the Korean war has led to some deterioration in Cuba's terms of trade,
although the sugar price participated in the price upswing. It is entirely
possible that Cuba may face a further deterioration in her terms of trade in
the next few vears.

TABLE 157

CUBA's TERMS OF TRADE IN RECENT YEARS a

1935.39 1940.45 1946 1947 1948 1949

Index of Prices:
Major Classes of Cuban Imports

from the U. S.:b
Crude materials . .......... ...... 100 151 168 196 224 212
Crude foodstuffs . . . 100 174 220 252 260 229
Manufactured foodstuffs . . 100 173 183 226 231 184
Semi-manufactures .. . 100 150 139 179 193 183
Finished manufactures . ......... .. 100 174 156 184 194 182

Combined Index of Cuban Import
Prices from the U. S., at 1949
weights c . ... . . 100 165 168 202 214 193

Index of Cuban Sugar Export
Prices, at 1949 weights d . . 100 150 250 297 265 272

Terms of Trade e. . . 100 91 149 147 124 141

a It i- assumed that because of the ove-whelming importance of the United States in Cuban import trade,
price data on imports feom the U.S. are rep-esentative of the prices of total imports.

b Based on United States Department of Comme-ce export indexes.
c Computed by weighting the indexes of Cuban imports from the United States by major classes by their

estimated proportion in total composition of Cuban impotts in 1949 as follols:

Crude materials ................. ............... ....................................... 13.0 (in percent)
Crude foodstuffs ................... ............... ... ................................... 13.7
M anufactured foodstuffs ........... _-................................... ....................... 20.1
Semi-manufactures . ................................. ................... ............... 23.7
Finished manufactures . .................................................................... ..... 29.5

Total. ........................... 100.0
d Computed by weighting the sugar prices by the 1949 ratio of exports to different markets.

Export price index divided by import price index.

6. Commercial Policy

Importance for Development

In discussing Cuba's balance of payments position and the geographic
and commodity pattern of her foreign trade, some of the major problems
of her commercial policy have been indicated. Since the country is so
dependent on foreign trade, it is clear that commercial policy is an important
means of preserving the relatively high levels of income already achieved
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and of promoting development and diversification. Commercial policy is all
the more important because, until now, Cuba has not been in a position to
employ-to a significant extent-such measures as variations of her exchange
rate and direct controls over exchange transactions and imports, which are
an alternative to the more traditional tools of commercial policy.

Exchange Stability and Controls

Exchange stability is clearly an asset not to be sacrificed lightly. Under
most conceivable circumstances, depreciation would probably result at best
in only a mild improvement in the balance of payments and would only
have a limited effect in protecting the country's exchange reserves. Most
observers agree that the gains in income and employment that Cuba would
stand to realize would not by themselves make depreciation worthwhile.

Exchange control is a weapon only to be used in a real emergency for
the following reasons:

(1) In a country as near to-and as closely integrated through busi-
ness and personal links-with the United States, exchange control would
raise great problems of effective administration and enforcement.

(2) More than almost any other measure, exchange control would
reduce the appeal of Cuba to foreign investors and, as pointed out else-
where, there is a great advantage to Cuba in the technology and capital
equipment made available by foreign investment.

(3) Superficially, exchange control seems an attractive tool to pro-
mote development. But if it is used as a protective device to foster infant
industries, it is likely to become permanent because of the vested interests
which would mushroom under its cover. It has been said that tariff-
protected infant industries have a tendency never to grow up. It is certain
that exchange-control-protected activities will do so even less.

It should not prove necessary to use exchange control to discriminate
between essential and less-essential commodities except in case of a severe
exchange shortage; and other means, such as excise taxes, can be used
to achieve the same results.

Commercial Policy as Main Instrument

Consequently the Mission is convinced that commercial policy of the
traditional type should remain Cuba's main instrument of foreign economic
policy.

As would be expected in an export economy, Cuba has a tradition of ably
conducted commercial policy, dating back a half century to the early years
of her independence. Public awareness of some of the major commercial
policy issues has always been great and the country has some very able
technicians in this field. For this reason and for lack of time, the Mission
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has not felt it necessary to make a detailed study of tariff problems and of
Cuba's trade agreements. Only the major issues and some policy suggestions
regarding them are offered here.

Main Aims

What are the main aims of commercial policy which Cuba ought to
pursue?

(1) Every effort should be made to preserve and expand existing export
markets and to find new ones.

(2) As indicated throughout the Report, the Mission does not advocate
indiscriminate use of tariff protection to foster agriculture and industry.
In commercial policy negotiations, however, Cuba should not bind herself
to forego a certain degree of tariff protection and, in some special cases,
more direct restrictions in order to promote the diversification of agriculture
and the growth of industries which will prove economically viable, after
a fair start.

(3) Cuba should participate as fully as possible in all efforts to widen
the area of multilateral trading, because only in a world where she can
buy her imports wherever they are cheapest and sell in those markets where
she can obtain the highest price can a small country like herself hope to
combine a high standard of living (based largely on her exports) with a
fair degree of political and economic sovereignty. She must do so while
preserving, as far as it is in her interest, the special commercial and financial
ties with the United States.

A Fortunate Position
In many ways Cuba is in the fortunate position that she can pursue

these aims without a severe clash of interests at home. There are sufficient
unemployed and under-employed resources to allow existing export industries
to be preserved-and if possible expanded-and new exports to be developed,
within very wide limits, without restricting activities producing mainly for
the internal market. Even a substantial growth of domestic activities will
not bid resources away from the export sector.

Again, in the sphere of tariff concessions, Cuba can make downward
adjustments in the case of food products and raw materials which cannot
be produced in Cuba at all and of heavy capital goods and certain durable
consumer goods which could not be produced economically; and at the
same time, can preserve the protection of her domestic consumer-goods in-
dustries. In fact, low tariffs or free entry for much capital equipment,
many raw materials and semi-manufactures, will foster rather than impede
the growth of Cuban industry.
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It is clearly in the interest of Cuban producers for the home market
vigorously to support the efforts of the Government to expand and secure
export markets for sugar, tobacco and other products, because their own
prosperity depends on a high level of activity in the export sector.

Exporters, in turn, should support measures to strengthen domestic
activities, since with domestic growth, the export sector will no longer
carry so much of the burden of furnishing the Cuban people with income
and employment. The resulting gains in social, political and economic
stability are certain to be considerable.

National Policy Required
It is clear then Cuba's commercial policy must be truly national if it

is to be successful. To achieve this, two things are needed:

(1) All sectors of economic life-mill owners, colonos, tobacco
farmers, other agriculturists, industrialists, trade unionists and repre-
sentatives of the consuming public-should be closely and permanently
associated with the efforts of government agencies to formulate and
execute commercial policy;

(2) All these groups should agree upon the long-term aims of com-
mercial policy. All proposals in this field, as well as in connection with
labor, fiscal and monetary policy, and government development programs,
should be scrutinized for their possible impact on these aims. In the
most fundamental sense, Cuba's commercial policy should be a vital tool
in carrying out nothing less than a basic transformation of the economy
in order to supply it with a new "dynamic". As such it must be a
long-range policy because such a transformation of necessity takes time.

Treaty Relationships

What, then, are some of the pressing commercial policy issues that call
for action in the next few years?

Before answering this question it is necessary to refer to the framework
of treaty relationships within which most of Cuba's foreign trade takes
place at present. Only a brief reference is necessary because an histor.cal
account of Cuba's commercial policy, particularly in connection with inter-
national sugar agreements is contained in Chapter 43, The Sugar Industry.

At present most of Cuba's foreign trade moves under the provisions
of the General Agreement on Tariffs and Trade signed by the Cuban Govern-
ment at Geneva on October 31, 1947, which became effective at the be-
ginning of 1948. In addition, the Government concluded a supplementary
bilateral agreement with the United States, as well as agreements with the
United Kingdom, France, Spain and various Latin American countries.
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The Geneva Agreement preserves for the time being the tariff preferen-
tials15 which Cuba and the United States have maintained for each other's
exports since 1902. These preferentials had been greatly strengthened in the
Reciprocal Trade Treaty of 1934. The Geneva Agreement, therefore, does
not do away at one stroke with the discrimination amongst suppliers which
has always played a crucial role in Cuba's trade policy. It lays the basis,
however, for the gradual elimination of some of these preferentials and it
precludes their increase.

As a result of the freezing of the preferentials and because the Geneva
Agreement is squarely based on the "most favored nation" clause, any
reduction in the preferential customs duties which Cuba and the United
States may grant to one another is automatically extended to the other
signatories of the Agreement.

Of special benefit to Cuba is the fact that the Geneva Agreement enables
her to impose import quotas in special cases, to protect domestic industries,
if the other parties to the Agreement concur. Under Article 19, too, she
can suspend or withdraw any tariff concession on a specific product with-
out securing the previous agreement of the other country.1 6 The latter,
of course, can withdraw tariff concessions which it deems of equivalent
value. In these and other ways the Geneva Agreement is more flexible than
the bilateral agreements with the United States which, until 1948. were
the main framework of Cuba's commercial policy.

As far as Cuba's exports are concerned, its sales in the United States
market are regulated by the terms of the Sugar Act of 1948 described in
Chapter 43, The Sugar Industry. This gives Cuba a quota defined in percent-
age terms and the right to make up the deficiency in the quotas of several of
her competitors.

The International Sugar Agreement, concluded in 1937 but suspended
during World War II, has not yet been renewed, and consequently Cuba's
sugar sales in the "world" market are not subject to any special inter-
national allocation. This exposes her to the risk of bearing the brunt of a
shrinkage of demand in that market.

Issues that Call for Action

In this framework of agreements Cuba faces these chief problems of
commercial policy:

(1) She must exert every effort to maintain-and if possible to increase
-her basic quota in the United States as long as the latter maintains the
quota system. Cubans point to the fact that their basic quota, under both

15 The tariff preferentials make it possible far Ciban e-ports to enter the United States at daty rates
substantially lower than those charged on the same products then impo-tel fromn other countries, and enable
the U.S. to sell its e-ports in Cuba at tariff rates averaging 20% below thooe applying to her competitors.

15 It should be noted that follo-ing the reduction of cust-os duties on many items, Cuban tariffs am in
general quite moderate.
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the 1937 and 1948 Sugar Acts, amounts to 28.6% of total U. S. requirements,
whereas historically Cuba has supplied almost 40%-50% of U. S. needs
during the last 35 years, except for the period of the great depression.1 7 In
view of the important role which Cuba plays as an export market for many
American goods, a basis for negotiation exists.

(2) It is no less important to promote an increase of imports from
Europe. This is vital to the preservation of Cuba's European markets be-
cause, as we have seen, only ECA assistance makes possible the present
enormous inbalance in Cuban European trade.

Two Possible Policies

It appears certain that, eventually, U. S. aid to Europe will be reduced.
Then Cuba will see her markets shrink unless she is willing to adopt either
or both of two policies:

(a) To facilitate the import of more European goods so that European
countries can secure dollars with which to buy her sugar;

(b) To conclude bilateral payments agreements with individual European
countries or with European currency groups.

Since the latter plan is likely, sooner or later, to lead to a situation
in which Cuba is forced to accumulate inconvertible balances and might
have to distort her import pattern artificially to make use of them, the policy
of fostering European imports appears far preferable.

Little progress, however, can be made in this direction as long as the
preferentials for United States imports are rigidly maintained. In this con-
nection, it should be recalled that the great shrinkage of Cuban imports
from Europe as a percentage of total imports took place following the
conclusion of the Cuban-United States Reciprocal Trade Agreement in 1934,
as is clearly shown in Chart IX at the end of this chapter. The existence
of the substantial preferentials in favor of United States imports reinforces
powerfully the natural tendency of Cuba to import familiar and easily
accessible American goods.

It seems likely that many of the preferential rates could be reduced or
abandoned while others, within the framework of the traditional commercial
relationships between Cuba and the United States could be preserved. Such
a move would supplement the efforts of the United States Government to
foster an increase of European imports to the United States itself.

Difficulty of Secondary Exports

(3) In recent years, Cuba's secondary exports, particularly her tobacco
and cigar industry, have experiented the following difficulty:

17 This is brought out in Chart VIII, Cuban-United States Trade, at the end af this chapter.
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One market after the other has contracted because, in countries where
exchange control is in effect, tobacco and tobacco products are often classified
as luxury imports. Little or no dollar exchange has been made available
for their purchase. 'Under these circumstances, it has been suggested that
Cuba should be willing to accept currency other than dollars in payment
for her shipments. She is doing so to a limited extent in the case of Spain.

As long as such agreements are entered into only in exceptional cases
and for a limited time, a fair case can be made for them. However, in the
case of tobacco and cigar exports, which appear to require this aid most
urgently at this time, it would be most unfortunate if a temporary propping-
up of export markets were to be made the excuse to delay the inevitable
mechanization of the industry. For an increase in efficiency might well
reduce cigar prices to the point where some dollar markets could be regained.

If it should not be possible to increase European sales in Cuba to a
marked extent it may become necessary for Cuba to conclude bilateral agree-
ments with European countries or groups of countries rather than to allow
a sharp shrinkage of sugar exports and incomes to take place.

(4) It appears advisable for Cuba to take an active interest in efforts
to renewv the International Sugar Agreement.

7. Diversification, Development and Foreign Trade
A Disquieting Fact

From the foregoing analysis, some important facts emerge which are
relevant to diversification and development of the economy.

Perhaps the most disquieting is the continued monocultural nature of
Cuban exports. This has one consequence, which does not seem to be widely
realized. It is that-despite some progress over the last quarter century in
diversifying Cuban agriculture and adding to the number of industries which
cater to the domestic market-the Cuban economy has become more, rather
than less, sensitive to fluctuations in the export sector. The causes of this
deserve some comment.

Causes
There is more to diversification than just to add new activities to the

sugar industry. The source of demand also has to be considered. This is
because non-export activities have to represent a high proportion of total
national output and employment before they cease to fluctuate fully in step
with exports.

In a small country with a limited market this may prove extremely
difficult. The critical point is so high that even in a country with unused
resources it may ultimately involve a contraction of the export sector.

An absolute contraction of the export sector, however, is likely to result
in sharp decline in the standard of living because it is in that sector that
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productive resources yield the highest return and are likely to be employed
most efficiently since they face constant competition. Therefore, unless the
country wants to become stable but pauperized there is no easy way out of
the dilemma.

There can be no doubt that Cuban non-export activities in the aggregate
are far below the critical level. In other words, the demand for their
products, and hence their profitability and their level of employment, con-
tinue to depend primarily on the demand of those groups in the population
engaged directly or indirectly in sugar production.

Institutional Changes

In the last 15 years certain institutional changes in Cuba have made the
rest of the economy increasingly sensitive to fluctuations in sugar:

(1) With the increase in trade union strength and the pro-labor attitude
of the Government, what amounts to a fair-sized redistribution of sugar
income in favor of the wage earners has taken place. Moreover, through
public works programs and political transfer payments the boom in sugar
has been spread more widely. Now, as pointed out earlier, a higher pro-
portion of income is spent on home-produced goods and services by the
lower than by the higher-income groups. Consequently, changes in exports
are likely to result in greater changes in domestic activity and income than
before. In times of sugar prosperity the change has favored the growth of
non-sugar industries supplying the Cuban domestic market, but, on the other
hand, these industries are likely to be affected more strongly than ever by
any sharp contraction in the sugar industry.

(2) The various acts regulating the sugar industry have tied the earnings
of many groups and many prices to the price of sugar more closely than
before. Among the factors tied to sugar-market prices are payments to sugar
growers, sugar wages, railroad freight rates, rents on sugar land and to
some extent the taxes which the sugar industry has to pay. Many rental
contracts and even the interest rate on mortgage loans tend to change with
the sugar price.

Main Conclusions

It is more essential than ever to promote the growth of all activities,
whether producing for the home market or for exports, which can supplement
the sugar industry, a further expansion of which cannot be expected and
may, indeed, be undesirable. This by itself, however, is not likely to make
the Cuban economy more stable unless existing non-sugar export industries
are expanded, new ones are created and sugar by-products both for exports
and the domestic market are manufactured much more energetically than
hitherto.
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If this is done two very desirable aims can be achieved.

(1) Although still an export economy, as she must always remain,
Cuba will no longer have all her eggs in one basket-balance of payments
wise.

(2) A diversified export sector is likely to fluctuate far less than a
monocultural one.

Tariff protection, quotas and subsidies are among the tools-but rarely
the most important or useful-that should be used to promote non-sugar
agriculture and industries producing mainly for the domestic market. A
change in the many other governmental policies, in the attitude of major
economic groups, more concern with technological improvements, a creation
of a better distribution system, and the establishment of a more adequate
transportation system-to mention only a few-are likely to be even more
important.

Experience of Other Countries

In working out a sensible approach to these problems Cuba has much
to learn from the experience of other countries. But because of her economic
structure, size and special geographic position-which makes her in many
ways a part of the Utnited States economy-she can draw many useful
lessons from the experience of Denmark, Australia and New Zealand. This
is because these countries have a similar economic relationship to Great
Britain. She can also learn more from Puerto Rico and some of the southern
states of the United States, than from most other Latin American countries.

4 Requirement of Strategy

Because there is a substantial volume of "structural" unemployment in
Cuba, there is a natural tendency to favor the protection and promotion
of any industry, however inefficient. When men are idle and natural resources
are unused, any activity appears as a net addition to the national income
and as a contribution to the general welfare.

But this approach carries with it great drawbacks because it promotes
glaring inefficiencies. It is essential for Cuba, therefore, to choose carefully
those industries most likely to be as productive as possible and able to survive
without special help from the government once they have been given a start.

They will then be useful and viable parts of the fully-employed and
progressive Cuban economy of tomorrow. A careful selection of those activi-
ties which offer the greatest promise of contributing to sound development
is an essential aspect of the strategy for Cuba's economnic development
outlined in Chapter 42.18

Is The specific agricultural and industrial opportunities which the Mhsioo considers the -ost suitable in the
light of the above dicussion are summarized in Chapter 2 and treated in detail is Book X.
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CUBA'S BALANCE OF PAYMENTS, 1946-49

A. Current Transactions
(Million Pesos)

1946 1947 1948 1949

Net Net Net Net
Credit Debit Credit Credit Debit Credit Credit Debit Credit Credit Debit Credit

1. Merchandise, exports and importsa 534.6 299.8 234.8 772.7 519.7 253.0 724.1 527.4 196.7 593.2 451.0 142.2

2. Nonmonetary gold movement (net) - 0.6 - 0.6 - 0.2 - 0.2 - 0.1 - 0.1 - 0.4 - 0.4

3. Foreign travel ......................... 16.3 34.3 -18.0 21.9 53.2 -31.3 23.1 56.2 -33.1 19.6 31.6 -12.0

4. Transportation ......................... 1.6 24.6 -23.0 0.8 34.6 -33.8 1.6 46.1 -44.5 2.0 42.9 -40.9

5. Insurance ........................ . 0.2 2.8 - 2.6 0.3 3.4 - 3.1 0.6 2.4 - 1.8 0.2 1.6 - 1.4

6. Investment income ......................... 1.6 41.9 -40.3 1.1 75.0 -73.9 1.3 52.8 -51.5 0.8 31.2 -30.4
Direct investment ......................... 0.3 34.7 -34.4 0.2 64.3 -64.1 0.2 44.7 -44.5 0.1 26.1 -26.0
Other interest ......................... 0.3 5.0 - 4.7 0.2 7.2 - 7.0 0.1 5.6 - 5.5 0.1 3.4 - 3.3

Other equity ......................... 1.0 2.2 - 1.2 0.7 3.5 - 2.8 1.0 2.5 - 1.5 0.6 1.7 - 1.1

7. Government, not included elsewhere 1.5 3.6 - 2.1 1.7 3.3 - 1.6 1.5 0.8 0.7 1.4 0.9 0.5
Military ......... ................ - - - - 2.4 - 2.4 - - - - -

Other .................... ..... 1.5 3.6 - 2.1 1.7 0.9 0.8 1.5 0.8 0.7 1.4 0.9 0.5

8. Miscellaneous (mainly commercial
commissions) ......................... 9.7 3.4 6.3 21.8 3.4 18.4 32.5 5.5 27.0 27.1 1.6 25.5

Total goods and services 565.5 411.0 154.5 820.3 692.8 127.5 784.7 6913 93.4 644.3 561.2 83.1

9. Donations ......... ................ 2.2 14.6 -12.4 1.7 11.7 -10.0 1.1 9.2 - 8.1 0.9 6.6 - 5.7
Private remittances ........................ 2.2 10.4 - 8.2 1.7 11.0 - 9.3 1.1 9.2 - 8.1 0.9 6.6 - 5.7

Official grants ......................... -- 4.2 - 4.2 - 0.7 - 0.7 - - - - -

10. Total current transactions ................ 567.7 425.6 142.1 822.0 704.5 117.5 785.8 700.5 85.3 645.2 567.8 77.4

Errors and omissions (16 minus 10) -31.1 - 0.7 -27.9 7.5

a Export values differ from trade statistics in otber tables because of adjustments.

SouRcE: International Monetary Fund.



TABLE 159

CUBA'S BALANCE OF PAYMENTS, 1946-49

B. Movement of Capital and Monetary Gold
(Million Pesos)

1946 1947 1948 1949

Net Movement Increasing or Decreasing (-)

Net Net Net Net
Assets Liabs. Assets Assets Liabs. Assets Assets Liabs. Assets Assets Liabs. Assets

Private (excluding bank institutions):

11. Long-term capital ......................... 6.4 - 4.1 10.5 - 2.4 -12.8 10.4 - 1.3 -10.1 8.8 - 1.1 - 6.4 5.3
Direct investment ......................... - - 4.0 4.0 - - 4.6 4.6 - - 3.2 3.2 - -1.8 .1.8
Portfolio Securities: bonds ....... ... 0.3 - 0.1 0.4 1.1 - 8.2 9.3 - 1.9 - 6.9 5.0 - 1.0 - 4.6 3.6
Portfolio securities: shares ........... 6.1 - 6.1 - 3.5 - - 3.5 0.6 - 0.6 - 0.1 - - 0.1

12. Short-term capital ......................... 33.9 3.9 30.0 11.8 8.3 3.5 66.7 - 1.6 68.3 76.4 - 1.5 77.9
Currency and deposits ................... 22.9 22.9 22.8 - 22.8 66.7 - 66.7 76.4 - 76.4
Other ................ ......... 11.0 3.9 7.1 -11.0 8.3 -19.3 - - 1.6 1.6 - - 1.5 1.5

Official and Banking Institutions:

13. Long-term capital ......................... 3.5 - 0.9 4.4 53.5 - 6.7 60.2 - - 7.0 7.0 - - 3.2 3.2
Official loans ......................... - 5.4 - 5.4 - - - - - - - - -

13.4 Amortization .......................... - 6.3 6.3 - - 6.7 6.7 - - 7.0 7.0 - - 3.2 3.2

13.6 Other ......................... 3.5 -- 3.5 53.5 - 53.5 - - - - -

14. Short-term capital ......................... 20.3 -10,8 31.1 83.2 93.5 -10.3 -52.8 -16.1 -36.7 -63.9 -52.4 -11.5
14.2 Liabilities to IMF and IBRD - 2.8 - 2.8 - 41.0 -41.0 - - - -

14.3 Other liabilities to official .... - -13.6 13.6 - 52.5 -52.5 - -16.1 16.1 - -52.4 52.4
14.4 Other ......................... 20.3 - 20.3 83.2 - 83.2 -52.8 -- -52.8 -63.9 - -63.9

15. Monetary gold ......................... 35.0 - 35.0 53.0 - 53.0 10.0 10.0 10.0 - 10.0

16. Total movement of capital and
monetary gold 99.1 -11.9 111.0 199.1 82.3 116.8 22.6 -34.8 57.4 21.4 -63.5 84.9

SosjncE: lnternational Monetary Fond.
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CUtBAN EXPORTS BY GEOGRAPHIC AREA

(Million Pesos)

Area 1935-39 1940-45 1946 1947 1948 1949

United States .................................... 119.1 243.6a 321.7a 498.8a 367.1a 370.5a

Canada .... ..................... .4 3.5 9.3 22.9 15.8 3.3

Dutch West Indies .................... .. b .3 .3 .4 .6 .6

Other Carribean Islands ................. .6 1.7 3.0 1.7 1.1 .8

Other Latin American Countries.. 1.9 6.1 31.3 13.7 11.8 12.1

Total Western Hemisphere ... ....... 122.0 255.2 365.6 537.5 396.4 387.3

United Kingdom ......................... 18.37 20.97 74.07 133.27 94.7 70.0

Continental ERP Countries .......... 8.9 4.1 33.2 46.9 148.0 90.5

Total ERP Europe . ......... ...... 27.2 25.0 97.2 180.1 242.7 160.5

Spain ............ ............. 1.4 2.6 8.4 6.7 10.6 2.9

Rest of Europe . ........................ .9 2.0 .3 3.3 .1 2.2

Total Europe ......................... 29.5 29.6 105.9 190.1 253.4 165.6

India ............... .......... b b b 5.1 3.3 5.8

Japan ....... .................. .1 b b 10.4 45.7 1.1

Rest of Asia ..................... .... .1 .4 1.1 2.2 3.9 9.4c

Total Asia ......................... .2 .4 1.1 17.7 52.9 16.3

Rest of World . .................... 1.1 .8 3.3 1.3 7.2d 9.1d

Total Cuban Exports ...................... 152.8 286.0 475.9 746.6 709.9 578.3

.U. S. Naval base in Cuba: 1940-45 ......... .. .9 ilion

1946 .1.3 million
1947. 1.1 million
1948 . 7 million
1949. . .7 milli

b Less than .0o million.
c Iron 1949 ............. 4.8

Palestine: 1949....... ..... 1.7
d Mostly Frencb North Africa and Egypt
SouRCE: Comercio Exrrrior, Direccion General de Estadistica, Cuban Ministry of Finance.
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CUBAN IMPORTS BY GEOGRAPHIC AREA
(Million Pesos)

Area 1935-39 1940.45 1946 1947 1948 % 1949

United States ...................... .. ..... 72.9 136.1 229.1 436.4 420.3 375.7

Canada .1.0 1.8 3.4 4.7 9.0 11.1

Dutch West Indies .1.7 2.0 7.2 8.3 11.5 6.0

Other Caribbean Islands .. 1 .6 2.0 .9 1.7a 1.4a

Other Latin American Countries 2.9 15.5 31.9 23.5 30.9 13.9

Total Western Hemisphere . 78.6 156.0 273.6 473.8 473.4 408.1

United Kingdom .4.6 3.2 4.3 6.9 8.4 6.5

Continental ERP Countries. 12.4 2.8 12.7 17.9 18.4 17.3

Total ERP Europe .17.0 6.0 17.0 24.8 26.8 23.8

Spain 2.6 1.6 5.2 7.4 6.8 6.9

Rest of Europe .. 7 b .1 .5 .7 .3

Total Europe. 20.3 7.6 22.3 32.7 34.3 31.0

India .3.0 3.9 3.7 12.3 17.9 11.1

Japan 1.0 .2 b b b .2

Thailand .3.7 .3 - - .2 b

Rest of Asia .9 .2 .5 .9 1.0 .7

Total Asia 8.6 4.6 4.2 13.2 19.1 12.0

Rest of World .5 .1 .1 .2 .7 .3

Total Cuban Imports. 108.0 168.3 300.2 519.9 527.5 451.4

a British: 1.2 million in 1948
Trinidad: .9 million in 1949

b Less than .05 million.

SOuRCE: Cn-em errin Exterior. Direccion General de Estodis:icn, Cuobn Ministry nf Finance.



CHART VIII
Cuban-U.S. Trade, 1915-1949
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CHART IX

Percentage Distribution of Cuban Imports by Geographic Area, 1915-1949
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CHAPTER 41

Tourism
1. A Conflict of Opinion

Optimism and Pessimism

In examining the tourist industry in Cuba, the Mission immediately en-
countered a striking conflict of opinion. The official Tourist Commission was
optimistic; those engaged in the tourist business were deeply pessimistic.

Statistics issued by the Tourist Commission (Table 163) show increases
both in the number of tourists and the money they have spent during the
postwar years. Those engaged in the travel business, however, feel that these
statistics give a misleading impression.

Briefly, they feel that the numbers of tourists include many short-term or
transient visitors, that the estimates of revenue from tourism are altogether
too optimistic, as is the Commission's estimate of average duration of stay.

Attitudes Compared

This conflict of opinion is not confined to statistics. The government
attitude seems to be that Cuba is a ready-made tourist attraction. The pro-
fessional view is that-by modern standards-it is not. It is felt that Cuba
could be made more attractive to tourists but that many things will have to
be done before there is any hope of expanding the tourist industry substan-
tially.

By comparison with other countries, such as Mexico, which have done
much to stimulate tourism, those in the tourist business feel that Cuba has
not even begun. They see little realization by the government and trade
unions of what should be done and even less disposition to do anything.

Living in the Past

Prohibition in the United States undoubtedly gave tourism in Cuba a
great impetus. Before 1932 tourist receipts were between 10 and 15 million
a year. With the end of prohibition and with the depression in the United
States there was a sharp fall. From 1934-36 there was some recovery,
accentuated from 1937 to the outbreak of war by an influx of refugees. In
the postwar years, the number of visitors has undoubtedly been inflated by
the relative difficulties of going elsewhere.

Since the boom times of prohibition, therefore, it has been hard for Cuba
to realize the need to take active steps to develop tourism. For this reason,
though there have been some new hotels, as a general rule it may be said
that Cuba-by modern tourist standards-is living in the past.

766



TOURISM 767

Negative Balance

It is certain that the Cuban tourist industry has done little to persuade
Cubans to stay at home and enjoy the resources of their own country. For,
since 1945, Cubans have spent far more on foreign travel than foreign visitors
have spent in Cuba. According to International Monetary Fund statistics,
net deficits on foreign travel for the years 1946-49 were 18, 31.3, 33.1 and
12 million dollars respectively. 1

It should be noted, too, that national income in the United States has
risen and air transport has made it quick and easy to get to Cuba from almost

any part of the United States. If the Cuban tourist industry, therefore, had
undergone a healthy expansion to take advantage of these new conditions,

such deficits would not have arisen.

Relatively Static

Meanwhile, air travel has permitted other countries to offer increasing
competition. To view Cuban tourism, therefore, in proper perspective, the
statistics are not enough. It is necessary to consider what Cuba is doing to
meet increasing competition and to exploit to the full her advantages of
climate and proximity to the United States.

From these points of view, the Cuban tourist industry is relatively static
if not actually receding. This may explain the conflict of opinion between
those who judge by statistics only and of those who realize the competition
that has to be faced and the opportunities that are being missed.

The latter also realizes that Cuba must exert herself even more than
her competitors in order to overcome the disadvantage of her relatively high
costs.

2. Resources and Capacity

Natural Resources

Cuba has a perfect winter climate and some of the finest natural beaches
in the world, of which only a few are developed or accessible. The Cubans
are a charming and friendly people with a long tradition of friendship with
the United States.

From the American tourist's point of view, Cuba offers a "foreign atmos-

phere," Cuban music and a freedom from certain restrictions-as on
gambling-which exist in certain parts of the United States.

Some parts of the country are beautiful and there are a certain number
of towns and buildings of charm and historic interest.

-~~~~~~

I As pointed out elsewhere, high recent tourist espeoditores by Cubaus iu the United States partly reflect
undeclared capital exports.
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Cuba is very close to the United States and there are no currency prob-
lems or troublesome formalities.

There are some mineral springs which are reputed to have good medicinal
qualities.

Tourist Capacity

In the official schedule of rates, issued by the Cuban Tourist Commission,
6,331 hotel rooms are listed for the whole of Cuba. These are distributed as
follows:

TABLE 162

Rooma R.oo
with without

Province Bath Bath

Habana ............................................. 4,033 148
M atanzas ...... ....................................... 504 107
Pinar del R io ............................................. 154 45
Isle of P ines ............................................. 65 1
Las Villas ......... .................................... 372 141
Camaguey ............................................. 435 -

Oriente .............................................. 246 80
Totals. .............................................. 5,809 522

Total in Habana Province, 4,181, or 66% of total rooms.
Total outside Habana Province, 2,150, or 34% of total rooms.

These figures do not include a new luxury hotel at Varadero Beach-
opened in December 1950, with just under 200 rooms in the higher price-
range one or two small but good hotels and a number of most inferior ones.

It will be noted that 66% of all hotel rooms are in Habana Province
and that some of the most beautiful parts of the island, such as the Provinces
of Pinar del Rio, Oriente and Las Villas, have very limited tourist accommo-
dation. It should also be remembered that not all this accommodation is
available to tourists because it also has to fill the needs of all other travelers.

Standards of Accommodation

A high proportion of the rooms listed are not of the kind likely to attract
the average tourist. In a great many cases, sanitary arrangements, cleanliness
and food would not be acceptable in a sub-standard American hotel. "Bath"
often means a dilapidated tub shared with the next room, or a shower which
may or may not have a continuous supply of water.

In only a few places is the water fit to drink. Many hotel rooms are
without screens and efforts are rarely made to control flies and other insects
by chemical sprays.
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TABLE 163

TOURIST STATISTICS IN CUBA FROM 1934 TO JUNE 1950

Expenses incurred
Year Tourists Excursionists Total by the visitors

1934 . . 20,677 70,620 91,297 $ 6,632,550.00
1935 . 29,113 69,895 99,008 7,861,700.00
1936 . . 48,444 109,464 157,908 12,739,800.00
1937 ... 62,344 116,152 178,496 15,159,200.00
1938 ... 68,667 89,346 158,013 14,987,350.00
1939 . .. . 62,990 72,645 135,635 13,634,900.00
1940 . . 77,814 49,648 127,462 14,411,650.00
1941 . 79,895 46,195 126,090 14,564,350.00
1942 . 17,039 2,831 19,870 2,842,950.00
1943 ....... 11,758 487 12,245 2,045,000.00
1944 . 12,365 641 13,006 2,163,750.00
1945 . 31,605 2,609 34,214 6,047,538.00
1946 . 114,885 4,817 119,702 28,962,100.00
1947 .. 144,566 13,043 157,609 36,793,650.00
1948 .. 140,403 22,961 163,364 36,248,800.00
1949 . . . 150,048 29,966 180,014 39,010,300.00
1950 (January to June) 92,334 16,977 109,311a 23,932,250.00a

a According to a later estimate of the National Tourist Commission 127,061 tourists spent appro-imately
$27,000,000 in Cuba during the period January-July 1950.

NOTE: The 19,808 visitors who entered through various ports other than that of Habana, from 1938 to
1944, have not been included in these statistics because they have not been classified as tourists or e-cursionists.

SouRcE: Cuban Tourist Commission.

Standards of service vary but, as a general rule, hotel employees suffer
from a lack of training, while rigid job tenure and seniority rules leave little
incentive to exertion.

It was impossible, of course, to inspect all the hotels in Cuba, but a spot
check by various members of the Mission in different parts of the island sug-
gests that, as a fair estimate, not more than 2,000 hotel rooms in the whole
of Cuba are of acceptable tourist standards and most of these are in or near
Habana.

Official Admission

In the preamble to Presidential Decree No. 1798 of May 26, 1948, the
state of Cuba's hotels is frankly admitted: ". . . . the increase in population
and the economic advancement of Cuba achieved during the past few years
have rendered inadequate most of the buildings used as hotels in its cities
and other points of interest to the visiting tourist, thereby lessening the
possibility of increasing the national and foreign tourist movement."

With one or two exceptions, little has been done to improve the general
situation since that date.
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Volume of Tourists

Despite this, the Cuban Tourist Commission's statistics show that the
number of tourists has doubled by comparison with 1938 though "excursion-
ists"-those visiting Cuba on cruise ships and living aboard-have diminished.

The Commission estimates that during the month of January, 1949, each
tourist stayed an average of 7.03 days. But January is one of the best tourist
months and it is doubtful if this average applies to the majority of the
tourists the year round.

In the opinion of travel and transportation experts this estimate is too
optimistic and the stay of the average tourist is not more than about two
days. If this view is correct, the Commission's estimate of an average
expenditure by each tourist of $150 is also too generous.

Cuba's hotel capacity also seems to confirm the lower estimate, because
if the 150,048 tourists who visited Cuba in 1949 had each averaged a stay
of 7.03 days, accommodation would have been severely taxed, even if the
tourists had been evenly spaced throughout the year. But as tourist traffic
is much heavier at certain times of the year, it is doubtful if sufficient accom-
modation would have been available for a seven-day visit.

3. Deficiencies

Tourists Disappointed

In the experience of travel experts, a high proportion of tourists are
disappointed with what they find in Cuba. Soon after arrival they are apt
to complain that they are not getting value for money and show no desire to
stay long.

One American convention of 700, for instance, which had been booked to
stay for only three days was so dissatisfied with prices and conditions that
many members returned home even before the end of that period.

Travel agents and transportation companies receive constant complaints
of poor treatment and overcharging of tourists, apart from the frequent com-
ment that the tourist attractions of Cuba do not justify a long stay. Onlv
a small proportion of visitors express a desire to return.

It seems probable, therefore, that the increasing volume of tourists
reported by the Tourist Commission consists largely of those who fly over
from the United States at special rates to spend one or two nights at most.
This is supported by travel agents in the United States who report that most
bookings to Cuba are for short visits, usually by those who spend the bulk
of their vacation in Florida. Such excursions are well advertised by the
transportation companies and a continuous flow is thus assured. But little
"repeat business" is noticed.
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It is obvious that tourist traffic of this kind is more profitable to the
transportation companies than to Cuba.

Reasons for Dissatisfaction

In the whole of Cuba there is no public golf course and the only tennis
courts available to the average tourist are those which some hotels provide.
Public beaches are few and disappointing by comparison with those in nearby
Florida. An exception is Varadero Beach which is quite outstanding, but
the accommodation is relatively limited. The best beaches and golf courses
are those of private clubs to which the average visitor does not have the
privilege of admission.

Cuba could offer excellent facilities for hunting, but none are available
to the average visitor. Excellent fishing, too, can be had, but, from the
tourist's point of view, it is not properly organized and very expensive.

Excessive Charges

In some cases hotel rates are unduly high, partly because of the excessive
demands of labor in the hotel industry and partly because, at present, there
is insufficient competition.

The Tourist Commission lays down a scale of charges for taxi rates for
sight-seers, but these are rarely enforced and cases are constantly reported
of tourists being grossly overcharged. Some of the taxi-drivers, too, are
reported to be in partnership with undesirable establishments of various
kinds in which the tourists are cheated.

Inaccessibility

Many potential tourist resorts not only lack adequate accommodations
but also are hard to reach. Even Varadero Beach could be made much more
accessible by completion of the long-delayed Canimar Bridge which would
shorten the road distance from Habana by many kilometers.

To some parts of the island there are either no roads at all or roads which
are only passable in good weather. Cuba's railroad equipment, particularly
on the United Railroads, does not make rail travel a pleasurable experience

for the tourist.

It is significant that the construction, completion and repair of roads is
the first requirement to be emphasized in the Plan Minimo de Preparacion
Turistica del Pais submitted to the President of the Republic by the Cuban
Tourist Commission in August 1950.

Expense of Motoring

Even if Cuba's roads were suitable for large numbers of tourists and
led to places where there was adequate accommodation, under present
conditions it is expensive for the average tourist to bring his car to Cuba.
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Round trip charges between Miami and Habana vary according to the
number of passengers but, for two passengers and an automobile, the cost
is $102.10 on weekdays. On Saturdays, Sundays and holidays, it is $121.05.
These official rates, however, are not necessarily all the tourist has to pay.
It is reported that cars are often delayed in Habana docks unless the tourist
gives substantial gratuities to officials.

In case of breakdown, the motorist may find that many roadside filling
stations lack even such essential equipment as a jack. Gasoline, too, is
expensive.

To reach the eastern end of the island, which has some of the best scenery,
the motorist must travel several hundred miles of road on which there is no
scenic or other attraction.

Mineral Springs

Cuba's mineral springs are well known and undoubtedly could be made
an attraction to visitors. But before this happens, much must be done to
improve them.

At one of the most famous, for example-San Diego de los Banos-the
baths, which are under the control of the Cuban Government, are ill-kept
and dirty, and the bath-house is uninviting and old-fashioned. There is a
new hotel but nothing for the visitor to do except to sit in the tepid waters.

Interest in Cuba's mineral springs might well be stimulated by adver-
tising in the United States. But this would be a waste of money unless or until
they are made as attractive as comparable establishments in other countries.
This means providing the tourists with suitable forms of recreation.

Other Deficiencies
Cuba's lack of physical facilities and tourist attractions is fully realized

by the Cuban Tourist Commission. This is indicated by the details given in
the "Minimum Plan" previously referred to, though the Mission believes
that it places too much emphasis on projects and too little on the human aspects
of tourism.

The Commission is also well aware of the lack of places for tourists to
stay near good beaches or scenic attractions. In 1947 it produced detailed
plans and estimates for tourist camps in various parts of Cuba in order to
encourage this form of enterprise. The projected designs were well thought
out and architecturally attractive, but, apparently, no camps have yet been
constructed.

4. Unfortunate Attitudes
Barrier to Development

In tourism, as in other Cuban industries, wrong attitudes are as great an
obstacle to development as the lack of physical facilities and of technical
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knowledge of how to operate hotels. There is too little consideration of
"acustomer acceptance"-too little desire to give the average tourist the value
for money that he expects. Too often, the only idea is to extract as much
as possible from the tourist, with no thought of the damage this policy does
to Cuba's goodwill as a tourist resort.

Wrong attitudes take various forms. The unions refuse to make suffi-
cient allowance for the fact that tourism is seasonal and, as a general rule,
do not give hotel managers sufficient latitude in reducing staffs during the
dead season. This helps to raise hotel rates.

Little Control Over Staff

Since it is difficult for hotel proprietors to dismiss inefficient, lazy or
discourteous staff, standards of service suffer. Sometimes the guest is insulted
and the manager can do nothing.

In the hotel business, of course, the attitude of the staff is an important
element in goodwill. In addition, an inefficient staff adds to the costs of
operation because more men have to be retained to do the work that less can
do in other countries. In thc better hotcls, wagc-rates, with the various
additions, are roughly equivalent to those in first class American hotels.
But less work is done for the same money.

At least some of the trade union leaders realize that this kind of thing
harms the industry by which they live; and would like to cooperate in
developing tourism. But they do not seem to have proper control of their
members.

Case of the Cruise Passengers

An example of how a few officials can harm a whole industry occurred
recently.

An escorted party of tourists arrived in Habana by ship and were sched-
uled to stay for three days, after which they would return to the United
States by another ship.

On arrival, a Customs official informed the cruise-director that all
members of his party were considered in-transit passengers and that all their
baggage must be placed in bond during their stay in Habana. This meant
that they could have no access even to overnight necessities for three days.

Demand for Payment

In a lull in the argument, an unidentified person in civilian clothes
approached the cruise-director and said he spoke on behalf of the Customs
officer: if the director would give him $40 to hand to the Customs officer,
the baggage would be cleared and could be taken to the passengers' hotel.
To allow his party to go ashore and get settled, the cruise-director paid the
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$40 and saw it handed to the Customs officer. The baggage was promptly
released.

Later no less than four different Customs officials approached the cruise-
director at the hotel to ask for more money. They were referred to the officer
who had received $40.

The tourist firm which had organized the tour considered that it had
been held to ransom and that this conduct went far beyond the normal
"courtesies."

It is understood that it is considering omitting Habana from all future
tours unless it can get assurances that passengers will be protected from this
kind of treatment. It is hard to see, however, who can give them those assur-
ances as the government seems powerless to enforce discipline.

News of this kind spreads quickly through the tourist business and can
do great harm to the future tourist trade. The best form of advertising for
the tourist business is a satisfied and happy tourist.

No Redress
Though this case may be unusual, the Mission was assured that it was

typical of a common attitude among those who deal with tourists. Tourist
agencies and individuals have little chance of redress because the small
body of "tourist police" do not seem to have sufficient backing to enforce
regulations and to protect the tourist from exploitation.

5. Basic Difficulties

Importance of Human Element

As in other industries, much depends on the personalities concerned.
Some hotel managers have better relations with the trade unions than others
and can make more flexible arrangements with them, for example, over
seasonal staff. But certain basic difficulties remain, chief of which are:

1. Difficulty of firing and maintaining discipline among hotel employees.
2. High cost of labor in the hotel industry.

3. Uncertainty of operation because if contracts are broken by the
union they cannot be enforced.

4. Scarcity of trained personnel and limitations on bringing in foreign
instructors.

5. Overcharging of tourists.

The Main Problem

These difficulties could perhaps be overcome quite quickly by resolute
government action, including education of the workers in the tourist industry.
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But there remains the greatest problem of all: Cuba as a nation is not
at present equipped to develop a much larger tourist industry because she
lacks such essentials as adequate and suitable accommodations, roads and
sufficient things for the tourist to do or see.

Development of these necessities is discouraged by the same factors
of uncertainty, lack of confidence and poor administration which are retard-
ing the development of other industries.

It is also impeded by the Cuban tradition of high profit on small volume,
instead of the modern conception of small unit profit on a large volume.

Possible Advantage

There is one possible advantage in this situation. So much needs to be
done that Cuba is almost in the position of having to "start from scratch"
in building a modern tourist industry. This means that she can plan and
develop it on fresh, modern lines. In doing so, her scope need not be too
greatly restricted by the necessity to make the best use of what already exists,
because, relatively speaking, little exists to be used.

6. Conclusions and Recommendations

Cuba has a long way to go in the development of roads, hotels, beaches
and recreational facilities before she can compete effectively for a greater
share of the tourist trade. In these circumstances the Mission does not believe
that tourist development justifies great expenditures at the present time.

Tourism can only be developed efficiently and economically by stages,
as the country as a whole is developed.

With this reservation the Mission offers the following recommendations:

The Mission reconzmends that:

1. The Cuban Government should appoint a small Committee to study
the policies for tourist development of other countries, particularly those of
Mexico. This should be composed of an impartial Chairman, preferably a
businessman, appointed by the President and one representative nominated
by each of the following: the Tourist Commission, the travel agencies, the
hotel industry, the transportation companies operating in Cuba and organ-
ized labor.

2. This Committee should pay special attention to government policies
which stimulate private enterprise and encourage a large volume of tourists,
as well as to technical details of the operation of hotels and tourist resorts.

3. In the construction of all new hotels and tourist attractions, the in-
formation obtained by the Committee should be fully utilized.
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4. While the Committee is making this study, the Cuban Government
should endeavour to retain foreign experts on tourist development and hotel
management to study the existing situation in Cuba and to make specific
recommendations.

5. When completed, the Committee's report should be made available
to the Highway Advisory Committee (see Chapter 11).

6. To prevent further damage to Cuba's reputation, the Government
should take immediate steps to ensure that all visitors to Cuba are treated
with courtesy and consideration by customs and immigration officials and
others and that the rates established by the Tourist Commission are not
exceeded. Provision of more English-speaking Tourist Police should be
considered.

7. The Government should make it clear to organized labor that-in the
interests of the Cuban people-it will not support any demands which are
detrimental to the development of the tourist industry; and will facilitate
the importation of foreign instructors.

8. The Government should give every encouragement to the establish-
ment of an automobile ferry between Miami and Habana and should not
tolerate any trade union opposition to this.

9. When automobiles can be brought more cheaply to Cuba every
encouragement should be given to the building of tourist camps, by private
enterprise, in suitable locations, on the lines suggested by the Tourist
Commission.

10. Consideration should be given to granting reduced docking and
other charges to bona fide cruise ships entering Cuban ports.

11. If opportunity offers in the years to come and suitable property
comes on the market, the Ministry of Public Works and the Ministry of
Commerce should acquire land and establish national parks, beaches and
recreational areas in scenic locations. But this should be done slowly and
economically.



BOOK IX

Chapter

42. STRATEGY FOR ECONOMIC DEVELOPMENT



I



CHAPTER 42

Strategy for Economic Development
1. Need for Dynamic Policy

General Conclusions
Several important aspects of the Cuban economy have already been

described in Chapters 3 and 4. It was shown that because Cuba's main
product is extremely seasonal, a large part of her labor force and of her
capital equipment is unemployed for much of each year.

Fluctuations in the world sugar market-connected with booms and
depressions and war or peace-make income and employment highly un-
stable in Cuba.

It was also shown that the last important period of growth in the nation's
capacity to produce-and hence in the living standards of its people-seems
to have come to an end some 25 years ago. There is chronic unemployment
even in good times.

Confirmation of these general conclusions will be found in the chapters
dealing with agriculture, industry, sugar-production, minerals, investment
and other specific aspects of the Cuban economy.

Accent on "Status Quo"
It has also been pointed out (in Chapter 3) that some of the difficulties

which Cuba faces tend to induce attitudes and policies which impede their
solution. One of these is the tendency to rely on strokes of fortune-
particularly good fortune in the international sugar market-rather than
on steadier and less spectacular methods of making progress.

Furthermore, the insecurities of the Cuban economy were shown to
encourage a "master" vicious circle.

Important economic groups are apt to think primarily in defensive terms
-to freeze the existing situation rather than to help to create a better one.
They tend to preserve or create unnecessary work; to think first of the
disturbing effects of an improved method or a new machine rather than
of the long-run gains from greater productivity.

In short, the accent is on preserving the status quo and on regulating
the division of a fixed national product, rather than on innovation to
enlarge the total product.

Support for these general statements will be found in many specific
chapters of the Report. In Chapters 7 and 43 on sugar production, we have
seen how relationships between cane-growers, workers, the mills, and sugar-
transporting railroads and ports have been frozen, with consequent loss of
some of the incentives to efficiency. In our discussion of labor-management
relations (Chapter 16) we have seen how labor's quest for job-security,

779
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takes the form of inamovilidad and anti-productive make-work policies.
This tends to discourage new enterprise and investment and thus to per-
petuate the very unemployment labor fears.

The chapters on industry, commerce, and investment have described
policies of high profit and low turnover, an unwillingness to devote funds
and attention to technological research, and a disposition to hoard funds
or to send them abroad rather than to invest in new Cuban development.

An Alternative Approach
But the prevailing static approach to Cuba's economic problems is not

the only possible one, as we have tried to show throughout this Report.
It may be useful at this point to contrast in terms of actual Cuban problems
some of the policies and attitudes current in Cuba today with those which
a more dynamic approach would imply.

Static and Dynamic Policies Contrasted

PROBLEMS

Attitudes and Actions: Attitudes and Actions:
"Status Quo" Policy Dynamic Policy

(1) To get more for each group-
investors, labor, farmers, etc.

Fight for larger share of national pro- Enlarge the national production-seek
duction-political pressure for laws more efficient methods, better social
by which each group tries to benefit cooperation.
at expense of others.

(2) Unemployment
Freeze existing jobs-prohibit dismiss- Build new internal markets and new

als. export markets by more efficient cost-
Require more men than necessary to saving production, improvement in

do a piece of work. quality, new products and by-products.
Put men on government payroll through Reduce costs and prices by efficient

political connections, to draw salary production, pass savings along to con-
though idle. sumers, encourage consumers to buy

more.
Employ men on carefully chosen public

works projects, well planned and de-
signed to open new resources and
enlarge internal markets.

(3) Technological change,
mechanization

Suspicious and hostile attitude. Regards change as inevitable, also as
Emphasis on losses and displacements something to be promoted by constant

which may be caused to established search.
businesses and workers. Emphasis on new opportunities for

Neglect of agricultural and industrial workers and for business in a growing,
research and new-product develop- flexible economy.
ment. Research and new-product development

Preference for undisturbed routine. generously supported.
Adaptive, progressive attitude:

"there is always a better way."
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Attitudes and Actions Attitudes snd Actiona:
"Status Quo" Policy Dynamic Policy

(4) Displacement of workers
caused by technical
improvement.

Because the economy is not growing, Because the economy is growing, new
very difficult to cope with this prob- opportunities are opening up. Alterna-
lem. Many hardships to individuals. tive jobs can be found.

Same attempts at solution as under 2. In hardship cases, special assistance by
temporary compensation, aid in trans-
fer to new occupations or new
location.

Free training and re-training facilities
so that workers can fit themselves for
new kinds of jobs.

(5) Prices, profits and
marketing

Keep prices high, profit margins large, Make prices low, so as to move more
so as to make high profits on small goods; look to small profit margin on
turnover. large turnover to provide good total

Block innovations in marketing methods profit.
which would benefit consumers. Seek improved marketing methods to

Much emphasis on "just price." increase volume of sales and benefit
Neglect quality of product. consumers.

Competitive pricing, forcing less efficient
firms to change their methods.

Control quality of product carefully,
constantly improve.

(6) Competition, in domestic
market and in export
markets

Demand high protective import duties Mleet competition at home and in export
or exclusion of competing products market by lowering costs through im-
from abroad. proved efficiency, by high quality, by

Attempt to stifle competition generally, imaginative marketing.
by cartels and other devices. Intelligently conceived commercial pol-

Failure to meet competition in export icy, negotiations with other govern-
market, because of high costs, poor ments to enlarge markets.
quality, unimaginative marketing.

Possibly pressures to enlarge markets
by exchange depreciation, exchange
controls.

(7) In good times (strong
demand for sugar)

Let well enough alone; carpe diem. Seize the opportunity to improve basic
Each group gets all it can as fast as productive equipment of the country,

it can, little provision for "plowing to diversify, to establish new ventures,
back" high earnings. to shift labor out of obsolescent indus-

Unplanned political spending spree by tries into new ones, to build up public
government. and private reserves with which to

meet future contingencies.

Well planned public works, carefully
chosen.
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Attitudes and Actions: Attitudes and Actions:
"Status Quo" Policy Dynamic Policy

(8) In bad times (weak
demand for sugar)

Improvised frantic efforts to cope with Relatively good position from which to
problems. Even the best efforts likely cope with problems, because of prepa-
to fail because of inadequate prepara- ration in good times by diversification,
tion and vulnerable position. research, establishment of reserves,

and foresighted preparation of flexible
policies.

Superiority of Dynamic Policy

The dynamic policy is superior to the status quo policy because it offers
much more promise of successfully meeting the country's major economic
problems.

Only the dynamic approach can bring a permanent upward movement
in Cuban living standards; create good productive jobs for workers now
chronically or seasonally unemployed, and also employ new members of
the labor force resulting from population growth; enable Cuba to maintain
its competitive position in world export markets while continuing to pay
high wages; lessen present instabilities and insecurities and provide an
economic setting in which the strife of group against group-inseparable
from the static approach-can be tempered by constructive cooperation.

How the Choice Will Be Made

It is evident that the choice between these alternative approaches will
not be made merely by one large decision of the Government or of any
other part of the Cuban community. The choice is being made, and will
continue to be remade, every day in the form of hundreds of little decisions
-some of them by Government, but most of them by individual Cubans.

The choice between a status quo policy and a dynamic development
policy is being made:

-whenever an agriculturalist decides whether or not to experiment
with hybrid corn, or rice, or kenaf, or some other crop new to him;

-whenever a food processor weighs in his own mind whether it is
wortbwhile to try to improve the quality of his canned goods in order
to develop a larger market at home and abroad;

-whenever a trade union weighs actions which would nullify the cost-
reducing effects of improved machinery and equipment;

-whenever a merchant debates whether it is better to pass along to
the consumer certain reductions in cost which he and the producer
have been able to make, or whether he should boost his own profit margin;
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-whenever the Government decides whether to spend a million pesos
on an ostentatious building or on rural roads which would open up
new resources and new channels of internal commerce;
-whenever a sugar mill owner considers whether to contribute to an
applied research fund to find new products that can be produced in
the dead season or to put his money into a safe-deposit box.

2. Urgency of Beginning Now

Opportunity Knocks Twice

Cuba's present reprieve from a fall in sugar prices-brought about by
the rearmament which started with the Korean war-is also her opportunity
for development. Subject to any limitations imposed by possible shortages
of some types of materials and equipment, the time for a real effort at
economic development is now.

Proverbially, "Opportunity only knocks once." But Cuba is specially
fortunate; opportunity is knocking at her door for a second time. It will
be a tragedy if this second chance is ignored.

This is illustrated by a brief history of past efforts and of how the
first opportunity after World War II was wasted.

Diversification Considered Previously

In 1912, the production of Cuban sugar outran United States consump-
tion and it became necessary to seek other markets. Problems of diversifying
agriculture and of developing new industries were therefore actively con-
sidered.1 The First World War, however, soon interrupted these preoccupa-
tions and stimulated Cuba to increase sugar production on a larger scale
than before.

In the 1920's, especially from 1925, the instability and decline of the
sugar market again brought Cuba face to face with the need for diversified
economic development. The new tariff law of 1927 was designed to stimulate
domestic production of agricultural products consumed in Cuba and in
other ways to promote new crops and industries. A number of technical
and commercial schools were launched. The Central Highway was con-
structed, making some of the most productive parts of the island accessible
to larger and more diverse markets. Then came the period of deepening
depression, the social and political revolution of the early thirties, and a
long period of readjustment and relative stagnation, broken at length by
the stimulus of the Second World War.

1 In this historical account we draw upon the work of Dr. Ramiro Guerra Sanchez, especially his article.
"Estrctt.ra del Came-cia do Cab,, Tinestre, Vol. III, No. 2, April-Mav-June, 1949, p. 236 ff.
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A Lost Opportunity
During and immediately after World War II, Cuba enjoyed large

foreign exchange earnings; but the war-imposed stringency of materials
and equipment handicapped new ventures. As the wartime restrictions passed
away a booming market for sugar continued. This meant prosperity at
home and plenty of local and international funds at the command of the
government and private interests.

Cuba, therefore, had an excellent opportunity for construction of new
production facilities and for seeking new processes and products. Unfor-
tunately, the opportunity was allowed to pass.

The Old Dilemma
The government allocated many millions to education and public works,

but much of the money was misappropriated or wasted, many projects
were left incomplete. Some that were completed-such as the poorly located
rural school houses sprinkled along the Central Highway-suffered from bad
planning and thus provided little real benefits to the community.

In the private sector of the economy, some new lines of production
were started, and there was some modernization and expansion, but, in
general, we get the impression that Cuba continued to suffer from its
old dilemma.

In bad times, when the need for readjustments is urgent and obvious,
capital funds and markets are lacking. In good times, when sugar is in
active demand, there is no disposition to make changes.

The Second Chance
Now new international tensions have maintained the strong demand for

sugar and thus have given Cuba a second chance. Since none can say
for how long the opportunity will continue, there is every reason to seize
it without delay and to make the most of it.

There are some difficulties involved in economic development under
present circumstances. Rearmament, besides bolstering (at least temporarily)
the sugar market, will also make some kinds of equipment and materials
harder to obtain. But it should be emphasized that Cuba can do very
much with local materials and labor and with equipment already on hand
or obtainable. Some of the most important developmental projects in Cuba
require relatively little new equipment. For example, roads can be built,
research undertaken and education improved. Agronomists can be trained
and agricultural extension programs expanded. Also, vigorous preparation
and technical planning now will put Cuba in a better position to make wise
and rapid use of materials and equipment which are becoming scarce as
soon as they are again freely available.
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To accomplish these things a change in attitude is necessary. The normal
complacency of prosperous times must give way to a dynamic policy of
development and to an urgent desire to build for the future.

This lies in the hands of the Cuban Government and people alone. In
this matter they must help themselves, for nobody else can supply the
necessary change in attitude.

3. A Development Strategy

Attack on a Wide Front

Economic problems are notably interdependent and are closely linked
with all manner of social and political circumstances. A broad attack along
a wide front is therefore necessary to achieve the best results in economic
development.

As examples, we may pick out three of the key elements in the Cuban
economic problem:

The need for owners of capital to show a more lively interest in investing
in new lines of production;

The need to improve the quality of business management in such respects
as the handling of personnel relations and technical product improvement;

The need to relax certain labor laws and labor union requirements which
restrict productivity.

Improvement in any one of these three is unlikely to go very far unless
there is some improvement in the other two at the same time. Conversely, a
constructive beginning on any one of these three problems should make it
easier to start improvements in the other two. Other examples of this sort
will readily occur to every reader.

But in the Right Places . . .
The need for a broad attack on economic development problems does not

by any means, however, lessen the need for selection. On the contrary, the
very broadness and complexity of all the interrelated problems of Cuban
development requires the most careful selection of key points where suitable
action must be taken at the right time.

A Long-term Process

In mapping these moves it is vital to remember that successful economic
development is necessarily a long-term process.

A nation which has reached a comparatively high standard of living by
producing one crop for the world market and in which most things still
revolve around this activity, cannot be transformed overnight into a more
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diversified, more stable but expanding economy. This can only be achieved
by persistent, intelligent, long-term effort.

Need for Group Moderation
But this requires that private groups-and their political representatives

-refrain from pursuing short-term aims which conflict with the long-term
national interest. Examples of lack of moderation have been pointed out
in various parts of the Report. For example, in Chapter 6, we have seen
that in the past certain commercial interests have tried to block the expansion
of domestic industries, forgetting that, in the long run, they themselves would
benefit from such industrial growth. Again, in Chapters 6 and 17, it is shown
how a small group of port labor, blind to the national interest, is hurting
the great majority of Cubans by making all new development more difficult
and by pushing up the cost of living.

Development by All the People

A successful strategy for development must take into account a simple,
basic fact which is sometimes forgotten:

In any country, no central government or no single group of men is wise
enough either to solve all that country's troubles or fully to develop all its
resources. For the ultimate strength of a country lies in the energy, initiative
and diverse abilities of all its people and is never entirely concentrated in
a minority-however able.

It follows, therefore, that to achieve the full potential development of a
nation it is necessary to release and to encourage the talents of as many of
its inhabitants as possible. This can only be done by preserving as much
freedom of action as possible and by providing wide educational opportunity.

Policies of the Government and of organized groups should be framed
in the light of this essential principle.

Role of Government
As far as the Government's contribution is concerned, a tendency to think

too much in terms of "public works" should be revised. A sound program of
public works-which gives priorities to those things which promise the
greatest increase in national productivity-is undoubtedly an essential part
of a development program. But it is only a part.

Policies which encourage and facilitate local initiative and private expan-
sion-such as a larger and better-supported agricultural extension service,
agricultural credit facilities and better vocational and technical training
programs-are just as important as roads and bridges.

The building of a career civil service chosen for merit-adequately com-
pensated, and insulated against political pressures-is more important than
buildings of brick and stone.
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Improvements in the administration of the school system and in teacher
training, and a revision of the curriculum are as urgently needed as new
school buildings. (See Chapters 5, 6, 18, 20, 21, 29.)

"Framework" Policies
Among general measures, the Government should rely most heavily on

"framework" policies, such as monetary, fiscal and commercial policies.

They are called "framework" policies because they aim to influence the
decisions and actions of individuals and groups by varying the general econ-
omic "climate" in which they operate, rather than to tell them what to do
and thus to interfere directly with day-to-day decisions.

Role of Business
Businessmen and managers, should fulfill their role as the driving force

behind the growth of the economy. This implies a positive attitude towards
risking capital, interest in and support of technological advance, a willing-
ness to go in for new things in a better way, a revision of unsuitable price
policies and quality improvement. (See Chapters 6, 9, 25, 30.)

Role of Labor
Though labor cannot initiate new business ventures, once these have been

started it can support them by relaxing opposition to cost-reducing equip-
ment, by making some wage adjustments to encourage non-sugar activities
on the centrales, by revising its attitude on dismissals and by abandoning
rigid seniority rules. (See Chapters 5, 6, 16, 17.)

Why a "Strategy" and not a "Plan"?
The Mission is advocating a "strategy" for economic development rather

than a cut-and-dried program in which the size of "needed" expansion of
various sectors in the economy would be planned.

Since precise programing seems attractive at first sight, it may be useful
to set out the reasons why, in the case of Cuba, a "strategy" approach seems
much more appropriate than a rigid plan:

1. As shown in many other chapters, there are many unused and under-
utilized resources in Cuba. This applies to labor, which suffers from
unemployment even in good times; to land, much of which lies unused;
to real capital, which is often under-utilized, and to "excess" cash
balances.
Within rather wide limits, therefore, Cuba does not have to allocate
scarce resources to competing ends. The problem is rather to apply
the right levers in the right places in order to use unused resources
efficiently and permanently.
There are some exceptions to this generalization. For example, the
number of fully competent technical people-in government and else-
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where-is limited and so is the time they can devote to any one
task. Again, there are fairly wide, but definite, limits to the funds
that the Government is likely to have available, especially since every
effort should be made to combine development with price and exchange-
rate stability without direct controls over foreign trade and exchange.
For the Government, therefore, the Mission suggests certain general
priorities and principles for development.

2. Even if it were possible to formulate a precise, over-all plan, it is
more than likely that in an export economy as sensitive to outside
fluctuations as Cuba, the size and type of projected expenditures,
particularly by the private sector, might easily prove unrealistic.

3. In the absence of direct economic control over all private activity,
it would be impossible for the Government to ensure even approximate
achievement of such targets as might be set up for various private
industries. Under these circumstances a detailed "master-plan" would,
amount, in practice, to little more than a series of public works projects
while the private sector targets would constitute a meaningless exercise
in "political arithmetic".

4. At present the Cuban Government lacks even the most rudimentary
quantitative information regarding the country's economy.2 This
makes it difficult to carry out even the general "framework" measures
of fiscal and monetary policy recommended by the Mission.
Detailed industry-by-industry planning would be impossible, especially
because the necessary technical personnel do not exist in Cuba and
the Government's administration is unequal to some of its present tasks.
(See Chapters 18, 19, 20, 21 and 34.)

5. The Mission believes that economic leadership in Cuba is too mature
to need the incentive of theoretical goals.

Need for Flexibility
Though a detailed, rigid program would be unrealistic and detrimental

to Cuba, there is an urgent need for a strategy. It is necessary to answer
such questions as these:

What direction should development take?

What things should be done first?
How are the impacts of technological change at home and of market

fluctuations abroad to be met?
Just to pose these problems shows the need for flexibility-informed by

a sense of purpose-and also the urgency for concerted action by all groups
in Cuba.

See Chapter 23.
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To chart such a flexible course, the Mission suggests a number of criteria
for putting first things first.

4. Criteria for Putting First Things First
What are the Key Problems?

We have referred to the need to attack problems of development on a broad
front and also to select key problems and projects for first attention.

It is important to consider carefully what kinds of things should engage
the energies of the limited number of competent administrators and technicians
-in and out of government-who represent one of Cuba's scarcest resources.
It is also necessary to try to anticipate what kinds of development, if successful,
are most likely to break "log-jams", and to release the initiative of many to
the benefit of the Cuban economy-or, to change the metaphor, to start
"chain reactions."

Three Types of Development
Developmental work needed by Cuba may be classified in three main types:

1. "Rescue" operations. These are necessary to prevent the collapse
of some important parts of Cuba's economic equipment or organization.
Examples are rehabilitation of the railroads and reorganization of the pen-
sion funds.

2. Direct production development. This comprises projects for expand-
ing existing production or starting new production. Examples are more beef
and rice production, canning and export of tropical fruits, kenaf growing
and processing, and manufacture of cattle feed from molasses.

3. Indirect production development. These are projects which promise
to provide a better base on which to build improved productivity. Examples
are improvements in public administration, in labor-management relations,
in the capital market, in the road network, in marketing facilities, in education.

In selecting items for highest priority within and among these three groups
it will be helpful to establish a set of criteria. We suggest the following:

Twelve Criteria

The Mission has subjected each of its recommendations to the test of the
following twelve questions. It suggests that Cubans concerned with carrying
out the dynamic and flexible development policy advocated in this Report
should also make use of these criteria:

1. Is it feasible?

2. Will it be productive so that men can have more of what they need?

3. Will it use resources and manpower available in Cuba?

4. Will it provide jobs in the off-season for sugar production?
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5. Will it help diversify Cuba's exports?
6. Will it help to widen the internal market and make it more com-

petitive?

7. Will it contribute to a broader regional distribution of work?

8. Will it take advantage of an opportunity peculiar to Cuba?

9. Will it open up new natural resources or conserve and improve
old ones?

10. Will it improve the human capacities and skills of Cubans?
11. Will it encourage Cuban production?

12. Will it raise the standard of living of Cubans?

Vatlidity of the Test

The Mission believes that these questions embrace the fundamental require-
ments for choosing paths and vehicles for Cuban progress.

Naturally every project must meet the first test-feasibility-or else it
would be useless to propose it. But, once it has been concluded that it can
be done, it is also necessary to justify that it should be done.

Not every worthwhile proposal can meet all of the remaining criteria.
But it must satisfy some of them; and the number that it can meet is one
measure of its merit.

To this end, further explanation of these criteria may be helpful.

1. Is it feasible?

In deciding whether a project is feasible, it must be considered not only
by itself but also in relation to others. For an individual proposal may not be
feasible unless others are also adopted.

Such questions must be asked as: Is the technical process to be used well
proved, and is it adapted to Cuban conditions? Are the resources available
for carrying the project, whatever it is, through the stage of preparation or
construction and into successful operation?

In the present state of the world economy it is particularly important to
make sure that the following are available: financial resources, raw materials,
equipment and suitable personnel for administration and operation. If the
latter are not available, it is important to know whether they can be trained.

2. Will it be productive so that men can have more of what they need?

This criterion emphasizes that activities which would need subsidies or
special protection indefinitely are disadvantageous. Best of all are activities
which need no such help. If any others do require initial assistance, they
should be able to exist without it once the period of infancy has passed.
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3. Will it use resources and man power available in Cuba?
Activities which improve the seasonal balance, of course, meet this

criterion. But under-utilized resources also include geographical concentra-
tions of partially idle manpower, unexploited minerals, idle lands, over-
looked by-products, and even cultivated land where the yield is not what
it should be.

4. Will it provide jobs in the off-season for sugar-production?
A proposed activity with a peak demand for labor, transportation, and

other resources between May and November is clearly better for Cuba than
one with a peak which aggravates the busy season from December to April.
"Dead-season" projects are most desirable. Next to these are projects which
extend evenly throughout the year.

5. Will it help to diversify Cuba's exports?
So long as Cuba's exports consist so predominantly of sugar, the vagaries

of sugar demand will call the tune to which the whole economy must dance.
New industries producing for the domestic market cannot alone overcome
this difficulty. Diversification of exports-not by reducing sugar production
but by supplementing it with new exports based on Cuba's underutilized
resources-will both increase Cuba's income and render it more stable.

6. Will it help to widen the internal market and make it more comnpetitive?
Many factors can contribute here. Among them are credit and market-

ing practices, quality control, price policies, roads, warehousing facilities,
consumer-education, and the simple act of supplying what the market wants
rather than what the producer wishes to produce.

7. Will it contribute to a broader regional distribution of work?
In the past Habana has been more favored than even its relatively large

population would justify in regard to educational facilities, highways and
roads, and other basic utilities. At this stage in Cuba's development an
equivalent investment of money and effort will probably bring greater in-
creases in productivity if it is spent in building up some of the outlying
provinces. It would be a wise national policy for Cubans of energy and
talent deliberately to balance the natural attractions of the capital city by
doing everything possible to promote the economic and cultural advance-
ment of other provinces and of the Isle of Pines.

8. Will it take advantage of an opportunity peculiar to Cuba?
As an example, pottery manufacture from Cuban clays would meet this

criterion. But the raw material which Cuba can produce in greatest abun-
dance is sugar cane. Any feasible development which starts with sugar cane
and ends with products other than raw sugar will be of great advantage
to the country.
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9. Will it open up new natural resources or conserve and improve old ones?

The wealth of the country can be increased by giving access to resources
hitherto inaccessible by roads, mapping, etc., and by adopting sound con-
servation practices.

10. Will it improve the human capacities and skills of Cubans?

Education, vocational training, extension service work in agriculture and
industry, are clearly means of accomplishing this. Some kinds of industry,
such as automobile repair services, have a definite educative effect in
spreading mechanical or other skills and thus improving the country's
capacity to undertake still other kinds of production.

11. Will it encourage Cuban production?

For reasons already indicated in Chapter 3, advances in these respects
can be highly important in raising the productivity of all types of resources
in Cuba. They relate to business management, to government administration
and policies, and to the attitudes and actions of all Cuban groups.

12. Will it raise the standard of living of Cubans?

Anything which helps to increase production and to raise productivity
per worker will also help to improve the standard of living.

5. An Opportunity for Leaders

We have attempted to show that the development of Cuba is the business
of all the Cuban people. Neither the Government nor any single private
group can, by itself, break the vicious circle of the Cuban economy. There
must be simultaneous action by many people in many fields.

But it is obvious that the Government can-and should-take the initia-
tive and give a lead by suitable "framework" policies, which can catalyze
the many reactions needed for a dynamic economy.

We have discussed the benefits which will flow from a dynamic economy
to investors, business, management, labor and the people as a whole. It
remains to show the advantages to Government.

If the Cuban people are victims of a vicious circle so are their leaders.
For many years, this has placed leaders-whatever their politicial views-
in a great dilemma. They have been called upon to solve problems, for
which there is no permanent solution as long as the economy remains static.
They have often been expected to do what-under present conditions-is
impossible.

To the leaders of Cuba, then, only a dynamic policy can offer permanent
relief from the difficulties with which they have wrestled for so long.
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CHAPTER 43

The Sugar Industry
For a brief review of the Cuban sugar industry and for the Mission's

recommendations, see Chapter 7, Problems of the Sugar Industry, in Book III.

I. PRESENT CUBAN PRODUCTION AND PRACTICES

1. Requirements

Sugar cane needs a warm climate, good soil, and considerable moisture.
Cuba possesses these requirements. Adequate moisture is especially important
during the growing season. However, dry and cooler weather is desirable
during the ripening and harvesting. The principal climatic disadvantages

for cane production in Cuba are that the rainfall is not always adequate and
well-distributed throughout the growing season, and that as the island lies
in a hurricane belt crops occasionally suffer storm damage.

2. Land Areas
Sugar cane is grown in virtually every part of Cuba, but there have been

important shifts in the production areas. Before the first World War, Las
Villas and Matanzas Provinces of central Cuba were the principal sugar-
producing zones. As demands for sugar increased, greater quantities of cane
were grown in the eastern part of the island. In recent years the two eastern
Provinces, Camaguey and Oriente, have accounted for over half of the crop,
while the three eastern Provinces together have produced about 75% to 80%
of the total (Table 164).

Approximately 7.6 million acres or nearly 28%9 of Cuba's total land area
are controlled by sugar interests, but actually not over 3.5 million acres have

been in sugar cane production during any one year.' The average cane acreage
during the period 1936-40 was 2.3 million acres. which had increased to
over 3 million acres by 1948 (Table 165).

3. Organization of the Industry
Present-day Cuban sugar production is handled by a number of large

mills, known as centrales, distributed throughout the island. The first of this
modern type, supplanting numerous smaller units, was constructed in 1902.
Since the beginning of the century the total number of mills in operation
has varied from 133 to 199. In 1949 and 1950, 161 units were operating,
their individual production ranging from 5,400 to 170,000 short tons.2

1 Minnean, op. cit. p. 26.
2 Sogar statistics are complicated by the practice of . them either in Spanish long tons (2271.6 lbs.),

English long tons (2240 lbs.). English short tons (2000 ' or metric tons (2204.6 lbs.). depending on the
source. For uniformity the English short ton is used throughout this chapter except where otherwise
indicated.

795
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In earlier times the growing of cane and processing it into sugar was
conducted under the same ownership and management. Since the develop-
ment of the larger modern mills these operations have tended to become
separated. Most of the cane is now grown by independent farmers (colonos),
usually under contract for sale and delivery to specific mills nearby.

TABLE 164

DISTRIBUTION OF CUBAN SUGAR PRODUCTION BY PROVINCES, FOR VARIOUS YEARS

Pinar del
Year Rio Habana IMatanzas Las Villas Camag.ey Oriente

1936-40 .. ... 3.7 9.5 12.0 19.0 26.1 29.7
AVG.

1941-45 ......... 3.8 8.0 11.8 20.9 26.2 29.3

ANNUAL

1946 ....... ... 3.6 8.0 12.1 21.8 26.2 28.3
1947 .... .. 3.2 8.0 13.1 21.6 27.6 26.5
1948 .. . 3.7 8.3 13.0 21.6 27.6 25.8
1949 . 3.6 6.4 10.6 21.2 29.1 29.0
1950 . . 4.0 8.0 11.6 20.6 28.1 27.7

SOuRcE: United States Embassy.

TABLE 165

CUBAN ACREAGE AND PRODUCTION OF CANE AND SUGAR FOR VARIOUS YEARS

Case Harvested
Area inne se Total Sugar

Total Sugar a Produced b
Total Harvested Per Acre 1,000 Yield 1.000
(1,000 (1,000 Short Short of cane a Short

Year acres) acres) Tons Tons % Tons

1936-40 ..... 2,318 1,758 17.15 30,128 12.40 3,742
Av.

ANNUAL
1941 . . 2,294 1,847 17.87 33,010 12.50 4,134
1942. 2,172 2,093 17.45 36,525 12.29 4,516
1943 . 2,402 1,597 15.85 25,309 13.03 3,240
1944 . 2,496 2,392 18.90 45,314 12.41 5,643
1945 .. . 2,528 2,343 12.90 30,224 12.98 3,923
1946 ........ 2,645 2,517 14.65 36,859 12.15 4,476
1947 ... . 2,845 2,774 18.96 52,584 12.26 6,448
1948 . 3,025 2,915 18.61 54,270 12.30 6,675
1949 . 2,980 2,939 15.65 46,000 12.53 5,763
1950 . 2,960c - - 46,925c 12.81c 6,126

a Based an cane cut foe raw sugar, actual weight.
b Includes production of invert molasses.
c Estimate.
SouRcE: United States Embassy.
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The Colonos

Cuba has about 40,000 of these colonos, and not all of them are small
growers. It is estimated that about 15% of them are very wealthy and operate
large tracts of land, while some 70%s are "middle-class" farmers and the
remaining 15% rather poor. The proportion of the cane grown by colonos
has increased to approximately 90% in recent years. 3 The remainder of the
crop, known as "administration cane", is grown by the mills themselves on
their own land, using hired labor. Much of the land used by the colonos is
also owned by the mills. Decree 915 of 1950 abolished the payment of the
customary rental of $15.00 per caballeria for mill-owned lands planted to
cane by colonos.

4. Sugar Cane Varieties 4

The first cane brought into Cuba was of the creole variety, and this was
followed by the later introduction of Otabeite and Batavian types. A Batavian
cane known as crystallina was the most popular until the early 1930's; in
1931 over 89%o of the sugar cane acreage was of this variety. Since then,
of the many cane varieties grown, the POJ 2878 has become the principal
one. (POJ varieties were originated by and named for Proefstation Oest
lava, the experiment station in East Java.)

The production of the POJ 2878 variety of cane has expanded rapidly
since it was introduced in 1927. By 1938, approximately 38% of the cane
acreage was planted to it; this had increased to 51% in 1943, and now is
believed to cover more than 60% of the acreage.

Cuba has relied almost entirely on other countries for the development
of varieties of sugar cane. The Cuban Government has never formulated
an effective research program by which improved cane varieties especially
adapted to Cuban conditions could be developed, and by which improvements
could be made in cane cultural practices. The mill-owners' and colonos'
organizations have also neglected to set up a program of research in this field.

The Experiment Station
The present Sugar Cane Experiment Station is inadequate to fulfill the

needs. It is not properly equipped, and is understaffed. Although the Govern-
ment is paying the salaries of such personnel as it has, the operating expenses
of the station for the past year have been met, perforce, through the sale
of sugar cane produced on the station. In its inspections the Mission found
that no research was being conducted in irrigation, fertilization or cane-
breeding. Only a small amount of varietal selection was being done.

In actual fact this percentage is deceptively high. For bosiness reasons numerous mills grow adminis.-
tration rcae in the names of "colonos"-rral or not-who nopposedly have conteocted for management se-rices
of the mills. There at- certain tax aud wage-cost advantages to the renrraleo in this fictitious arrangement.
Ob-iously, the amouot of thin type of cone cnno.t be determined easily.

4 Minneman, op. cit., p. 30. Fetrando Agete y Pivero, L. Cana de actcar en Caba, Tomo 1, La Habana,
19o6. p. 228.
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TABLE 166

CUBAN AND WORLD SUGAR PRODUCTION, 1920-50

Total World Of Which
Sugar Cuba Cuba's

Production Produced % of
Equivalent World

Crop Year Long Tons (2,240 lbs.) Short tons Output

1919-20 ............... 15,500,923 3,730,077 4,177,686 24.07
1920-21 ............... 16,652,775 3,936,040 4,408,365 23.63
1921-22 ............... 17,649,687 3,996,387 4,475,953 22.64
1922-23 . .............. 18,359,484 3,602,910 4,035,259 19.62
1923-24 . .............. 20,301,730 4,066,642 4,554,639 20.03
1924-25 ............... 23,988,789 5,125,970 5,741,086 21.37
1925-26 ............... 24,326,642 4,884,658 5,470,817 20.08
1926-27 ............... 24,137,858 4,504,716 5,045,282 18.66
1927-28 ............... 26,093,066 4,011,717 4,493,123 15.37
1928-29 ............... 26,949,803 5.156,315 5,775,073 19.13
1929-30 ............... 26,809,243 4,671,260 5,231,811 17.42
1930-31 ............... 27,773,625 3,122,186 3,496,848 11.24
1931-32 ............... 25,506,713 2,602,864 2,915,207 10.20
1932-33 ............ ... 23,360,373 1,995,079 2,234,488 8.54
1933-34 .......... ..... 24,624,690 2,274,303 2,547,219 9.24
1934-35 ............... 25,056,854 2,537,385 2,841,871 10.13
1935-36 ............... 27,811,015 2,588,395 2,899,002 9.31
1936-37 ............. .. 29,809,856 3,012,968 3,374,524 10.11
1937-38 ............... 29,867,688 3,017,718 3,379,844 10.10
1938-39 ............... 28,647,306 2,758,552 3,089,578 9.63
1939-40 ............... 30,730,381 2,816,462 3,154,437 9.17
1940-41 ............... 30,400,799 2,440,990 2,733,908 8.03
1941-42 ............... 28,111,367 3,396,900 3,804,528 12.08
1942-43 ............... 26,666,836 2,879,464 3,224,999 10.80
1943-44 ............... 26,663,641 4,241,858 4,750,881 15.91
1944-45 ............... 22,943,244 3,503,788 3,924,242 15.27
1945-46 ............... 22,033,129 3,996,391 4,475,958 18.14
1946-47 ............... 26,807,383 5,757,436 6,448,328 21.48
1947-48 ............... 28,050,888 5,959,775 6,674,948 21.25
1948-49 ............... 31,487,353 5,145,644 5,763,121 16.34
1949-50a ............... 32,174,894a 5,469,732 6,126,100 17.01a

a Eotimated.
SouRcE: Manuel of Sug-r Companies, Farr & Co., N.Y. 1949-50. p. 30.

5. Yields

There are wide variations in Cuban yields of sugar cane between the first

crop (plant cane) and later crops (ratoons). Plant cane often yields 35 to

45 short tons per acre, but the average yield for all stands of cane (about

20% plant cane and 80% ratoon cane) usually varies from 16 to 20 tons

per acre over a period of years.5

The average annual yield of cane during the period 1936-40 was 17.2

tons per acre. Since this period large fluctuations in yields have been recorded.

In 1944 the average yield reached 18.9 tons per acre, then dropped to a

low of 12.9 tons in 1945, and again increased to almost 19 tons in 1947

(Table 165).

6AMinnemas, op. cit., p. 30.
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The Cuban sugar yields, which are obtained almost entirely without irri-
gation and fertilizer, compare very favorably with yields of most other
countries. They are, however, considerably less than those obtained in Puerto
Rico and Hawaii, as the accompanying table shows. The yields of sugar cane
per acre in Cuba can be increased appreciably by proper fertilizer applica-
tions and irrigation.

TABLE 167

AVERAGE YIELDS PER ACRE OF SUGAR CANE FOR SPECIFIED COUNTRIES,

1931-40

Raw Sugar as
Percentage

Cane Raw Sugar of Cane
Country (Short Tons) (Pounds) (Percent)

United States ......................... 18.5 3,011 8.15%,
Philippines ............................. 15.7 3,541 11.28
Cuba ...................... ........... 17.2 4,210 12.24
Puerto Rico .25.9 7,092 13.68
Hawaii .63.7 14,946 11.73

SOURCE: Minonoan, op. cit.

TABLE 168

CUBAN EXPORTS OF SUGAR, MOLASSES AND SYRUP, 1935-48

Total Sugar
Molasses and

Raw Sugar Refined Sugar and Syrups By-products

Quantity Value Quantity Value Quantity Value Total Value
Period (1,000 tons)a ($1,000) (1,000 tons)a ($1,000) (1,000 gallons) ($1,000) (81,000)

AVG.
1935-39 ..... 2,243 87,359 329 19,709 85,149 12,039 121,153

ANNUAL

1940 ........ 1,691 61,920 341 17,382 322,222 15,160 95,614
1941 ..... 2,759 118,236 375 19,686 442,545 27,725 167,026
1942 ...... 1,419 82,761 327 24,919 214,532 35,270 144,411
1943 ........ 3,269 196,965 372 29,063 140,740 24,916 280,412
1944 ....... 3,337 198,349 482 38,852 296,335 59,343 321,187
1945 ....... 3,034 203,458 607 55,762 117,341 17,712 294,793
1946 ........ 3,123 254,715 528 59,907 112,618 15,369 350,310
1947 ........ 4,889 533,079 516 78,535 218,297 29,799 662,724
1948 ........ 5,018 497,481 710 89,113 223,449 42,251 637,731
1949 ........ 4,185 418,864 610 75,129 n.a. n.a. n.a.

a Spanish long tuns of 2,271.643 pounds.
So0aRCR: Cuba Sugar Yearbook. Molasses and syrups data from Min. de Hacienda, Dir. Gen. de Esta.

discicas, Cuba.

6. Mechanization

The mechanization of sugar-cane production is meeting with opposition
from organized labor, under the contention that use of modern farm machinery
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in the cane fields would replace a large number of workers. Such opposition
might be more easily justified if complete mechanization came about rapidly
and left no time to develop other employment opportunities. However, in
the experience of other countries, agricultural mechanization usually develops
slowly and need not result in permanent unemployment for the replaced
workers.

Some mechanization has already taken place. The ox is being replaced
by the tractor for cultivation purposes. More improved farm equipment is
now being used in land preparation and in the cultivation of the cane.
Trucks and tractors are being used to a greater extent in transporting
harvested cane from the fields to the railroads or to the mills.

Further improvements could be made in many of the practices of sugar-
cane culture through a greater use of machinery which would lower the

TABLE 169

CUBAN EXPORTS OF SUGAR, TOBACCO AND OTHER PRODUCTS COMPARED, 1920-49
(Thousand Dollars)

Sugar and Tobacco sad All other Total
Year By-products its Products Exports Exports

1920....... . 732,432 48,702 12,908 794,042
1921 ........ 233,945 33,247 12,598 279,790
1922 ........ 277,743 35,068 14,840 327,651
1923 ........ 372,900 35,851 13,848 422,599
1924 ........ 382,321 39,408 13,136 434,865

1925 ........ 297,633 41,473 14,878 353,984
1926 ........ 250,218 37,346 14,145 301,709
1927 ........ 274,144 36,445 13,779 324,368
1928 ........ 224,988 39,094 13,988 278,070
1929 ........ 218,398 37,925 16,117 272,440

1930 ........ 119,905 33,579 13,927 167,411
1931 ........ 84,713 22,932 11,221 118,866
1932 ........ 58,453 12,926 9,293 80,672
1933 ........ 62,505 13,396 8,490 84,391
1934 ........ 83,430 14,474 9,842 107,746

1935 ........ 101,136 15,700 11,186 128,022
1936. ........ 126,913 13,331 14,603 154,847
1937 ........ 148,191 14,947 22,933 186,071
1938 ........ 112,399 13,540 16,739 142,678
1939 ........ 117,125 14,091 16,460 147,676

1940 ........ 95,614 12,141 19,533 127,288
1941 ........ 167,026 14,116 30,366 211,508
1942 ........ 144,411 15,766 22,198 182,375
1943 ........ 280,412 28,064 42,147 350,623
1944 ........ 321,187 51,744 54,127 427,058

1945 ........ 294,793 50,443 64,688 409,924
1946 ........ 350,310 55,602 69,952 475,864
1947 ........ 662,724 34,689 49,179 746,592
1948 ........ 637,731 32,869 39,272 709.872
1949 ........ 511,533 29,875 36,899 578,307

SoUcCE: Aa-rio Af-.c.rero, 1949, p. 98. 1949 data. Cuba Eco-om,ca y Fi-aociera, Mlay 1950, p. 13.
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production costs. For example, the practice of cross-cultivating young plant
cane as a means of controlling weeds materially reduces the amount of hand
labor nowv required. The results of tests of this kind under field conditions
and very promising, and consideration should be given to their widespread
application.

7. Processing and Handling
Loss in Extraction

Up to now the margin of profit in cane sugar production has been
relativelv large and it has not been considered necessarv to introduce refine-
ments in processing and production. It is unlikely that a situation like this
will be maintained in the future. Indeed, with constantly increasing labor
costs, it is probable that such refinements will soon become imperative.

According to information received from the Association of Sugar Techni-
cians of Cuba, there is a loss of about 17% in sucrose in the grinding and
other processing steps as carried out in Cuba, but some mills are much more
efficient than the average. In other countries the loss on extraction has been
reported to be as low as 10-11%. The difference is probably due to the fact
that Cuba cannot or does not exercise the maximum care in processing,
though this extraction loss might also be due in part to the character of the
cane or other agronomic factors.

Purity of Juice
The purity of the juice in Cuba is reported to be 83%, while in some

countries it runs as high as 90%. The impurities are made up of ash and
other non-sucrose materials. Such differences could very well be due to
fertility factors. For example, some evidence has been obtained in other
countries to the effect that the ratio of nitrogen to phosphorus in the soil
(or the absolute amounts of these elements in the soil) affects the purity
of the juice. It would seem to be of great importance to determine the facts.

The practice of allowing cane to lie in the field between cutting and
processing in the mill has the effect of lowering the sucrose content of
the juice. This is due to the inversion of the sugar that takes place
under these conditions. The time between cutting and milling should be
kept to a minimum for best results. Increased use of trucks to carry cane
to the mills will help.

8. By-products
Little Done

Although sugar cane by-products furnish a perennial topic of optimistic
discussion throughout Cuba, almost nothing has been done about them.
An exception is, of course, alcohol; but the initiative in this case has come
chiefly from outside Cuba, in the form of market demand and pressure
prior to actual production.



THE SUGAR INDUSTRY 803

The sugar industry apparently realizes the importance of its potential
by-products, but so far has been unwilling to invest on a large scale in
the research necessary to make them materialize. The industry apparently
prefers to wait for someone else to underwrite these initial costs and then
to bring to it new processes fully developed and tested. In consequence
the industry has occasionally fallen prey to unscrupulous persons proposing
to do just that; and, of the few by-product attempts that have been made
at all, some have been rather ill-advised.

Bagasse
The three main potential sources of by-products in the grinding of cane

are molasses, cachaza and bagasse. At least some possible commercial
products of all three are known, and many more show promise of develop-
ment through adequately directed research.

For various reasons, bagasse is the one which seems to appeal most to
the imagination. In some countries it is already being used successfully
in such products as wall-board and paper. It would merit no surprise if
someone were to demonstrate in Cuba that-from a technical standpoint-
such products can be made, for the way to do it is already perfectly well
known.

Economic Factors
Economically, however, the situation in Cuba is very different. In

Peru, where bagasse paper is manufactured, the zafra is continuous through-
out the year and bagasse is constantly available to keep a paper mill running.
In Cuba the harvest lasts four to five months, which means that either the
paper mill would have to run seasonally-making the seasonal labor situation
even worse than it already is-or else bagasse would have to be stored for
use in the dead season.

This offers a solution, only when and if successful and inexpensive
methods for storing bagasse are developed-a problem which has not been
solved to date.

Bagasse as Fuel
As far as the processing of bagasse is concerned, the foregoing argument

is applicable not only to paper-making, but equally to other proposed prod-
ucts. Meanwhile bagasse serves as a guaranteed fuel for Cuba's principal
industry. It is a fuel which is automatically supplied roughly in proportion
to its need; is always available precisely where it is wanted; and cannot
be curtailed by wartime shipping problems, foreign shortages or other
influences beyond Cuba's control.

Thus it is clear that the one and only pressing research problem at
this time in connection with Cuban bagasse is that of storage of the surplus.
Other developments can follow later.
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Other Research Problems
Apart from this problem, there is room for a great deal of profitable

research on the utilization of molasses and cachaza. This could lead to a
product diversification within the sugar industry itself which could diminish
its complete dependence upon sugar and molasses prices. This research
should be undertaken on a very substantial scale.

Bibliography

As an aid to formulation of a coordinated research plan, and also to
indicate the extent of the by-product possibilities in the sugar industry,
the Mission has prepared a partial bibliography of recent studies in this
field. This will be found in Appendix III of the present Report. (The need
for applied research is discussed in Chapter 9.)

9. Sugar Control Machinery

Result of Pressures
Control of the Cuban sugar industry has resulted from the economic

pressure of lost markets, social reaction against the system of large estates,
and from the empirical necessity of apportioning Cuba's quota in the U. S.

The control system in its present form dates from Decree-Law No. 522,
Jan. 18, 1936, which provided for the regulation of production, export, and
distribution of the crop for 6 years. This Decree-Law was shortly followed
by the Free Colonos Law of Sept. 8, 1936, and the Sugar Coordination Law
of Sept. 2, 1937. These measures were confirmed by Law No. 20, March 21,
1941, which gave the whole control structure a more permanent form.

Allocation of Crop

The opening date of the grinding season is specified each year by
Presidential Decree. At the recommendation of the Instituto Cubano de
Estabilizaci6n del Azzicar,6 the over-all crop is allocated to various markets.
For example, Decree No. 69 (Gaceta Oficial, Jan. 26, 1950) estimated a
1950 crop of 4,750,000 Spanish long tons, and ordered it to be distributed
as follows:

Crop Distribution Spanish Long Tons Equivalent Short Tons

United States free quota ............................... 2,600,000 2,953,080
World markets, free ............................... 925,000 1,050,615
Domestic consumption ............................... 225,000 255,555
Special quota, 1950 crop ............................... 1,000,000 1,135,800

Total ............................... 4,750,000 5,395,050

6 This Stobilizotion Institute is composed of 20 members; six of them are clo-ow, si. represent the large
and si. the smalt producers; and the Government appoints a member each for the industrial and agricultural
sectors.
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Since there is no restriction at the moment on the total amount of sugar
that mills may grind, but rather a strict administrative control of the market-
ing machinery, the final outturn of the 1950 crop in fact reached 5.393,541
Spanish long tons (6,126,100 short tons). The excess over the original
estimate was automatically added to the Special Quota.

An Unwise Proposal
As a general rule, ICEA announces releases from the Special Quota as

additional outlets appear for Cuban sugar. By making sugar temporarily
unavailable for sale even when it is physically available in Cuba, it has
some effect on sugar prices, but only within narrow limits.

Recent pressure from colonos and some other groups seek to give ICEA
the monopolistic powers of a Single Seller. Such a policy is ill-advised,
since Cuba will merely encourage nationalistic policies abroad should she
attempt exploitative action. As it is, following the pattern under wartime
bulk contracts, ICEA does act as exclusive selling agent for the entire
molasses production (c.f. Decree No. 4468, Dec. 12, 1947), but special
circumstances are involved.

Participation by Mills
The sugar output of each mill is divided up among the various markets

in the same proportions as is the total crop. Identity certificates are issued
to cover the sugar, once evidence of tax payment has been received. There-
after, export permits or domestic marketing permits are supplied automatically.

By this means, each mill participates in the domestic market (where
the price of raws has recently been controlled at 4.30¢ per pound); in the
U. S. market; and in world market sales.

However, each mill is not equally favorably located to serve these three
markets. Those in the Habana region are obviously in a better position
to supply domestic sales, while mills in Camaguey or Oriente can ship more
easily abroad. For this reason, and also with a view to earning speculative
profits on price differentials, there is considerable trading in the various
quota rights.

Minimum Quotas
Under present conditions of unrestricted crop, the marketing arrange-

ments described above are more important that the legal existence of pro-
duction quotas for each mill, which determine, on a historical basis, every
central's proportion of the total crop; or than the cane quotas for colonos,
which determine their "grinding factor" or their right to supply a certain
proportion of the cane ground by a particular mill.

The small colonos who provide less than 30,000 arrobas of cane, and
the smaller mills which produce less than 60,000 bags, receive preferred
treatment in the form of minimum quotas when restriction is in force.
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Other Controls

Legal dates for commencement of grinding; marketing quotas for U. S.,
world, and domestic outlets; sugar production quotas for individual mills,
cane production quotas for individual colonos; minimum quotas for small
mills and colonos; these do not exhaust the list of controls to which the
Cuban sugar industry is subject.

Freight rates on cane and sugar, size of bag, port of shipment, wage-
rates and the official average price for settling with colonos, are also matters
of official concern.

There is a very real danger that so comprehensive a control system
may have the effect of sapping the industry's vitality. For inefficient mills
and growers are protected to a considerable extent at the expense of the
more efficient. It should be pointed out, however, that the original intention
of some of these controls was to protect Cuban interests-the smaller mills
and the colonos-from indue competition by big foreign-owned companies.
Today, foreign ownership has receded, (Table 173), although most of
the largest units are still under non-Cuban control and management.

10. Production
Great Fluctuations

The fluctuations in Cuban sugar production (see Tables 164, 165 and 166)
are much more pronounced than those of total world production. Whereas in
1919-20 Cuba produced 24.07% of all sugar, this percentage declined gradu-
ally to only 8.54% in 1932-33, rose slightly above 10% in 1934-35, declining
again to a low of 8.03% in 1940-41.

During the second World War Cuban production increased in tonnage,
and owing to the drop in output of other sugar-producing countries, the
percentage rose to 21.48 in 1946-47. Recovery of Europe and, to a lesser
extent, the Philippines, as well as new plantings in colonial Africa and the
Americas, caused a sharp increase in world sugar production, of which Cuba
-though currently having an output of over 6,000,000 short tons-produces
a declining percentage.

With the end of bulk buying by the United States, Cuba again had to
seek her own place in the world sugar market.

The 1950 Carry-over

While there was still a very satisfactory demand for sugar in 1948 and
1949, Cuba was faced with a possible carry-over of about 800,000 tons of her
1950 crop. After the outbreak of hostilities in Korea, the U. S. once more
stepped in and bought 600,000 tons at the price of 5.380 per pound, f.a.s.
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Cuban shipping ports and the remainder was quickly absorbed in other
countries.7

Although there is reason to believe that the U. S. Secretary of Agriculture
had made too low an estimate of 1950 U. S. consumption and therefore at least
part of the unsold quantity of sugar would presumably have found its way
north, it is quite likely that some surplus would have remained. Cuba, there-
fore, once more faced the problem of carrying sugar into the next grinding
season and of a possible reduction in acreage.

As this is writen, the outlook is for a large crop in 1951, and extensive
new plantings during 1950 indicate that 1952 will again be a big year.

11. Comments on Sugar Costs

Difficulties of Estimating
Any estimate of the cost of sugar production must be interpreted with

extreme caution. The price paid for cane to growers varies with the price
of sugar, as do freight rates as well. Wages go up, and theoretically also go
down, in correspondence with changes in sugar prices.

The sugar-content of the cane will vary from year to year for reasons
beyond the grower's control. Proceeds from the sale of by-product molasses
are commonly regarded as separate income, while selling-costs may be regarded
as a deduction from receipts.

Average cost per bag or per pound does not indicate how readily a mill
may expand its output, nor do existing costs necessarily reflect how costs
may be adjusted downward to meet a fall in price. Owing to rigid controls
many costs factors are inelastic. Furthermore, any average production cost
for the industry as a whole is an artificial concept which neglects differentials
between the positions of individual mills.

Some Comparisons
Nevertheless, some useful comments may be made on the basis of the costs

indicated in Table 170.
Between 1939 and 1949, the official average price in Cuban public ware-

houses rose from 1.508¢ to 4.345¢ per pound, or almost 290%. While only
Mill B's total costs had risen a corresponding amount, it is evident that in
each case the cost of cane alone rose more than 300%.

The increase in indirect costs (which include maintenance) reflects, in
part, the increased expenditure for general repairs in periods of good profits
-an expenditure which undoubtedly goes beyond mere replacement and has
the effect of increasing the productive capacity of the mill.

rThe total quantity actually delivered under this contract, however, did net exceed 556,000 short tons.
With this the C.C.C. assignments were completed. (U.S.D.A. 1.12-51)
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Aside from the 10-year comparison, Mill A provides the most interesting
figure, since it shows a cost per pound of 3.67¢, despite unusually high trans-
portation costs. There is reason to believe that such a figure is not uncommon
for American-owned mills.

For American-owned enterprises controlling about two dozen mills, data
supplied by the Ministerio de Hacienda shows an average cost of 4.20 per
pound, f.a.s. Published balance sheets indicate that these companies can
earn good profits at sugar prices prevailing recently. Presumably the record
for many Cuban mills is at least as good, for the latter appear to operate with
lower overhead costs, and are able to avoid certain other expenses that must
be met by U. S.-owned mills. Estimates for them are less reliable, however,
because accounting practices are not as strictly followed and there are often
family ties with the cane-growers.

TABLE 170

REPORTED COSTS OF SUGAR PRODUCTION PER 325-LB. BAG

Mill A Mill B Mill c

Cost 1939 1949 1939 1949 1939 1949

Cost of cane at mill ...................... $2.28 $ 7.40 $2.81 $ 8.43 $2.84 $ 9.35
Direct manufacturing cost ............ .14 .39 .48 .71 .26 .86
Bags and bagging ....................... . 17 .60 .18 .59 .33 .57
Direct taxes ............... ........ .35 .61 .28 .28 .28 .34
Indirect costs ........................ .77 1.44 .60 2.45 2.39 3.59
Depreciation ....................... .99 .47 .01 .15 .60 .43
Transport to seaboard ........ ......... . 65 1.02 .18 .85 .22 .29

Total cost, f.a.s ....................... $5.35 $11.93 $4.54 $13.46 $6.92 $15.43

SOURCE: Private sugar companies.

Taxes

In a sugar economy, the sugar industry may be expected to carry a con.
siderable share of the tax burden. The multiplicity of taxes, the tying of
specific taxes to particular purposes whose needs do not necessarily correspond
to fluctuations in tax revenues, and the survival of taxes after the lapse of
their original purpose, are to be found here as well as elsewhere in the Cuban
fiscal system.

No less than 15 taxes are levied on sugar and sugar by-products. These and
their effects are discussed in Chapters 6 and 36.

12. The Export Market
Variations in Exports

Cuban sugar exports (Tables 168 and 169) accounted for 90% of the
value of all exports from the Republic in 1948.
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Prior to 1926 as much as 98%a of the product was exported as raw sugar.
However, during the five-year period 1936-40, raw sugar had declined to
70.5% of the total value of sugar exports, while 17% was shipped as refined
sugar, 11.5%c as molasses and syrup, and 1% as other by-products. From
1944 to 1948, raw sugar accounted for 74.3%, refined sugar 14.2%c, molasses
and syrup 7.3%, and other by- products (principally distilled products) 4.2%.

Table 169 shows the enormous fluctuations in sugar exports. During the
catastrophic depression of the early 1930's, sugar exports declined to only
$58,500,000, about 8% of the all-time high of $732,500,000 of 1920. Although
all prices broke, it is interesting to note that tobacco exports declined to 25%
of their 1920 level, whereas "all other exports" maintained themselves at
72% of 1920 values.

Beet-sugar Production Gains
During 1948-50 large quantities of sugar were shipped under ECA

financing and to Japan. ECA is in process of being reduced and is scheduled
to end in 1952, but the dollar shortage of many of Cuba's present customers
may well be of longer duration. Also, European beet-sugar has made appreci-
able gains, as the following table shows:

TABLE 171

EUROPEAN BEET SUGAR CROPS
(Excluding USSR, Crechoslovakia, Hungary, Poland, Bulgaria and Roumanaia)

Long Tons

1945-46 . . ................... .. 2,839,049
1946-47 ... ......................... 4,000,632

1947-48 ......................... ... 3,396,893
1948-49 ............................ 5,079,235

1949-50 .......................... 5,000,446

1950-51 (estimated) . .... . 6,056,000

Souacs: Weekly Statistical Sugar Trado Journal, Docember 7, 1950.

Importance of New Customers

It is imperative, therefore, for Cuba to exert every effort to retain newly
won customers.

This implies a change in the traditional import policy, under which the
United States has seen her share in all Cuban imports rise from 59% in 1929
to 84% in 1947 and 80% in 1948.

In this connection, it should be mentioned that merchandise from the U.S.
enjoys a 20,% tariff preference. It is clear that other countries could not
compete in the Cuban market unless Cuba were free to grant them equal
reductions.
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Problem of the Quota
If Cuba's sugar industry is to rest upon a more solid basis, another point

to be considered is the quota in the North American market, into which a
very considerable part of Cuba's sugar finds its way each year. But this
quantity is dependent, in the first place, upon the estimate of the U.S. Secre-
tary of Agriculture of the total U.S. consumption of sugar, and secondly,
upon the uncertain deficits of other areas, who have fixed quotas.

Since, for instance, Cuba's quota in the U.S. is raised by 95% of the
deficit of the Philippine Islands, she is to some degree dependent upon
production in countries entirely beyond her control. It is therefore extremely
difficult, if not impossible, to plan how large the crop should be.

Cuba has shown herself in the past to be extremely flexible in her pro-
duction-much to the advantage of the U.S. in wartime-but she needs a
more solid basic production. Possibly this can be procured only by fixing
at least an actual weight quota, such as the Philippines have under the 1946
Trade Act.

Diversification Essential

The inescapable conclusion to be drawn from the figures is that prosperity
and stability cannot rest upon sugar alone. The figures clearly show that
diversification is essential for Cuba's future well-being.

This should not be taken to mean that sugar production should be sacri-
ficed to diversification. The sugar industry should remain a very large con-
tributor to Cuba's wealth. But sugar, as almost the only base for the country's
entire foreign trade and international balance of payments, is too uncertain;
and Cuba's economic foundations must be extended and reinforced. This can
be achieved only by the expansion and development of more varied activities.

II. LESSONS OF HISTORY

1. Early History

Sugar cane was introduced to Cuba over four centuries ago. In colonial
times the development of the industry was a slow one. It was only after the
Haitian revolution in 1791 and the freedom of trade obtained in 1818, that
production began a spectacular rise. More sugar was then exported to the
U.S. than to Spain.

The introduction of steam and the construction of railroads stimulated
production and marked the disappearance of hundreds of small producing
entities, which were being replaced by the large units, or centrales. More and
more did the industry become dependent upon the U.S. market. It was there-
fore to be expected that Cuba, upon attaining independence, would begin the
negotiations with the U.S. which led to the Reciprocity Treaty of 1902.
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2. Twentieth Century Influences

Many of the facts bearing on the history of sugar markets are a matter
of common knowledge, and it is necessary here only to record some of the
highlights from Cuba's viewpoint.

1. The Reciprocity Treaty of 1902 (effective Dec. 17, 1903), which
granted Cuba's sugar a 20% tariff preference in the United States market,
provided an economic motive for a rapid expansion of the industry.
The return of stability which came with the attainment of Cuban inde-
pendence provided a political motive. Production, which had been above
one million tons before the revolutionary wars but had fallen as low as
241,000 tons, had been expanded to nearly 3,000,000 short tons by 1914.
This was aided by American and, to a lesser extent, other outside invest-
ment in sugar properties and railroad development.

2. By 1912, Cuba had displaced all full-duty sugar from the U.S.
market, with two important results: the preference ceased to give Cuba
a price advantage in the U.S.; and her sugar exports, which had previ-
ously gone exclusively to the U.S., now began to seek markets elsewhere
in the world, especially in the United Kingdom.

3. Dislocations of World War I, and especially the destruction
wrought in the European sugar-beet fields, meant increased reliance on
Cuban sugar by the Allied Powers. This provided the incentive for
expansion of production to 4,554,000 short tons by 1919. In the follow-
ing year production was slightly lower, but unprecedentedly high prices
brought Cuba the record figure of $773 million dollars in revenue from
the export of its sugar crop. This "Dance of the Millions" was promptly
followed by a disastrous price fall that undermined the entire Cuban
economic and financial system.

4. In the early twenties, through foreclosure, many of the better
mills had passed into the control of foreign banking syndicates. Sugar
prices-and the market for sugar property securities-recovered suffi-
ciently to promote a further expansion of 25%c in Cuba's productive
capacity. Exports exceeded 5.4 million short tons in 1925.

5. There followed a period of progressive deterioration in Cuba's
position. U.S. tariff increases in 1921 and 1922 encouraged sugar pro-
duction in Hawaii, the Philippines, and Puerto Rico, and the stiff Smoot-
Hawley tariff of 1930 was a further competitive blow to Cuba. Whereas
Cuba had exported nearly four million short tons of raw sugar to the U.S.
in 1929, by 1933 the figure was down to about one million. A rise in
the export of refined, from 331,000 to 472,000 short tons, in no way
compensated for that decline. Although falling income reduced total U.S.
consumption, her imports from insular possessions actually increased.
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6. Because of the world depression and protectionist policies in
other countries, total exports of Cuban raw sugar declined from 5.1
million short tons in 1929 to two million tons in 1933.

Lesson of Disaster

This disastrous episode is of much more than historical interest. During
this period under discussion, Cuba and Java were unquestionably extremely
low-cost producing areas. Yet both found themselves increasingly unable
to market sugar.

The lesson is clear that sugar is not sold purely on a price basis, and
that reduction in costs cannot by itself assure Cuba a larger share of the
market.

3. Attempts at Market Control

These facts are important in appraising both the present psychology and
the future prospects of Cuba's sugar industry. They also provide the back-
ground for various attempts to improve the situation by "artificial" control
of sugar markets, which it is worthwhile to catalogue at this point.

1926
Under the Verdeja Act (May 3, 1926) and related decrees, legal restric-

tions were imposed on sugar production-including reduction of total sugar
output in 1926 and 1927-production quotas for individual mills, prohibition
against clearing virgin forests for planting cane, and delay of the opening date
of the grinding season.

1927
To encourage a more diversified economy and to replace imports that could

not be financed by reduced export receipts, a protective tariff was introduced.
Results appear to have been satisfying in the cases of certain manufactured
articles as well as of eggs, jerked beef, corn, and coffee. Cuba even exported
coffee.

So far as sugar controls were directly concerned, the emphasis shifted
(Sugar Defense Act, October 4, 1927) from unilateral Cuban restriction to pos-
sible international action, and from production control to marketing (i.e.,
export) control. Negotiations for an international agreement floundered, although
in the process Cuba reduced its production further. Mills were assigned quotas
separately for home consumption, the U.S., the rest of the world, and a small
reserve. The latter two quotas were readily disposed of by the Sugar Export
Company, jointly owned by the mill owners and serving by law as their selling
agent for sugar exports other than to the U.S. Difficulty in selling to the U.S.,
together with expanded production elsewhere, caused discouragement in Cuba.
Production and marketing controls were lifted late in August 1928, and a free
market for Cuba's sugar was restored.

1929
With a record crop in prospect, it was the American producers who were

first to seek escape from free market forces. The success of their voluntary
central selling agency, (Joint Foreign Sales Syndicate) in disposing of a con-
siderable tonnage revived interest in governmental intervention.

By decree of July 26, the Cooperative Sugar Sales Agency was organized
with the ambitious task of marketing the unsold portion of the 1929 crop and
the entire 1930 crop. This episode was a fiasco: there was no auxiliary control
of production; the mill owners were unable to borrow against agency-held sugar;
the agency itself owned no sugar outright, nor was it able to liquidate any
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considerable portion of the new crop. Dissolution, and the return to private
selling, came on April 14, 1930.

1930
By now, the piling-up of unsold surplus sugar in exporting countries was

becoming a sufficiently pressing problem to make international agreement
feasible. Again the move away from an unregulated market was spearheaded by
American interests, this time in the person of Thomas L. Chadbourne. As a pre-
liminary measure, Cuba passed the Sugar Stabilization Act on November 15.

The most obvious mistakes of the past were avoided. A new Sugar Export
Corporation segregated and purchased outright, at $4 per bag and with funds
obtained from a special bond issue, 1.5 million long tons of old-crop sugar out
of 2,200,000 tons unsold sugar surplus of 1929 crop. A system of export quotas
was restored, including a maximum allowance for the U.S. market as previ-
ously established in an understanding between Cuba and certain American
sugar groups. Presidential authority was granted to limit the total sugar crop
under international agreement or at the request of Cuban producers.

1931
An International Sugar Agreement was ultimately signed at Brussels on

May 9 among seven (later nine) cane- and beet-sugar exporting countries. Par-
ties to the agreement were the organized sugar industries of the member coun-
tries, although in some cases (as, for example, a new Cuban Sugar Stabilization
Institute) the organization was government-sponsored.

The Agreement was ineffective in raising sugar prices, or even in preventing
their further decline; only in May 1932 was rock-bottom reached. Success was
more conspicuous-though at considerable sacrifice-in one prime objective:
the gradual disposal of surplus sugars before the agreement lapsed on December
31, 1935. To accomplish this surplus-disposal and conform with their commit-
ments, Cuba and Java (the two main cane-sugar exporters and the ones lacking
significant domestic markets) reduced sugar production by upwards of 60% of
their previous highs. Participation was not sufficiently wide to prevent a more-
than-offsetting expansion in various sugar areas supplying protected markets.

1932
Declining sales in the U.S., and the repercussion of a sharply reduced sugar

crop, resulted in additional measures within Cuba. By segregating a portion
of the U.S.-destined supplies on July 2, 1932, for release only after June 30,
1933, (unless the New York price climbed to specified levels), the attempt
was made to ration separately the American market, and with some measure
of success.

1934
Notable improvements in the Cuban position have come neither from uni-

lateral nor international action, but rather from favorable shifts in the commercial
policy of the United States. This was true of the 20%'o tariff preference granted
Cuban sugar under the terms of the Treaty of 1902. It also holds for Cuba's
benefits from the U.S. sugar import quota system enacted by the Jones-Costi-
gan Act of May 9, 1934.

While not treated as generously as continental beet sugar producers or
insular cane territories, Cuba was at least restored to a somewhat better posi-
tion than its 1933 share of the U.S. market. She was also assured a more stable
market-an advantage similarly enjoyed under the Sugar Act of 1937 which
continued the quota system.

In one respect, however, Cuba was affected adversely. The tendency for
increasing Cuban exports of refined sugar, encouraged in part by fortuitous
tariff scaling in the Smoot-Hawley law, was reversed by a special quota restric-
tion on amounts of Cuban "direct consumption" sugar admissible to the United
States.

The U.S. import quota system not only helped maintain the volume of
Cuban exports, but also was of assistance price-wise. Prices of sugar in the
United States became dependent on the total quota established by the Secretary
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of Agriculture and, as a result, the c.i.f. New York quotation rose substantially
above the world market price of sugar.

In addition, Cuba obtained two reductions in the U.S. tariff. By proclama-
tion of June 8, President Roosevelt reduced the standard rate on 960 raws from
the 2.500 per lb. level it had reached under the Smoot-Hawley Act, to 1.875¢.
With its preference, Cuba could therefore ship sugar at a 1.500 duty, a figure
lower than at any time since 1921. Later in the year, inder the terms of a
Reciprocal Trade Agreement, the tariff on Cuba alone was further reduced.
This tariff, which continued until 1942 except for a few months in 1939 when
the import quota system was suspended, substantially increased the net realiza-
tion from sugar sales in the U.S.

1935
The Import Control Law represented an attempt to force increases in Cuba's

sugar sales, using tariff discrimination as a weapon. A multiple-tariff system
was introduced, of which the minimum schedule applied only to those countries
who imported from Cuba 50% or more of the value of their exports to Cuba.
Some commodities, including sugar bags, were excepted, and the act as a
whole was suspended on June 1, 1942. An export duty of 11/a% ad valorem,
imposed on molasses November 8, 1935, must be regarded as a revenue measure.

1936
A decree of Jan. 20 followed the lapse of the International Sugar Agree-

ment of 1931. The mechanism of mill production quotas and mill export
quotas (separately for domestic, U.S., world market, and reserve purposes) con-
tinued to be enforced in Cuba, with the Cuban Sugar Stabilization Institute
the main administrative agency. Where the 1930 legislation and 1931 agree-
ment involved the disposal of surpluses, the new act reflected a policy of surplus
avoidance, since an attempt was made to set annual quotas at levels that could
in fact be marketed. The machinery has been continued, substantially un-
changed, to the present.

1937
As the belated result of negotiations begun at the 1933 Monetary and Eco-

nomic Conference in London, a new and broader International Sugar Agreement
was concluded on May 6. Twenty-one countries, representing 90% of world
production, were signatories. The main purposes were: to maintain, at least at
its existing level, the "free" (or unprotected) world market, by then only 10%
of total world consumption; to regulate shipments to that market by a system
of export quotas; and incidentally to strengthen the world sugar price.

The agreement was not conspicuously successful. Ratification was a pro-
tracted process, and enforcement was accordingly incomplete during the first
year of operations. By the second year, nations had begun to stockpile sugar
for war purposes. The concord was intended initially to be in effect for 5 years;
but export quotas were suspended during the war, while repeated extensions
(although with reduced memberships) maintained the machinery in operation as
an instrument for postwar policy. Negotiations for a new agreement recently
took place in London, but no definite conclusions were reached, since the out-
break of the Korean war altered the world sugar outlook.

Wartime Prosperity

The early years of World War II were difficult ones for Cuba, especially
in view of shipping shortages. Aid of a new type came from the U.S. in
1941, when a loan was obtained from the Export-Import Bank, 400,000 tons
of sugar being employed as security.

Real prosperity did not return to Cuba until the U.S. became involved
in the War. A new Trade Agreement, signed on January 5, 1942, reduced
the duty on Cuban sugar to .75fs per pound, further increasing the price
actually realized by Cuba from sales at the U.S. price. More important was
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the bulk purchase by U.S. agencies-first the Defense Supplies Corporation
and later the Commodity Credit Corporation-of Cuba's entire wartime crops.
The crops during 1942, 1943 and 1944 were purchased at 2.654 f.o.b.
Cuba, and the 1945 crop at 3.100. For use in the production of synthetic
rubber, purchases included quantities of high-test molasses at equivalent
prices on a sugar basis, and Cuba's exportable surplus of industrial alcohol
was also contracted for.

The contract for the 1946 and 1947 crops included an escalator clause
that provided for increases in the sugar price in conformity with higher
commodity prices in the U.S., thereby protecting Cuba against inflated prices
for essential imports. Average prices paid under this arrangement were
4.18160 in 1946 and 4.9625¢ in 1947.

Following the Geneva Trade Conference, as of January 1, 19-18, the
U. S. tariff on Cuban sugar was further reduced to .50¢ per pound, while
the full tariff for sugar from other countries was set at .6875¢.

Today and Tomorrow
The anchor to Cuba's sugar sales is still its position in the U. S. quota

system. The U. S. Sugar Act of 1948 specifies absolute quotas, totalling
4,268,000 short tons, raw value, for domestic sugar-producing areas, to-
gether with a further 982,000 tons for the Philippines as required under
the terms of the Philippines Trade Act of 1946. Cuba receives 98.64%
of the remaining consumption requirements, but is assured as a minimum
the 28.6% of total U. S. requirements that it enjoyed under the 1937 Act.
Cuba also shares in the reallocation of deficits in the supply from any
domestic area, and receives 95%c of any deficit in the supply of sugar
from the Philippines.

Deficit Provisions

The deficit provisions have been extremely important. Since neither
Hawaii nor the Philippines were producing at prewar rates in 1948 and
1949, Cuba's adjusted quota amounted to 41% of U. S. estimated consump-
tion, or an average of 3,017,000 short tons. Cuban sales were further
sustained by U. S. Government purchases amounting to 1,700,000 tons
for civilian consumption in occupied areas and for other countries receiving
ECA assistance.

In 1950, under the revised quota of August 23, Cuba was permitted
to ship to the U. S. 3,430,580 short tons, or 39.43% of total U. S. require-
ments. For 1951 her initial allowance is 2,902,600 short tons or 36.28%
of estimated needs.

While it is true that the use of Cuba as a flexible source of sugar
supply has made for a much smoother operation of the import quota
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system in the U. S., Cuba's benefits from that quota system are equally
clear. Not only have her sales been maintained, but the f.o.b. price realized
on sales to New York have sometimes ranged one cent and more above
prices to world markets. This situation has sometimes given rise to the
charges that Cuba dumps its excess sugar on the world market. Since the
outbreak of hostilities in Korea, world market sugar has sold close to or above
parity with U. S. quota sugar.

Problem of Tariff Policy

Even in an extremely favorable year like 1950, Cuba's U. S. quota at
once suggests that it is to the world market that Cuba must look if sugar
production is to be maintained at anything like present levels. Such a
conclusion raises the problem of revisions in tariff policy which would
increase Cuban purchases from areas other than the U. S.

It is an open question too. whether the U. S.-in view of its excellent
competitive position and natural advantage of proximity-needs to enjoy
preferential treatment in the Cuban market, when certainly such a preference
handicaps Cuban sales abroad.

TABLE 172

REVISED U. S. SUGAR QUOTAs-AUG. 23, 1950

(Short Tons, Raw Value)
960 Polarization

Domestic Beet ............ .............. . ......... 1,900,000
Domestic Cane . ..................................... 546,861
Hawaii ...................................... 1,150,594
Puerto Rico ................... .................. 1,060,545

Virgin Islands ......... ..................... . ..... 10,000
Philippines ......... ............................ 532,000
Cuba ..................................... 3,430,580a
Foreign (full duty) .................................. ... 69,420

a Includes the raw value of 375.000 tons of "direct consumption- sugar. Outside the quota 7,970,558
gallons of syrup of not over 72% sugar content (roughly equivalent to 35,000 short tons of sugar) may be
imported into the U.S.

SousRCt: Weekly Statistical Sugar Trade Journal, Aug. 24, 1950.

4. The Changing Balance of Power

Period of Transition
Notable political and social changes have been taking place in the industry

in the last 15 years. The hacendados (mill owners), with their experience,
their control of the mills and, through them, of 70%o of the cane lands,
remain, of course, a major force. But they have been compelled to share both
their powers and their profits to an increasing degree with the colonos and
the sugar workers.
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Cuba is one of the first sugar-producing areas to be going through such
a transition, with the result that it is apparently experiencing a heavy increase
in labor costs as compared with competing areas. The period is bound to be
a somewhat difficult one.

Many mill operators and administrators are quite evidently adjusting
to the new circumstances, and will probably continue to do so as long as they
can. Within limits, a wider diffusion of the profits of the sugar industry than
before is probably desirable if an expanded market for domestic industry
is to be developed, and if funds are not to be funneled into expensive real
estate, imported luxuries, or foreign exchange assets. One danger of excess
in this direction, however, is that too rapid a diffusion of profits in good times
may leave the mills without funds for eventual renewal of equipment, and
without the reserves to weather the bad years.

Increased Participation of the Colonos
The cane planters have obtained an increasingly important position in the

political organization of the industry. The Asociaci6n de Colonos de Cuba
was set up as a compulsory association under the terms of Decree No. 16,
January 2, 1934, to give the group a corporate voice. Since that time, their
interests have been more strongly pressed within the Institato Cubano de
Estabilizacion del Azigcar, and through it at international conferences, and in
governmental circles.

By the terms of the Sugar Coordination Law, Sept. 2, 1937, minimum mill
rates were established for settling with colonos on their sale of cane. When
the average sugar yield of the mill was not over 12%, the colono was to receive
the equivalent of 48% of the yield; when over 12% but not over 13%, he
was to receive 47%; and when over 13%o, he was to receive 46%. Appropriate
adjustments were to be made in each case for land rental.

This system, which ties the cost of the cane to the price of sugar, has the
obvious advantage that it promotes flexibility in the industry's cost structure,
thereby making it easier to absorb a decline in sugar prices. On the other
hand, since liquidation with individual planters is on the basis of the average
yield for all cane ground, the individual planter has no incentive to increase
the sucrose content of his own cane. In fact, under the original law there was
actually a negative incentive, since the colonos' proportionate share actually
declined with higher mill yields. The system did, of course, encourage the
mill to increase the efficiency of its operations, and compensated it for installing
better equipment.

No Incentive for Individuals
The legal arrangement was altered under the terms of Presidential Decree

No. 2160, July 11, 1949. This gave a new over-all benefit to the colonos
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because the higher figure, 48%, now became the standard basis for liquidation;
and, at least, the negative incentive of lower-return for higher-yield was
removed. By Decree 915 of 1950, the colono is guaranteed a minimum of 6
arrobas of sugar for each 100 arrobas of cane, irrespective of mill yield.

Hereafter, as the average sucrose content of cane is increased, the mill's
colonos will share pro rata in that increase. But, so far, the industry provides
no incentive to the individual colono to improve the yield of his cane.

The 10-month Average
Beginning with Decree No. 586, of February 26, 1948, it has become the

practice for the mill to settle with colonos on the basis of a 10-month average
spot price, rather than the 15-day average which had been the pre-war practice.
To determine the spot price, 27¢ per bag, representing per bag taxes, is
deducted and allowance for port expenses is made. Since sugar prices are
characteristically lower during the peak of the zafra, colonos were previously
liquidated at artificially low prices. In deviation from the 10-month rule,
1950 liquidations with the colonos were made at an eight-month average.

Formerly, liquidation with the colonos was entirely on the basis of
sugar production of the mill, and receipts from by-product molasses were
considered the exclusive property of the mill. Extremely attractive wartime
prices for molasses, however, made the colonos dissatisfied with this arrange-
ment. Presidential Decree No. 3209, October 15, 1945, provided that
when the price of molasses was over 4¢ per gallon (base, 52% total sugar
content) the excess was to be shared in the proportion of 53% for the
mills and 47%o for the colonos. A new decree (No. 915, March 23, 1950)
has raised the participation of the cane grower to 50%. This sbould prove
particularly valuable to the colonos, as the ICEA has already sold 180,000,000
Intervention gallons of new crop molasses-mainly to the U. S. and U. K.-
at 20# per gallon f.a.s.

Disputes between a mill and its colonos, or with its labor force, have
at times led to governmental "intervention" of the sugar property. Examples
have been Centrales Tananmo, Conchita, and Limones. While the purpose
has been understandable-to keep the mainstay of a community's livelihood
in production-the procedure, in effect, has tended to remove from manage-
ment the decision as to whether continued operation is profitable. Ultimate
settlements of the disputes are usually less favorable to the mill than to
the colonos or workers.

Labor Gains

Agricultural and industrial labor employed in sugar production has
made substantial gains in recent years. Besides the pronounced security
of tenure enjoyed by much Cuban labor, longer periods of employment,
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paid holidays and extensive social benefits, mill workers' basic wage rates
were raised 185% between 1941 and 1947. The flat percentage increases
which were decreed applied equally to ordinary workers at $1.20 a day and
specialized personnel, like chief electricians, who had received $6.00 per
day. The minimum basic wage rate for agricultural labor for an eight-hour
day rose from 800 in 1938 to $2.88 in 1947 and succeeding years.

The Sugar Coordination Law tied wages in the industry closely to the
price of sugar. In such occupations as cutting, loading, and hauling, the
wage was geared to the value of specific quantities of sugar. Other methods
of calculation were specified for the minimum daily wage for agricultural
workers, and also for that of industrial labor. In the latter case, the wage
was to rise from $1.00 to $1.86 to correspond with rises in the price of sugar
from 1.560 to 3.000 per pound. On April 10, 1947, the Minimum Salaries
Commission prescribed mimimum fluctuating salaries for clerical workers
in the sugar industry, classifying them at the same time in categories.

One-way Coordination
The same principle was continued by Decree No. 4164, of Dec. 31, 1945,

which provided for wage increases when the price of sugar rose above 30.
This was duly applied to the 1946 and 1947 crops. But as soon as the official
average price of sugar declined from its 1947 peak, the link between wages and
sugar prices was broken. Presidential Decree No. 4602, Dec. 30, 1947, ruled
that the 1947 wages should be applied as the minimum rates in 1948, and
similar decrees have continued that situation.

It has been contended that this action was defensible because, though
prices had fallen, the volume of sales was so well maintained that the total
value of the crop did not decline seriously. Thus, it is claimed, the mills
continued to be in a position where they could pay the high wages without
finding their earning position greatly impaired. To the extent that the price-
wage linkage is a form of profit-sharing, something may be said for this
view. To freeze the basic wage, however, in the face of a price decline,
and before it is possible to know what the volume of sales is likely to be, is
basically unsound in an export economy like Cuba, which has to meet world-
wide competition in marketing its sugar crop. For, under these circumstances,
the cost aspect of wages is at least as important as their income aspect. Cuba
is therefore less able to introduce artificial wage supports than are some
other countries.

MiU Owners Claim Renounced
These measures, it should be recognized, not only reduce the sugar mills'

adaptability to any decline in sugar prices, but also put a heavy burden on the
colonos, who must pay the field wage-rates. In order to relieve the difficulty,
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Decree No. 218, Jan. 23, 1948, provided for reimbursing mill owners and
cane growers the extra wages paid, by means of a tax rebate.

The Government has since met its obligation to the colonos but it has
renounced the claims of the mill owners, amounting to $6,000,000. The Mis-
sion feels that the Government is ill-advised in going back on its legal com-
mitment, and that actions of this kind tend to destroy respect for contractual
obligations in Cuba.

Need for Downward Flexibility
The Mission is also of the opinion that steps should be taken to reintroduce

some downward flexibility into sugar wages. Since profits are presumably a
reward for taking risk, any form of profit-sharing by the workers implies
a reasonable obligation to share the risk. At the same time, however, there
is no good reason why wages should be the only buffer which absorbs the
immediate impact of declining sugar prices.

If wages are to remain tied to the sugar price at all, one preferable proced-
ure might be to adjust them to changing sugar prices with a time-lag. This
would maintain wages at the old level if the sugar price changed in a given
year, but raise or lower them if price continued to change in the same direction
in the succeeding year.

Value of Time-lag

Whatever the method used to determine wages in relation to the price of
sugar, it would seem that adjustments should be made at some time after the
zaira, when most sales have been completed and the final value of the crop
can be estimated. Payments to the workers, in excess of either a fixed or
variable rate, could then be made in the form of a bonus. Such a bonus
would be paid not only on a rising market, but also if the total value of the
crop did not decline significantly despite a price drop.

The Mission believes that all bonus-type payments to the sugar workers-
whether on account of the foregoing, or "super-production", or other concepts
-should be made during the dead season. It is clear that this would cause
a few complications in bookkeeping, and that tax payments by the companies
might have to be timed differently.

But the advantages of the scheme in spreading workers' wages, and thus
improving dead-season prosperity in many other lines, are so manifest that
employers, sindicatos and the government should be willing to cooperate in
putting it into effect.

A Tax on Efficiency

Labor has already established a precedent for being entitled to a share in
one element that is within Cuba's control: increased mill yields. In 1950
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(Ministry of Labor Resolution No. 1931, April 11, 1950) sugar workers were
granted an additional six days' pay as sobre producci6n. The argument was
made that, since mills had by increased efficiency been able to grind their
crop in fewer days than formerly, labor should be compensated for having
been deprived of additional employment.

The Mission feels that if labor is to be rewarded in this way, it should
also make some constructive contribution, such as cooperation (instead of
interference) in technical improvement.

5. The Changing Balance of Ownership

Increased Cuban Production

In considering recent changes in the industry, the decline in importance
of foreign interests should be noted. This is shown in Table 173. Since 1939
there has been an important repatriation of the ownership of sugar properties.

U. S. interests, with a reduced number of mills, are grinding a larger total
volume but a smaller proportion of the total crop. Almost 50% of the total
crop is now ground by Cuban-owned mills.

It is not necessary to discuss all the causes of this change but, undoubtedly,
one of them is that sugar production in Cuba has less attractions for foreign
capital than it used to have.

The despondent attitude of some foreign managers towards present condi-
tions of sugar mills may partly be discounted. When pressed, most of them-
even those who are most critical of current labor and other problems-will
admit that it is still worth operating in Cuba. But there is certainly less
scope for large profits; and problems of management tend to increase.

TABLE 173

CONTROL OF CUBAN SUCAR MILL CAPACITY, BY NATIONALITY, 1939 AND 1950

1939 1950
Nationality of

Controlling Number Production % of Number Production % of
Interest of Tlillo (bago) Output of Mills (bags) Output

United States .. . 68 10,324,575 55.07 44 17,571,212 47.27
Cuba ...... .... . . 56 4,203,864 22.42 108 18,396,861 49.49
Spain ...... 33 2,796,729 14.92 6 925,589 2.49
Canada ... ... 10 904,395 4.83 0 0 0
England ... . 4 264,541 1.41 0 0 0
Holland . . . 3 142,017 0.76 2 200,590 0.54
France . 2 111,813 0.59 1 79,648 0.21

SouncE: Anuario Az.carero de Cuba.

Effects of the Change
From Cuba's point of view, it is obviously desirable that Cuban capital

and Cuban managers should take a greater part in the country's chief industry,
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even if-in practice-this does not mean much reduction in profits leaving the
country. For if greater confidence can be established in the future, more of
these profits are likely to remain in Cuba for reinvestment.

On the other hand, Cuba enjoys certain benefits from foreign-owned sugar
companies, which diminish as control of the industry passes into Cuban hands.

Benefits from Foreign Companies

One of these is the direct link which the foreign companies provide with
foreign methods and technology. Another is the extra revenue to the Cuban
Treasury, which results from the more rigid accounting practices which
foreign laws compel many of these companies to follow. These laws and the
more impersonal nature of foreign companies combine to reduce the tempta-
tions of tax evasion.

Any loss of these benefits, of course, can be made up as soon as more
Cuban citizens care to revise their attitude towards tax collection and towards
the employment of foreign technicians.

In short, the Mission believes that further Cuban participation in the

Cuban sugar industry is healthy and to be encouraged, provided that this is
not achieved simply because conditions are made too unattractive to foreign
capital.
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Other Agricultural Crops

I. CACAO

Production

Cacao, the source of cocoa and chocolate, is grown on small trees in the
hilly or mountainous regions of Oriente Province in the extreme eastern end
of Cuba. The crop is produced principally by small farmers. These are largely
renters and sharecroppers; only a few are independent owners.

Cacao production since 1925 has never been more than 10 million pounds
annually and for the 1939-40 crop was only about 0.8 million pounds.1

Production in the 1948-49 crop year amounted to slightly less than 6 million
pounds which was 9% less than the 1947-48 crop but 16% more than average
annual production in recent years. 2

According to the 1936-37 census, the average area in cacao per grower was
about 15 acres, but the average acreage reported by the 1945 census was only
7 acres. The normal yield is about 0.9 pound per tree. It is estimated that
there are more than 10,000,000 trees but these are not all in the yielding stage.

Dependence on Sugar Industry

Indirectly, this crop is highly dependent upon the economic conditions
of the sugar industry. When sugar prices are high, cacao production falls
off and when sugar prices are low, cacao production increases.

Before the first World War large cacao crops were produced, in some years
reaching 10 million to 15 million pounds. After the war, with sharp increases
in sugar prices, considerable acreages of cacao were destroyed. In 1925 the
low sugar prices caused greater attention to be given to cacao, but it has
never regained its former production level.

Exports of Cuban cacao are mainly to the United States. Total exports in
1947 amounted to 1,649,000 pounds, valued at $549,000 (Table 174).
Domestic markets include local manufacturers and confectioners.

Little attention is given to the fertilization of the trees and no attempt has
been made to improve the quality of the bean. Consequently, some of the
Cuban users import chocolate, finding that the Cuban chocolate is of too low
quality for their product. The export value of the Cuban cacao is likewise
affected.

1 Minneman, op. Cit., p. 91.
2 Foreign C--rc Weekly, No-ember 28, 1949.
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Recommendations
Two things can be done to improve the position of Cuban cacao:

1. The trees should be improved by up-breeding and the introduction of
new varieties.

2. The curing method now used should be studied technically and
improved to give a more satisfactory product for the market.

TABLE 174

CACAO EXPORTS AND IMPORTS, CUBA, 1935-48

Exports

Year Total To United States Imports

1,000 1,000 1,000 1,000 1,000 1,000
Pounds Dollars Pounds Dollars Pounds Dollars

1935. 1 a 1 a a a

1936 8 1 5 1 15 1
1937 313 32 299 30 11 2
1938 0 0 0 0 a a
1939 144 16 0 0 a a

1940 238 28 0 0 a a

1941 35 3 0 0 15 2
1942 0 0 0 0 a a
1943 0 0 0 0 155 12
1944 0 0 0 0 24 3
1945 0 0 0 0 991 90

1946 0 0 0 0 559 65
1947 1,649 549 1,649 549 a a

1948 .930 365 930 365 6 7

a Less than 500.
SouRCR: Comercio Exterior, Cuba Min. de Hacienda, Dir. Gen de Estadis.

II. COFFEE

1. Production
An Ancient Crop

Cuba is not one of the major coffee-producing countries of the world.
Yet, even though production has expanded to the greatest extent during
the past 15 years, the crop is by no means new to the island. The Hope
of Asabica variety of coffee was brought to Cuba in 1748 from Santo
Domingo, and is still the principal type planted. There are other varieties,
such as Liberia, Robusta, and Stenophilla, but these are not extensively
grown.

Cofee-producing Regions
Cuban coffee is grown principally in the mountainous regions, since

the better qualities are produced only at altitudes of about 1,500 feet.
Thus, most of the plantings are found in the small mountain valleys and
along the slopes at high altitudes.
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There are three distinct coffee-producing regions in Cuba, but by far
the most important is that of southern and eastern Oriente Province in the
municipalities of Alto Sango, Yateras, El Cobre, Jiquani, Guantanamo, and
Bayamo. This region normally produces from 85% to 90% of Cuba's total
coffee crop.

The second most important zone is in central Cuba, in the mountains
between Cienfuegos and Trinidad in the southern part of Las Villas Province,
yielding approximately 10% of the total production. The third region, of
minor importance, is located in western Cuba in the Cabanas and San
Cristobal districts of Pinar del Rio Province. Comparatively negligible
quantities of coffee are grown in Camaguey and Matanzas Provinces.

Coffee Farms
According to the census, during the crop year 1936-37 there were 8,041

coffee farms in Cuba with a total coffee acreage of about 150,000 acres,
averaging 18.6 acres per farm. The greatest number of these farms actually
contained small coffee acreages: approximately one fourth had less than
four acres, and about two thirds less than 16 acres (Table 175). Although
some coffee growers own their own farms, the greatest percentage rent
them either on a cash or share-rent basis.

TABLE 175

COFFEE ACREAGE PER FARM IN CUBA, By PROVINCES, 1935-36

Number of Farms

Acres Per Farm Oriente Las Villas Pinar del Rio Total

Less than 4 ..................... 1,703 84 19 1,806
4- 7 ........... ........... 1,491 58 33 1,582
8 -15........... ........... 1,477 186 33 1,696

16 -24 .......... ........... 1,004 184 25 1,213
25 - 32 ..................... 667 223 10 900
Over 32 ..................... 729 114 1 844

Total ..................... 7,071 849 121 8,041

Souacs: Official Census, 1936-37.

2. Imports and Exports
At one time Cuba produced a considerable export surplus of coffee,

but after the turn of the century the development of the plantations was
almost entirely neglected in favor of sugar cane. In subsequent years good
coffee crops were produced periodically. The volume was usually, however,
much below the domestic requirements and large quantities of coffee had
to be imported. During the five year period 1926-30, coffee imports were
more than 16 million pounds annually. Imports then declined, with exports
increasing to over 13 million pounds annually from 1936-40 (Table 176).
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Coffee exports varied from approximately 10 to 15 million pounds
during the period 1940 to 1944.

Coffee production has fluctuated considerably during recent years (Table
178). The 1949-50 crop amounted to 864,206 quintals (about 662,677 bags)
according to the Cuban Coffee Stazilization Institute. This was the largest
crop ever to be produced in Cuba; it was 43%7 larger than the 1948-49
crop and 56% larger than the annual pre-war average (1935-36 to 1939-40).
The Oriente Province produced 92% of the 1949-50 crop.

3. Controls
Mixed Results

In 1934, the response to entreaties of the growers themselves for support
prices, the Cuban Government created an Institute of Coffe Stabilization
designed to shield Cuba from the fluctuations of the coffee market to which
the rest of the world is subject. The result-which is decribed in greater
detail in Chapter 6 in the discussion of government controls-has not been
entirely a happy one, although a degree of price stabilization has existed
through a combination of import and export quotas, subsidies and outright
price-fixing.

TABLE 176

COFFEE IMPORTS AND EXPORTS OF CUBA, 1911-48

Quantity Value

Exports Exports

To United To United
Period Imports Total States Imports Total States

1000 1000 1000 1000 1000 1000
Pounds Pounds Pounds Dollars Dollars Dollars

1911-15 ......... 22,280 12 10 3,401 2 1
1916-20 ......... 28,173 2 a 4,943 1 a
1921-25 ......... 30,270 1 a 5,682 a a
1926-30 ... 16,186 6 a 3,296 1 a
1931-35 ......... 513 5,642 2,142 79 470 200
1936-40 ......... 1,610 13,662 8,076 90 743 396
1940 ......... 7,376 14,869 7,792 361 626 323
1941 ......... 267 9,743 9,497 24 686 664
1942 ......... 167 10,858 10,808 23 1,052 1,045
1943 ......... a 13,136 13,015 a 1,007 988
1944 ......... 35 15,636 8,823 2 1,357 796
1945 ......... 6,020 5,137 1,564 844 503 141
1946 ......... 15,140 a a 1,852 a a
1947.. ......... 17,647 1 a 3,764 1 a
1948 ......... 2,264 28 a 439 6 a

s Less than 500.
SouRcZ: Data for years 1911-40, Mlinneman, op. cit., p. 86. Comercio Exterior, Cuba, Min. de Hacienda,

Dir. Geo. de Estadis.
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The most recent result of the controls has been the destruction of many
coffee trees. The condition was recognized by a decontrol measure in
September, 1950, too late to save the trees. Many Cuban growers, however,
have now started replanting. Full relief will not be felt until four or
five years from now when the trees come into bearing.

TABLE 177

(Kilos)

Imports Exports

Coffee Bean Roasted or Ground Beans Roasted

1935-39 Avg. .. 72,656 2,712 5,216,691 -

1940 .............. . 3,343,421 2,088 6,742,358 1,958
1941 . 119,052 2,155 4,417,011 2,274
1942 7,309 1,938 4,923,818 1,221
1943 .. ......... 5 51 5,942,861 5,028
1944 ........ ...... 14,321 1,765 7,089,733 2,585
1945 . 2,730,021 481 2,327,311 1,722
1946 ....... . 6,865,135 2,437 31 -
1947 ... ... 8,001,739 2,737 38 3
1948 . .. 1,016,755 10,102 12,654 69
1949 .. ... ... 412,414 7,833 701,859 12

SouRcr: C-orris Axterio,.

4. Practices
Backward Methods

Coffee culture in Cuba can only be described as backward. There is
little or no terracing of the slopes to prevent erosion, slight attention to
plant selection, very little fertilization, and fairly primitive preparation of
the harvest for market. There is much more in this direction which could
and should be done by the Coffee Stabilization Institute within the stated
objectives of its charter.

Drying floors of all types are found in the various regions. Some are
of wood or concrete, while many are simply of dirt. Coffee dried on a
dirt floor is always rated as of the lowest quality and brings the lowest price.

Only a small amount of washed coffee is produced. This operation
should be encouraged. Some of the larger farmers have dehulling mills,
but usually the unhulled coffee is taken to a central station for processing.

Transportation Problems
Transportation of the crop is a maj or problem, since there are few

roads into the mountains where the coffee is grown. Usually the coffee
has to be packed by burros to some central point. The Mission found that
it costs as much as $4.00 per quintal to get the coffee into Guantanamo
from some of the more distant farms.
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5. Recommendations

1. It is suggested that, if coffee production is to be controlled, it
might be best to attempt to stabilize it at a level sufficient to meet domestic
requirements.

TABLE 178

COFFEE PRODUCTION BY PROVINCES IN CUBA, CROP YEARS 1938-39 TO 1944-45

Crop Year Total Oriente Las Villas Pinar del Rio

Bags a Bags a Bags a Bags a

1938-39 ....... ..... 447,304 390,046 54,741 2,517
1939-40 ............ 409,477 356,956 47,551 4,970
1940-41 ............ 459,578 419,826 33,274 6,478
1941-42 ........... . 454,380 406,898 40,646 6,836
1942-43 ............ 604,202 544,927 52,080 7,195
1943-44 ............ 578,573 525,063 45,438 8,072
1944-45 ............ 438,153 373,242 58,370 6,209

a Bags of 60 kilograms each, or 132.276, net weight, U. S. meas-rements.
SOURCE: Official estimates.

2. It is recommended that the Cuban development program for coffee
be improved and expanded. Such a program should include work in better
coffee quality, development of superior varieties, and the promotion of
better and more efficient cultivation practices.

3. It is recommended that the Cuban Government review thoroughly
the past work of the Coffee Stabilization Institute to determine whether it
has actually fulfilled all of its objectives or has concentrated upon a few
of them at the expense of the remainder.

III. CORN
Production

To a large extent, such corn as is grown in Cuba is consumed as
human food. Some is fed to chickens and a smaller amount to hogs. But,
in general, there has been a reluctance to convert it to meat through live-
stock feeding and its production is so inefficient as to render it costly
to do so.

Corn production in Cuba has not changed a great deal in the last ten
years. The average annual production for the period 1940.44 was 6.3
million bushels; in 1947 it was 7.6, in 1948 it rose to 8.9, and in 1949
the crop was about 7.1 million bushels. In 1949 the average production
per acre was 16.2 bushels and roughly 75% of the crop was harvested in
the Province of Oriente.

A fairly complete analysis of the Cuban corn crop, available for the
crop year 1945, is given in Table 179. It will be seen that all of the
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Provinces have some production but that it is more heavily concentrated
in Oriente and Las Villas Provinces. Of the two harvests obtained, the
summer production is a little less than twice that of the winter crop.

Yields

The yield of Cuban corn is disappointingly low. The national average
is in the neighborhood of 15 to 16 bushels per acre and varies little from
this in different localities except in Matanzas, where an average of over
20 bushels to the acre is probably attributable1 o higher fertility of the
land and more favorable distribution of moisture.

TABLE 179

CORN-NUMBER OF FARMS, ACREAGE, PRODUCTION, YIELD AND AVERAGE PRICE, 1945
SUMMER HARVEST

Acreage

Average
No. Total Yield Per Average

Province Farms Planted Harvested Production Acre Price
Reporting Acres Acres Bushels Value (Ba.) per Bushel

Cuba, total 93,403 443,202.5 400,423.4 5,921,822 $11,222,672 14.8 $1.90
Pinar del Rio 15,503 37,618.5 36,348.9 511,885 1,241,611 14.1 2.43
Habana 8,312 46,342.6 44,143.7 724,933 1,175,550 16.4 1.62
Matanzas 5,716 20,835.2 20,063.8 434,114 912,692 21.6 2.10
Las Villas 23,895 110,025.0 96,522.9 1,183,565 3,333,280 12.3 2.82
Camaguey 9,234 46,449.1 43,156.8 618,388 1,097,838 14.3 1.78
Oriente .. 30,743 181,932.1 160,187.3 2,448,937 3,461,701 15.3 1.41

WINTER HARVEST

Cuba, total 49,967 210,232.4 202,006.9 3,235,824 5,125,584 16.0 1.58
Pinar del Rio 8,786 14,007.6 13,576.9 192,584 478,350 14.2 2.48
Habana . 3,723 16,498.3 14,817.6 255,597 469,779 17.2 1.84
Matanzas .. 2,541 8,258.1 8,079.2 166,824 377,563 20.6 2.26
Las Villas .. 13,475 40,033.4 39,208.3 519,720 1,130,767 13.3 2.18
Camaguey . 3,987 15,669.1 14,976.2 189,883 339,303 12.7 1.79
Oriente . 17,455 115,765.9 111,348.7 1,911,216 2,329,822 17.2 1.22

Cuba, total
1945 - 653,434.9 602,430.3 9,157,646 $16,348,256 15.2 $1.79

Varieties

No hybrid corn and practically no pure strains of open-pollinated corn
are grown commercially in Cuba. What is produced is known as "native,"
and its history is somewhat obscure. Examination of the fields shows plenty
of vegetation but few ears. In even the best fields observed the cars vary
considerably in size and conformation, and tend to be small. Many strains
are found intermingled in the same field. Size of cob and kernel vary
greatly. Both dent and smooth kernels are encountered. The color of the
ear ranges from dark red to white, and the colors of the kernels on a
single ear may also be assorted.
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Potential Improvement

It is obvious that better corn varieties are among the primary needs
in this crop. A study of Table 180 indicates the improvement that might
be expected in Cuba if suitably adapted hybrid varieties were available.
In 1933 the United States commonly used pure strains of open-pollinated
corn, with no more than 0.1%o of the total acreage planted to hybrids, and
achieved an average yield of only 22.6 bushels per acre. By 1948, 75%o
of the acreage was planted to hybrids and the average yield had almost
doubled, giving 42.7 bu#hels per acre or an increase of 20.1 bushels.

TABLE 180

EFFECT OF USE OF HYBRID CORN ON YIELD PER AcRE IN UNITED STATES

Percent of
Total U. 5.

Acreage Yield
Planted With Per Acre

Year Hybrids (BushelOs

1933 ................................... 0.1 22.6
1935 ................................... 1.1 24.0
1937 ................................... 7.9 28.1
1939 ................................... 22.5 29.9
1941 ................................... 39.3 31.1
1943 .................................... 52.3 32.2
1945 ................................... 64.4 32.7
1946 ................................... 68.6 36.7
1947 ................................... 72.1 28.4
1948 ....... ............................ 75.3 42.7
Average 1933-1940 U. S. 23.98
Average 1941-1948 U. S. 33.96
Average yield, Cuba, 1946a 15.00

a Estimated.
Soarac: U. S. Department of Agriculture Year Book, 1949.

Status of Research

Some work has been done over the past 15 years by the principal
government agricultural experiment station on the development of hybrid
corn and pure strains of open-pollinated varieties. Progress in this has
faced certain handicaps which have been partially overcome through co-
operative arrangements with a commercial seed company, with the result
that a few promising hybrids have shown their worth in 1950 summer trials.
It was planned to make at least one of these available to farmers in January
1951. Though this is a step forward, it does not mean that the Cuban
corn problem is solved, for a great deal of work remains to be done.
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Some undesirable characteristics in the hybrids now under study need
to be removed. Varieties adapted to different soil types and different locali-
ties must be developed. For experience in the United States and elsewhere
has shown that a hybrid suitable for one locality may be unsuitable for
another only one hundred miles away.

Varieties developed by the Rockefeller Foundation for certain Mexican
conditions have been tried in Cuba and found to be entirely unsatisfactory
there, as have also a number of United States varieties. It will be necessary
for Cuba to intensify the work of developing her own special hybrids. Such
work should also be extended to the sweet corn types, in which the domestic
market and canning industry could absorb a greater production.

Importance of Nutritional Value

One aspect of such work which is often neglected is that of the comparative
nutritional value of the final product. It is easy to be misled by apparent
improvements in such characteristics as color, size, and yield in bushels per
acre. In a plant breeding program several different types may show equal
production figures, yet differ widely in nutritive value.

Proper Methods Essential

Misleading results can also be caused by the use of good varieties
on poorly managed or selectively depleted soils, so that proper farming methods
must accompany the cultivation of improved varieties if a real gain in nutri-
tion and not a mere increase in bulk is to be achieved.

Recommendations

1. It is recommended that research and development work on the pro-
duction of hybrid and open-pollinated varieties of corn be continued and
strengthened, the government and private industry working together in this
in accordance with the plan suggested in the discussion of agricultural
research in Chapter 5.

2. It is recommended that a careful study be made of the successful corn
breeding program conducted in Mexico by the Rockefeller Foundation. Such
study might require the visit to Mexico of a selected group of Cuban agri-
cultural technologists with the financial aid of the Ministry of Agriculture.
In this study, the nutritional aspects should not be overlooked.

3. It is recommended that a special study be made of the Cuban possibili-
ties of canning sweet corn, varieties of which will need to be developed for
local conditions.
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IV. FIBERS
1. Introduction

Present Situation

Renewed interest in fiber crops for Cuba has developed within the past
few years.

At the present time, Cuba does not grow any soft fiber useful to the textile
industry. Viscose rayon (both filament and staple fiber) is being produced
by the rayon plant in Matanzas, but certain sizes of viscose yarns and all of
the acetate yarn must be imported.

Cotton-long and short staple-was grown in small quantities at one time.
Today its production is virtually unknown in Cuba, although a small gin
still stands. Lack of varieties adapted to Cuba's soil and climate, susceptibility
of cotton to numerous diseases, and economic pressure in favor of other crops
make it unlikely to return soon. The island now imports its cotton as processed
yarn and baled fiber for the textile mills, and also as cotton yard goods.

In the bard fibers, henequen is the only one grown in Cuba in any consider-
able amount. Experimental plantings of kenaf have been made for some
time, but to date the volume and value of the production is small.

Cuba is a large consumer of jute bags for handling the sugar crop. Most
of the imports are in the form of bags, already manufactured. One company
is importing some burlap cloth and constructing the bags in Cuba, but its
output is small compared to the total consumption of bags by the sugar
industry.

2. Henequen 3

Uses
Henequen fiber has been produced commercially in Cuba since around

1900. Annual production figures for the last decade are given in Table 181.
The fiber is used for rope and twine. Binder twine has been the principal
application for many years, although this has declined recently because of the
increasing popularity of the combine in agricultural harvesting. At the same
time, the use of henequen for baler twine has been held out as a promising
substitute market. Wartime applications for heavier cordage can be considered
only as emergency measures, although they absorb considerable volumes at
such times.

Producing Areas and Yields
Cuban henequen is grown chiefly around Matanzas and Cardenas on sub-

standard soils, as well as in southwestern Oriente Province, and smaller areas
near Cienfuegos, Mariel and the north coast of Camaguey. Most of it is

3 For the purposes of this report, the term Henequen is used to meaon both the true henequen and sisal.
Correctly speaking, heneqoen is agaoe fourcroydes and sisal is agave sisalona. There is some production of
sisal in Cuba. but the major portion of fiber comes from the oourcroydes or herequen.
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produced by large companies, owing to the relatively high investment required
for processing facilities.

The average yield of fiber per acre is estimated to be from about 1,300
to 1,800 pounds. In 1943, the area of henequen under cultivation was 39,294
acres. This acreage decreased to 37,000 acres in 1949, of which 29,000 acres
were in production. The 1950 acreage is estimated to be about 35,000 acres
with a producing area of 28,000 acres.

Markets

The apparent domestic consumption of henequen in Cuba averages slightly
over 5,000,000 kilos per year. Up until recently, approximately one-half to
two-thirds of the total production has been exported (Table 181), mostly
to the United States. The major portion is exported as raw fiber, although for
a time during the war and immediately afterward most of the exports were
in the form of manufactured products. At the present time, Cuba has two
large mills and one small one producing twine and cordage.

Characteristics of the Industry

Technically, the industry is on a par with that of Mexico and, in the
matter of transporting the leaves from the field, may be slightly ahead. This
does not mean that the Cuban industry has advanced as far as it should, nor
as far as possible. On the contrary, in view of the higher wages in Cuba, to
be able to compete on the world market, the Cuban producers must do every-
thing possible to cut production costs for the time when the market price may
fall below its present high level.

Workers in the Cuban henequen industry are paid on about the same scale
as the sugar workers. The average wage in the Matanzas district amounts
to $4.54 per day, including all extras and social benefits. Since the industry
provides work the year around for the employees, they are much better off
than the sugar workers who are employed only a part of the year.

The fiber produced is of a better quality than that produced in Mexico.
More water is used during decortication so that a cleaner and whiter fiber
results and greater care is taken in grading and packing.

Future of the Henequen Industry

Henequen is a crop that does not require rich soils or much rainfall. It
does require a soil high in lime. Those soils of Cuba which are suitable for
henequen represent only a small fraction of the total land. However, it would
be safe to say that the planted area could be doubled to about 70,000 acres
without difficulty.

The main thing that prevents expansion of the industry-and indeed
threatens to reduce its size-is the demand of labor for still higher wages.
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TABLE 181

HENEQUEN PRODUCTION, EXPORTS AND DOMESTIC CONSUMoPTION

Apparent
Domestic

Production Total Exports a Consumption
(Kgs.) (Kgs.) (Kgs.)

1940 . ................ 18,660,000b 15,680,131 2,980,000b
1941 . ................ 16,105,000b 10,828,257 5,277,000b
1942 . ................ 11,422,000b 6,132,954 5,389,000b
1943 . ................ 13,084,000b 9,334,670 3,749,000b
1944 . ................ 13,551,000b 8,081,196 5,470,000b
1945 . ................ n.a. 9,739,726 n.a.
1946 . ................ n.a. 5,351,683 n.a.
1947 . ................ 13,045,000 7,832,982 5,212,000
1948 . ................ 13,620,000 7.319,759 6,300,000
1949 . ............ .... 15,900,000 14,101,856 1,798,000
1950 ................. 8,180,OOOC 2,206,000d -

a Camercio Exterior.
b Estimated.
c First six months.
d First four months.

n.a. Not available

TABLE 182

HENEQUEN EXPORTS FROM CUBA, 1935-49

Manufactured
Raw Fiber Twine and Rope Total

Year 1,000 pounds 1,000 pounds 1.000 pounds

Average

1935-39. ................... 18,439 5,767 24,202
Annual

1944 . .................. 3,091 12,767 15,613
1945 . .................. 1,212 20,262 21,474
1946 ................... 846 10,939 11,785
1947 ................... 10,295 6,903 17,198
1948 ................... 12,941 2,250 15,191
1949 ................... 27,656 2,018 29,674

SOURCE: Comercio Exterior. Ministerio de Hacienda, Directio- Gener-l de Estadistica.

Compared to the production costs of Mexico, Cuba's costs are excessive. In
fact, if the price of fiber should drop much below a level of 13 cents per
pounds, many of the producers would be operating at a loss and would

have to close down. In complete disregard of this, henequen labor has just
recently demanded a threefold increase in wages.

This problem must be solved in the henequen industry, as in many others,
if the activity is to survive at all. Even though the possible total output is only
a small percentage of the world production, it is important to Cuba to main-
tain or increase it. Henequen, unlike sugar, provides profitable employment
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of manpower the year round, as well as utilizing submarginal soils unsuitable
for most other products.

In view of the difficult labor situation, however, it is probable that this
fiber production will about hold its own or perhaps decline slightly over the
next few years, unless the market price rises sharply due to another world
conflict.

3. Kenaf
Characteristics

The possibility of substituting a relatively new fiber-kenaf-for jute
is receiving a great deal of attention in Cuba.

Kenaf (Hibiscus Cannabinus, L.), known also by various other names,
produces a coarse bast fiber, similar to jute. When properly processed, it is
actually somewhat stronger than jute, and, in any case, it can be spun and
woven on ordinary jute machinery without difficulty. It has been used success-
fully in the manufacture of twine, carpet yarn, burlap and bags. In short, it
appears to be just as good as jute for all commercial purposes.

There is no question but that a supply of jute-like fiber in this region would
give added security to Cuba and to the countries of the entire Western Hemi-
sphere. Dependence upon India and Pakistan, in view of unsettled conditions
in the world and indeed in those very countries, must be regarded as hazardous.

Research in Progress
Since 1943, the Department of Agriculture in Cuba and the United States

Department of Agriculture, Office of Foreign Agricultural Relations, have been
conducting cooperative studies of the possibility of growing kenaf in Cuba as
well as of the processing of the plants to obtain a high quality fiber at a reason-
able price.

The joint technical group in this research includes specialists in plant
breeding, mechanical engineering and chemistry. Cuban and U. S. scientists
in these fields, working together at the Ministry of Agriculture Experiment
Station at Santiago de las Vegas, have in progress a three-phase program
comprising the following main points:

1. Breeding and selection of strains and varieties of kenaf best suited
to conditions in Cuba.

2. Development of mechanical methods for decortication of the fiber.

3. Development of chemical and mechanical methods for washing
and removing the gums from the fiber.

Promising Results
The program has advanced sufficiently to show that kenaf can be grown

successfully in Cuba. Problems remairn in the control of disease and insects,
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and work must continue for the selection of the highest yielding strains, but
a crop can be obtained commercially on the basis of today's knowledge and
under current market conditions. Progress in the development of decorticating
methods is gratifying, although by no means complete.

Perhaps the two greatest perils to this excellent work are: (a) occasional
failure of the Cuban Government to supply the promised funds on schedule;
and (b) the apparent belief of the public and some officials that the whole
program is farther along than it actually is-a belief generated by exaggerated
publicity.

Cultivation

Kenaf requires a fertile, well-drained soil and from 25 to 35 inches of
rainfall (or equivalent irrigation) during the growing season. The stalks may
be harvested 90 to 100 days after planting, and a second crop may be obtained
from the land in the same year. The growing period varies somewhat with
different varieties, and also depends upon whether the crop is grown for fiber
or for seed.

Methods of producing seed, techniques of planting and cultivation practices
have been fairly well explored. The best planting time with the present strains
in Cuba seems to be May or June, with harvest time from 105 to 147 days
later. This places the harvest in August or in November at the latest. It is
thus possible for production to occur almost entirely in the "dead season"
of the sugar industry, during which surplus labor is available.

Preparation of a seed bed for kenaf is sometimes difficult. The seed can
be sown with a standard rice planter. Weeds may be a serious problem during
the early growth period, but once a good stand is obtained, it is found that
the kenaf will choke them out.

Unlike cotton, kenaf will not yield good fiber and seed from the same
crop. For fiber, it is cut in the bloom stage, while for seed it is harvested after
blooming. Trials show that it can be cut with an ordinary hay mower equipped
with a slightly heavier sickle bar.

The plant produces from 500 to 800 pounds of seed per acre. In the
event of excess, seed not needed for planting could be used for cattle feed;
however, during the period of crop expansion there is small likelihood
of such surplus and under a stable fiber market there would be no reason
for one.

Varieties and Yields

Strictly speaking, pure varieties of kenaf are not generally available
today. In the fields inspected, both in Cuba and in South Texas, it is
noted that most individual plants show two distinct types of leaves (indicat-
ing a mixture of varieties). Obtaining pure strains and varieties is an
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important first step in the work now being conducted. Afterward will
come the task of breeding into the plants the most desirable characteristics
possible. Many years will be required.

As an example of the type of work in progress at the Experiment
Station at Santiago de las Vegas, data on strain tests are presented in
Table 186. The information in this brief table represents 499 individual
strain tests in six experiments, indicating the amount of patience and pains-
taking detail required in work of this nature.

Among the most significant facts brought out by these data are the
differences in fiber yields per acre and the variation in fiber content of
the plants. Average yields per acre in these tests ranged from 1,410 pounds
to as much as 2,845, while fiber content varied from 6.0% to 7.2%. These
and future studies on this aspect will have an important bearing upon
the ultimate economics of kenaf culture.

Diseases

Botanically, kenaf is related to cotton. Plant pathologists are of the
opinion that it can be expected to be attacked by the same array of
diseases. Such a prospect may be disturbing, but should not discourage
promotion of the crop. It is, however, an indication of the need for in-
creased research on disease and plague control.

Many varieties already suffer very seriously from nematodes. The
condition can be controlled to some extent by crop rotation and ground
treatment, but the latter is expensive and not always practical. A better
hope for solution lies in development of immune or resistant varieties, in
which some progress is being achieved.

Another disease affecting kenaf is Southern Blight, a type of wilt that
is very destructive to cotton. Whereas nematodes cause spotty damage, the
root attack of Southern Blight kills all of the plants in whole areas.
Control measures have not been very effective, hence development of resist-
ant varieties appears to be the best answer.

Kenaf also suffers from chlorosis under certain conditions. Occasional
trouble from mosaic has been reported. These and the aforementioned
diseases are all observed in Texas where experimental kenaf plantings have
been made on old cotton ground.

Decortication

Inexpensive separation of kenaf fiber from the stalk has been the biggest
single problem in the development of large-scale production in the Western
Hemisphere. In India, where the plant has been grown for some time on
a limited scale, the bark is stripped from the stalk by hand and retted to
release the fiber. The process, in fact, is the same as is used for jute. In
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the Western countries-and certainly in Cuba-comparatively high labor
costs render uneconomical any such procedures which call for large amounts
of hand labor. Thus emphasis has been placed upon development of mechan-
ized handling and processing.

Some experiments with the direct decortication of the stalk with henequen
decorticating machinery have shown that a satisfactory fiber can be pro-
duced by this method, but with a loss of as much as 40% of the total
fiber in the plant. Recently some modified experiments in Haiti have given
a fiber loss of only 16%; the company in Haiti conducting these experi-
ments believes that by further changes in the machinery this loss can be
reduced still further.

Direct decortication of the stalks by this method has one disadvantage:
the stalk must be cut in half so that its length is not over four feet.4

Although this involves an extra operation and the spinners of the fiber
prefer the fiber as long as possible, it is believed that this is not a serious
objection. The cutting can be done automatically, and a fiber four feet
long will make a yarn strong enough for most purposes. Henequen and
sisal, which rarely reach a length of four feet, are processed into twine
and rope without trouble.

Ribboning

Another drawback to direct decortication of the whole stalk by existing
equipment is the great amount of raw material which must be transported
to the machines. The fiber represents only a small percentage of the total
weight and volume, and is contained in the outer annular portion of the
stalk. It has been reasoned, therefore, that unless the entire decortication
can be done in the field by a mobile harvester, it will be advantageous for
a field machine to reduce the material to ribbons of the fibrous layers for
further processing. By this means, the bulk of the vegetable matter may
be returned to the soil at the same time a definite benefit to the land.

Two new machines now under test in Cuba are designed to reduce the
stalk to ribbons. One of these is a small semi-portable unit developed by
the Compania Kenal Santa Monica, S. A., and known as the Marti machine.
Used for the first time on the 1950 crop, this machine can be taken into
the field and strips off a bark ribbon to be retted to free the fiber. The
unit appears to operate successfully, although at this stage of its development
its capacity is low. It produces the equivalent of 21/2 tons of dry fiber in
an 8-hour day.

Another ribboning machine has been developed by the Cuban-U. S.
Fiber Commission, and shows great promise. Although at present a stationary

'Recently there have been reports of experiments with a new machine of this type having a very large
diameter wheel. This offers promise of decorticating without previous reduction in length.
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unit, it is probable that it can be reduced in weight and complexity, and
converted to a mobile field machine. The ribbons from this equipment can
be retted as in the case of the Marti machine, but the Commission has been
working on a chemical process to liberate the fiber in a few hours in place
of the several weeks usually required for retting.

Retting
Natural retting, as practiced on Cuban kenaf, consists of dumping the

machine-made bark ribbons into ponds or outdoor retting-vats and allowing
the bacteria present to decompose and remove the gums. These are later
washed out with soap and water in large tanks. The process is an ancient one
used throughout the world on various fibers.

Retting, as described, is uncontrolled and often produces a strained and
weakened fiber. It is capable of control through the use of selected strains
of organisms, but such techniques are almost never used.

Chemical retting, now under study, is an unknown quantity at this stage.
It can only be viewed with optimism and caution until further pilot-scale
experiments are completed. Samples of fiber produced by this process are
excellent in quality and appearance, but a demonstration of the method leaves
much to be desired. The chemicals used are cheap, but it is feared that the
equipment may prove expensive for the small grower. Nevertheless, the Mis-
sion views this work with interest and feels that it should be thoroughly
followed out.

Production and Prospects
Commercial production of kenaf in Cuba has begun, but has been limited

to a few hundred acres up to this year. In 1948, 62,214 pounds of fiber
were produced and exported. Production in 1949 was approximately 90,000
pounds. The principal grower has been the Compania Kenaf Santa Monica,
S.A., which harvested over 200 acres in 1950, and plans to enlarge its
acreage by several times in 1951. It is estimated that the coming fiber crop
will total around 700,000 pounds. Numerous independent plantings are being
raised for seed purposes at the moment.

The above-mentioned leading producer has invested a considerable sum
in development of the Marti ribboning maachine and installation of retting
tanks and washing facilities. Despite the costs of the inefficient retting
method, at the present market price of 18 to 20 cents per pound of fiber, it
appears that the mechanical ribboning step makes the operation economically
feasible.

Potential Market
An idea of the potential market for kenaf fiber may be obtained from

an examination of Tables 183 and 184, which are based upon present-day



840 REPORT ON CUBA

jute figures. Under extreme conditions it is estimated that 861 million pounds
of kenaf could be absorbed, of which Cuba would need 80 million pounds
for her own use. The U.S. market for jute and jute products, any portion of
which could be supplanted by kenaf, amounts to more than $170 million.

The land required to grow 861 million pounds of kenaf fiber and the
necessary seed would be in the neighborhood of 609,000 acres, calculated
on an average yield of 1,500 pounds per acre. It is estimated that such a land
area would be available in Cuba. It should be noted, however, that Cuba is
not alone in kenaf development and that other Caribbean countries will
share the market as it grows.

Conclusions

Of the various avenues of present investigation, it is believed that direct
decortication of the bark ribbons from machines now developed offers the
best chance for rapid solution of the kenaf decortication problem.

While at best the henequen and sisal decorticating machines are ineffi-
cient and somewhat wasteful of kenaf fiber, it is believed that such machines
can be modified to give a reasonably satisfactory result with bark ribbons.
The Mission does not feel that this is necessarily the ultimate answer, but
that it can be accomplished much sooner than the development of the entirely
new and better machines which will surely emerge eventually.

Meanwhile, in view of favorable market conditions, it is confidently
believed that the ribbon-and-retting method can serve as a profitable emer-
gency measure, and that as much fiber as possible should be produced in
this way until a satisfactory mechanical or chemical process is available.

4. Miscellaneous Fibers
Majagua and Palms

Various other vegetable fibers are utilized to a limited extent in Cuba,
but these show little prospect of becoming important articles of commerce.
They are chiefly of wild growth.

Majagua fiber, obtained from the barks of several trees, is made by
hand into crude ropes for tying tobacco bales. The bales themselves are
encased in the fibrous sheaths of the royal palm. This unusual combination
of wrappings has, in fact, become a traditional identifying mark of a bale
of Cuban tobacco.

Numerous species of palms are abundant on the island, and the leaves
of several are widely used for thatching. The yarey and corojo palm leaves
yield fibers used for hand-woven baskets, hats, mats, brooms, etc.-all
products of home industries. A few palm fibers are exported for special
purposes.



TABLE 183

1948 U. S. IMPORTS OF JUTE

Quantity Value of
Imported Product Source of

Description Pounds Dollars Fiber

Raw ...... ................... 165,285,120 26,042,284 Pakistan, India
B ............... ........... . 2,748,480 136,934
Waste bagging ......................... 26,914,910 2,125,459 Canada, U. K., Italy
Yarn, coarser than 20 pound ....... 359,665 112,547
Yarn, 20 pound up to 10 pound .... 13,890,837 2,712,703 India
Yarn, 10 pound up to 5 pound ..... 11,526 2,631
Cord, unbleached coarser than 20

pound ........ ......... ....... 2,745 902
Cord, bleached coarser than 20

pound . ........................ 6,038 2,345
Cord, unbleached 20 to 10 pound.. 5,041 1,491
Bagging 15-32 oz. ......................... 38,535,301 3,419,758 India
Bagging over 32 oz . .... 1,018 114
Burlaps unbleached ........................ 505,889,516 131,080,928 India
Burlaps bleached ......................... 1,044,203 231,791 India
Plain fabrics under 4 oz ...... ........ 10,547 9,630
Padding fabrics ......................... 382,201 259,353 U. K., Belgium
Woven fabrics ......................... 7,154 7,537
Bags, not bleached .... .................... 21,597,485 4,166,380 India
Bags, bleached ......................... 63,131 6,990
Carpets-rugs ......................... 18,781 123,187
Webbing . ......................... 4,581,500 1,224,902 India
m anufactures n.e.s ......................... - 1,506

Total ......................... 781,355,199 171,669,372

SoURCE: J. E. Walker, Habana, U. S. Departsraet of Agriculture. Foreign Agriculture Service-1950.

TABLE 184

CUBAN IMPORTS OF JUTE PRODUCTS
(Metric Tons)

Fiber, Yera
Sacks and Cloth

1935-39 Avg .22,975 414
1940 . .. ... 24,062 389
1941 . . . .. . 15,999 466
1942 . .. .. 29,786 1,056
1943 .... . .. . . 30,101 251
1944 ... ....... 36,952 207
1945 . .... . .. .. 33,321 185
1946 ......... ... . . 16,803 547
1947 ......... . .. . 45,795 487
1948 . .. .. . 49,561 1,338
1949 . ........... ... . 28,624 851

SouecE: C-oercio Eterior.
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TABLE 185

ESTIMATES OF MARKETS AND LAND NEEDED FOR KENAF FIBER PRODUCTION

Land Necessary
Estimated to Grow Fiber

Market and Prodtce
Country Pounds Seed Acres

Cuba ................................... ......................... 80,000,000 56,707

United States:

(a) Unmanufactured .165,225,000 116,896

(b) All other .616,000,000 609,383

Total .......... 861,225,000 609,383

SoURCE: J. E. Walker, Habana, U. S. Department of Agriculture, Forei6n Agriculture Se.-ice, March 2,
1950.

Ramie
As is true everywhere, the possibilities of ramie fiber have attracted

some notice in Cuba. The ramie situation is difficult to evaluate at this
stage, as it is a favorite target of promoters and is confused by the opti-
mistic claims of a host of inventors with new processing machines. To date,
however, there has been little success in mechanizing this crop so that it
can be grown in the Western Hemisphere and fully satisfactory fiber pro-
duction is still awaited.

Ramie is a fine, flax-like fiber which unquestionably will be important
if these obstacles are ever truly removed. In comparison with other fibers,
decortication of ramie is more difficult and degumming must be more
complete and delicate to prevent injury to the fiber. These problems are
being studied actively in the United States and elsewhere, both by private
industry and government, but the chances for an early solution cannot be
predicted.

5. Recommendations

It is recommended that:

1. No change should be made in the agronomic production of henequen,
except that the industry itself should support a continuing program of its
own on the development of more suitable varieties.

2. In any action which the Government may take in connection with
current labor demands in the henequen industry, the world trends in henequen
markets should first be examined carefully, and the uncertain future of
the industry as a whole should be taken into consideration.

3. For immediate development of large-scale Cuban kenaf cultivation,
general use of the ribbon-and-retting process for fiber production should
be encouraged temporarily.



TABLE 186

SUMMARY OF 1949 KENAF STRAIN TESTS

No. f Average Average Average Average

Separate Number Height Average Dry Wt. Average Yield Dry

Trialas Main Genus and Original of s Row of Plants Green Wt. of Filber Dry Fiber Fiber/Acre

in Test Test No. Species in Test Source Plots Inches Grams Grams Perccnt Pounds

99 1 Crotalaria India, Manchuria, Peru, Java,
Salvador .27 85 1,118 78 7.0 2,220

Juneca

H. Cannabinus

90 2 H. Cannabinus

H. Sabdariffa Salvador ...................... 27 94 1,346 98 7.2 2,845

90 3 H. Cannabinus Salvador ..................... 24 90 1,323 93 7.0 2,700

90 4 H. Cannabiniis Salvador ..................... 22 78 819 49 6.0 1,410

90 5 H. Cannabinus Salvador ..................... 32 82 1,177 68 5.8 1,970

40 6 H. Cannabinus South Africa ..................... 28 70 1,059 59 6.4 1,770

H. Duversifolius China, Korea, Formosa, Cuba,
Brazil, Salvador

SosuncE: J. E. Walker, Quarterly Report-Projeet 1.11, Kenaf Breeding Studies, 1949.
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The joint Cuban-U. S. kenaf research program should be continued and
intensified, with emphasis on the following phases:

(a) Direct mechanical decortication of bark ribbons by experimental
modification of existing types of henequen and sisal machinery, as
an early compromise solution, pending better but more distant
developments.

(b) Thorough study of the retting process with a view to controlling
and shortening it so that the small grower, who cannot install
elaborate machinery, may still produce fiber at a profit.

(c) Continued development of the chemical process for large-scale oper-
ations, with careful economic appraisal at each step until a definite
conclusion as to its feasibility is reached.

5. Consideration should be given to the establishment of central kenaf
decortication plants, privately operated, to absorb the harvest of surrounding
small growers who prefer not to invest in processing facilities at all.

V. FRLTITS

1. Introduction

Citrus, bananas and pineapple constitute Cuba's most important fruit
production. In addition there are avocados, papayas, guavas and mangoes,
as well as some eight or ten other fruits which are grown on a limited scale.

2. Citrus
Production

Cuban production of citrus is not very extensive but is sufficient to supply
most of the domestic demand. It is confined mainly to grapefruit, oranges
and limes. By far the largest amount of grapefruit is grown in the Isle of
Pines, which also produces a fair share of the oranges and limes.

Citrus production has not varied greatly since the early 1940's (Table
187). Grapefruit has declined slightly; in 1942, 25 million were estimated,
compared with 18 million in 1948. Oranges, conversely have increased
slightly from 200 million in 1942 to 250 million in 1948. Lime production has
remained stable.

Citrus Consumption and Foreign Trade
The greater part of Cuban orange production is used domestically.

During the 1935-39 period, orange exports exceeded imports only by an
average of 7,825 pounds while in 1949 imports exceeded exports by 23,102
pounds (Table 188). Likewise more limes are imported than are exported,
the amounts in 1949 being 182,047 and 13,309 pounds respectively.
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TABLE 187

ESTIMATED CITRUS FRUIT PRODUCTION IN CUBA

Grapefruit Oranges and Lemons and
Production Tangeeines Limes Total

Period (millions) (millions) (millions) (millions)

1942-3 ................. 25 200 - 225

1943-4 ................. 16 250 - 266

1944-5 ................. 21 230 - 251

1945-6 ................. 11 225 - 236

1946-7 ........ 5.......... 1 235 55 305
1947-8 ................. 13 240 40 293
1948-9 ................. 18 250 50 318

SouRCE: U.S. Embassy estimates ba-ed on commercial sources.

TABLE 188

CITRUS PRODUCTION IN CUBA 1945

Total Farm Av. Value Nomber
Production Value 100 Units of Trees

1945 1945 1945 Acreage 1950
Pro-ince (100) (dollars) (dollars) 1950 (1000)

GRAPEFRUIT

All Provinces . . 116,882 134,020 1.15 2,671 187
Pinar del Rio . . 20,153 23,190 1.15 357 25
Habana .61,290 82,451 1.35 1,643 115
Matanzas .. .. . 3,179 2,998 0.94 71 5
Las Villas . . . 6,556 6,252 0.95 143 10
Camaguey . . .. 10,795 10,978 1.02 214 15
Oriente .. . ... 14,909 8,151 0.55 243 17

ORANGES
All Provinces .. . 2,447,679 2,502,133 1.02 51,250 4,100
Pinar del Rio . .... 88,125 130,227 1.47 3,125 250
Habana .53,377 60,227 1.12 3,125 250
Matanzas ... .. .. . 217,783 262,369 1.20 2,500 200
Las Villas ... .. 265,811 279,018 1.04 5,000 400
Camaguey ...... .... 1,154,702 1,261,557 1.09 25,000 2,000
Oriente ..... ... . 667,881 508,735 0.76 12,500 1,000

LEMoNS AND LIMES

All Provinces 607,301 126,459 0.20 4,889 440
Pinar del Rio .. . 47,612 11,118 0.23 444 40
Habana .. 75,111 21,644 0.28 667 60
Matanzas .... ....... 69,594 12,522 0.17 444 40
Las Villas .... . 124,838 27,358 0.21 778 70
Camaguey . . . . 134,469 25,793 0.19 1,667 150
Oriente. . . 155,677 28,024 0.18 889 80

SOURCE: Agricultural Ceasos.

In 1948 and 1949, Cuba imported small quantities of grapefruit. How-
ever, considerable amounts are regularly exported (Table 188), mainly to
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the United States. During the period 1935-39, an average of 11,134,724
grapefruit was exported but in 1949 the number had fallen to 7,292,680.
Cuban grapefruit exports to the U.S. have the advantage that they reach
the market when U.S. domestic supply is short. This is in September during
the period when the U.S. import duty is 610 per case; beginning in October
the U.S. duty is raised to $1.22 per case.

Cuban fruit produced for export is subject to the same marketing and
distribution problems as are Cuban vegetables (q.v.) except that the situa-
tion is not so acute in the case of grapefruit.

Citrus Yield and Crop Problems

According to the Census of 1945 there were 4.7 million citrus trees in
Cuba of which 4.1 million were oranges. Farm value of the citrus crop in
1945 amounted to $2,762,612. The value of oranges was $2,502,133. There-
fore each tree was yielding an income of about $1.75, or an acre of 80
trees produced a return of $140-a fairly low figure.

It would be advantageous if Cuba could extend the marketing period in
the U.S. under the low import duty provision. It is unlikely that the U.S.
will continue a low duty after October first of any one year. Hence

TABLE 189

IMPORTS AND EXPORTS OF CITRUS FRUIT IN CUBA

Total Exports Total Imports
Period (pounds) (pounds)

GRAPEFRUIT:

1935-1939 ........................... 11,134,724 132
1947 ........................... 6,517,933 -
1948 ........................... 3,375,997 175,028
1949 ........................... 7,292,680 14,120

ORANGES:

1935-1939 ........................... 52,079 12,954
1947 : 20,035 -
1948 ........................... 1,587 46,290
1949 . ........................... 17,998 41,100

LEMONS AND LIMES:

1935-1939 .......................... . 164,610 14,786
1947 ........................... 4,780 11,301
1948 ............ ............... - 186,910

1949 ................ ........... 13,309 182,047

OTHER CITRUS:
1935-1939 ........................... - 6,259

1 9 4 7 ............................ - .-
1948 ........................... - 925.471

1949 ........................... - 109,012

SoVuCE: Agricultural Ce-sus.
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Cuba's only recourse is to try to market earlier than September. To do
this she would have to develop new strains and varieties that possessed
unusually early maturing characteristics.

Some beneficial results might be obtained by heavy fertilizer applica-
tions and more irrigation. However, the large Isle of Pines producers are
already using the most modern methods of citrus production and it is
doubtful if they could advance date of maturity significantly by further
improvements and refinements. On the whole, earliness is a varietal, genetic
characteristic.

3. Bananas
Prod uction

Production of plantain bananas has not varied much since 1935-39
when an average of 1.1 million pounds was raised as compared to 1.2
million pounds produced in 1949. Cuban plantains are for the most part
consumed locally in the home, for frying and baking.

The Johnson variety of banana is the one raised mainly for eating fresh.
Production of Johnson bananas for export (Table 190) has declined steadily
from a 268 million pound average for the period 1935-39, to 33 million
pounds in 1949. This decrease has been due to several factors which will
have to be corrected if this crop is to maintain a competitive position
in the future.

Improved Methods Needed
Banana production in Cuba is generally found on small hillside areas,

where the more advanced methods of cultivation are difficult to apply.

TABLE 190

CUBAN BANANA PRODUCTION AND EXPORTS

Total Export Total Export Price
Kind of Production Value Per Pound

Period Banana (raillion lbs.) (S thousands) (cents)

1935-1939 Avg. Johnson . .......... 268 2,171 0.81
1940-1944 Avg. ......................... 115 1,288 1.12

1946 ...... ............... ... 98 3,380 3.46
1947 ".... .............. 96 2,710 2.82
1948 ........................... 63 1,590 2.52
1949 ............ ............. 33 787 2.38

1935-1939 Avg. Plantain ......................... 1.1 8 0.70
1940-1944 Avg. " ......................... 3.1 37 1.20

1946 ............................ 1.7 26 1.50
1947 ............................ 1.6 31 1.99
1948 ............................ 1.8 35 1.98
1949 ... .................... ... 1.2 18 1.53
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The areas have been invaded by both Panama disease and sigatoka, which
can be controlled Lo some extent but which have often rendered banana
production uneconomical in other regions. Cultivation and disease control
would be aided immeasurably by a simple change in locations. A shift
to well-organized plantations of larger unit size would also be of economic
benefit by permitting more efficient practices in banana culture.

To meet competition, bananas must be grown for high land yields.
This may mean fertilization and, in some cases, irrigation. Such practices
increase costs, but they also increase net income.

Finally, there must be adequate facilities for transportation, storage and
marketing. In these, as well as the factors mentioned above, Cuba is at
present deficient.

In view of this combination of adverse circumstances, it is possible
that Cuba will become a net importer of bananas within a number of years
unless positive steps are taken to remedy some of the troubles enumerated.
The rapidity of the trend toward this state is clearly evident from the
data of Table 190.

4. Pineapples
Production

Annual pineapple production has increased in Cuba since the 1935-39
period when 156 million pounds were harvested. In 1949, 317 million
pounds were raised and the 1950 expectation is for a production of 214
million pounds. Cuban exports of fresh pineapple have decreased since
1935 from 86 million pounds to 69 million pounds in 1950. Exports of
canned pineapple increased during the period 1935-49, but are expected
to decrease in 1950 due to accumulation of stocks. (Table 191)

Cuba has shown considerable ingenuity in handling her pineapple crop
by canning the fruit in juice, syrup and brine. Canning of pineapple (as
well as other products) permits storage and marketing of the crop when
the price is highest. This is a distinct advantage in Cuba, where storage
facilities for fresh products are inadequate and where there are so many
transportation problems.

5. Other Fruits

Possibilities for Mango and Papaya
Avocados and papayas are exported to the U. S. in small but important

quantities. Mangoes are not, because of U. S. quarantine regulations. Com-
petition from American growers is keen in the case of payayas and avocados;
hence it is unlikely that these items will contribute materially to increased
Cuban export trade. However, there might be a greater potential market
in the U. S. and elsewhere for canned mango and papaya products and
perhaps other fruit as well. The flavors found in these Cuban fruits are
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pleasing and different from their U. S. counterparts. Marketing of such
export products will depend largely upon proper canning methods to satisfy
the foreign consumer, and not merely upon advertising and price.

TABLE 191

CUBAN PINEAPPLE, FRESH AND PROCESSED, ESTIMATED PRODUCTION, 1949 (FINAL)
AND FORECAST FOR 1950 WITH COMPARISONS

For Export

Fresh Cautsed For Domestic Total
Year a In Bulk Crated In Juice In Syrup Barreled b Consumption Production

(million po-mds avoirdupois)
AVERAGE:

1935-9 ... ..... 0 86 26 0 5 39 156
1948 ...... 7 46 142 93 24 70 382
1949c.......... 10 65 100d 50d 42 50 317

1950e ....... 14 55 40 25 40 40 214

a Production and calendar yeass coincide for pineapples.
b Mostly in brine and sulphur dioxide solution but including some in 530 and 700 Brix heavy syrup.
e Revised on the basis of final official trade statistics and other recent infontation.
d Including about 35,000 cases exported in Ja.uury-.larch 1950 and roughly 120,000 cases remaining unsold

as of March 31, 1950.
e Forecast-Embassy estimate.

6. Recommendations

1. It is recommended that the citrus growers, themselves, undertake
cooperative research to produce earlier maturing varieties and strains of
grapefruit.

2. It is recommended that appropriate technical information be dis-
tributed to Cuban banana growers, large and small, to assist them in com-
bating disease and improving their production methods.

3. Recommendations pertinent to the development of the fruit canning
industry will be found in Chapter 48(11).

VI. RICE
Increasing Consumption

Cuban consumption of rice-one of the island's principal food items-
is steadily increasing. Apparent consumption in 1949 reached 683 million
pounds, of which about 88% was imported. The value of these imports
($51,379,000 in 1949) has caused the government to urge domestic farmers
to grow more rice, and such efforts have continued for many years.

Production
As will be seen in Table 192, there has been a gradual growth in the

Cuban production, but it has paralleled the increased consumption so that
percentagewise the gain has been slight.
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The area planted to rice in Cuba-now about 120,000 acres-has in-
creased by some 20,000 acres since 1945. Production by provinces for the
year 1946 is given in Table 193, from which it will be seen that the
crop is distributed throughout the island, with Las Villas and Pinar del
Rio having the largest acreages.

It should be noted that the relative production does not follow the area
figures in all cases. Cuban rice yields in 1946 varied from 704.8 pounds
per acre in Pinar del Rio to 1,409.7 pounds in Habana Province. The
national average yield per acre has not changed significantly since the
1,060 pounds recorded for 1930. In 1949, it was 1,108 pounds per acre,
the slight increase perhaps reflecting the recent use of some improved
varieties.

TABLE 192

RICE PRODUCTION AND OTHER STATISTICS IN CUBA

Average Cuban Total
Yield Production Imports Value of

Lbs. per Clean Rice Imports and Imports
Period Acreage a Acre (million lbs.) (million lbs.) Production (1000 dollars)

1921-25 .........- - 35 396 431 13,843
1926-30 ......... - - 27 469 496 15.024

1931-35 ........ 30,000b 1,060c 30 362 392 6,050
1936-40 ........ 30,000b 1,060c 30 445 475 9,048
1945..... ... 100,000 1,050 68 384 452 27,283
1946 ........ 105,000 1,048 72 322 394 25,980
1947 ........ 120,000 1,075 84 621 705 60,221
1948 .. ...... 123,000 1,098 88 514 602 52,987
1949 ..... ... 120,000 1,108 86 597 683 51,379

a Harcested only.
b Calculated Iron acreage yield and total production.
c Average yield period 1930-39, U.S.D.A. Commission, 1941.
SOURCE: U. S. Embassy Statistics and Minneman, Op. it.

TABLE 193

RICE PRODUCTION BY PROVINCES, 1946

No. of Total Production Lbs. Yield Pounds Value
Province Farms Acres Rougb Rice Per Acre Dollars

All Provinces ........ 28,801 142,008 140,241,440 1,043.8 10,148,211
Pinar del Rio 9,351 31,097 20,995,508 704.8 1,863,718
Habana .2,370 15,698 20,564,949 1,409.7 1,284,007
Matanzas 2,413 25,562 33,510,361 1,356.1 2,087,765
Las Villas 10,297 36,316 31,749,326 936.8 2,542,515
Camaguey 2,170 13,521 15,208,213 1,168.7 933,537
Oriente .2,200 19,810 18,213,082 1,017.1 1,436,599

SouncEC: Agricultural Census 1946.

Rice production in various municipalities is given in Table 194. It
will be seen that these 21 municipalities planted 54.8% of the total acreage
of rice in Cuba, and harvested 61.9% of the total production. One of
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the most interesting points brought out by this table is the variation in
average yield per acre in the zones listed. Consolacion del Sul produced
only 609 pounds per acre, while Guines had a production of 2,116 pounds.
The Guines area is under irrigation and some fertilizer is used. The extent
of these practices in Consolacion del Sul and some other areas is not known.

Cultivation Practices
Cuban soil, climate, and rainfall are generally satisfactory for rice

production but irrigation is coming into greater use. Table 195 shows
that 10.85% of the Cuban acreage was under irrigation in 1946. The
practice was more prevalent in Oriente, Habana and Pinar del Rio where,
respectively, 26.8% and 18.8% and 13.2% of the acreage was irrigated
and least of all in Camaguey.

The value of-and need for-fertilizer applications to Cuban soils are
becoming more generally recognized, and here the cultivation of rice is
no exception. However, at present only relatively small areas of rice
acreage are actually fertilized, amounting to 4.87% of the total plantings.
The percentage is highest in Pinar del Rio where 13.64%o of the total rice
acreage was under fertilization in 1946, and lowest in Camaguey where
the figure was only 0.48%.

TABLE 194

RICE PRODLCTION BY MUNICIPALITIES (TOWNSHIP), 1946

Area in Production Lbs. Production
Township Acres Rough Rice Lbs. per Acre

Manzanillo ......................... 7,462 8,039,735 1,077
Aguada de Pasajanos .................. 5,688 6,710,361 1,180
Pedro Betancourt ......................... 5,344 6,209,256 1,162
Consolacion del Sur ....................... 8,903 5,418,466 609
Santa Cruz del Sur ...... .................. 4,799 5,369,524 1,119
San Nicholas ......................... 2,792 4,944,918 1,771
Bayamo ......... ................ 4,272 4,683,011 1,096
Carlos Rojas ......................... 3,264 4,334,684 1,328

Yaguajay ......................... 3,229 4,287,947 1,328
Sancti Spiritus ......................... 4,569 4,059,771 889
Moron ......................... 2.562 3,866,868 1,509
Camaguey ............. ............ 2,050 3,609,812 1,761
Guines .......... ............... 1,581 3,344,378 2,116
Pinar del Rio ......................... 4,223 3,258,840 772

Consolacion del Norte ................... 5,046 3,084,676 611
Nueva Pas ......................... 3,229 3,003,547 930
Manguito ............ ............. 1,752 2,877,003 1,642
Juan Gualberto Gomez ........ ........ 1,831 2,638,906 1,441
Heleno del Sur ......................... 1,885 2,482,821 1,317
Miaximo Gomez ......................... 1,769 2,302,925 1,302
Los Arabos ................ ......... 1,571 2,290,139 1,458

Total ............................... 77,821 86,817,588 -



TABLE 195

EXTENT OF IRRIGATION AND FERTILIZER TREATMENT OF RICE IN CUBA-1946

Total Area Total No.
Total No. under of Farms Total Area % of Rice % of Rice

Total No. Total Area of Irrigated Irrigation Uaisg Fertilized Area Area
Province Rice Farjus (acres) Farms (acres) Fertilizer (acres) Irrigated Fertilized

All Provinces ................... 28,801 142,008 401 15,409 291 6,911 10.85 4.87

Pinar del Rio ................... 9,351 31,097 21 4,114 209 4,243 13.22 13.64

Hlabana ................... 2,370 15,698 291 2,945 27 287 18.76 1.82

Matanzas ................... 2,413 25,562 11 1,502 8 1,549 5.87 6.06

Las Villas ......... .......... 10,297 36,316 35 1,472 35 551 4.05 1.52

Camaguey ........... ........ 2,170 13,521 19 308 11 66 2.28 0.48

Oriente ................... 2,200 19,810 24 5,313 1 215 26.82 1.08

SOURceP Agricultural Census 1916.
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Progress in Development

At the time of the report of the U. S. Technical Commission in 1941,5
production of rice in Cuba was essentially primitive. Since that time, aided
by the Cuban Government's promotion of the Commission's recommenda-
tions, there has been a continuous trend towards mechanization. This
includes planting by machinery and in a few cases by airplane, harvesting
by combines and threshing machines, and milling and drying by modern
methods.

The U. S. Technical Commission pointed out that an increase in rice
production would. diversify agricultural production, would provide profit-
able employment during the dead season, and at the same time would
decrease Cuba's dependence upon imported supplies, and reduce the expendi-
ture of foreign exchange. These are all sound objectives.

The Commission also emphasized the need for certain specialized equip-
ment such as tractors, drills, binders, threshers and mills, and it recom-
mended that the government help the farmer to make such purchases. This
has been done to a limited extent.

Authorities were advised to supply farmers with new and improved
varieties of seed, in order to increase yields and to obtain rice plants with
strong stems. The government has moved in these directions, but insuffi-
ciently; in general, the yields have not been much greater than before, and
lodging of the crop continues to be a serious problem hampering mechan-
ization.

ImpJortation Policy

During the rice-crop year 1949-50, the tariff import quota for the U. S.
was set at 451,000,000 pounds, which amount was subject to the special
duty rate of $1.85 per 100 kilograms. Importations above the quota pre-
sumably were to pay the regular duty of $3.70 per 100 kilograms. However,
it is reported that when the quota is exceeded, government usually sets a
new quota so that rice coming from the States is rarely subject to the
$3.70 duty.

Potential Production

The questions of how much rice Cuba should try to produce and how
much she can produce are worth examination. The 1941 U. S. Technical
Commission recommended that production be increased to supply about
one-half of the domestic requirements-a goal which is still far away and
which in recent years would have meant a Cuban harvest of between 300
and 340 million pounds.

5 Agricultural Survey of Cuba, Technical Commission, U.S.D.A., 1941.
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The Commission estimated that there were 1,600 cabs. of land in Cuba
suitable for rice production under irrigation. At a yield of 1,500 pounds
of rice per acre, this land might produce nearly 80 million additional pounds.

Since the time of the Commission's study, however, more information
on potential rice land is available. In one area (south of Consolacion del
Sul in Pinar del Rio) which was studied by the present Mission, 10,000
acres are now in production, and it is estimated that another 10,000, if
put under irrigation, would yield an additional 15,000,000 pounds of rice.
A full survey of such areas was beyond the intended scope of the present
study, but it is probable that other similar ones exist.

Using another approach, the 1949 quota arrangement provided for
preferred-duty importation of 451 million pounds; the difference between
this and the apparent consumption was 232 million pounds, of which Cuba
produced 86 million. The implication in the quota figure seems to be
that Cuba intends a domestic production greater by 146 million pounds
than that achieved in 1949. On the basis of available data, it is believed
that something approaching this would be possible, and that a goal of
200 million pounds total domestic production might be realistic.

Secondary Effects

An interesting observation in the new Pinar del Rio rice area is that
of the increase in land values. Six years ago no rice was grown in this
region. The land was idle except that some cattle were run on it. The
first of this land selected for rice cultivation was purchased for $30 per cab.
Today, with 10,000 acres already developed and producing rice, the sur-
rounding area of at least the same size is traded at $200 per cab. This
increase of nearly seven-fold in land value is due almost entirely to the
rice development, and should serve as a stimulus to other landowners.

Conclusions

As the result of its field observations and discussions with rice planters,
the Mission has concluded that:

1. A continued effort needs to be made in Cuba to obtain strains
and varieties of rice that will give higher yields and that will not lodge.
Non-lodging varieties are particularly needed to facilitate harvesting by
machinery. These strains probably will have to be developed in Cuba,
since imported types that do well elsewhere have not proved satisfactory
in Cuba.

2. 'Where river water is used for irrigation, better conservation
and control are needed. This can be attained through the aid of
specialists in further study of watersheds, erosion, dam construction, etc.
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3. Expensive machinery is required in the preparation of new land
and the construction of irrigation systems. There exists an opportunity
for central agencies, or the government, to purchase such equipment
and to rent it to new rice farmers on an equitable basis.

4. Equipment such as drills, harvesters, etc., require a considerable
capital investment but are needed by rice farmers for economical pro-
duction. Agricultural credit for this purpose is lacking at the moment.

5. The government import duties and taxes on farm machinery
seem fair and reasonable, but retail inark-up is often excessive. Parts
and service on such machinery are often unobtainable in Cuba.

6. A cheap source of fertilizer, or at least a reasonably limited
retail mark-up on it, would be helpful.

7. The importation and sale of irrigation equipment such as pumps,
pipes and the like are subject to the same abuses and practices that are
found in farm machinery sales.

8. Cuban producers will find of interest a study of the more recent
developments in rice production in British Guiana,6 where underwater
cultivation has been successful in keeping down weeds and preventing
tillering.

Recommendations
1. The Government's rice quota policy and import duty regulations

seem satisfactory and no change is recommended at this time.

2. Further study is recommended on the subject of how much addi-
tional rice Cuba should and could produce. Meanwhile, on the basis of
available information, it is recommended that Cuba endeavor to produce
a total of 200,000,000 pounds annually, importing the balance of her needs.

3. It is recommended that agricultural research agencies be charged
with development of strains of rice for Cuba that will (a) increase yield
per acre, and (b) have non-lodging characteristics.

4. Further study of water conservation and control is recommended
for the Cuban rice-growing regions.

5. It is recommended that the Cuban Government purchase the expen-
sive units of equipment needed for the preparation of new rice land and
make it available to farmers and others on an equitable rental basis that
would amortize the cost of the equipment in five to eight years.

6. It is recommended that the Agricultural and Industrial Credit Bank
consider, in its loans to farmers for the purchase of machinery, a provision
in such loans that will prevent excessive mark-up in the sale price to the
farmer.

I The Mabaicony-Abary Rice Development Scheme. We,ld Crops, Vol. 11, No. 10, (1950) pp. 420-422.
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VII. TOBACCO

1. Production
World-wide Reputation

Tobacco is considered Cuba's third main agricultural activity in terms
of value of production, and the second most important export crop. In
recent years over 60 million pounds have been produced annually. Of
this, approximately 60% has been exported, some 31 million pounds being
in the form of leaf tobacco. The value of exports since 1945 has been
about $40,000,000 annually. Roughly 75%o of these exports, by value,
have gone to the United States.

Cuba has a world-wide reputation for its production of an excellent
quality cigar tobacco. The Havana-type tobacco is especially desirable for
blending with other leaf in the manufacture of cigars and is used primarily
for this purpose in the United States.

Types of Tobacco

There are five separate tobacco-producing regions in Cuba, each growing
a different type of tobacco. These regions, in order from west to east, are
known as Vuelta Abajo, Semi-Vuelta, Partido, Remedios, and Oriente. The
Vuelta Abajo and Remedios regions are the most important, accounting
for over three fourths of the total production.

Vuelta Abajo, located in Pinar del Rio Province, produces tobacco which
is recognized as of the finest quality grown in Cuba. During 1947-49, its
production averaged about 26 million pounds annually, which represented
approximately 41%o of the total tobacco crop (Table 196). Most of this
type is used in the manufacture of cigars within Cuba. The quality character-
istics vary from farm to farm, which makes it difficult to obtain sufficiently
uniform grades for sale in the export market.

The Semi-Vuelta region is also in Pinar del Rio Province and lies to the
east of Vuelta Abajo. The tobacco of this area has a stronger aroma than
Vuelta Abajo, and is in demand by the United States cigar manufacturers
for blending with other kinds of leaf. The production of this region varies
from two to three million pounds, only about 4',o of the country's total
production in recent years.

The Partido region, lying southwest of Habana, produces a milk leaf
tobacco whose aroma is perhaps not as fine as that of the Vuelta Abajo
leaf. Partido tobacco is used extensively for wrappers on cigars manufac-
tured for the English export market. This region produces about three
fourths of the shade-grown tobacco of Cuba. Production in the area
averaged about two million pounds annually from 1947 to 1949, representing
about 3% of the crop.



TABLE 196

ESTIMATED TOBACCO PRODUCTION, ACREAGE, AND NUMBER OF FARMS REPORTING IN
CUBA BY REGIONS, 1937-1949

Crop Years
ending

September 30 Vuelta Abajo Semi-Vuelta Partido Remedios Oriente Total

PRODUCTION 1,000 pounds

(average)

1937-41 20,704 2,052 1,383 25,316 1,465 50,920
1942-46 22,936 2,715 1,893 32,408 1,638 61,590
(annual)

1947 29,584 3,298 2,576 41,141 1,611 78,210
1948 21,832 2,407 2,249 31,207 1,519 59,214a
1949 25,920 2,085 1,722 22,311 1,272 53,310

ACREAGE Acres

(average)

1937-41 41,242 5,197 2,056 53,300 1,633 103,428
1942-46 41,438 6,771 2,830 68,795 2,073 121,907
(annual)

1947 51,632 8,552 3,543 74,296 1,895 139,918
1948 37,676 6,300 2,970 62,963 1,545 111,454
1949 43,445 5,837 2,515 58,800 1,359 111,956

YIELD PER ACRE Pounds

(average)

1937-41 502 395 673 475 897 492

1942-46 554 401 669 471 790 505
(annual)

1947 573 386 727 554 850 559

1948 579 382 757 496 983 531

1949 597 357 685 379 936 476

FARMS Number
(average)

1937-41 1,882 451 416 2,008 222 4,979

1942-46 1,774 517 514 1,869 232 4,906
(annual)

1947 2,047 693 630 2,469 274 6,113

1948 1,980 628 489 2,112 195 5,404

1949 2,039 597 398 2,113 184 5,331

AvERAGE ACRE. Acres

AGE PER FARM

1937-41 22 12 5 27 7 21

1942-46 23 13 6 37 9 25
(annual)

1947 25 12 6 30 7 23

1948 19 10 6 30 8 21

1949 21 10 6 28 7 21

a Reised.
SouRcE: United States Embassy Estimates.
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The Remedios region is located in the eastern part of Las Villas and
the western part of Camaguey Province. The tobacco from here is of a
heavy, gummy texture, very aromatic, and suitable for blending as filler
with other cigar leaf. Remedios tobacco is not of the quality produced in
Vuelta, but because of its stronger aroma and largely because of its uniform
quality, it is in great demand by the cigar manufacturers in the United
States. The production of this region from 1947-49 averaged about 31
million pounds, or over 50% of the total Cuban tobacco production.

The Oriente region includes two distinct tobacco districts in Oriente
Province. Tobacco .of this region is regarded as of inferior quality, having
a coarse texture and strong aroma. It is used largely in the manufacture
of the cheaper grades of domestic cigarettes. Production in recent years
averaged about 1.5 million pounds, or about 2% of the total crop.

Farm Organization
The commercial tobacco crop was grown on 5,331 farms in 1949, produc-

ing 53.3 million pounds of tobacco on 111,956 acres (Table 196). About
78% of these farms were located in the Vuelta Abajo and Remedios tobacco
regions.

For all tobacco farms in 1949 the average acreage was 21 acres per
farm, and from 1942-1946 averaged 25 acres with considerable variations
between regions. The Remedios region reported an average acreage of 28
acres per farm in 1949, Vuelta Abajo 21 acres, Semi-Vuelta 10 acres, Oriente
seven acres, and Partido six acres.

Tobacco production is on a relatively large scale in the Remedios region,
but the cultivation practices are usually more modern in the Vuelta Abajo
area.

Commercial fertilizers and irrigation are more widely used in the.
Vuelta Abajo and Partido regions, with irrigation largely concentrated on
the shade-grown tobacco. It is reported that on the larger farms in Vuelta
Abajo about 10 short tons of manure and 650 pounds of chemical fertilizers
are applied per acre. The 5-8-10 chemical fertilizer formulas seem to be
preferred.

Yields
The 1949 crop was smaller than the 61.5 million pounds average produc-

tion during the period from 1942 to 1946. The average yield of tobacco
per acre in 1949 was 476 pounds, as compared with an average of 505
pounds from 1942 to 1946. Yields of tobacco vary between the tobacco
regions. The Oriente region is consistently higher than the other regions,
and in 1949 averaged 936 pounds per acre. Partido averaged 685 pounds
per acre, Vuelta Abajo about 600 pounds, Remedios 380 pounds, and Semi-
Vuelta 360 pounds.
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2. Exports and Imports
Declining Cigar Exports

Approximately two thirds of the Cuban tobacco crop normally enters
the export market, mostly as leaf tobacco. The exports of unmanufactured
tobacco averaged approximately 30.3 million pounds annually from 1936
to 1940, and has varied from about 55 to 31 million pounds annually since
1945 (Table 197). Cigars are the most important manufactured tobacco
product exported, representing from 12% to 26% of the value of tobacco
exports since 1945. Export of cigarettes and of smoking-tobacco is relatively
unimportant.

Cigar exports declined steadily from 256 million pieces in 1906 to only
14 million in 1940. During the past war the demand for Cuban tobacco-
both raw and as finished products-was excellent, but in 1946-47 exports
again declined sharply. Cigar exports in 1949 were only 21 million pieces.

Attempts to reopen prewar markets have been unsuccessful because of
the general shortage of dollar exchange, comparatively high local prices
for leaf tobacco and high manufacturing costs. However, it was recently
announced that Italy has agreed to the resale of Cuban cigars in Italian
territory as well as the annual purchase of $100,000 worth of Cuban leaf
tobacco in return for continued application of most-favored-nation treat-
ment with regard to Italian exports to Cuba.

Imports

Cuba's imports of tobacco and tobacco products consist largely of
United States cigarettes, some chewing and pipe tobacco, and small quantities
of snuff (Table 198).

TABLE 197

CUBAN TOBAcco, LEAF AND MANUFACTURED:
EXPORTS IN 1949, WITH COMPARISONS

Quantity Value

Unmanu.
factured a
(1,000 Unmanu.

lbs. unst'd Cigars factured Cigars Total b
Period equiv.) (1,000 cigars) (1,000 dollars) (1,000 dollars) (1.000 dollars)

AVERAGE:
1936-40 . 30,253 30,591 10,628 3,000 13,706
1945 .37,096 109,955 37,667 12,529 50,443
1946 55,439 59,695 47,265 8,371 55,881
1947 31,661 39,464 28,502 6,032 34,689
1948 32,322 53,811 23,872 8,656 32,669
1949 31,195 21,309 25,958 3,693 29,780

a Declared net weights converted to nnstemmed equivalent in pounds avoirdupois.
b Includes small quantities of cigarettes and smoking tobacco.
SIoJRCE: United States Embassy.
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TABLE 198

CUBAN IMPORTS OF TOBACCO PRODUCTS, 1936-49

Year Leaf Snuff Chewing Pipe Cigars Cigarettes

QUANTITY (ins kilos) (1000 pkgs.)

AVERAGE:

1936-40 ............ a 20 600 162 5 2,763
1941-45 ............ a 38 1,871 169 3 4,769

ANNUAL:

1946 ............ 2 336 1,099 4,506 13 10,358
1947 ............ 4 165 2,093 78 a 13,218
1948 ............ 120 514 1,983 148 0 15,065

JAN.-OCT.:
1948 ............ 120 0 1,746 107 0 12,136
1949 . ........... 1 1 587 86 50 13,093

VALUE (in dollars)

AVERAGE:

1936-40 _ ......... 1 85 1,089 300 6 132,125
1941-45 ......... 1 73 3,703 156 61 219,221

ANNUAL:

1946 ....... .. 12 919 2,912 880 180 560,552
1947 ...... . 4 40 5,491 224 5 783,459
1948 ...... 43 398 4,691 208 0 950,485

JAN.-OCT.:

1948 . ._ 37 0 3,975 184 0 754,868
1949. _ ....... 1 1 1,659 157 20 778,220

a Less than one kilo.
SOURCE: United States Embassy.

Importation of cigarettes has increased much more than is indicated

by the official statistics. It is estimated that in 1947 at least 50 million
cigarettes were illegally imported into Cuba, from 100 to 150 million in
1948, and from 90 to 135 million in 1949.

This should suggest to some cigarette manufacturer that there is a con-
siderable market for the so-called milder type of foreign cigarettes and

that it would be worthwhile to try to develop a locally made mild cigarette
for this trade.

3. Cigar Manufacture
Rising Costs

Like many other Cuban industries, cigar manufacturing has suffered
from too many workers and too little machinery. Costs of production have
risen accordingly, and the fact that the industry has not yet felt the full

effect of the loss of export markets is due to an unprecedented increase
in domestic consumption.
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Cuban cigars are manufactured entirely by hand labor. The usual daily
output of a cigar maker is about 100 cigars. Thus, if he is paid an average
daily wage of approximately $5, the direct labor cost for rolling a cigar
is $0.05. This does not include the labor cost of opening the bales, sorting
and grading the leaves, stemming the leaves, grading the various sizes of
cigars into a large number of classes by color, affixing the tax stamp and
band on each cigar, nor the large amount of labor that goes into preparing
and packing the cigars into the boxes.

Employment Reduced

The pressure of labor unions upon the cigar industry has, in the past,
prevented mechanization by which production costs could be reduced. Not
only has this caused a heavy loss of foreign sales, but several Cuban factories
have moved their operations to Florida where they can supply U. S. cus-
tomers without such a handicap. The result has, of course, been the very
loss of Cuban employment which the workers thought to prevent, and
more of it has been threatened.

However, the Government has recently authorized, by Decree No. 1073
of April 4, 1950, that machinery may be used by the cigar-manufacturing
industry for the production of all export cigars and for a maximum of
20% for domestic use. This decree also provides that unemployment com-
pensation, at the rate of $40 monthly, be paid to cigar makers who may
be unemployed as a result of the proposed mechanization. A part of this
money is to come from a tax of $5.00 on each 1,000 cigars manufactured
by machinery. The effects of this decree and the reaction of the labor
unions are still to be seen.

Need for Mechanization

The cigar manufacturers have already found that they cannot meet
competitive export prices and have turned their hopes toward pure quality
competition for the high-priced luxury cigar trade. This, however, repre-
sents a small volume and only limited employment, for the major portion
of the cigar business comes from low- and medium-priced products.

The Mission believes that the only way in which Cuba can retain her
cigar industry in competition with mechanization elsewhere is through modern
mechanization of her own production.

Cigarettes

The demand for cigarettes for local consumption has been rising steadily
since its low period during the depression years. In 1949 almost eight
billion cigarettes were produced. Most of these were for local consumption,
since only 18 million cigarettes were exported. Meanwhile, the importation



TABLE 199

CUBAN TOBACCO PRODUCTS PRODUCTION

Cigars Cigarettes
(thousands) (millions)

1928 .................................... 314.2 5,790
1929 .................................... 283.3 5,709
1930 .................................... 230.3 5,615
1931 .................................... 148.4 5,011
1932 .................................... 90.1 2,899
1933 .................................... 88.7 2,825
1934 .................................... 110.2 3,454
1935 .................................... 116.6 4,113
1936 .................................... 140.4 4,380
1937 .................................... 160.8 4,964
1938 .................................... 157.6 5,043
1939 .................................... 154.8 4,959
1940 .................................... 229.8 5,030
1941 .................................... 265.8 5,187
1942 .................................... 309.1 6.076
1943 .................................... 321.2 6,290
1944 ..................................... 421.5 6,773
1945 .................................... 370.5 6,724
1946 .................................... 513.0 7,059
1947 .................................... 580.0 7,327
1948 .................................... 620.0 7,691
1949 .................................... 514.2 7,808

SoUrcE: Statistical Year Book and U.S. Embassy Reports.

TABLE 200

IMPORTS, EXPORTS OF TOBACCO AND TOBACCO PRODUCTS

Imports E x p o r t s
(Cigarettes) Cigarettes Cigars

Amount Value Number Value Number Value
Year (packages) (pesos) (millions) (pesos) (millions) (pesos)

1935-39 Avg ......... 1,714,169 121,692 28.2 63,791 36.2 3,524,432
1940 ............ 3,082,461 142,712 25.7 60,744 14.2 1,194,195
1941 ............ 3,364,584 149,553 30.1 71,913 20.2 1,611,369
1942 ............ 3,820,268 167,896 40.0 108,211 17.8 1,529,408
1943...... ...... 4,481,188 200,201 26.7 94,595 65.9 5,443,994
1944 ............ 5,880,878 269,022 36.6 142,671 181.4 17,795,730
1945 ............ 6,298,945 309,432 33.3 167,614 109.4 12,469,860
1946 ............ 10,358,413 560,552 30.4 140,184 58.8 8,311,301
1947 ............ 13,217,698 783,459 27.8 137,303 39.4 6,015,787
1948 .... ........ 15,065,178 950,485 24.2 123,190 54.1 8,686,728
1949 ............ 15,684,318 952,720 18.4 92,234 21.4 3,676,997

SoijicE: Comercio Exterior.
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of cigarettes has also increased and in 1949 more than 15,500,000 packages
were imported, not counting the enormous quantity smuggled.

The manufacture of cigarettes is fairly well mechanized although the
problem of excess workers remains.

4. Possibilities for Development

Danger of Decline

If the attitude of labor continues to prevent or to retard the mechaniza-
tion of both tobacco production and cigar manufacture, and if the Govern-
ment continues to support this attitude, then the future of tobacco culture
in Cuba is not bright. Under these circumstances production is expected to
decline still further, for the recent history of the industry is one of progress-
ively lost markets due to high labor charges.

On the other hand, labor may take account of the fact that modern
mechanization has a chance of increasing tobacco production and process-
ing until the industry employs more not fewer-people than at present.
Cuba should continue to produce high-quality hand rolled cigars for the
luxury market both at home and abroad, while at the same time supplying
the machine-made product in quantity for the large volume sales.

New Tobacco Types
Another line of endeavor that should be considered seriously by the

industry is the production of entirely new types of tobacco, such as the
lighter, bright leaf for cigarettes of the kind popular in the United States.
To judge from the rapid growth of their importation-both legal and
illegal-these cigarettes also enjoy immense popularity in Cuba.

Other Tobacco Products
There is considerable waste in tobacco manufacture, which might well

be converted into industrial products. In addition, cheap low-grade tobacco
might even be grown specifically for such processing.

A few tobacco by-products are known commercially, while others offer
possibilities through further research, development and economic appraisal.
Among such opportunities are:

1. Production of nicotine for much-needed insecticides, fungicides and
germicides.

2. Chemical modification of nicotine to produce new and useful chem-
icals and drugs.

3. Tobacco as as source of rutin.

4. Tobacco fiber residues as cheap fertilizer.

5. Tobacco fiber residues for wall board and plastic fillers.
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5. Recommendations

1. The Mission believes that Government Decree No. 1073 authorizing
the partial mechanization of cigar manufacture is a step in the right direc-
tion, but that complete decontrol of this matter would be a better one.

2. It is recommended that the tobacco industry initiate research and
development on tobacco by-products in order to create new industries in
this field.

3. It is recommended that attempts should be made to introduce
varieties and strains of cigarette (bright leaf) tobaccos to meet the increas-
ing domestic demand for imported type of cigarettes.

VIII. VEGETABLE AND ROOT CROPS

1. Introduction
Two Groups

Vegetables grown in Cuba may be divided roughly into two groups: (a)
those produced primarily for export, such as tomatoes, eggplant, green pep-
per, cucumbers and okra; and (b) those grown chiefly for home consump-
tion, including beans, potatoes, yams, yucca, malanga and onions.

2. Vegetable Production

Table 201 indicates the extent of winter vegetable production in 1947-48.
About 22,000 acres were planted, excluding peppers, pimentos, and okra, for
which acreage figures were not available. Close to 60 million pounds of winter
vegetables were produced in that season. Acreage in 1949-50 is estimated
to be 10% to 15% greater and a total crop of about 70 million pounds is
anticipated.

''omatoes
Tomatoes make up the largest item of winter vegetable production. Cuban

tomato production has varied somewhat in the past few years, from a high
point of 65 million pounds in 1937 to a low of 22 million pounds in 1943.
Since that time production climbed to 44 million pounds in 1947.

Beans
Next to rice, beans of all kinds are one of the most important items in the

diet of Cubans; especially prized are black beans. In 1948 Cuba produced
100 million pounds of beans of all kinds. In addition Cuba imported 134.57
million pounds of beans and peas. Production at home has increased only
slightly since 1936, although the government has encouraged an increase in
acreage by providing free seed (which, according to some reports, are eaten
instead of planted) and by building warehouse facilities where beans can be

7 Official Foreign Trade Statistics, Ministry of Agriculture, 1950.
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TABLE 201

CUBAN WINTER VEGETABLE PRODUCTION, 1947-48 SEASON a

Production
Acreage Average Yield

per Planted For Esport
Planted Harvested Acre Fresh Total

Crop Acres Acres (pounda) (million Ibs.) (million lbs.)

Tomatoes .18,200 10,920 2,418 29.0 44.Ob
Lima beans .2,000 2,000 4,000c 2.5d 2.8e
Cucumbers . 700 700 5,714 3.5 4.0
Eggplant . . 265 265 5,283 0.7 1.4
Peppers ... f J 1.5 2.0
Pimentos .. j j j 0.0 2.0
Okra . ...... I f J 0.5 0.6
Others.. ... ... / 1.0 2.0

38.7 58.8

aSeason extends from September, u-hen seedbeds usually are started, to April or May the following year
when exports are completed.

b Itcludes 11 million pounds for canning and 4 million for domestic consumption.
c In pads.
d Fr.eon ohelled weight.
e Frozen and fresh combined shelled weight.
fi Not available.
SouRcE: Estimates based an information from trade and official circles.

held under refrigeration until the price is right. Meanwhile bean imports
have increased considerably since 1945.

Potatoes

Cuban production of Irish potatoes has fluctuated since 1938, but on the
whole the trend has been upward. During the period 1938-43 average produc-
tion was 111 million pounds; for the period 1943-48 it was 145 million; in
1949 it was 208 million pounds and for 1950 it is estimated at 186 million
pounds. Production of other vegetables in Cuba has varied in a similar
manner.

3. Vegetable Regions

Many areas in Cuba are well suited for vegetable farming. Climate and
rainfall are also favorable, although supplementary irrigation is frequently
required for the best results. Fertilizer applications are usually indicated,
especially on land that has been planted to vegetables for a number of years.

The best soils for vegetables are the loose, sandy or gravelly ones which
have good drainage. These are found mainly in the east-central part of Cuba.
However, a good part of the vegetable acreage lies in the western part of the
island and on the Isle of Pines. Production of potatoes is confined largely to
Habana, Camaguey and Matanzas Provinces where nearly 90% of the crop
was harvested in 1945. For individual home vegetable gardening almost all
sections of the Republic are satisfactory.
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4. Export Marketing Problems

Uncertain Future
Present marketing methods, together with crop financing problems, are

the major factors which give Cuban vegetable production an uncertain future.

It is the practice to ship virtually all winter vegetables by boat to only
one market: New York. Here the produce is usually sold at auction. The
receipt of a large shipload of produce is likely to have an immediate depressing
effect on the market. This is exemplified by the data in Table 202 which
shows the range of auction and wholesale prices of Cuban tomatoes for the
period 1945 to 1950. It will be seen that the high and low auction price
varies as much as 100% in some years (1945, for example) while in others
(e.g. 1950) the variation is small. The difference between profit and loss on a
tomato, as well as on other vegetables, depends largely upon the auction and
the producer has practically no control over his price.

TABLE 202

NEw YORK TOMATO PRICEs a

Cuba Cuba Florida
Auction Wholesale Wholesale

Period (all sime) (all sizs) (all siaes)

1945 High .12.78 14.87 16.09
Low .... 6.30 10.18 9.93

1946 High ... 16.15 15.15 16.01
Low .. 13.66 14.21 9.96

1947 High . . .. 18.27 - 17.75
Low .. 11.00 - 15.57

1948 High .. . 15.12 - 19.39
Low ..... 14.06 - 13.06

1949 High ....... 16.75 - 14.63
Low .. . 9.42 - 9.90

1950 High ... 8.54 - -

Low . . 7.66 - -

a In cents per pound based on price per lug of 33-35 pounds.
SOURCE: U.S.D.A. Statistics, 1950.

Competition from the U.S.

Competition of Cuban produce with that from Florida, Texas and Cali-
fornia is naturally a factor. American producers have an advantage in that
they can ship smaller amounts into New York, causing relatively small price
movements on the market. They are also in a position to distribute their
products to many other markets. These things all contribute to a more stable
operation for the U. S. producer. The only advantage of the Cuban producer
is that sometimes he is able to get this produce on the market ahead of the
others.
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This marketing situation has become very serious in recent years. It is
claimed that tomato exports to the United States for the crop year 1949-50
were completely disastrous for the Cuban exporter, who in many cases was
faced with heavy losses and sometimes could not even cover his packing and
transportation expenses with the return he received.

5. Remedial Attempts
Recent Conferences

Realizing the necessity for cooperation to improve these conditions, the
Association of Growers and Exporters in Cuba atd representatives of the
Ministry of Agriculture held conferences in 1950 with representatives from
similar organizations in Florida and Mexico.

As a result of the negotiations with the Florida group, a recommendation
was presented to the 7th Convention of Florida Growers in Miami on Octo-
ber 5, which proposed a new arrangement to prevent flooding of markets
by regulating shipments, and, by determining the market areas to be covered
by each group, it was proposed further that the groups negotiate jointly
with the U.S. authorities for a 50% reduction of duty on tomatoes from Cuba.

6. Financing of Growers

Another factor that tends to make growing of vegetables hazardous is the
method of financing of the crop. For many years large United States com-
mission houses have advanced much of the money necessary for growing
winter vegetables in Cuba. Recently a large part of this support was with-
drawn, because the backers felt that under existing conditions Cuba was not
in a good competitive position with respect to U.S., Mexican and other
growers. This conclusion seems sound.

Withdrawal of financial aid of this type is deemed to be a good thing
for Cuban farmers. The Cuban Growers Association, with the aid of the
Ministry of Agriculture, has met the situation during the past year by obtain-
ing a loan of $375,000 from Cuban bankers to help finance the crop. It is
a sign of definite progress that the industry is arranging for sound financ-
ing at home.

7. Influence of the Canning Industry

The vegetable canning industry in Cuba is a third major factor in the
production picture. Failure to improve the quality of its output acts as a
bottleneck on Cuban vegetable development.

At times this industry has accumulated such stocks that it has not been
able to absorb much produce. During the past year, however, stocks have
been depleted to the point where the industry has actively encouraged a larger
production of vegetables and has financed many farmers to produce more.
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8. Home Vegetable Gardening

A laudable objective of the Ministry of Agriculture has been to encourage
farmers and suburban dwellers to maintain small vegetable gardens for their
own use. Unfortunately, this effort has not been too successful. The absence
of gardens around the average Cuban farmstead is quite noticeable.

It is hoped that the Government will continue its work in this direction,
despite discouraging initial results. While it is difficult to interest the Cuban
farmer in this type of cultivation, his diet is believed to be deficient in some
of the vitamins and other food factors specifically provided by vegetables.

9. Recommendations

1. It is recommended that financing of vegetable crop production be
continued through local banks and through the new Agricultural Bank.

2. It is recommended that more small farmers be encouraged to produce
vegetables.

3. It is recommended that the Government continue to encourage the
increased production of all kinds of beans and peas by (a) introduction of
improved varieties, (b) distribution of seed and advice, (c) provision of
adequate refrigerated storage for the crop, and (d) provision of fumigation
facilities to treat that part of the crop which cannot be stored under
refrigeration.



CHIAPTER 45

Livestock, Meat and Dairy Products
I. INTRODUCTION

Great Importance

Meat production and dairying, in combined value of products, constitute
Cuba's second largest agricultural activity. This is not surprising, for in sev-
eral respects, the country and its economy are well suited to livestock raising.

The general climatic conditions are favorable for most livestock opera-
tions. Warm temperatures which frequently prevail require the selection and
breeding of adaptable types, and this somewhat restricts choice. On the other
hand there is seldom need for housing or extra labor to protect stock from
extreme weather, and this advantage lowers production costs.

The island has plenty of pasture land, as well as sufficient stock water.
While the grass is not well-managed-and in the dry months barely allows
cattle to maintain their weight-it nevertheless supplies some feed throughout
the year. Most of the range land in Cuba is covered with good grasses.

Need for Scientific Feeding

The benefits to be derived from scientific feeding of livestock have hardly
been explored.

The Cuban farmer likes farm animals, and often takes pride in their care.
While his practices are generally not those of the best husbandman, this Is

believed to be a question of education more than anything else.
Meat is a significant element of the Cuban diet. In 1940 the per capita

consumption was estimated at 81 pounds, and the 1948 figure is believed
to have reached 100 pounds.

Beef accounts for the major portion of the meat output, although some
hogs and a smaller number of sheep and goats are slaughtered. The pre-
dominance of beef may be a matter of taste; but it is also influenced by the
fact that oxen have been the principal draft animals used on farms and sugar
plantations, and have therefore been raised continually.

II. FEEDING OF LIVESTOCK

1. Pastures and Range
Grazing Areas

It has recently been estimatedl that 11.4 million acres, or 42.9% of the
total area of Cuba, are in grass lands and pastures. Not all of this is pro-
ductive at the moment, but most of it is suitable for at least some types
of livestock.

Nelson, op. cit.

869
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The areas of greatest importance for this purpose are those of the eastern
Provinces of Las Villas, Camaguey and Oriente. Here the land is flat or
gently rolling, fringed in part with coastal mountains. Much of this portion
of the island is inferior to other regions for cultivated crops, and quite
reasonably is devoted to grazing.

Growth Conditions
Cuban climatic conditions (temperature, rainfall and length of day) are

suitable for grass culture. While the grasses suffer a little in the dry seasons,
inspection and comparison with some other areas (e.g., Texas) under similar
conditions indicates that local ranches tend to exaggerate the problem.

Principal Grasses Found
The most common grasses are Parana or Para (Parnicum numidianum),

Guinea (Panicum maximum) and Brazil (Andropagon ruflum). However,
others of importance include Cepa (paspalum plicatulam), Espartillo (sparo-
bolus indicus), Tejuna (paspalus natatum), Pililla Americana (Andropojon
annulatus), and Camagueyana (And ropojon pertusus).

Grass Land Management
Most Cuban grazing land is used as it is found, with little attempt at

maintenance for more profitable production. Soil deficiencies, if they occur,
are sometimes lamented, often ignored, but seldom treated.

The most serious abuse is overstocking or overgrazing, which not only
hurts pasture development but causes sheet erosion.

Much of the grazing land is becoming infested with undesirable weeds
and brush. The simple expedient of mowing at the proper time of vear-
before these plants form seed-would do much to control this, and would
increase the value and carrying capacity of the land.

It is hoped that future expansion of the agricultural extension services
(Chapter 5, Agriculture) will facilitate education of farmers and ranchers
in the value of following the basic rules of good pasture management.

2. Need for Study

Science Changes Grass Concepts
Until recent decades the importance of grass culture has received inade-

quate recognition, not only in Cuba but everywhere. The discovery of vita-
mins and findings .on the differences in quality of protein have advanced our
knowledge of this subject; and only in the last few years has the factor of
trace elements in the soil been appreciated in relation to grasses for cattle
feeding.

Today, in certain areas of the United States and other countries, applica-
tion of these scientific principles has demonstrated that sometimes even the
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richest farm land can provide greater income through grass culture than by
traditional crop cultivation.

Fertilization

The use of fertilizer on pasture land needs further study and experimen-
tation. Parana Grass, for example, is relished by cattle and produces fair
results, but is low in protein. Early tests indicate that this can be corrected.

At Santiago de las Vegas, the crude protein content of Parana Grass
from adjacent test plots was determined by analysis at weekly intervals. One
plot received treatment with sodium nitrate and double super-phosphate at
the rate of about 550 pounds of each per acre; the other was untreated.
Average results for the period of the experiment showed 5.5% protein in the
control plot, while the fertilized area gave 8.9% . The greatest increase
occurred during initial growth, suggesting the advantage of early grazing
for constant renewal of high-protein grass.2

More complete experiments of this kind are needed, and they should be
followed by grazing tests for actual economic evaluation.

New Varieties
The introduction of varieties of grasses new to Cuba is definitely indicated.

Leguminous forage such as alfalfa and the various clovers, as well as non-
leguminous varieties like the blue stems, need exhaustive tests. Some may
thrive at once, others not at all, and still others may be adaptable through plant
breeding and selection. Tests must be accompanied by soil analysis; for
deficiencies or excesses of certain soil elements (including trace elements)
can make the difference between success and failure.

King Ranch blue stem, which is now highly regarded in the southwestern
U. S., might prove valuable in Cuba. Australian buffel grass, recently intro-
duced into Texas, offers possibilities; its drought resistance, aided by a fine
extensive root system which can utilize scant soil moisture effectively, sug-
gests potentialities as a winter grass for Cuba. Mission members have already
arranged for small quantities of seed of both the above-mentioned varieties
to be sent to Cuba for trial by cooperating individuals.

The Harvard Garden

The most significant work of this kind in Cuba is being conducted by the
Harvard University Atkins Garden and Research Laboratory in cooperation
with Central Soledad, near Cienfuegos (see Chapter 5). Here legumes are
under test for growth and resistance, Tropical Kudzu for erosion control,
Jaragua Grass for survival under the characteristic Cuban overgrazing prac-
tice, and various grass seeds for insect resistance.

2A. Bonazzi and A. Santamaria, Santiago de Ins Vogos. Expcr. B.l. No. 55, Cuba (1934).
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3. Feed Crops
Grass Is Not Enough

All livestock production in Cuba is hampered by a lack of suitable feed
and feedstuffs. The almost complete dependence upon grass, with only some
palmiche nuts and a few scrap materials for hogs and chickens, is not con-
ducive to profit in stock-raising.

In the case of beef cattle the main shortage is corn or other grain. Cattle
finished on grass alone do not gain well and yield poor meat. The same can
be said of hogs.

Dairy cattle require similar feed, plus a more complex mixture of supple-
ments. Poultry, likewise, need specific feed materials not found by ordinary
foraging.

Good livestock profits come from properly balanced feeding of carbo-
hydrates, protein, fiber, minerals and vitamins, each in the types and amounts
called for by the kind of animals and the use to be made of them. Adequate
water completes the picture.

Feed Crops Needed
Bulk feed crops are needed in Cuba for direct feeding on the farm, as

well as for the making of prepared feed mixtures. In the latter case, by grow-
ing such crops farmers can often grind and mix their own feed supplements
and thus avoid cash outlay for commercially prepared or imported feed
mixtures.

Corn-or a substitute crop-is clearly needed in Cuba. Both open-pollin-
ated and hybrid strains should be developed and grown for feed. This means
the cultivation of varieties not generally favored as human food.

Another carbohydrate feed usable in the Cuban feed industry is grain
sorghum. This crop has a feeding value and analysis similar to those of corn,
and can be grown wherever corn is produced. It requires less moisture than
corn, hence might be preferred in some of the drier regions of Cuba.

Underfed in a Land of Plenty

Blackstrap molasses, of course, may be regarded as a valuable, existing
Cuban feed-crop and it is being used as such to some extent on some of the
larger centrales. But, paradoxically, Cuban molasses is fed to cattle in other
countries much more than in Cuba. Under present controls, however, it is
usually impracticable for the average individual farmer to obtain moderate
quantities of molasses for feeding purposes, because of the trouble involved
in getting permits. Any knowledge, too, which he may possess of the value
of molasses is apt to be nullified by his innate distrust of government pro-
cedures, forms and officials.
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The Hogs Knew Best

This is an unfortunate-and slightly ridiculous-example of what happens
when unimaginative legalism is carried too far. But those who framed the
regulations are not entirely to blame because the value of molasses as livestock
feed is still unknown even to some Cuban agriculturalists. In one case reported
to the Mission, for instance, some hogs discovered this before their owners.
Associating the sound of a locomotive whistle with a leakage of valuable
carbohydrate from tank-cars, they greeted every train on its arrival and
gained so much weight that their owner was eventually convinced.

Protein Feedstuffs
Among the protein feeds, it appears that soybeans should be grown in

Cuba, if it is at all possible. Reports to the Mission indicate some failures
in previous attempts, but a more careful analysis may show how the difficul-
ties could be overcome. In at least one case there is reason to believe that the
poor results were due to failure to inoculate the seed. Furthermore, there
are possibilities of developing soybean strains specially adapted to Cuban
conditions.

4. Commercially Prepared Feeds

Use Just Beginning

Until recently, there had been comparatively little use of prepared livestock
feeds in the Republic. Within the last few years, however, there has been
some recognition of their value.

This is especially true in the case of poultry feeds, imports of which
(Table 203) have grown rapidly with the development of a broiler industry.

Until now there has been no comparable increase in cattle feed imports or
production. Probably not more than a dozen dairymen on the island have
actually started to increase their milk production by feeding prepared supple-
ments.

Domestic Manufacture

For some time a number of very small mills have been making prepared
cattle feeds on a limited scale. This operation has been viewed only as a
by-product industry, to use waste materials from certain milling operations
of other types.

Cuba's first real feed mill was installed only recently in Camaguey Province.
Modern in every respect, this mill includes a rotary feed drier, as well as
equipment for mixing, blending and drying feeds with or without molasses.

Technical Control

The new plant possesses not only the equipment but also the necessary
technical "know-how" for practical feed preparation. In addition, it main-



TABLE 203

IMPORTS OF SOME LIVESTOC7X FEEDS

(Kgs)

1935-39 Avg. 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949

Hay ............................. 117,938 174,283 122,545 14,260 - 13,415 66 2,515 184 104,641 26,914

Corn fodder ....... ........ 626,707 586,146 922,953 1,199,918 844,545 992,145 1,603,934 619,320 1,045,837 1,110,248 939,293

Bran .1,363,712 851,442 957,071 392,671 494,810 436,039 944,740 186,410 2,940,715 2,640,607 2,024,205

Oil cake .703,757 267,067 - 1,281 13,825 - 944,740 157,482 1,000,822 95,122 472,791

Oil seed meal .1,237,840 558,383 432,422 74,145 3,080 84,475 539,739 - 525,822 130,385 3,419,961

Chicken feeds .23,625 58,311 50,673 37,978 26,681 29,775 160,250 260,449 3,813,923 5,031,842 6,600,433

Alfalfa meal .- - - - 18,200 111,787 1,140,319

Peanut meal .- - - - - - - - - 33,360 550,335

Peanut cake.. - -- - - - - 45,310 594,302

Miscellaneous .26,530 7,502 11,070 6,284 8,460 21,174 27,722 43.399 615,677 1,625,959 536,402

SOUJRCE: Comercio Exterior, Min. de Hacienda.
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tains a chemical laboratory for control of its products, to insure proper and
uniform balance of protein, fat and minerals.

Capacity of the new mill is 70 tons of feeds per day. Either because of
shortage of corn and other raw materials, or at times because of scant demand
for feeds, it has not operated at full capacity much of the time. Nevertheless,
the outlook for growth of this industry is bright, and progress will follow
demonstrated performance of its products.

The main product of the Camaguey plant is dairy supplement, but some
horse, mule and hog concentrates are made also. Production of chicken feed
is now beginning.

Raw Materials Short
Some of the raw materials for feed manufacture are available in Cuba,

although not always in sufficient amounts. Corn and molasses have been
mentioned; others include corn stalks, peanut oil cake and tankage. Yet,
even in the present limited state of development of the feed market, the
Camaguey mill must import soybean and linseed oil cake, wheat bran and
some additional materials. Lately it has experimented with chopped Parana
Grass and molasses as a substitute for scarce corn.

Partial Relief in Sight
A source of certain feed components as well as of additional manufac-

tured feeds is expected upon inauguration of Cuba's first wheat flour mill,
soon to be constructed.

Plans for this mill-to make 400,000 pounds of flour daily-call for
subsidiary processing of wheat by-products to breakfast foods, drug products
and feeds. The plant will not be ready for operation for some time, how-
ever. (See Chapter, 48, X, 7).

Possible Domestic Materials
Tankage bone and meat scrap are recovered in some of the larger

slaughter houses on the island. In the smaller ones these materials are
often discarded.

More significant, perhaps, is the fact that much Cuban tankage and
bone is exported, instead of finding use in the domestic feed industry.
Other tankage and bone returns to Cuba in imported commercial feeds.

Cuba appears to be in a favorable position to manufacture fish meal
(see Chapter 47). This material-one of the most valuable protein supple-
ments for livestock-is especially good in chick rations and should find a
large and immediate market in this connection.

Two new materials, now undergoing experimentation, are yeast from
molasses, and maribu leaf meal. Both are high in protein. Developmental
work on these is being conducted by private Cuban interests.



876 REPORT ON CUBA

IHl. SLAUGHTER AND MEAT PACKING

1. Output
Recent Increase

It is difficult to obtain reliable data on livestock slaughter in Cuba,
since considerable numbers of both cattle and hogs are killed and butchered
in the villages and small towns. It is estimated, however, that the slaughter
of cattle in 1948 totalled about 800,000 head and that this kill increased
by 3% to 5% in 1949 (see Table 204). Hog slaughter was estimated at
some 425,000 head. Little is known of the slaughter of sheep and goats,
as it is usually done on farms on a non-commercial basis.

2. Slaughterhouses
Wide Variation

Commercial slaughter on the island is carried out in various localities,
in slaughterhouses presenting a wide range of capacities and sanitary con-
ditions. The largest are found in Habana and Camaguey, and these, together
with a few medium-sized ones are the cleanest.

TABLE 204

CUBAN BEEF PRODUCTION IN RECENT YEARS

No. of Cattle Beef Production
Slaughtered Dressed Carcass

Year (appronimate) (million lbs.)

193640 av. 700,000 269

1944 . ...................... 800,000 330

1945 . ...................... 800,000 330

1946 ........................ 825,000 370

1947 ....................... 825,000 380

1948 ....................... 800,000 370

1949 . ....................... 830,000 370

SouRcE: U.S. Embassy estimates.

The small establishments range down to a multitude of tiny municipal
rastros, which often consist of nothing more than a square patch of concrete
floor covered by a thatched roof supported on posts.

Perhaps typical of the better slaughterhouses, a comparatively large one
in Camaguey Province kills about 80 beef cattle daily, together with 180
hogs on three days of each week. This plant reports that a few of the
best animals weigh 1500 pounds and these are marketed as fresh meat.
The average run of cattle received weigh more nearly 1000 pounds apiece, and
are used entirely for canned meats, sausage and sundried (jerked) beef.



LIVESTOCK, MEAT AND DAIRY PRODUCTS 877

Plant with Refrigeration
Although most Cuban meat is sold fresh without chilling, one outstanding

plant in Habana has sufficient refrigerating facilities to chill its whole output.
This progressive concern has established a practice of holding all its meat
under refrigeration for 24 to 48 hours before sale. No premium price is
received, but the company is endeavoring to follow the accepted modern
practices in handling and sanitation, and finds that its customers are
appreciative.

Other Habana packing houses are not as well equipped, and practices
are less critically controlled. Two of them were forced to suspend operations
some time ago through a combination of labor troubles and difficulties over
regulations. Government operation of one of them was attempted, but
was notably unsuccessful.

3. Meat Characteristics
Tough and Lean

Owing to the manner in which cattle are grown and handled, the beef
produced is tough and lean, without marbling, and with little fat. It is
raised on a low-protein diet and exhibits a high water content. For this
reason it does not handle as well under refrigeration as does beef from
properly fattened cattle. Refrigeration is recommended, nevertheless.

The handling of meat in its distribution to the consumer leaves something
to be desired from the sanitation standpoint. Feed and mechanically refrig-
erated trucks are occasionally used, but once the meat reaches the retail
store it is usually displayed in the open air until sold. Flies are common.

4. Processed Meat

Pork Products Imported
Besides producing fresh meat, the larger packing plants make a variety

of products such as jerked beef, Vienna sausage, frankfurters, chorizos,
hams, bacon, salt pork and numerous smoked meats, all for the domestic
market.

The supply of pork for these purposes is not sufficient, in either quantity
or type. Local hogs are fairly fat; but they are not consistent in quality,
not well finished off, and far too light. Each year it is necessary to import
large quantities of ham, bacon, salt pork and canned meats of all kinds.
Lard, too, is imported in huge amounts.

5. By-products of the Meat Packing Industry

Inadequately Exploited
The profitable recovery of hides, edible and inedible fats, blood, bones,

and other by-product portions of the slaughtered animals is essential to any
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modern slaughterhouse in order that fresh meat may be sold at a low
price. Generally speaking, except for hides these things are not adequately
exploited in Cuba.

In the larger slaughterhouses the hides are salted and stored until a
sufficient quantity has been accumulated for sale to the leather manufacturers
or for export. Hides from municipal slaughterhouses and from animals
killed on farms are usually sold directly to the tanner, who may use them
immediately or store them in salted condition.

Medium-quality Hides
Cuban hides (Chapter 48, V) tend to be of only medium quality, although

a small percentage of packers' hides can be classed as prime. More care is
used by the larger packers in removing the hides, so that theirs show fewer
butcher cuts than those from farms or municipal rastros. Unable to vary
the price paid for animals, the packers cannot exert any pressure to reduce
destruction of the hides by branding, wire marks, or insect damage on
the farm.

The smaller plants make tankage and inedible tallow from some or all
of the portions remaining after the sale of the fresh meat and hide. The
larger plants are able to separate the offal and trimmings for the production
of edible fats, inedible fats or tallows, tankage and dried blood. Considerable
quantities of tankage and bones-needed in Cuba for the manufacture of
cattle and poultry feeds--are exported to the United States as indicated in
Table 205.

Pharmaceutical Possibilities

Only one meat packer is making any attempt to recover the glands and
other special parts useful for the production of pharmaceutical items. This
company exports the pancreas, bile and pituitary to U.S. pharmaceutical
houses for processing.

Cuba could export more of these items profitably. Opportunities for their
domestic processing are limited by the market, although there is no reason
why the pancreas could not be made into bating material for Cuban tanneries.

Cuban packers in the Habana area could also make domestic neats-foot
oil, preferably in a jointly operated or independent centralized plant with
modern cold-pressing facilities.

IV. BEEF AND DAIRY CATTLE

1. Production
Decline from Prewar

Figures available from various sources (Table 206) indicate a decline
in the number of Cuban cattle to a level which, for the past five years or so,



TABLE 205

EXPORTS OF CATTLE BY-PRODUCTS

(kgs)

1935.39 Avg. 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949 1950 a

Salted cattle
hides ......... 6,233,059 5,300,575 8,610,658 6,791,799 4,851,832 196,204 1,309,531 2,083,483 2,095,793 3,951,713 6,491,477 866.600

Shark skins,
salted 35,299 42,572 26,856 39,989 43,502 45,113 46,121 21,455 10,682 7,071 7,724 n.a.

Raw hide
trimmings - - - - 551,809 923,001 1,067,910 1,627,942 798,362 647,307 674,009 n.a.

Leather 3,644 2,516 177,178 104,423 351,195 658,362 327,132 961,390 143,571 20,889 46,942 2,200

Bones ......... 2,808,055 4,429,124 18,666,134 6,404,844 10,055,326 8,039,134 6,853,733 5,417,194 5,761,812 5,999,199 6,132,085 844,000

Tankage ......... 1,873,372 4,571,313 6,270,509 2,171,160 3,277,185 1,051,502 415,528 402,978 1,374,614 2,362,016 4,146,438 n.a.

Dried Blood ..... 189,147 299,978 492,403 113,830 - 45,000 - - 27,216 - -

n.a. Not Available.
a First four months.
Sov7cR: Comercio Exterior.
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TABLE 206

ESTIMATED LIVESTOCK (THOUSANDS) ON CUBAN FARMS IN VARIOUS YEARS

Cattle
(Including Dairy All

Year cows) Cows Cows Hogs Sheep Goats Horses

1930 ........ 4.991 n.a. n.a. 650 112 37 635
1934 ........ n.a. n.a. n.a. 952 164 54 599

1935 ........ 4,651 n.a. n.a. n.a. n.a. n.a. n.a.
1940 ........ 5,024a 595 1,636 857 141 n.a. 391
1945 ........ 4,236 495 1,265 669 n.a. n.a. n.a.
1946 ........ 4,136 811 1,335 1,344 154 138 409
1947 ........ 4,100 n.a. n.a. n.a. n.a. n.a. n.a.
1948 ........ 4,000 n.a. n.a. 1,700 n.a. n.a. n.a.
1949 ........ 4,100 770 1,268 1,800 177 190 n.a.
1950 ........ n.a. 700 1,200 n.a. n.a. n.a. n.a.

a Average 1936.40.
n.a. Not Available.
SouRCE: Cuban Agricultural Census; World Trade in Commodities, U.S.D.C. VII, No. 24; U.S. Embassy

estimates; Minneman, op. cit.; various others. Because cens-s figures were gathered by varying methods in
different years, and for other reasons, the data in this table cannot be considered too aceurate.

has been about 15% to 20% below prewar averages. Unreliable though these
statistics may be, independent checks made by leading meat-packers support
the conclusion.

A 1946 census study of the distribution of cattle by provinces and types
is shown in Table 207. The largest concentrations are seen to be in the eastern
provinces of Las Villas, Camaquey and Oriente. It is in these regions that
one finds extensive areas of relatively poor land, less suited to crop produc-
tion but adaptable to livestock. Here, on large ranches similar to those of
the southwestern UJnited States, are raised mainly beef or dual-purpose herds.
Dairy breeds, while not necessarily used for that purpose, are more often
found in the western Provinces and especially in the Habana region.

Marketing Cycle

The marketing cycle for cattle is shown in Table 208 for the period
1941-49 inclusive. Movement of cattle to market has generally been slow
during the months of April and May, with the notable exception of 1949
when movement was fairly steady throughout the year.

2. Foreign Trade

Domestic Needs Not Filled

The nearness of Cuba to the U.S. with its potential beef market has
attracted the attention of Cuban ranchers and packers for many years. Just
prior to the war some live cattle were exported, and substantial quantities of
killed beef were sold abroad during the early war years (Table 209). However,
the island is not at present supplying all its own needs.



TABLE 207

CATTLE IN FARMS, JULY 1, 1946

NUMI3EE OF COWS

Number of % of Total
Farms the Total No. of Number of Number of Number of For For

Reportiog Farms Cattle Calves Bulls Oxen Breediog Milk

CUBA ......................................... 119,780 74.9 4,115,733 735,210 63,549 576,542 522,622 803,358

Pinar Del Rio . . 21,184 92.0 414,783 64,647 6,469 95,391 85,058 44,566

Habana 12,614 88.4 314,264 59,731 4,570 56,717 15,883 102,946

Matanzas ....... 10,285 82.4 333,292 54,852 3,501 72,103 58,759 54,338

Las Villas ... 33,664 83.4 1,068,854 195,736 14,361 155,692 118,275 213,416

Camaguey 13,105 70.7 1,072,786 187,898 18,095 84,241 138,222 199,131

Oriente . . 28,928 56.2 911,754 172,346 16,553 112,398 106,425 188,951

SouncE: Agricultural Census, 1946.
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TABLE 208

MOVEMENT OF CATTLE TO HABANA MARKET
(Numbers are carloads, 28 cattle per car, average)

Period 1941-45 av. 1946 1947 1948 1949

January ............................ 502 710 136 693 760
February .426 669 442 587 570
March .340 734 341 640 674
April .238 348 160 399 488
May .259 465 99 265 536
June .384 446 405 433 553
July .436 607 707 263 589
August .442 659 774 351 570
September .463 616 489 611 554
October .430 539 680 651 604
November .418 528 662 638 589
December 439 434 621 627 577

Total 4,777 6,755 5,516 6,158 7,064

Souacr: Consolidated Cuban Railways Statistics.

Problems of Export

This, of course, is not the whole story. There are several reasons why
it has been difficult to build an export market for Cuban meat. Fundamentally,
the meat is of the wrong type to be sold in the U.S. except as one of the low
grades; the market is a critical one, paying for quality.

In addition, regulations by the Cuban Government of domestic price and
slaughter, and by the U.S. Government of insect pests and hygiene, intensify
the problem.

In attempting to supply the domestic market under existing conditions,
the Cuban rancher finds that he cannot afford to raise the kind of meat that
will sell abroad. True, he could raise two separate types; but then any cur-
tailment of foreign sales would force him to dispose of expensive beef locally,
at a loss or else illegally.

These questions are discussed more fully in their appropriate sections
below.

3. Domestic Price Policy
Rigid Control

The Cuban Government, in a desire to insure that the poorer groups of the
population have meat in their diet, exercises rigid control over both live
and retail meat prices. Desirable as this objective may be, it is felt that
the particular method of regulation is unrealistic, and that its inflexibility
works to Cuba's detriment.



TABLE 209

MEAT, POULTRY AND EGG IMPORTS AND EXPORTs-1930-1949

IMPORTS IMPORTS EXPORTS

Beef Pork Cattle
Mutton Poultry Eggs Live Beef All Meats

Period Fresh Prepared Fresh Salted Lard Ham Bacon (fresh) Meat (doo-) (number) (fiesh) Prepared

1930 .......... 55 13,719 1,059 11,260 69,035 1,538 16,876 86 - - 2,015 0 2,076

1935 5 2 23 3,885 24,356 547 4,255 10 3a b a 32 0 82

1940 .......... 22 0 0 3,073 66,332 234 1,778 18 6 1 5,934 - -

1941 .......... 10 0 0 2,096 65,605 180 1,017 21 3 1 9.974 11,671 573

1942 1 0 0 789 63,513 289 473 2 c 1 7 42,974 1,465

1943 .......... 0 0 0 761 80,964 238 157 b 0 1 b 12,591 959

1944 .......... 0 b b 2,399 67,388 507 11 b b 1 2 85 717

1945 b 45 b 1,995 62,519 597 4 b b 373 b 3,809 2

1946 ....... ... b 1 b 3,725 3,800 750 24 b 31 1,375 2 25 b

1947 .......... 749 8,511 6 6,482 80,613 1.099 77 9 237 9,376 0 6 b

1948 .......... 159 5,761 18 2,937 89,410 1,846 253 15 209 1,604 0 4 1

1949 .......... 25 2,247 33 2,914 122,382 1,977 118 26 182 2,305 c c c

Figures are thousand pounds except as noted.
a 1935-39 avcrage.
b Less than 500 pounds.
c Data unavailable.

SoUKCe: Ministry of Treasury, Cuba.
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Present regulations specify, in effect, that no more than 12) per pound
can be paid for cattle on the hoof. No allowance is made for live grade; a
well-finished steer brings no more than a tough 10-year old bull.

Moreover, the retailer is required to sell all beef, regardless of quality
or type, at 280 per pound for ordinary cuts and 36i for certain select
parts.

Many of the larger ranchers in Cuba are anxious to produce a higher
quality of beef, which would not only improve the meat available domestically
but also render an expanded production saleable in foreign markets. A few
are attempting improvement, and the Mission followed one such experiment
to observe results.

Feeding Experiment

A group of 60 cattle-mostly steers-were fed about 90 days on pre-
dominantly guinea grass pasture with a good water supply; molasses supple-
ment was furnished from automatic fountains, and a mixture of chopped
guinea grass and molasses was also offered. The cattle took little of the
chopped grass mixture, but consumed a daily average of four pounds of
molasses per head.

The test conditions represented only a limited feeding program at com-
paratively low cost, and no protein supplement was included. Gains in weight
averaged three and a half pounds per day per head, and in one 30-day period
reached four pounds daily. Such gain may be regarded as highly satisfactory
under these conditions.

The test cattle were moved to Habana where they were slaughtered and
dressed in the island's most modern meat packing plant. The animals aver-
aged 1,279 pounds live weight at the time of slaughter, and dressed out at
51.80% with fat trimmed off in the Cuban custom.

The carcasses were put into the cooler to age. After chilling, a number
of rib cuts were examined by Mission specialists and graded "medium to
good". The outside fat cover was only fair. There was some marbling of
the rib eye, but this was not pronounced.

As a final test, a rib was selected for cooking and eating. Judgment
here confirmed the grading of the cuts. The meat was superior to that found
in the better Cuban restaurants and clubs.

Discouraging Financial Result
While the experiment substantiated the Mission's observation that even

small improvements in feeding would raise the quality of Cuban beef, the
financial side was discouraging.

The test animals were sold, of course, at the 120 regulated price. The
cattle grower calculated, from the balance sheet on the trial, that the "break-
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even" live weight price would be 16¢ per pound. Independent findings of
other feeders reporting to the Mission indicated similar figures.

From data such as these, it is apparent that under present conditions onlv
the cheapest methods of cattle-growing-simply prolonged grass feeding-can
be used with any profit.

Accordingly, it is unlikely that quality grades of beef will be produced
in Cuba on a commercial scale as long as the current government price policy
is in effect.

TABLE 210

INCENTIVE PRicE RANGE

The incentive price range which develops through grading of cattle may be illustrated
by typical Chicago market quotations. Those of November 14, 1950a, together with the
pegged Cuban price for all grades, are given below for comparison. U. S. prices have
risen further since that date.

Cents per pound,
live weight

Choice stock calves .......................................... 40
Choice to prime fed steers ........................................ .. 34 -3 41/2
Good and choice steers ........................................... 30Y½,-331/
Medium to low steers .............. , 241/2-291/2
Common to good beef cows .......................... .............. 1934-24
Canners and cutters .......................................... 161/2- 19t/2
Sausage bulls ........................................... 25 -271/2

Cuban price, all grades ........................................ .. 12

a New York Times, Nov. 15, 1950.

Suggested Mlodification

The Mission believes that some progress could be made in raising the
quality of Cuban beef, without complete abandonment of controls, by the
introduction of a grading system. Today's controls could be maintained on
the type of beef now generally sold, while allowing the better grades to be
traded on a free market.

Retail price control under such a system might require that butcher shops
be classified. For the protection of the public, it does not seem practical to
allow the same shop to sell both controlled and uncontrolled meat. All shops,
however, should be subject to uniform sanitary regulations.

It is pointed out that the present obstacle to Cuban meat improvement
and cattle development is not so much the figure at which the price is set,
but the fact that there is only one price for all grades.

The Black Market
Wherever there is such government price control there are black market

operations. Cuba is no exception. For those who are willing to pay for
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quality, some good beef can be purchased in the Republic at prices above
the regulated levels. Much-but by no means all-of this meat is imported.

Black markets can be stopped only by a radical change in human nature,
or by removing their man-made causes in some such way as suggested above.

4. Cuban Meat Preferences

Preference for Lean Meat

Cubans are accustomed to the kind of meat that they have been getting.
There is even reason to believe that they like it.

At least they like it lean. It is probable that toughness is only a by-product.
If a well-finished animal comes to market, the packer must pay the standard
live-weight price for it; then he must trim off the fat. For the retailer refuses
to pay for fat that he cannot sell to his customers. Naturally the packer loses
by this, and so prefers to buy lean animals. When coupled with rigid price
control, the livestock producer is forced to avoid good feeding methods and
simply lets his stock range for two to four years. In this way the animals
increase in size with very little fattening. The result is lean, tough beef.

Tender Meat Available

It is, of course, possible to produce lean and tender meat. This is what is
sold on the black market. It must be inferred, therefore, that many Cubans
prefer their meat tender, and would buy more of it if it were available.

These preferences cannot be analyzed completely by simple statistics on
what is sold. The low income groups buy what they have always bought;
nor do they have the money to patronize the black market.

In the higher income groups much of the actual purchasing is done by
servants; and these, either because they do not understand precisely what the
housewife wants, or for reasons of their own, do not always return with a
tender steak.

5. Cattle Breeding in Cuba
Native Cattle

The livestock that predominated in Cuba until a few years ago-and are
still found in great numbers-are called "native" or criollo. Originally intro-
duced by the Spaniards centuries ago, the present criollo animal is the result
of selection and adaption. In the case of cattle the selection has not been
exclusively natural, but to a considerable extent directed. In many respects
the product has been a rather good animal.

Progress in Breeding

Commendable progress in the improvement of Cuban cattle has been made
by the more progressive ranchers in the last decade. New blood lines have been
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introduced in the selection and breeding programs. Today one finds many
fine specimens of beef, dairy and dual-purpose stock, and in a few cases whole
herds of such cattle.

This development has come about largely as the result of interest on the
part of individual ranchers or sugar central operators, who have pursued the
subject either as a hobby or for business reasons-and sometimes both. Two
or three of the large centtrales even serve as centers of cattle breeding exten-
sion work for their surrounding communities as well.

Another helpful factor has been the number of livestock fairs that have
been organized and encouraged through the cooperation of local communities
and the national government. Permanent fair grounds and stock buildings
are now maintained in several areas.

Popular Types

A partial list of pure-bred and crossed cattle seen in current Cuban breeding
programs includes the following:

Pure.bred Stock Cross-bred Stock

Shorthorn Criollo
Hereford Criollo x Shorthorn
Angus Criollo x Shorthorn x Zebu
Brown Swiss Criollo x Zebu
Holstein Shorthorn x Zebu
Jersey Brown Swiss x Zebu
Guernsey Angus x Zebu

As will be noted, the criollo and the Zebu, or Indian Brahman, are used
very freely in the breeding work. Both animals are hardy and well adapted
to Cuban conditions. Crosses of these two, as well as shorthorn-Zebu and
the three-way cross of Shorthorn-Zebu-Criollo, have found favor in beef pro-
duction. Among the dairy crosses, Brown Swiss-Zebu and Holstein-Zebu
are popular.

Pure-bred herds are not common in Cuba. Of those that exist, Shorthorn
and Brown Swiss are probably the most popular. Pure-bred herds are more
often for dairv purpose than for beef, and the herds are usually small. Some
pure breeds brought from the U. S. do not survive well in the Cuban climate.
Cross breeding appears to offer greater promise.

Dual-Purpose Herds

An obvious tendency to develop "dual-purpose" cattle has spread over
Cuba in recent years. This is the result of price control pressures in meat
and milk and of the domestic acceptance of low grade beef under these
conditions.

Unfortunately-from the aspects of meat quality and milk income-the
dual-purpose herds serve neither purpose well. While undoubtedly there is
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a place for dual-purpose cattle in Cuba, it is felt that more emphasis should
be placed upon developing distinct dairy and beef herds. Milk production
(discussed elsewhere) is unnecessarily low, and the dual-purpose animal is
certainly one of the several causes.

Problems and Shortcomings
The greatest deficiency in Cuban cattle-breeding to date has been the fail-

ure to keep accurate records. Good breeds have been developed, but cannot
be duplicated, because not even their owners know the successive crosses
that went into them.

If cattle breeding is to be done seriously, the recommended procedure is
to establish and maintain breed associations and registry books. The Mission
is informed that attempts to promote breed associations in the Republic have
been troubled by problems of internal suspicion, envy and non-cooperation.
It is difficult to believe that these things are inevitable in this non-commercial
type of organization.

More Compact Animals Needed
As far as the cattle themselves are concerned, the present type seems to be

too large and rangy. Steers of this kind may do well at the moment, while they
must forage entirely for themselves. But, since balanced feed manufacture has
begun in Cuba which implies the adjustment of cattle-raising practices, it is
worth noting that more compact type of animal is better suited to lot-feeding
and fattening.

6. Cattle Pests and Disease

Ticks the Main Problem
Except for the cattle-fever tick, Cuban cattle are relatively free of disease

and pests. Aftosa, or foot-and-mouth disease, has not invaded Cuba as it has
Mexico and some South American areas. Screw-worms are no problem, one
rancher even relating that some infested cattle brought into Cuba soon lost
them without any treatment.

Were it not for the ticks, Cuban cattle could be exported readily to the
United States. U. S. laws, however, do not permit the entry of stock exposed
to infection of infestation within the preceding 60 days. The cattle-fever tick
is spread throughout the island, which means that Cuban cattle for export to
the U. S. would have to be transferred to some tick-free area for a 60-day
period before final shipment.

Technical Commission's Recommendations
The U. S. Department of Agriculture Technical Commission studied this

problem in 1941. It was concluded that no quick means of ridding the country
of ticks was available, inasmuch as the most vigorous campaign using the
accepted methods would require a number of years.
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The Technical Commission recommended two procedures to facilitate
Cuban sale of cattle to the U. S.:

(1) A long-term plan completely to eradicate the ticks from Cuba by
starting at one end of the island and working toward the other,
dipping all host animals at 14-day intervals.

(2) A short-term interim plan to select Cuban areas-preferably islands-
and render these tick-free fairly rapidly by the same method. Cattle
for export would then be moved to these quarantine areas, held for
60 days, carefully inspected and dipped prior to final shipment.

It is not clear why nothing has been done about either of these measures.
At this time the short-term plan may not be indicated, since it is questionable
whether Cuba has any great number of acceptable cattle to be exported. But
foresight suggests that the long-term plan should be put into practice at the
earliest possible moment. It suggested this, indeed, in 1941.

V. DAIRYING AND DAIRY PRODUCTS

1. Production
Milk Usually Incidental

According to the 1946 Agricultural Census the greatest numbers of milk
cows are to be found in the Provinces of Las Villas, Camaguey and Oriente.
Yet the volume of milk in each of these eastern Provinces was not much more
than that produced by half the number of cows in Habana Province; in the
case of Camaguey it was even less.

This is easily explained. With the exception of the Habana zone and
areas near one or two other cities, milk is produced from low-yield beef
herds which are entirely pasture fed, and the production of milk is usually
only incidental to the raising of cattle for meat.

The development of a dairy industry in Cuba has more or less paralleled
that of the beef industry, since in the 1920's Cuba imported large quantities
of both beef and milk. Production of milk increased until, in 1941, Cuba
reached a state of self-sufficiency, and actually had a surplus to export in
the form of condensed milk, butter and cheese.

Imports Essential

Peak output of dairy products was achieved in 1941, however, for in
the past few years droughts and disputes over cattle price-controls have
caused a sharp reduction in milk available.

Although from time to time there have been signs of a new increase
in output, the number of milk cows is reported to have fallen by another
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40,000 head in 1950.3 Meanwhile increased purchasing power has made it
necessary for Cuba to import large quantities of dairy products.

A clear and gradual shift from exporting to importing is evident from
Table 211.

2. Dairy Practice
Yields

An outstanding feature of Cuban dairying is the astonishingly low
milk-yield per cow. From the data of Table 212, and making allowance
for calving time, it may be seen that the over-all average daily production per
milking cow is less than two liters. Even in Habana Province where milk
yields are best, the daily average per cow in production is only about three
liters.

TABLE 211

IMPORTS AND EXPORTS OF CUBAN DAIRY PRODUCTS
(1,000 pounds)

Condensed and Evaporated Milk B u t t e r Clh e e s e

Year Exports Imports Erports Imports Exports Imports

1930 ........... 0 38,988 38 524 10 2,867
1935 ........... 0 3,384 217 24 9 382
1940 ....... .... 4,090 600 1,287 9 293 121
1941 ........... 15,620 626 1,371 0 938 86
1942 ........... 709 79 648 1 959 71
1943 ........... 28 20 103 0 281 48
1944 ........... 1 22 35 2 60 119
1945 ........... a 2,406 0 a a 606
1946 ........... a 25,437 0 226 136 146
1947 .......... . 15 27,497 a 1,353 a 375

1948 ........... a 32,884 0 1,058 0 398
1949 ........... b 44,305 b 604 b 673

a Less than 500 pounds.
b Data unavailable.
SoIsCE: 1930, 1935, 1940, 1941 data, Mi-neman, op. cit.; Fo-eign Agricolture Bulletin No. 2, U.S.D.A.,

Washington, D. C., 1942, p. 
118

; other years, Comerci Exterior, series, Mi.iaterio d Hacienda, Republica
de Cuba.

Scientific dairymen elsewhere, who consider a cow of doubtful value if
she cannot give at least 16 liters and expect 20 to 30, might feel that it is
hardly worth the trouble to milk most Cuban cows. Yet they are traded for
good prices. First-calf heifers bring $175; older cows sell for as much as
$250; in one herd of 400 cows the average purchase price was $225.

Feeding
With the exception of a very few dairies, Cuban milk producers feed the

cows on pure pasture and range, with no effort to balance the diet by supple-
mentary feeding.

s U.S. Department of Commerce, Wlorld Trade in Commodities, VIl, No. 24, 1950.



TABLE 212

MILK AND DAIRY PRODUCTS PRODUCED IN CUBA IN 1945

Milk Value of
Produced Milk Sold Average Cheese Value of Creani Value of

No. of Percent of No. of Liters a 5 Price Produced Checse Produced Cream
Province Farms Farms Milk Cows Thousand Thousand cents/Lit. Pounds $ Pounds $

All Cuba .... 92,579 57.9 811,090 408,159 19,433 8.2 4,914,966 936,415 723,481 182,745

Piinar del Rio . .. ... . 13,508 58.6 44,576 25,134 581 9.1 2,500 914 5,072 507

Habana . ......... .. . 10,960 76.8 102,946 86,649 8,063 11.7 15,152 4,325 1,958 885

Matanzas .. . 7,882 63.1 54,338 31,209 1,387 8.4 11,510 3,038 - -

Las Villas .................. .... 28,151 70.0 213,416 91,370 2,696 6.9 1,888,577 339,253 134,317 33,962

Camaguey ..... ................ 10,319 55.6 199,131 64,242 2,540 6.1 1,999,876 412,970 420,454 127,937

Oriente ... .... ... .. 21,759 42.3 188,951 109,552 4,176 6.6 997,350 175,917 161,679 19,454

a I quart = 1.057 Liters.

SouocE: Cuban Agricult-ral Census, 1946.
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The use of prepared feeds is now being advocated, and some farmers are
trying it. This is a step in the right direction; but its effects under existing
circumstances are likely to be misinterpreted, and of this there are already
signs. Better feeding of a two- or three-liter cow may bring her production
up to four liters, but this hardly pays for the feed. Some farmers have had
this experience and have mistakenly concluded that supplementary feeding
is a bad business proposition.

Unsuitable Stock
The trouble, of course, is with the stock. Improper feeding and watering

will seriously lower the production of a good cow, but at present there is no
known way of making a really good cow out of a poor one.

A significant reason for such poor dairy stock is the farmers' preoccupa-
tion with the meat possibilities of their animals. The desire to be able to
switch their interest from milk to meat at will accounts for the numerous
"dual-purpose" herds, but is very harmful to milk income.

The Mission encountered one dairyman who had recently maintained a
fairly good Holstein herd but had replaced it with much poorer cows because,
he explained, the Holsteins were not of the right size and shape for beef.

Milking Practice
Ordinary Cuban milking methods are rooted in tradition and superstition,

although there are some concessions to modern practice in the use of milking
sheds and, occasionally, concrete milking floors. Only in a few of the dairies
are found such things as stanchions, gutters, feed troughs, and separate
milk houses.

Cows are commonly brought into the sheds in groups of perhaps five
or ten-sometimes more-and allowed to wander freely about the milking
floor. Their calves are held in an adjoining pen, from which they are released
one or two at a time.

As each calf is released, it runs to its mother and begins sucking. This
is allowed to continue for a time "to start the milk flowing". Then the calf
is withdrawn forcibly and tied by a rope to the cow's foreleg, where it strains
to return to its meal-now just out of reach. Meanwhile, without further cere-
mony, the cow is milked by hand into a pail.

When a calf dies, it is skinned. For as long as three or four months there-
after, at milking time its mother is given a borrowed calf over which is
draped the skin of the dead one.

Sanitary Conditions
In general (and again with notable exceptions) the sanitary practices are

not fully satisfactory. Concrete milking floors are washed down as a rule, but
in its inspections the Mission did not observe much washing of teats or hands.



LIVESTOCK, MEAT AND DAIRY PRODUCTS 893

Milk from the milk-pails is poured into standard milk cans of 20, 40 or 50
liters capacity, which are allowed to stand uncovered throughout the milking
period. Strainers are not often used at this point, and although some farmers
claim that they strain the milk later the necessary equipment is seldom in
evidence.

Vessels are not often scalded at the farm, but the larger creameries-to
which much of the milk is delivered-sterilize the cans and lids before return-
ing them. Inspection of large numbers of these cans passing on creamery
conveyor belts showed the tinning of many to be corroded and defective.
Other vessels which do not reach the creameries are often washed with cold
well water.

Coolers Seldom Used

Separate milk houses or milk rooms are not always present. Of the existing
ones, some are screened against flies and some are not. Unpainted wood-
work and similar opportunities for infection are common. Milk coolers are
seldom used. The milking is commonly done, once daily, at an early morning
hour such as 2:00 or 3:00 a.m., and an effort is made to deliver it to the
creamery before the sun can reach it. The importance of immediate cooling
after milking is not stressed.

Some of the larger creameries and milk processing plants are endeavoring
to improve these practices, by setting forth detailed sanitary rules for each
dairyman and by making inspections at their own expense. Also, sanitation
is much better in some few of the large dairies near Habana which milk their
own herds. But for the bulk of Cuban milk production, the problem remains.

3. Special Problems
Disposal of Calves

The question of what to do with calves is a real problem to Cuban dairy-
men. As the slaughter of young stock is prohibited, there is no appreciable
veal market open to them. Thus instead of providing additional dairy income,
the continued feeding of all calves increases operating costs. Many have been
raised for oxen, but increasing motorization of the sugar harvest is affecting
this outlet.

Labor
Another problem is the increased labor cost, resulting from recent social

legislation. Dairy operations require more labor than does beef raising, which
probably encourages current shift away from dairying, with the consequence
of national milk shortage. This difficulty, however, is not insoluble because
the milking of better cows would give the dairyman much more milk and
income with the same amount of labor.
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4. Dairy Products

Types and Location

There is little Cuban consumption of fresh milk except in a few of the
major cities. Almost all of the milk production is processed into condensed
or evaporated milk, cheese or butter.

Five large plants produce condensed and evaporated milk, powdered milk,
butter and cheese. A number of other plants produce only butter and cheese.
The large plants are modern in every respect, and maintain good sanitary
control over the incoming raw milk as well as over their finished products. A
few of the smaller creameries and cheese factories are somewhat lacking in
cleanliness.

Production of these processed items is carried on in all parts of the island.
The most important plants, however, are in the eastern Provinces. In these
the milk production is so distributed that each plant must draw its raw
material from a very large area.

Purchase of Milk for Processing

Bulk sales of milk in Cuba are made on the basis of weight alone, usually
without regard to butterfat content. The system encourages adulteration with
water, and buyers state that the practice is widespread.

Some of the larger processing plants, while not actually paying on a
butterfat scale, make an attempt at control. In these cases each farmer's
milk is tested on arrival; if it runs below 3.5% fat, the farmer is warned,
and if the condition persists the plant simply refuses to buy the milk. 'When
not adulterated, much Cuban milk contains from 4.0% to 4.4% butterfat.

It would seem more advantageous to all concerned if a butterfat scale
were used. Current prices in the Washington, D. C. area, for example,
start with a base (for Grade A milk) of $5.25 per 100 pounds at 4.0% fat;
for each 0.1% additional butterfat content the farmer is paid an extra 6¢
per 100 pounds, and an equal penalty is charged for each 0.1% under
4.0%. Cuban dairymen, however, do not favor such a system.

Milk Prices

The price paid for raw milk in the eastern Provinces has risen rapidly
in the past few years from about 3¢ per kilo to 91/2¢. The latter was the
price to the major canneries during the field studies of the Mission.

Meanwhile the retail price of Cuban canned milk has been fixed by
government decree at 20¢ per can or $9.60 per case. At the high cost of
raw milk, canners' prices have allowed retailers a margin of only 4%.
Enjoying a better mark-up in imported canned milk, the retailers have
discouraged the sale of the Cuban product in order to improve their profits.
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Canners claim that they cannot reduce their wholesale price and still cover
the cost of production.

Recently the canners attempted to reduce the raw milk price to 81/2½
per kilo. The farmers objected and appealed to the Minister of Commerce
to maintain the 91/2¢ price by decree, claiming that this level was needed
to cover their dairy production costs. Ultimately the canners were requested
to continue paying the high price until a complete study could be made.

Good Price for Poor Quality
The Mission is convinced that complete and objective study will show

that the farmer's cost of production is higher than it need be, for reasons
already discussed above. Cuban canners have been paying, at 91/20, the
approximate equivalent of U. S. Grade A milk prices, without receiving
milk of comparable quality.

Competing U. S. canners during much of this time have been paying
about 7L,/2#i per kilo, for they do not have to pay the top price for industrial
milk except in times of severe shortage.

The solution does not lie in higher tariff, as some farmers have suggested,
but in better practices by the Cuban dairyman himself. He cannot sell
milk profitably at a reasonable price with his cows producing only two liters
per day, when his competitors are getting 20 to 30 liters daily.

Ice Cream Manufacture
The production of ice cream is assuming considerable volume. Some

of the larger manufacturers are unable to obtain adequate domestic supplies
of milk, and must use imported powdered or condensed milk as well.

Most of the flavoring also must be imported. These include chocolate,
because the Cuban chocolate is claimed to be of a quality not acceptable
for use in ice cream.

Inflexibility of labor is a major problem. Ice cream sales are subject
to seasonal fluctuations, as is true everywhere. Winter sales volume in Cuba
drops about 70%; but Cuban manufacturers are prevented from making
the requisite adjustments in their labor force at such times. This adds
greatly to their cost of production.

VI. HOGS

1. Productioi

Raising is Haphazard

Reference to Table 206 indicates a fairly steady increase in the number
of hogs raised in Cuba. Slaughter has not been proportionate, but has
shown a rapid rise since 1947 (Table 213).
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Hog-raising in the Republic is at best a haphazard affair. There are
practically no farms specializing in it. Instead, almost every farm has a
few hogs as incidental livestock.

Farm Practices

Hogs are allowed to run wild and forage for food during the early
part of their lives. Later they are commonly put into a small pen near the
house or barn. Shelter is sometimes furnished; but no conscious effort is
made to keep them in clean or dry surroundings, and their susceptibility
to digestive and pulmonary diseases is not appreciated.

When penned, Cuban hogs are fed fruit, nuts, table scraps, garbage or
anything available. A popular hog feed is the cluster of palmiche nuts
found on the widespread Cuban royal palm tree (Reytonia Regia). Corn
feeding is virtually unknown.

TABLE 213

HoGs SLAUGHTERED AND PORK PRODUCTION

Live Weight Carcass Weight Carcass Weight
Number Average Average Total Million

Year Slaughtered Pounds Pounds Pounds

1939 ........... 218,153 172 121 24.6

1940 ........... 229,256 174 121 27.9

1941 ........... 209,689 183 128 26.9

1942 ........... 212,578 168 117 24.9

1943 ........... 180,544 174 117 20.8

1944 ........... 131,232 174 115 14.9

1945 , , 122,791 166 113 13.8

1946 ........... 121,060 168 117 14.2

1947 ........... 385,000 - -

1948 ,,....... 425,000 - - -

SOURCE: Ministry of Agriculture Statistics, 1946, and packers' estimates for latest years.

2. Hog Breeding
Natural Selection

Although there are some good breeds of hogs on the island, a great
number are of the native or criollo type. This animal is a small, black
nearly hairless hog. It has a big head, long snout, long ears, a large
pot-belly, and small hams and bacons. In some respects it resembles the
historic "razorback" of the southern U. S. Although its efficiency of gain
is reportedly quite poor, it tolerates very well the warm, humid climate
of Cuba. This, without doubt, is because it is largely the result of natural
selection.
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Types for the Climate
Cuba has generally been regarded as unsuited to hog production because

of its climatic conditions. bWhile these certainly impose some limitations,
it seems more than probable that some well-adapted types could be developed
through modern principles of genetics.

One unfortunate circumstance is that "lard" types are less likely to
thrive, and this offers small hope that the country's huge consumption of
lard can be satisfied domestically in the near future. On the other hand,
prospects for the so-called "bacon" types are brighter.

3. Pork Quality

Room for Improvement

Cuban pork is not as good as it could be. Carcasses inspected under
refrigeration in Habana are found to be almost invariably soft, oily and
poorly finished. These characteristics are probably attributable not only
to the type of animal, but to poor feeding and to immaturity at the time
of slaughter.

From Table 213 it will be seen that Cuban live hog weight at killing
time has remained at around 170-175 pounds. Such hogs are too light for
many purposes, and in all probability should be finished off to 200 or 225
pounds. This could be accomplished in the present cycle by a more balanced
and nutritious feeding; and would no doubt improve the meat quality as
well as the lard yield.

VII. SHEEP AND GOATS

Room for Some Increase
The sheep population of Cuba shows little tendency to change, except

for small yearly variations in either direction. In 1934 about 164,000 head
were counted, and 15 years later the number was 177,000. (Table 206)

Goats, on the other hand, are increasing in popularity. From 37,000 in
1930 and 54,000 in 1934, the number of goats on the island has risen to
an estimated 190,000 in 1949. This, it is felt, is an excellent sign.

In Cuban circumstances sheep and goats could well occupy a more im-
portant place than they do. They provide meat and milk cheaply, and
do not require as much care and management as do other livestock. They
are able to range on portions of land not suitable for much else.

At the same time, the Mission does not recommend large commercial
raising of these animals in Cuba, for there are not such extensive tracts
of what would be called "sheep land". What should be encouraged is the
inclusion of a few sheep and goats in the stock of each of a large number
of appropriate small farms.
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VIII. POULTRY

1. Production and Foreign Trade

Because the units of production are scattered, up-to-date figures on the
size of the Cuban poultry business are unobtainable. However, some esti-
mates can be formed by other means.

The 1946 Agricultural Census found, for the previous year, over seven
million chickens on the 137,162 farms reporting. Almost three million of
these were traded, and 6.5 million eggs were sold.

The census (Table 214) showed a certain concentration of the poultry
industry in Las Villas and Habana Provinces in 1945. While the relative
distribution may not have changed much in other respects, it is known
that the rapid development of the broiler industry in the last few years
has taken place chiefly in the Habana area and near a few other leading cities.

TABLE 214

POULTRY PRODUCTION IN CUBA IN 1945 BY PROVINCES

Value of Value of
No. of Poultry Eggs Eggs

No. of Farms No. of Poultry Sold Sold Sold
Province Reporting Poultry Sold (dollars) (dozen) (dollars)

All Provinces 137,162 7,146,027 2,920,711 2,110,375 6,541,507 2,582,369

Pinar del Rio 21,278 * 866,207 377,290 257,371 320,535 119,611

Habana .. . 12,087 1,025,984 544,093 480,451 1,932,904 855,902

Matanzas . 9,948 567,954 261,163 209,978 545,558 210,843

Las Villas .... 34,372 2,060,249 1,084,002 741,155 2,278,133 847,488

Camaguey 14,640 732,554 263,553 191,286 589,603 223,444

Oriente ........ 44,837 1,893,079 385,610 230,134 874,774 325,081

SOURCE: Cuban Ministry of Agriculture Statistics.

Concurrently, since the census fairly substantial imports of eggs and
poultry meat have developed (Table 209).

2. Broilers
Modern Practices

Broiler production represents the most intensive side of Cuban poultry
raising. It is carried on in specialized farm units using the most modern
commercial feeding and management practices, and its success has brought
about a continued growth.

Capacity of the individual broiler production units varies. A dozen
inspected by the Mission ranged from 5,000 to 60,000 chicks, probably
averaging around 15,000 per unit.
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Baby Chicks Flown In
For practical purposes there are no chick hatcheries in the Republic,

hence one-day-old live chicks are imported from the United States. In
1948 some three million of these arrived by air; it is certain that this number
was exceeded in 1949 and probably in 1950. About 90% of the chicks
are of the New Hampshire variety, with nearly 10% Rhode Island Reds
and a few Indian Rivers.

Disease Controlled
Broiler raisers have experienced some trouble from poultry diseases,

but appear to have done a good job in controlling them by accepted methods.
The two most frequently encountered are Coccidiosis and Newcastle disease.

Pending greater development of the Cuban feed industry, broiler men
must import large quantities of suitable feed at around $140 per ton. Yet
the enterprise is profitable, for there is no government control price on
broiler meat and market prices have remained high since the war. It is
hoped that no interference will be injected to hinder the growth of this
promising Cuban industry.

Complaints of Dumping
Some of the poultrymen complain of U. S. farmers "dumping" quantities

of finished broilers on the Cuban market occasionally, with the consequence
of a depressing effect upon the price. It is understood that treaty agree-
ments between Cuba and the U. S. prevent any action to restrict such
imports. While it is only to be expected, however, that the local broiler-
producers would object, the problem does not appear to be serious. The
producers acknowledge that they are doing quite well in spite of it.

3. Breeding and Laying Stock
Small Flocks

In contrast to the centralized and business-managed broiler industry,
Cuban production of eggs and breeders is extensive. A majority of farmers
maintain small barnyard flocks, each sufficient to yield some eggs and a
supply of raw material for the Sunday dish of arroz con pollo. These
flocks are only incidental to the principal farming activity, and many are
poorly fed and comparatively neglected.

Production of breeders and layers has declined in recent years. Farmers
blame government controls and feed prices.

Egg Ceiling Prices

The effect of government control in this case is interesting. The price
of eggs is limited by a ceiling of 600 per dozen. This seems to be liberal
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enough, and has allowed egg production to be profitable. Yet many are
discouraged from expanding for fear that the price may be revised down-
ward. Producers also complain of the occasional duty-free entry of foreign
eggs, although this has been permitted mainly in times of egg scarcity and
Cuban producers do not seem to have lost any sales because of it.

Feed Prices High
The necessity of importing most chicken feed has probably been the

biggest factor in depressing Cuban egg production. Feed prices are high,
and with import duties of about $14.00 per ton in addition to various taxes
and surcharges, farmers are currently paying $7.00 or more per 100 pounds.
So far, egg prices have remained high and chick mortality low, and poultry-
men have been generally successful. But the ratio between egg and feed
prices determines to a great extent whether egg production will increase
or decline.

National Competition
In order to stimulate egg production and the breeding of layers, the

National Egg-Laying Competition was organized several years ago as an
activity of the Ministry of Agriculture. The contest is conducted on property
near Santiago de las Vegas in excellent individual houses. In the 1950
competition, 457 hens competed. These hens laid 8,477 eggs in 31 days of
August, giving a production of 18.5 eggs per hen. The first three places
in the general competition, with their totals for the year, were as follows:

1. Lot of 25 crossbreeds laying 3,584 eggs.
2. Lot of 38 white Leghorns laying 3,456 eggs.
3. Lot of 22 Rhode Island Reds laying 3,499 eggs.

President Prio's Success
All three lots of winners were, as it happens, from the "Chata" farm of

Dr. Carlos Prio Socarras, President of the Republic.
The contest is a commendable activity. The Mission notes with some

regret that most of the entrants were "hobby" farmers, and feels that similar
competition among ordinary Cuban farmers and their sons and daughters
would be a valuable spur to good poultry raising throughout the country.

4. Research
Definite Need

Practically no research on poultry is conducted in Cuba. There is a
definite need for it.

Feeding problems must eventually be solved by a shift to available domestic
materials if the poultry industry is to continue to grow. WThere such materials
are unusual, they need to be tried under scientifically controlled test condi-
tions. Similarly, ordinary feeds and special mixtures need test under Cuban
climatic conditions.
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An important poultry feed which Cuba is perfectly capable of producing
for herself is fish meal-see Chapter 47.

The Mission finds that the staff of the main agricultural experiment sta-
tion at Santiago de las Vegas fully realizes the urgency of Cuban poultry
research. It is hoped that the shortage of funds and other special problems
of this institution (see Chapter 5) will be corrected to permit successful
work of this type.

IX. RECOMMENDATIONS

The Mission recommends that:

1. For Government Action

Government Controls
1. The Cuban Government should immediately review those of its con-

trol policies and restrictions which have been shown to be harmful to national
livestock development.

Among other points, the Mission believes that:
(a) A system of grading of live animals and fresh meat should be estab-

lished through the government food inspection service.
(b) Price control should be removed from the higher grades of animals

and meat.
(c) Restrictions on the slaughter of calves should be removed and a veal

market developed.
(d) Price control on eggs is unnecessary and should be lifted.

(e) Import duties should be removed from unmixed components of live-
stock feeds.

(f) Restrictions on the sale of molasses should be relaxed, at least suffi-
ciently to make small quantities readily available to farmers for feed
purposes without subjecting them to formalities.

Livestock Health

2. The Cuban Government should at once finance and activate the specific
recommendations of the U.S. Technical Commission of 1941 to eradicate the
cattle fever tick.

Education and Promotion
3. The Ministry of Agriculture should intensify its activities for educa-

tion and for the promotion of better livestock practice. As part of these
measures:

(a) The Ministry should charge its extension service with the duty to
aid and instruct farmers in the simple care and management of
pastures.
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(b) The Ministry should strengthen its program of support to national
and community livestock fairs.

(c) Through the 5-C Clubs and other youth organizations, the Ministry
should encourage sheep and goat raising, better care of swine, and
competitive activities such as egg-laying contests at the true farm
level.

Research
4. Upon reorganization of its agricultural experiment stations as recom-

mended in Chapter 5, the Cuban Government should provide funds for
comprehensive livestock and feed research, including:

(a) Introduction and testing of new varieties of leguminous and non-
leguminous grasses, with sample seed distribution to cooperating
ranchers and cent rales.

(b) Continuous breeding and selection of grasses for adaptation to Cuba.
(c) Studies in the effect of fertilization on pastures, with grazing tests

and careful economic evaluation.
(d) An attempt to develop strains and varieties of soybeans suited

to Cuba.
(e) Experimental work in the breeding and feeding of poultry, in cooper-

ation with private poultrymen and ranchers.

2. For Private Efforts
Cattle-breeding

5. Cuban cattle breeders should form livestock associations for their
mutual benefit, and establish and maintain books of registry for breeding
stock.

6. Cuban dairymen and ranchers should shift their efforts away from
"dual-purpose" herds, and concentrate upon development of separate meat
and milk types of cattle for higher production of each.

Hogs
7. Cuban farmers interested in hog-raising should:
(a) Direct their hog-breeding toward development of a bacon-type hog

adapted to Cuba-probably through introduction of Landrace blood
and common American breeds.

(b) Finish off their hogs for market at heavier weights (200-225 pounds)
by controlled feeding, in order to improve their acceptances and to
increase the supply of lard.

Feed
8. A fish meal factory should be established by private capital, to take

advantage of a profitable domestic market for chicken feeds.
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Forests and Forest Products

1. A Depleted Asset
Erosion and Floods

With Cuba's soil and climate, forestry could make an important contribu-
tion to her economy. But her forest resources have been severely depleted.

At one time forests practically covered the entire island. Today what is
left is insufficient to supply domestic requirements and is being cut far more
rapidly than the normal rate of growth.

The exploitation of Cuban forests began with the Spanish colonization,
when large quantities of lumber were shipped to Spain. The worst destruc-
tion, however, occurred during the early twenties following the first World
War. Large acreages, on which virgin forest was wastefully destroyed during
the rapid expansion of the sugar industry, now lie barren because they are
relatively unproductive for other crops.

With this have come the inevitable results: soil erosion and floods. The
scarcity of forests is so critical in many parts of the island that farmers lack
sufficient wood for their small domestic fuel needs and similar farm uses.

What Remains
The forest acreage in 1919 was estimated to be about 13,000,000 acres, or

nearly half the total land area of Cuba. At the present time it is estimated at
6,750,000 acres of which only about 2,280,000 acres, representing only about
8% of the land area, contain virgin stands of timber. These forests are
located principally in the Guantanamo and Baracoa areas, the Sierra Maestra
Mountains of Oriente Province, the Sancti Spiritus and Trinidad areas, the
Zapata Peninsula of Las Villas Province, and a few regions in Pinar del Rio
Province. It is estimated that two thirds of the forests occupy inaccessible
mountainous areas, almost one fourth are in hilly areas, and about one tenth
in swampy areas.l

There are over 200 varieties of forest trees in Cuba, according to the
Bureau of Forestry, but hardly more than a dozen varieties are of commercial
value. Actually, a complete inventory of the forest stands has never been made.
Accurate data, therefore, are not available to indicate the volumes of timber
by species. Except for some uniform stands of pines, Cuban forests usually
contain numerous species of trees intermingled. Spanish cedar is perhaps the
most abundant of the hardwoods. A few fairly large tracts of mahogany and
black olive still remain. The most abundant softwoods, apart from pine, are
hog plum and a variety of birch.

1 For much of this information the Mission is indebted to Minneman, op. cit., and Inter-dntioal Rfirence
S-rice, U.S. Gof't Printing Offiae, Vol. 3, No. 30, Septen.ber 1946.
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Imports, Exports, and Domestic Consumption

As a result of the past exploitation, Cuba now has to import large quantities
of wood in order to supply her domestic needs. From the census of 1943, it
appears that Cuba supplies only about 30%o of her own annual consumption
of forest products.

Total wood imports in 1936, according to data from the Ministry of
Finance, were 44,228,600 cubic feet with a total value of $1,993,115. Exports
during the same year amounted to 408,700 cubic feet, valued at $431,835.
Thus, imports exceeded exports by 43,819,900 cubic feet with a value of
$1,561,280. The total national production-which was then approximately
24 million cubic feet-combined with net imports indicates that 67,819,900
cubic feet of timber were used in 1936. The species of wood exported were
principally cedar and mahogany. Imports were largely pine and white woods;
imported unplaned pine alone amounted to over 6.5 million cubic feet.

For 1946 the imports of woods of all kinds were recorded as 70,556,709
board feet valued at $2,928,257, while exports totalled 2,333,579 board feet
with a value of $587,166. Thus for that recent year imports exceeded exports
by 68,223,130 board feet, having a total value of $2,341,091. The national
production during 1946 was estimated to be 444,720,956 board feet valued
at $29,133,634. The total domestic consumption of wood in 1946 amounted
to over 500 million board feet with a value of over 31 million pesos.2

Domestic Forest Products

Cuban production of wood products in 1946, as shown in Table 215, was
valued at over 30.5 million pesos. Of this amount over 90% was from
privately owned forest, and about 1 % from governmental forest as authorized
cuttings. Approximately 7% of the valuation represents cuttings which were
not authorized by the government. Over 73 million board feet of lumber
were cut from trees of saw-timber size and 72.8 million board feet were
cut from smaller trees for such uses as poles, posts, railroad ties, etc. Large
quantities of timber were utilized for firewood and for the production of
charcoal.

Charcoal-unfortunately-is one of the most widely used forest products
of Cuba. In 1946 the production amounted to over three million bags, valued
at about seven million dollars. It is made by small farmers throughout the
island wherever wood is available, and is used in the cities as one of the
principal fuels for cooking. As discussed elsewhere in this report, charcoal-
making is singularly destructive to the forests because of the difficulty of
controlling it.

2 Estadistica Forestal, Ministerio de .4g,i.ltwa. Dir-ccion de Montes, Min.s Ag.a2, 1946.



TABLE 215

AUTHORIZED AND UNAUTHORIZED CUTTING OF FORESTS IN CUBA, 1946

Privately Owned Forest Government Forest Unauthorized Cutting Total

Wood Products - Board Feet Value Board Feet Value Board Feet Value Board Feet Value

Saw timber a .. ....................... 67,122,584 $13,788,003.82 - - 6,082,941 $1,886,950.31 73,205,525 $15,674,954.13

Wood for direct use b .70,921,593 4,444,082.42 550,900 $ 66,115.25 1,401,063 103,188.35 72,873,556 4,613,386.02

Wood for fuel c ............ ... 281,673,300 8,339,055.38 11,910,225 353,338.95 5,068,350 152,899.60 298,651,875 8,845,293.93

Total value of all wood 419,717,477 $26,571,141.62 12,461,125 $419,454.20 12,552,354 $2,143,038.26 444,730,956 $29,133,634.08

Miscellaneous d . ................ - 1,388,026.24 - 23,244.00 - 2,205.24 - 1,413,475.48

Total value of all wood
products .......... $27,959,167.86 $442,698.20 $2,145,243.50 $30,547,109.56

a Trees 12 inches or more in diameter sawed ite lumber.

, Trees less thua 12 inches is diameter rsed is a onnpracessed or slghtly worked state, poles, posts, railroad ties, etc.

c I.cludes wood and shrubs used for firewood and charcoal.

d All other non-timber yielding wood products, leaves, bark, fibers, resins, etc.

SoeucE: Eot.distic. Forestal, Ministerio de Agricultura, Direecion de Montes, Mlinas y Aguas, 1916.
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2. Government Regulations

Laws Violated

The Cuban government, realizing the deplorable condition of its forests,
first established forest regulatory laws3 in an effort to protect the existing
stands of timber from further exploitation and to encourage the reforestation
of much of the present wasteland. These laws lay down specific regulations
for the preservation of timber and forest reserves which are to be enforced
by the Rural Guard. They prohibit anyone from cutting trees without specific
authorization from the government and the payment of certain taxes. As
stated by the law, the purpose of this taxation is primarily to finance a refores-
tation program.

The plan of reforestation is supposed to include: (1) establishment, in
each Province, of a forestry nursery from which trees may be obtained free
of charge for reforestation purposes; (2) establishment of a Forest Park of at
least 100 caballerias in each Province; (3) expansion of the National Experi-
mental Nursery; and (4) improvement of the School of Forestry in Habana
Province.

It is estimated by the Bureau of Forestry that at least from 12 to 15 million
trees are felled for timber and charcoal manufacturing and some 100,000 acres
are denuded annually in violation of these forestry laws.

Revenue Diverted

As shown in Table 216, the Cuban Government received about $295,000
in 1947 and $264,000 in 1948 from forest licenses, taxes, and fines. Of this
revenue it is estimated that less than one third reverts to forest improvements.
Not over $30,000 are spent annually in the production of some two to three
million seedling trees for reforestation. Approximately $50,000 are paid
in wages to some 40 forestry employees including about 20 forest inspectors.
The remainder of this revenue is used for purposes other than forestry.

TABLE 216

REVENUE FROM FOREST LICENSES, TAXES, AND FINES, 1947 AND 1948

Licenses Total
Year and Taxes Fines Revenue

1947 ....................... $291,078 $4,636 $295,714

1948 ................... .... 257,782 7,933 264,715

SOuRcE: Cuban Ministry of Agriculture.

Decree-law No. 753 of May 24, 1923.
Decree-law No. 681 of March 21, 1936.
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3. Economic Possibilities
An Illustration

It is estimated that Cuba now has three or four million acres of non-
agricultural land which is suitable for timber production. Reforestation
of this acreage would approximately double the Cuban forests.

It is calculated that Cuba can produce a cutting of cedar trees in
thirty years due to the favorable climatic conditions. Approximately 20,000
cedar trees can be planted to a caballeria of land. These should produce
100 board feet of lumber per tree at the end of thirty years, making a
total of two million board feet of lumber. At an evaluation of $25 per
thousand board feet, a caballeria would produce $50,000 worth of timber
in thirty years.

Assuming the cost of the caballeria of land as $330, the cost of planting
the cedar trees $821, and estimating that the expenses of protecting the
trees, interest on capital investment at 4%, administration of the farm and
payment of taxes for thirty years would total approximately $4,000, the
value of the sale of timber less expenses would return a profit of $46,000
per caballeria for the thirty years or $1,533 per caballeria per year.

If it be considered that $330 is too low an estimate for the cost of
land, it may be assumed instead that the caballeria costs $1,000. This
initial cost plus interest on the investment for thirty years, expenses of
planting 20,000 cedar trees, protecting the trees, administration of the farm,
and taxes for this period may amount to $11,880. Deducting this total
expenditure from the $50,000 from the sale of timber leaves $38,120, which
is net return per callaberia over thirty years or about $1,270 per callaberia
per year.4

Other Possibilities

In the time at its disposal, it was impossible for the Mission to make
the detailed studies necessary definitely to indicate other crops suitable for
reforestation.

We learned, however, that some experiments have been carried out
privately in the growth of teak and eucalyptus and we feel that these should
be encouraged and extended. Wattle, too, as a source of tannin, should
also be investigated.

Another possibility which should be investigated is cultivation of Albizzia
Procera, a self-perpetuating forest tree. This has a heartwood which makes
excellent railroad ties and therefore deserves special consideration in Cuba.
Ties can be cut after thirty to thirty-five years.

4 U,itilid.d de los A,bOZes, Mlhiitv-io de Agaocoluro, Direcion de .Mo,tes, Mi.n y Agos-, p. 38.
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Growth of bango reed cane-a native of East Africa-should also be
tried in Cuba because this yields a vcry satisfactory pulp-for which a market
might be found-for the manufacture of light (air mail) paper and medium
weights of bond writing papers.

Some rank-growing Cuban canes, with low sugar content, might also
be investigated for pulp possibilities.

Giant Cane

Since sugar and other canes flourish in Cuba, it is also suggested
that the cultivation of suitable varieties of Giant Cane (Arundo Donax)
should be carefully investigated as a potential source of pulp for paper
and of cellulose for the rayon and plastic industries (see references).5

Under experimental conditions in the United States, Arundo Donax
has been made into bleached bond paper and unbleached board and is
visualized as an auxiliary supply of fiber. But in Italy, large plantings of
Arundo Donax have been made which are being used in the manufacture
of rayon. Yields as high as 100 metric tons of cane per acre, or ten metric
tons of cellulose, are reported.

Arundo Donax, also called sugarless cane, "Spanish Reed," Carrizo,
is a self-propagating, dense-growing cane that requires little cultivation.
It is found on nearly all of the West Indian islands including Bermuda and
the Bahamas. It is reported that under the right conditions the yield in
terms of finished pulp per acre will exceed that of the fastest-growing
wood and that the pulp produced is of high quality. It can be harvested
after three years, on a two-year cutting rotation, when the root system
has developed.

A variety of Arundo Donax is reported to grow throughout Cuba where-
ever there is sufficient moisture and is sometimes called locally "Cana de
Castilla." (This name, however, is also applied to Gynerium sagittatum
or saccharoides, more commonly called "Guin" which grows in similar loca-
tions). Apparently no experimental work has been done in Cuba in the
cultivation of suitable varieties of Arundo Donax or in its industrial uses.

Important for Plastics?

Cellulose pulp from Arundo Donax in Italy is reported to contain 96-
97% of alpha-cellulose, which is of special interest since this determines,
in a large measure, its worth in the paper, rayon and plastic industries.
The length of the fiber is about equal to that of spruce.

It is possible that a variety of Arundo Donax could be found which
could be cultivated successfully in Cuba and might well prove to be not
only a valuable source of industrial cellulose but also something to harvest
and process in the dead season.
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4. Potential Importance of Bamboo

For Timber and Pulp

Since it is obviously desirable to find some way quickly to reforest
Cuba's denuded areas, bamboo also suggests itself for this purpose. The
experience of other tropical countries indicates that immediate attention
might profitably be given to the possibilities of bamboo, for rapid reforesta-
tion and as a source of timber and pulp. (See references to literature
on bamboo for paper pulp.)5

It is a common mistake to refer to bamboo as one refers to "trees" and
to forget that there are many varieties of bamboo, some of which are
peculiarly suited to specific purposes.

If varieties can be selected-suitable for Cuba's climates and for Cuba's
needs-and can be suocessfully cultivated, they could furnish valuable
supplies of both timber and pulp within a much shorter time than even
eucalyptus or pine. For many varieties reach their maximum height in
five to ten vears.

Bamboo, of course, has long been used in the East not only for structural
purposes, furniture, etc., but also as a source of pulp for paper. Large
quantities are used for fishing poles. In emergencies, it is reported to have
been used successfully-with suitable chemical treatment-as a substitute
for steel reinforcement in concrete. 6

Possibilities for Pulp

World demands for paper are likely to increase and paper-making
processes are constantly improving. It is probable,.therefore, that bamboo
will gain more and more importance as a source of pulp for paper in
future years.

5 Some references to literature on Arundo Donax:
The lnd.stri,i Chem,ist, May 1943, pp. 258.9.
Der Papier-F.brikant, August 2, 1939, Vol. 33, p. 277.
Poper Industry's "Bldorado"-.4 -ew Econ-.ic Source of Fiber; Pulp ood Paper Industry, August, 1946.

Southern Pulp and Paper Journal, February 15, 1946.

Roit and Hole, India Forest Records, Nos. 5, 43, 1913.
Spanish Reed Paper Mloking, Bulletin lmperial Institute, No. 180, 1921.

Some refer-eces to liteb-tore on boi-boo for paper pulp:
Hoyer, Fritz, Can Bomboa Ac*t the Threatened Shortage of Paper-faking Fiber? Troperflanzer 34:

403.433. Berlin., October 1931.
(Krebs, William J.), Growth of Timber Bamboo in South: may find use in specialty papers. Pulp &

Paper Industry (Seattle 4, Wash.). August 1916, pp. 23.27.

Pearson, R. S., Note an Utilization of Bamboo for Paper Pulp. Isedian Forest Records, Vol. 4, Pt. 5,
121 pp., 1912.

Raitt, W., Report on the Incestigution of Bambo- as Material for Production of Paper Pulp. Indian
Forest Records, Vol. 3, Pt. 3, Calcutta, 1912.

Summary of lncestigotioas on Bamboo and Grasses for Paper Pulp. Indian Forest Records, Vo. 11, Pt. 9,
pp. 271.281, Calcutta, 1925.

The Digestion of Grosses ond Bamboo for Paper Making, 116 pp., 20 plates, C. Lockwood & Son, London,
1931.

See alsoo "Banaboo Reinfo,eement in Portland Cement Concrete" by H. E. Glern. Bulletin No. 4, May
1950. E,gineering Ezperimen-tl Statioo, Clemson Agri-altural Coliege, Clemson, S. Carolina.
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Tests in the United States on pulp from one variety of bamboo-
Phyllostachus Bambusoides, the timber or giant bamboo, show that this
material is best suited for specialty papers, such as book, bond and tissue
paper. But other varieties which might be grown in Cuba, might be suitable
for kraft and other papers.

In the opinion of one authority consulted, next to fiber from woods
normally used, bamboo fiber is the best for paper-making.

Pulp production in Cuba may be limited by a lack of sufficient water,
and in any event there seems little scope for a paper mill in Cuba, but it
is hoped that means will be found to make it economic to ship dried
bamboo chips from tropical countries for processing abroad.

Bamboo is also a potential source of pentosans and furfural for the
chemical industry.

Bamboo for Construction

Bamboo, of course, already offers possibilities to Cuba for constructing
the simpler huts and buildings in the rural areas. But a recently invented
method of joining bamboo poles, either end-to-end or at right angles,
which has been brought to the attention of the Mission, suggests that
bamboo will enjoy much wider use as a structural material in the future.7

This method permits the use of bamboo for all kinds of light building
construction, ladders, scaffoldings, etc., without the cumbersome lashings
hitherto necessary.

In the East, as is well known, bamboo is widely used for furniture,
blinds, fencing, etc., and there is plenty of skill among the workmen of
Cuba to develop light industries of this kind, using home-grown bamboo
of the right varieties.

Finally, chemurgic treatment of bamboo fiber may make it possible
in the future economically to produce hard-boards of various kinds which
will be suitable for flooring and panels.

An Interesting Suggestion

In view of the shortage of timber in Cuba, there is special interest in a
suggestion made to the Mission by one of the leading authorities consulted,
Dr. Floyd A. McClure, of the U. S. Department, of Agriculture, who has
had wide experience of bamboo cultivation in many parts of the world.8

Dr. McClure suggests that, in tropical countries, small farmers should
be encouraged to grow a small quantity of useful varieties of bamboo, for
their own use on the farm. They would thus have at their door a constant

I Method developed by Dr. Frank Der Yuen, Management Engineering Associates, P. 0. Bo. 10065, Airport
Station, Los Angeles 45, California.

s See F. A. McClure "B-boos b ro Fare & Home," Yearbook Separate No. 2101 from 1948 Yearbook of
Agriculture, U. S. Government Printing Office, 1949.
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and free source of raw material for construction, fencing, basket-weaving,
garden stakes, etc.

Dr. McClure suggests that three varieties should be tried for this pur-
pose in Cuba:

Bambusa Tulda, for heavy construction
Bambusa Tuldoides, more prolific, for general purposes

Bambusa Textilis, for basket weaving, etc.

Other Varieties

Among the other varieties whichb it is suggested, should be investigated
in Cuba are:

Bambusa Vulgaris. This is one of the best bamboos for paper produc-
tion and would probably thrive in areas of heavy rainfall. It is tolerant,
however, of moisture variations. Any kind of paper can be made from
this variety.

Bambusa Polymorpha is average for paper but good for timber.
Dendrocalamus Strictus, "Calcutta Cane," might be suitable in the drier

parts of Cuba as it tolerates aridity in India.

Ochlandra Travancorica, "eetta," or "elephant-grass," is excellent as a
source of pulp both for paper and for rayon,9 and, as it grows at altitudes
between 3,000-5,000 feet in Travancore, it might be possible to acclimatize
it in Cuba.

Finally, the possibilities of fodder bamboos, such as Bambusa Ventricosa,
are worth considering.

Moisture Conservation

Apart from industrial uses, suitable bamboos offer a possible solution to
the problem of moisture-conservation in those areas of Cuba from which the
trees have been removed and which are unfit for other forms of cultivation.

Cultivation and use of bamboo is a large subject and it is only possible
here to indicate some possible lines of inquiry. It is suggested that these
should be energetically pursued by the Cuban Ministry of Agriculture and
that, in doing so, advice and technical assistance should be sought from the
Government of India, which has a Forest Research Institute at Dehra Dun,
and from the United States Department of Agriculture, which has a Tropical
Forest Research Station at Rio Piedras, Puerto Rico.10

'High-grade pulps, suitable for rayon manufacture, have recently been produced by the Cotton Techno-
logical Laboratory, Bombay, India. according to the Indian Embasay in Washington. These pulps have been
produced from certain v-rieties of bamboo, reeds, bogasse and jute fibers. They are said to contain over 80%
alpha cellulose and 0.2 to 0.3 osh content.

1t Reforestation problems in Puerto Rico seem somewhat similar to those in Cuba. An interesting description
of these problems and of the way in which they are being tackled is givea in The Caribbean Forester, Vol. 10,
No. 2, Apr. 1949, published by U. S. Dept. of Agriculture Forest Service.
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5. Conclusions

Despite long recognition of the damaging depletion of Cuba's forest
reserves, such legal measures as exist for its control have not been enforced.
Funds obtained by taxation and fines for the specified purpose of reforesta-
tion have been diverted to other uses. Present Cuban lumbering is not on a
sustained-yield basis in any instance observed by this Mission.

Because of diversion of funds and also because of a lack of properly
trained forestry specialists, Cuba's reforestation and control program has
progressed very little beyond the planning stage in a period of seventeen
years.

6. Recommendations

The Mission recommends that:

1. All responsibility for the control and administration of forestry and
for reforestation programs should be vested in the Ministry of Mines, Water
and Forests. (The establishment of this Ministry for the development of

Cuba's mineral and water resources is recommended in Chapter 8).

2. Administration and control of forestry funds obtained from taxes
and fines-in connection with the pertinent Decree-Laws 753 and 681-should
be given to the Ministry. (These funds amount at present to approximately
$275,000 per annum).

3. Though this sum is sufficient to initiate a forestry program, additional
funds should be allocated to the Ministry as soon as possible in order that
the forestry program may be amplified and expedited.

4. The Ministry should arrange for a competent survey of the nation's
forest resources, including an inventory by species, approximate numbers and
sizes of trees, areas covered and condition of stands, in order to formulate
a rational sustained-yield and development program.

5. The Ministry should maintain forest nurseries and at least one quali-
fied forestry expert in each Province to advise and assist farmers and land
owners in reforestation, timber management, fire control and proper cutting
practices.

6. The Ministry should expand the actual planting of trees by every
possible device. For example, the sugar centrales should be encouraged to
plant trees wherever possible, to serve as a future source of railroad ties and
other lumber.

Commercial timber-cutters should be required to plant a seedling for every
tree cut.

7. The Ministry should undertake further and vigorous experiments in
the growth of selected types of trees in Cuba, as has been done to a limited
extent with teak and eucalyptus. The advice of foreign governments should
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be sought in selecting and cultivating those trees which can supply usuable
wood most rapidly and satisfactorily under Cuban conditions.

8. The Ministry should conduct an immediate investigation of the possi-
bilities of:

(a) Selected types of bamboo

(b) Albizzia Procera

(c) Arundo Donax

(d) Bango Reed and other canes

9. The Ministry should do its utmost to encourage farmers to grow suit-
able bamboos for their own use.



CHAPTER 47

Fish and Fishing

1. Introduction

Production and Consumption

Despite Cuba's favorable geographic location, its fishing industry is small
and disorganized. The commercial value of its annual catch is only about
$4,000,000 a year. Yet Cuba, near some of the major fishing grounds of the
world, must import approximately $5,000,000 worth of fish products each
year. It is clear that, although fishing enterprises are of considerable impor-
tance to the economy of Cuba, they have not been developed to an ade-
quate extent.

Types of Fish

There are believed to be approximately 450 varieties of edible fish off
the coast of Cuba, but only a few are utilized at the present time. These
include snappers, cherna, bonito, and albacore, as well as lobsters and moro
crabs. Other available varieties which are caught only occasionally, or which
could be developed as commercial catches, are mentioned in the discussions
which follow.

Employment

It has been estimated that the Cuban fishing industry regularly employs
about 9,000 fishermen and an additional 6,000 persons in the transportation,
sale and packing of fish. Another 3,000 to 4,000 persons find jobs as fisher-
men on a part-time basis or are employed in the supporting activities of sail-
making, carpentry, boat-making, etc.

Fishing Ports and Equipment

The principal fishing centers are Habana, Batabano, Caibarien, Manzan-
illo, and Cienfeugos, although some fishing is done from almost every port.
Most of the large vessels used are concentrated at Habana and Batabano.
In the other ports the vessels are much smaller and include many one-man
sailboats or rowboats. Most fishing is done with hand lines, although a few
small hand nets and castnets are in use. As far as could be determined,
purse-seines and other types of high-production gear are lacking.

The scale of operations and the character of the industry can be seen
best by examination of some typical fishing ports. The Mission's observations
at six of these, at various points on the Cuban coast, will be described
for illustration.

914



TABLE 217

FISH IMPORTS

(Kilos)

1935-39 Avg. 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949 1950

Cod fish ........................ 7,370,114 5,380,016 2,828,610 1,204,317 1,086,085 1,401,661 1,154,093 6,207,775 9,983,427 9,757,529 10,879,903 4,395,000a

Salted or dried . 1,431,317 473,144 402,364 359,392 82,375 378,932 1,338,631 1,334,301 1,252,472 1,148,813 1,223,905

Shell fish, fresh or
dried .160,546 167,821 102,137 71,213 3,832 93,135b 125,512b 50,552 103,364 124,165 70,243

Fresh fish .64,662 66,271 30,700 1,448 5 - - 32,620 394 17,840 31,588

Canned:

Bonito and tuna 134,922 102,514 12,999 11,685 17,727 25,071 209,205 143,550 83,419 146,998 118,181

Octopus .160,705 210,011 147,170 158,183 395,128 689,188 185,247 169,181 227,348 271,168 175,093

Sardines .2,855,969 1,992,281 2,917,989 2,959,260 119,588 916,817 1,300,042 1,153,263 3,482,492 2,990,476 3,045,196

Other .292,829 246,243 295,223 131,278 36,853 123,393 407,183 142,660 709,613 148,139 124,136

Total . 12,471,064 8,638,301 6,737,192 4,896,776 1,741,593 3,628,197 4,719,913 9,233,902 15,842,529 14,605,128 15,668,245

a First four rnonths.
6 Includes fresh fish.
SouRsa: Comercio Exterior.



TABLE 218

FISH1 IMPORTS
(Pesos)

1935.39
AVg. 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949 1950

Cod fish ............................... 845,539 637,440 530,870 317,143 307,508 501,790 413,468 2,871,922 4,929,763 4,440,178 4,857,062 1,821,800a

Salted or dried .126,355 55,828 65,853 90,455 22,798 130,597 413,469 410,254 352,175 348,494 397,421

Shell fish, fresh or dried 59,472 62,066 49,454 40,074 3,857 82,520b 122,036b 59,204 197,516 142,533 93,854

Fresh fish .9,929 9,354 6,051 717 1 - - 15,509 434 5,763 11,118

Canned:

Bonito and tuna 46,022 36,801 8,200 8,141 19,789 24,826 287,970 188,910 130,419 179,727 145,868

Octopus .46,346 59,238 28,402 44,870 96,373 202,264 206,621 104,167 149,702 172,647 131,566

Sardines ...... ...... . ... 367,988 281,987 385,216 622,253 53,206 662,348 851,588 761,543 2,130,020 1,756,423 1,187,959

Other . 51,673 56,344 57,600 42,379 25,383 84,280 193,232 134,275 359,753 149,549 101,294

Total .,553,334 1,199,058 1,131,646 1,166,032 523,915 1,688,625 2,488,384 4,545,784 6,249,783 7,195,304 6,926,142

a First four months.

b Incldes fresh fish.
SorcE: Comer,co Exterior.
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2. Examination of Fishing Ports

Habana, Habana

The major fishing fleet is based in Habana, and is composed of 57 boats
of approximately 100 feet or more in length, equipped for voyages on the
open sea. Of these, 37 boats have facilities for icing the fish while 20 are
of the old vivero (live tank) type. During the winter season, they go into
the Gulf of Mexico as far as the Campeche Banks, but in summer they fish
off the coast of Florida. The average voyage lasts from 20 to 27 days,
although during a period of bad fishing this may be extended to two months.

Fishing is done with hand lines, each with two or three hooks. Ten to
twelve men are required to man each boat and receive two thirds of the catch,
while the owner receives one third. Food and supplies are advanced by the
owner but are paid for by the men out of their share of the catch. On a trip,
a boat will bring in about 30,000 pounds of fish, but as an over-all average
the expected catch is from 15,000 to 20,000 pounds. The live fish are usually
taken from shallow waters while those for icing may come from greater
depths.

Average prices that the fishermen currently receive are: 16< a pound for
cherna alive, 25< a pound for snapper alive, 11-12¢ a pound for cherna iced,
and 20-22¢ a pound for snapper iced. The retail value of fish to the public
is 30-40W a pound for cherna and 60< a pound for snapper. However, during
the Easter season, the price of cherna may go as high as 80¢ a pound. It
is claimed that the Habana market will absorb 20,000-25,000 pounds of
fish a day at a high market price.

The Habana market is for fresh fish only. Owing to the disorganization
of the fishing industry, at times there is an over-supply of fish and at other
times a scarcity. For example, if the whole fishing fleet returns to Habana
at the same time, there is too much fish and the boats must remain in the
harbor with their catch aboard until the market will absorb whatever they
have. Sometimes this waiting period may be as much as four weeks. At
such times there is a strong possibility that the whole catch may spoil
before it can be sold.

The complaint of the fisherman is that, under the present marketing
system, he can make only a few trips per year. One said that if he could
have a guaranteed market at 9¢ per pound, he would be able to make more
money than he does at present, since he would then be able to make a
greater number of trips per year and not have to run the risk of his catch
spoiling because he could not unload it. It is claimed that there are enough
fish brought in to supply the Habana market plus 10,000 or 15,000 pounds
a day which wvould be available for export if the industry were well organized.
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Batabano

There are some 80 fishing boats stationed at the town of Batabano. Eight
of these are approximately 50 feet long and can carry about five tons of
fish; the other boats are smaller and are mainly of the vivero type. The town
has two fish canning plants in operation.

The largest company is canning bonito or tuna and albacore and has
an average production of 4,000 cases of 24 seven-ounce cans per week, with
the maximum production of seven to eight thousand cases, depending upon
the catch. Fishing is carried on by this cannery the year around with the
exception of the months of December, January and February. Its best fishing
occurs between June and September. This same company processes rock
lobster, cleaning the tails and sending them in ice to Habana for freezing
and for shipment to the United States. Approximately 80% of the lobster
production is exported. Lobstering is carried on throughout the year except
during March, April and May; the best months are December and January.

The other factory has but one fishing boat and works only bonito and
albacore. The cannery itself operates only one day a week or whenever the
boat comes in with a load of fish.

It is interesting to note that in 1946, the Government built for Batabano
a complete fish cannery to be operated as a cooperative for (and by) the
fishermen of the region. In the same gesture, the Government contributed one
50-foot boat equipped for tuna fishing and several smaller boats for individual
use. These moves were made in response to the appeal of the fishermen for
help in developing their industry.

The results of this venture were not too satisfactory. The fishermen had
what they wanted, but did nothing with it, since they were unable to get
together in any way. The cannery, fully equipped, stands idle and has never
turned a wheel since it was built. The large fishing boat has been leased or
sold to other operators. The fate of the small boats is unknown.

Caibarien, Las Villas

There are approximately 2,000 boats based in Caibarien, including 1,400
small sailboats and a few of about 50 feet in length, and 600 rowboats. Most
of the fishing is for lobster and crab, caught in a region extending 10 miles
out from the city. It is necessary to go out about 18 miles to catch fish, and
it is claimed that fish are scarce in this region. In any event, the fishermen
exhibited very little interest in deep-water fishing in their discussions with
members of the Mission.

One commercial organization here ships from 6,000 to 10,000 pounds of
frozen lobster per week. This company does not maintain a lobster fleet
of its own but depends upon the catch of the local fishermen. Lobster tails
are cleaned, quick-frozen, and shipped by truck in dry ice to Habana for
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reshipment by air express to New York. This same company once shipped
frozen fish and frozen frog legs, but is not doing so at present.

At one time Caibarien had a fishermen's cooperative to handle the sale
of their catch. The organization stopped, reportedly because of inability of
the fishermen to cooperate. Recently, the Government has donated a few
nets and eight rowboats, and some local meetings have been held with the
idea of reviving the cooperative.

There was also a fish cannery, now closed, which operated until personal
differences of its partner-owners caused its failure.

In earlier years, shark was caught commercially at Caibarien. The fisher-
men found a market for the skin and liver, but could not dispose of the meat
profitably, and therefore discontinued the catch. They did not attempt the
manufacture of fish meal, a much-needed product which can probably restore
shark fishing to the zone.

Manzanillo, Oriente

A small fleet based here fishes around the Manzanillo port and Santa Cruz.
The catch is shipped in ice by rail and truck to Santiago and other parts of
Oriente Province.

Several attempts have been made in Manzanillo to establish canneries and
other industries based on fishing or fish products, but these have been unsuc-
cessful for a variety of reasons. One company wanted to establish a shark-
fishing industry to make leather, oil, and other products but became involved
in labor trouble before obtaining a good start. This organization gave up
the idea of trying to base any industry in Manzanillo, which has had more
than its share of communist trouble.

Another company wished to put up a shrimp cannery, but the idea was
unsound since the company wanted to fish the shrimp breeding grounds. The
people of Manzanillo rightly objected, and the project was discontinued. Yet
there is every reason to believe that a shrimp fishing industry could be estab-
lished on a proper basis from the port of Manzanillo.

Perhaps the major difficulty with the fishermen of Manzanillo is the tend-
ency for them to sit back and wait for the Government to help them. A
spokesman informed the Mission that "the trouble with the Manzanillo fishing
industry is that the Government doesn't cooperate and help us properly",
and claimed that the Government should furnish both nets and refrigeration
facilities as was done for the fisherman of Batabano (q.v.).

It would appear that a number of fish prevalent near Manzanillo are
unexploited at the present time. The Mission learned that liseta (similar to
the sardine) is present in large quantities, but is utilized only to a small
extent for the production of salted fish. It has been estimated that this and
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several other varieties of fish could be the basis of an industry in Manzanillo,
but to date no attempt has been made to catch them on a commercial basis.

A new industry in the region, and one which may be capable of expansion,
is the raising of frogs and the export of frozen frog legs to the United States.
Bull frogs, placed in the nearby rice fields to aid in the control of insects,
have multiplied to such an extent that there are large numbers available for
food purposes. The frogs are protected during the breeding season, but may
be hunted during the rest of the year. With the proper organization the frog-
leg output from Manzanillo might well become an important activity.

Nuevitas, Camaguey
There is no organized fishing fleet in this port, but a few individually

owned boats are based here and go to fishing grounds some distance away.
Besides supplying the port with fresh fish, the catch is sold in Camaguey
City, Santiago de Cuba, Habana, and other interior cities. The fish are usually
shipped in iced boxes by rail or truck.

Nueva Gerona, Isle of Pines
There are two small canneries at Nueva Gerona, but only one was operating

at the time of the Mission's visit. This company has six boats: four for bonito
and two for other types of fish to be sold fresh. Bonito is fished from May to
October, and the cannery works during this period. During the rest of the
year the factory is shut down and fishing is conducted for the Habana fresh
fish market. The cannery has a capacity of 16,000 cases per year, but is now
running at only 50% of capacity.

Sponge fishing was once a sizeable industry here and at one time the beds
were over-fished. Later a disease attacked them and for a time decreased the
catch. Local fishermen report that the beds are now in good shape and that
there are plenty of sponges, but meanwhile the demand has fallen.

Natural sponges are extremely expensive and synthetic sponges have
replaced them to a considerable extent. Nevertheless, it would seem that if
there are actually plenty of sponges, a sizeable business could be rebuilt.

3. Opportunities for Expansion

Little Exploration
Many of the people engaged in the fishing industry feel that, with the

proper organization, the total production could be expanded to several times
its present output. There seems to be no shortage of fish but rather a lack
of modern equipment for the location of fish. While some fishermen claim it
is not possible to use larger ships than are now used because the water around
the island is too shallow, this assertion overlooks the fact that such coastal
waters are not the only places to be fished, nor are they necessarily the
best ones.
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FISH EXPORTS

(K;los)

1935.39
Avg. 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949

Fresh fish ..................... 4,664 63,114 279,397 24,340 9,198 11,033 20,319 19,258 - 18,446 20,621

Salted fish ............ ........ 10 - - - 7,058 4,145 1,515 955 -- 8,269 1,060

Lobster and crabs (fresh,
frozen and canned) ............ 185,504 267,257 509,679 262,615 400,329 484,156 444,257 421,569 596,986 703,105 724,695

Fresh slhrimp .................... - - - - - - - - 307 6,165 23

Frog legs .......... .......... 5,358 119,860 173,026 86,852 117,105 96,152 88,715 114,056 140,596 306,601 348,769

Sponges .................... 441,310 547,508 116,776 61,964 110,036 77,347 42,894 50,511 19,979 29,415 20,812

Other . ....... 791 999 22,571 25,079 20,790 1,454 10,839 32,952 9,691 1,198 6,459

Total ................. 637,637 998,738 1,101,449 460,850 664,516 674,287 608,539 639,301 767,559 1,073,199 1,122,439
SouRcE: C--ecio E.xt-ri-



TABLE 220

FISH EXPORTS

(Pesos)

1935.39
Avg. 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949

Fresh fish ................. 784 13,196 57,339 5,152 2,206 3,635 5,425 6,329 - 10,073 10,405

Salted fish 2 - - - 2,761 1,844 1,291 444 - 2,918 776

Lobster and crabs
(fresh, frozen and
canned) .. . 83,747 108,950 187,138 224,881 430,299 552,218 589,456 790,011 943,912 878,456 804,313

Fresh shrimpa ......... - - - - - - - - 489 10,097 59

Frogs legs .1,421 41,745 99,771 53,152 90,244 72,682 72,983 165,502 272,734 436,656 520,786

Sponges .600,385 552,077 477,911 609,505 973,696 1,047,730 587,069 736,287 307,134 249,532 156,445

Other .301 389 8,030 10,865 27,770 2,715 9,081 57,622 12,958 886 8,897

Total . 686,640 716,357 830,189 903,555 1,527,976 1,680,824 1,265,305 1,756,195 1,537,227 1,588,618 1,501,681

a Not listed until 1947.
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Cuba's fishery resources have been little explored. While a few small
coastal areas are probably over-fished, there exist large areas which have
been ignored. Also, undue emphasis has been placed on relatively few species.

It has been estimated that large numbers of mullet, jacks, snooks, sardines,
and anchovies are available, but these are virtually unutilized at the present
time. Shark fishing exists on a very small scale, but probably could be
expanded with the guaranteed market of a fish meal factory. Shrimp are
not taken in significant quantities even though there are good indications of
potentially greater yields. Oysters, too, are harvested only in small amounts.
The supply of oysters can be increased both by more intensive harvesting of
wild types and by oyster culture.

The dry-salt fish industry is largely neglected, while Cuba imports millions
of pounds of dried cod fish each year. There are indications that there are
fish available in Cuban waters on which a successful dry-salt fish industry
could be based.

Export Markets
There are a number of companies scattered throughout the island produc-

ing various types of canned fish products as well as canned lobster. Almost
without exception, the fish canned locally is consumed locally. While this is
true of some of the canned lobster, most of the processed lobster products are
for the export market.

One company in Habana buys lobsters from all parts of Cuba and ships
them in ice to its plant in Habana. Its weekly output totals about 40,000
pounds of lobster tails and 10,000 pounds of frog legs. These two items,
after cleaning and quick-freezing, are exported to the States by ship and some-
times by air. Quality is high. A new product which has been receiving good
acceptance on the foreign market consists of small lobster tails cooked and
then packed, frozen, in a transparent topped can.

This same company also has a fleet of 34 boats, stationed at various ports,
fishing for albacore and bonito. The fish is sold fresh on the local markets,
but any excess production is cleaned, frozen and exported to the States.
Unquestionably there is room for greater export activity of this kind.

Waste Recovery
With an estimated total production of 40,000,000 pounds annually, the

waste occurring in the fishing industry of Cuba is considerable and will be still
greater if the indicated expansion takes place. As examples: ordinary fish
have a loss of approximately 15%o; 100 pounds of Cuban lobster produce
18 pounds of tails, with the remaining 82% as waste; 100 pounds of live
frogs yield 40 pounds of frog legs and 60 pounds of refuse.

While it is recognized that much of this waste is found scattered at the
various ports of the island, it is considered possible to concentrate a fairly
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large share of it at the two ports of Batabano and Colima. Under these
conditions one or two small by-products plants could be installed for the
manufacture of fish meal-an ingredient of poultry feeds which at present
must be imported.

As indicated earlier, such plants would not have to depend solely upon
the present fish wastes, for sharks and other inedible fish could be obtained and
processed for oil, meal and skins. It would, in fact, be possible to support a
small auxiliary fleet fishing only for the inedible varieties of fish found in
Cuban waters.

General Observations
Although the great fishing areas of the world are in cold rather than in

warm waters, it is believed that the introduction of modern methods for catch-
ing and handling fish in the Cuban industry could substantially increase the
food supply and reduce or eliminate an appreciable import. At the same time,
in such specialty lines as lobsters, morro crabs, and shrimp, there seems to be
the possibility to work up an export trade much larger than anything achieved
heretofore.

In order to establish the fishing industry on anything like a sound basis,
it is essential that the fish resources of the waters of Cuba be studied. These
resources would appear to be much greater than would be inferred from what
has been realized from theni to date.

4. Recommendations
1. It is recommended that a survey be made to:

(a) Identify the various species in Cuban waters.
(b) Determine the location and abundance of these species by actual

sample counts.
(c) Study depletion, if suspected, of the present commercial species.
(d) Study the growth rate, spawning time, spawning grounds, age and

size at maturity, and other characteristics of all important fish
in Cuban waters.

To accomplish this will require long-term research which must have con-
tinuity and be divorced from political changes. In order to guarantee this,
it is recommended that this work be conducted through the proposed Cuban
Research Foundation (described in Chapter 9) and that the best foreign
technicians be retained to aid in the planning and execution of the work.

2. It will be necessary to provide a vessel, fitted for these studies, and
it is recommended that this be done.

3. Upon the completion of this study, further recommendations can then
be made for the establishment of intelligent controls on fishing, to safeguard

the fishing industry by insuring that fish will be available in adequate quan-
tities in the future.



CHAPTER 48

Industrial Products

I. CANDY

Production and Markets

During the five-year period from 1935-39 an estimated average of 2,400,000
pounds of candy, valued at $480,000, was produced in Cuba annually. Pro-
duction increased during 1940 and 1941 and rose to approximately 6,000,000
pounds valued at $980,000 in 1942. Owing to the heavy demand from the
United States in 1943, the output in that year rose to about 35,000,000 pounds
and in 1945 reached 51,000,000 pounds valued at $6,000,000. The peak in
this trend came in 1946 when approximately 70,000,000 pounds were exported.
Exports declined sharply in 1947 and have been negligible since that time.

Domestic consumption of candy has increased with improved economic
conditions and trade sources estimate that in recent years an average of
approximately 3,000,000 pounds of confectionery valued at about $750,000
has been consumed annually.

Characteristics of the Industry

Cuban candy is manufactured in a great many factories, ranging from
very small establishments using hand labor to large factories employing
some machinery and assembly-line techniques. Just as the factories vary in
size, so do they also in cleanliness and sanitation. Only one factory inspected
by the Mission maintains a control laboratory for checking the quality of its
products.

Some of the raw materials, such as sugar and chocolate, may be obtained
locally. However, it is necessary to import all of the requirements of starch,
flour and flavorings. A few of the factories import cacao or chocolate, since
the Cuban chocolate is not acceptable for use in all of the types of chocolate
candies that are manufactured.

Prospects

It has already been demonstrated that Cuban candies can be acceptable
in the export market. The industry therefore is clearly one that should be
developed, for it represents value-added-by-manufacture in several of Cuba's
principal raw products. Uncontrolled cost seems to be the principal deterrent.

Manufacturers, both large and small, are of the unanimous opinion that
high labor prices and low production per worker have been the biggest factors
in losing the previous export market.

925



TABLE 221

CANDY AND RAW MATERIALS

For Candy Manufacture
(Kgs.)

1935-39
Avg. 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949

IMPORTS:

Cacao beans ........ 4,928 n.a. 6,742 n.a. 70,290 n.a. 357,968 253,310 24 32 135,561
Cacao butter .1,026 83 122 89 176 10,795 91,492 79 78 2,890 3,141
Cacao milled .33,779 37,302 51,118 36,882 10,463 43,205 66,571 155,987 83,739 64,954 26,350
Chocolate .21,369 31,306 39,735 9,458 6,664 13,837 61,695 35,322 67,376 75,112 64,682
Chocolate candy .6,509 9,842 11,541 8,567 15,530 7,725 17,544 9,343 17,208 6,951 15,388
Other confectionsa .. . 254,034 379,051 285,178 109,944 161,206 114,627 290,613 321,895 323,616 414,332 665,254
Caramels .n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 26,789 11,227

EXPORTS:

Cacao beans .42,255 107,972 16,000 - - - - - 748,110 421,934 -

Chocolate (cakes) .3,090 3,885 8,225 10,141 1,192,460 269,708 70,619 44,429 134,392 509,825 3,421
Chocolate powder ... . 652 482 2,166 2,022 5,782 1,690 6 400 1,886 - 6
Coco powder or bars n.a. n.a. n.a. n.a. 117,884 46,041 3 1,996 70,140 105,870 3,693
Cacao powder or bars n.a. n.a. n.a. 29,072 170 n.a. 295,738 19,786 1,146 274,614 n.a.
Chocolate candy .149 1,068 807 2,416 54,832 122,120 22,936 324 879 4 59
Caramels ............................ n.a. n.a. n.a. n.a. 10,611,539 11,479,499 17,846,400 30,105,321 12,512,309 80,052 3,123
Nougats .n.a. n.a. n.a. n.a. 117,351 42,567 260,659 9,484 4,793 4,727 4,890
Peanut brittle ............ ..... n.a. n.a. n.a. n.a. n.a. 55,964 n.a. I 1 n.a. n.a.
Other confections ........... ...... 220,668 22,222 461,016 353,285 2,587,055 3,725,609 4,961,775 4,744,713 2,360,070 12,566 2,721

a Includes also cake decorations, puddings, flavorings, etc.
n.0. Not available.
SouIcs: Comercio Exterior.
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Machines Slowed

Labor problems in the candy industry are those common to most Cuban
activities. One of the largest and most modern factories has been able to
introduce machinery, but finds it necessary to run it at the lowest possible
speed-much below its rated output-in order to avoid displacing any work-
ers. This factory wraps its individual pieces of hard candy by hand for the
same reason.

Some candy manufacturers feel that there is hope in installing ma-
chine methods without releasing workers, in the expectation that the labor
force will eventually be reduced by natural causes to a reasonable number.

This is expensive, but offers eventual relief unless the manufacturers are
put under pressure to maintain the number of workers at a fixed level. In
the latter event the industry will be in no better position than if it had con-
tinued its earlier obsolete methods, and will be burdened with amortization
of the equipment in addition to its other costs.

II. CANNING

1. Introduction

There are approximately one hundred and forty firms officially listed as
being engaged in the canning of fruits, vegetables and other products in
Cuba. However, actual field investigations show that a number of smaller
firms had ceased operations and that in some cases their equipment has been
dismantled. The operations of many other companies, both large and small,
are seasonal, since they specialize in the canning of only one or two different
fruits or vegetables. Only a few of the canneries maintain year-around
operation by shifting from one product to another as the season changes.

2. Production

The variety of products canned is quite large and includes various native
fruits and syrup, vegetables of almost all types, lobster, fish, meats, edible
oils, lard, evaporated and condensed milk, dried milk, honey, and miscel-
laneous items. The products packed in the greatest volume are pineapple,
tomatoes, pimientos, lobster, tuna fish, sausages, lard and milk. Some items,
such as lard and cooking oils, are not necessarily of Cuban origin but are
imported in bulk for canning or packaging.

Without making an actual census, it is virtually impossible to obtain
a reliable estimate of the total output and value of all the canned goods
produced in Cuba. Figures on a few items are available. For example, pro-
duction of condensed and evaporated milk is conservatively estimated at
1,000,000 cases per year, and the export volume of canned pineapple has
been as high as 1,600,000 cases. Export figures on other selected items are
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shown in Tables 222 and 223. However, for many canned products it appears
that statistics are not kept.

Most of the canned products are for local consumption, although substan-
tial quantities of canned pineapple, tomatoes and lobster are exported each
year.

3. Techniques

The Mission found a few canning plants using modern equipment and
methods, under adequate supervision of trained and experienced technicians.
In these the raw materials were carefully selected, properly cleaned and
handled under controlled sanitary conditions. Only these plants, it was ob-
served, are able to operate more or less continuously and are assured a ready
market for their products.

Such plants are notable exceptions, however. Considering the industry
as a whole, it is observed that the plants are unsanitary, inefficient and
wasteful of both materials and labor; and that the products are below stan-
dard in quality, taste, cleanliness and eye-appeal.

Many of the canneries, and especially the smaller ones, lack technical con-
trol for uniformity. Some, indeed, may lack sufficient technical under-
standing of their own operations. Not infrequently, in an effort to prevent
spoilage of their canned material, they overcook the product in the autoclave
to such detriment to its flavor and texture that it is not acceptable to the
domestic market.

4. Consumer Acceptance

Any company manufacturing a product or article for sale must remember
that it is the customer, not the factory, that sets the requirements for the
quality of the finished goods. Applied to the canning industry, this means
that people will not buy a product that does not taste right to them. Nor
will they buy a product that is dirty.

This, to a large extent, explains the drop in the Cuban export of canned
pineapple. In 1946, 1947 and 1948 the export of this product averaged
about 20 million kilos per year, yet shrank to 14 million kilos in 1949.
Dealers and exporters attribute this almost entirely to the fact that the
pineapple was poorly packed with regard to cleanliness and flavor. Many
of the pineapples were improperly trimmed, with the result that considerable
quantities of "shell" found their way into the cans. This, coupled with
overcooking, caused the product to be rejected by many people. Similar
difficulties have occurred with many of the other Cuban canned products,
whether consumed locally or sold to the export market.



TABLE 222

EXPORTs OF SELECTED FRESH AND CANNED VEGETABLES

(Kgs.)

1935-39
Avg. 1940 1941 1942 1943 1944 1945 1946 1947 1941 1949 1950 a

FRESH:

Squash ... 83,882 99,931 228,618 160,741 255,770 254,463 183,254 236,243 125,999 88,150 118,663 n.a.

Lima Beans ... 2,354,620 1,873,392 1,784,459 766,318 b b 62,646 536,169 542,164 425,810 327,201 n.a.

Pimientos 1,658,620 1,714,539 3,560,915 1,545,142 334,396 35,568 30,190 177,796 645,724 323,261 297,541 n.a.

Cucumbers .. 728,142 1,503,687 1,435,795 694,999 63,412 362,243 525,498 917,441 1,351,719 1,547,010 3,094,393 n.a.

Tomatoes .. 22,329,448 28,728,851 21,497,418 10,123,696 2,978,948 8,761,768 7,980,747 16,042,342 11,810,609 11,100,581 14,271,257 8,282,700

Potatoes . .. . 785,317 1,861,778 75,368 209,517 56,538 5,964 b b b 231,034 346,718 n.a.

CANNED:

Tomatoes . 29,841 36,243 58,799 45,477 285,492 2,769 48,303 176,695 141,849 85,593 86,199 ni.a.

Tomato Juice ... b 27,359 53,937 744 1,816 3 409 5,203 40,016 2,415 3,270 n.a.

Tomato Paste ... b b b 12,539 130,939 242,446 600,246 43,641 11,552 512 5,030 n.a.

Pimientos 18,284 8 21,999 1,624,387 782,163 402,114 1,064,903 1,955,495 250,185 185,894 23,268 18,100

FirSt four month,.
b No data given.
n.a. Not available.
SounEC.: Co,-,rcio xterior.



TABLE 223

EXPORTS OF SELECTED FRESH AND CANNED FRUITS

(Kgs.)

1935-39
Avg. 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949 1950 a

FRESH

Avocados .. 4,119,960 5,620,596 5,000,873 757,307 1,267,337 1,136,634 96,636 2,560,241 2,587,515 3,475,983 2,496,629 n,a.
Coconuts (dry) 22,715 166,000 617,000 1,219,000 1,224,455 1,164,303 239,500 212,290 40 76,000 692,600 n.a.
Lemons ...... 74,667 94,798 79,284 18,674 25,303 30,685 8,891 7,057 2,170 b 6,037 n.a.
Oranges . 23,623 45,453 6,112 24,271 74,173 72,186 74,768 33,820 9,230 720 8,164 n.a.
Grapefruit 5,050,678 5,475,092 5,422,772 1,524,472 1,855,774 2,210,824 372,750 1,394,241 2,956,515 1,531,342 3,307,938 n.a.
Pineapple .. 38,960,301 37,217,674 35,545,562 15,924,655 22,594,124 33,945,489 42,140,177 52,403,438 44,413,320 23,958,920 34,021,142 11,429,200
Bananas ... 121,515,107 87,852,863 75,643,549 43,446,697 29,842,854 24,570,129 26,359,240 44,273,735 43,533,974 27,373,078 14,791,954 2,656,600
Cooking

bananas 519,519 910,200 1,153,079 1,085,066 1,657,232 2,183,170 301,040 788,700 801,519 801,841 532,525 n.a.
Papayas (Fruta

Bomba) 66,050 667,406 274,283 92,698 29,375 31,346 19,189 252,069 113,710 132 36,406 n.a.
CANNED

Pineapple (in
brine) . 553,728 1,022,763 1,094,835 1,634,298 772,186 1,041,243 809,885 1,474,716 2,387,303 2,176,099 3,785,815 n.a.

Pineapple 2,732,602 5,660,896 6,399,302 9,888,292 13,540,883 7,767,509 8,304,567 18,177,209 18,441,507 22,928,640 13,901,340 824,200
Pineapple (in

syrup). b b b b 92,607 500,345 590,404 482,947 574,497 263,413 491,159 n.a.
Pineapple juice 9,695 8,139 3,602 6,684 59,889 101,302 158,432 689,733 2,101,758 4,624,063 49,516 n.a.
Shredded

coconut . b b b b b 698,426 3,153,338 2,227,248 216,574 37,327 13,595 n.a.
I'apaya. b b b b - 141,495 113,092 73,453 881 111 1,409 n.a.

a First four months.
b No data given.
n.a. Not available.
Souncs: Comercio Exterior.
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5. Raw Materials
Credit Difficulties

One of the problems besetting the Cuban canning industry is its difficulty
in obtaining suitable quantities of raw products with regularity.

Part of the trouble is the inability of the farmers to obtain credit on any-
thing except sugar cane. Canneries themselves often must finance their sup-
pliers in anticipation of a crop, even to the extent of furnishing seed, ferti-
lizer, cash and technical assistance in cultivation. Yet this is not wholly
successful, for the farmers may not always have sufficient confidence in the
canneries and sometimes dispose of their crop elsewhere despite their pledges.

An outstanding illustration of this problem, is the case of the canning
plant which persuaded a number of farmers to grow tomatoes which were
to be allowed to ripen on the vine. See Chapter 6.

Two Problems
The basic raw material problem is, of course, failure of Cuban agriculture

to diversify its production into those lines which a canning industry can
absorb.

On the other hand, the canners themselves, must shoulder much of the
blame for not making use of some materials which are available, and thus
helping to inspire diversification. For example, there appears to be little or
no Cuban production of salsa de tomate (catsup), yet during each of the
last two years more than three million kilos of this prepared product have
been imported. Furthermore, the export of fresh tomatoes during the past two
years has averaged about thirteen million kilos while the combined imports
of tomato paste, tomato juice and catsup have averaged about six million
kilos during the same period.

The result of this exchange of a fresh vegetable for a processed product
represents a net loss to Cuba of approximately $200,000 per year. The
protest that the consumers prefer the imported product is not valid, for this
too can only be the fault of the domestic canners.

6. Conclusions

Under the proper conditions the Cuban canning industry could be
expanded to many times its present size, and could supply for domestic
consumption many of the food items that are now imported. At the same
time it could develop increased export outlets for Cuban agricultural prod-
ucts, in the processed form which represents added value through the con-
tribution of Cuban labor.

"Proper conditions" first of all implies that the canning industry must
be modernized, and that strict control must be maintained over the sanitation
and cleanliness of the canneries and their products.



TABLE 224

IMPORTS OF SELECTED FRESH AND DRIED VEGETABLES

(Kgs.)

1935.39
Avg. 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949 1950 a

Black beans 87,960 2,035 1,125,556 52,178 1,245 690 3,173,156 2,922,144 508,918 730,266 59,479 n.a.
Red beans 7,512,378 5,332,475 8,209,606 5,616,118 3,986,065 10,575,836 4,635,313 8,415,689 17,676,648 27,851,270 24,082,060 n.a.
White beans 7,561,251 7,560,160 10,860,422 8,211,433 9,782,362 8,659,477 14,626,113 8,070,228 10,016,858 10,347,375 8,334,001 3,035,000
"Carita" beans . 21,437 981 368 b 22 42,408 12,116 b b 282 16,580 n.a.
Misc. beans 268,934 335,735 295,462 222,462 521,667 1,221,975 635,999 408,138 422,908 263,720 174,110 n.a.
Peas .. ...... 2,659,194 990,017 1,438,072 1,292 610 3,038,496 2,639,629 5,965,011 3,448,883 5,808,439 4,637,636 3,468,480 n.a.
Garbanzos 7,379,096 7,698,851 6,471,383 9,541,828 12,336,335 17,649,962 10,913,229 15,638,588 12,531,471 16,924,143 10,994,166 1,111,700
Onions .......... 10,365,181 10,093,301 11,410,335 8,972,791 5,406,520 12,380,047 13,641,177 13,910,870 18,623,525 18,656,402 18,079,769 969,500
Potatoes (for

eating) .......... 25,001,659 13.253,131 20,111,893 7,140,204 19,279,329 21,672,852 42,796,700 33,407,604 49,999,487 35,971,392 31,710,158 6,433,400
Seed potatoes 10,584,252 7,458,344 12,433,331 7,983,978 9,445,081 12,577,370 12,655,534 11,159,421 10,428,423 15,769,023 6,002,863 n.a.
Tomatoes - - - - - - 163,914 4,668 401,724 369,952 n.a.

Oranges 5,876 850 19,950 490 b b b 215 b 20,997 20,127 n.a.
Lemons ..... 6,707 1,027 1,086 787 133 388 4,561 3,232 5,126 82,782 82,576 n.a.
Grapefruit b b b b b b b b b 79,392 6,405 n.a.
Other Citrus

Fruit b b b b b b b b b 419,791 49,443 n.a.

a First four months.
b No data given.
n.a. Not available.
SouRcE: Cownerci. Exterior.



TABLE 225

IMPORTS OF SELECTED CANNED FRUITS AND VEGETABLES

(Kgs.)

1935-39
AVg. 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949

Whlole tomatoes .. .. . 27,528 1,860 9,028 a 11 a 13 153,428 207,082 119,766 26,796

Tomato paste ... ....... . 60,428 123,238 247,259 343,992 281,529 69,864 809,661 258,128 941,879 986,056 748,898

Tomato juice.- - - - - - - 884,253 3,511,373

KetCliup . - - - -...- 3,038,136 3,263,335

Pimientos ........ 345,189 125,182 48,400 532 291 85 3,099 2,428 3,887 22,944 4,931

Pimenton-(large peppers) . 273,791 165,448 165,413 56,665 119,417 106,479 270,090 194,008 64,071 73,513 114,330

Beans ... . 20,078 4,657 15,832 70,203 10,362 82,666 866,155 41,789 51,510 94,316 68,801

Peas . . . .. . 548,029 433,562 800,645 757,516 115,534 242,828 543,347 429,989 1,054,927 372,521 774,805

Sweetcorn . . . 72,966 77,789 101,208 94,692 96,243 21,773 97,269 131,038 172,957 332,738 304,305

Fruit cocktail . . . . - - - - --- - - - 79,820 213,616

Oranges .............. - - - - - - - - - 1,361 215

Grapefruit - - - - - - - - - 3,489 4,004

Other citrus fruit .. ,313 3,705 3,857 5,941 760 103 84,548 5,571 6,921 89,631 3,054

Misc. Fruits ....... ... . 986,274 1,293,900 1,958,035 1,310,407 929,044 291,091 1,063,850 2,818,962 9,533,389 3,856,196 6,491,469

. NO data given.
SOIRcE: Con ercio Exterior.
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Second, it implies that the canners must satisfy the wants of the public
and must change their production to conform with these wants.

Finally, it means that the farmer must be persuaded to supply the diverse
crops that the canning industry requires as its raw material.

III. HEAVY CHEMICALS

A Recent Development

The production of industrial chemicals is of comparatively recent origin
in Cuba. Within the last few years a reasonable self-sufficiency has been
achieved in the manufacture of sulfuric and hydrochloric acids for industrial
uses. The output of other chemicals is confined almost entirely to a single
plant in Sagua la Grande which produces chlorine, hydrochloric acid, sodium
hydroxide, sodium hypochlorite, potassium sulphate, inhibited acid for clean-
ing evaporators, and sometimes sodium sulphate although there is no market
for the last material at the present time.

Sulfuric Acid

There are now three sulfuric acid plants, all using the contact process and
obtaining their raw sulphur from the United States. One of these, located
at a fertilizer plant in the Habana area, products approximately fifty tons
of acid per day for making superphosphate. Another, with a capacity of about
thirty-five tons per day, is connected with the Matanzas rayon plant. The
third-and oldest-produces only about ten tons daily and is situated in
Sagua la Grande. The first two may be considered "captive" plants, since
most of the acid produced is consumed on the premises, although at times
small amounts may be available for sale to the public. The third plant sells
all of its production on the Cuban market.

Sulfuric acid prices are excessive in Cuba, chiefly as the result of a strong
protectionist policy in favor of the oldest and rather inefficient small plant
in Sagua la Grande. This not only works a disproportionate hardship on
many other plants which consume acid, but also is known to have discouraged
the establishment of a number of new industries. Sulfuric acid is such a
fundamental chemical raw material that in many parts of the world its pro-
duction statistics serve as an index of industrial activity in general.

Caustic Soda

The present Cuban production of caustic soda is small, and probably
not more than 1,700 tons per year. This amount is insufficient for domestic
needs, and approximately 7,000 tons must be imported annually, principally
for the use of the Matanzas rayon plant.
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The economics of producing caustic soda in Cuba might be questionable
under some circumstances. Yet in view of present world tension and the
strong possibility that supplies may be reduced at any time, it seems advisable
to consider whether the island can become self-sufficient in its output of
this essential chemical.

Present production is by the electrolysis of sodium chloride, using the
small and variable supply of hydroelectric power available at Sagua la
Grande. In a truly competitive situation the key to economical production
of caustic soda is cheap electric power. Since in this case there is scant
possibility for the development of extensive hydroelectric facilities, thermal
units would probably have to be installed for this process. However, it is
estimated that an efficient thermal electric plant could supply power for
the production of caustic soda at approximately eight-tenths centavos per
kilowatt hour.

The raw material-salt-can be produced easily in Cuba by solar evapo-
ration and in almost unlimited quantities. It will, of course, be necessary to
improve the producing and handling techniques now employed in the Cuban
salt industry in order to give a product of acceptable purity for electrolysis,
but this can be done without difficulty as outlined in Chapter 48(VI).

Equipment for electrolytic caustic manufacture is not available from
Cuban sources and would have to be imported. Beyond this, the only impor-
tation required would be that of fuel oil for power generation.

By-products of Caustic Soda

The process yields hydrogen and chlorine as by-products. To the extent
of the market these can be recombined by simple burning and absorption to
make hydrochloric acid. Very little additional domestic market for this acid
remains, however.

Profitable disposal of the chlorine from Cuban electrolysis could become
a more serious problem than that of the power generation. Wider use for
purification of drinking water supplies throughout the Republic is the most
promising single domestic outlet, and should be promoted for health reasons
in any event.

At this moment a changing balance in the world's chemical industry
provides an export market for chlorine. This may continue for some time:
yet conditions may arise under which shortage of specialized transport
facilities will interfere with export sales. It is possible that Cuban caustic
soda prices will have to absorb some of the costs which would otherwise
be borne by the sale of chlorine.

In spite of these problems, under present conditions it is estimated that
if salt of the proper purity can be obtained at about $15 per ton and electric



TABLE 226

IMPORTS OF HEAVY CHEMICALS

(Metric Tons)

1935-39
Avg. 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949

Sulfur .74 183 59 101 75 620 1,322 1,026 486 3,717 5,770

Hydrochloric acid (industrial) .1,868 1,300 1,687 175 695 10 5 45 10 269 65

Sulfuric acid (industrial) .2,863 2,144 1,877 1,796 4,156 5,176 3 - 61 77 69

Caustic soda (sodium hydroxide)a - - - - - - - 9,328 6,692

Soda asha.. - - - - - - -- 2,938 1,513

Calcium chloridea .- - - - - - - - - 1,067 843

a Not listed separately Until 1948.
SoURcE: Comercio Exterior.
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power at eight-tenths centavos per kilowatt hour, caustic soda manufactured
in Cuba can compete satisfactorily with the imported material and can reduce
the dangers in which local consuming industries are now placed.

Recommendations
It is recommended that:
1. The Government should examine Cuban sulfuric acid prices to

determine whether the benefits of protecting one small and inefficient pro-
ducer are offset by the harm done to a larger number of consuming industries.

2. Consideration be given to the expansion of caustic soda production by
Cuban private industry, and to the merit of extending to such enterprises-
old or new-the benefits contained in Decree No. 2144 for the encouragement
of new industries.

IV. FERTILIZERS
1. Introduction

It is only in comparatively recent years that the use of fertilizer has been
given serious attention in Cuba. Although complete current figures are not
available, as late as five years ago only 12% of the farms employed it at all.
An analysis of Cuban fertilization practices appears in Chapter 5.

2. Consumption

It has been estimated that the quantities of fertilizers which have been
used during any one crop season have varied from 225,000 tons to as
little as 25,000 tons during years of low sugar prices. For the recent war
years the consumption was about 100,000 tons annually, but it is believed
that as much as 175,000 tons would have been used during this period if it
had been obtainable. About 120,000 tons of fertilizers were applied to
crops in 1949 and it is estimated that approximately 140,000 tons were
used during 1950. While the demand is increasing, the supply at the present
time is somewhat limited.

Practically no Cuban farmers use soil analysis or other analytical data
as a basis for determining the mixture or quantity of fertilizer to be applied
to a given piece of land. This statement is just as true of large agricultural
operations-such as domestic or foreign-owned sugar mills-as it is of the
smallest colonos. Mixtures are chosen on the basis of the farmer's unsup-
ported opinion, or perhaps on recommendation of a neighbor whose land
may or may not be similar. Among the large land operators, each has his
favorite single formula and uses it on any kind of land under his control.
Fertilizer sources report that they seldom sell more than one formula to the
same user. Of the many mixtures in use, the 10-10-5 NPK appears to be
the most popular.



TABLE 227

IMPORTS OF CERTAIN RAW MATERIALS FOR MANUFACTURE OF FERTILIZERS

(Metric Tons)

1935.39
Avg. 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949

Calcium phosphate . ...... 1 1 
6,237 20,058Calcium superphosphate . 13,822 14,197 18,710 13,738 13,712 21,762 18,883 30,591 44,908 18,748 11,165Ammonium phosphate (mono),. 
4,230 3,766

Ammonium sulfate .2,645 4,441 6,303 3,436 2,812 4,637 11,825 8,742 7,946 16,161 22,264

Anhydrous ammonia .450 79 176 107 139 88 879 3,088 509 220 201Potassium nitrate.a ....................... 2,057 2,562 600 12,404 641 2,454 22,546 11,638 7,821 19,534 113,930514Sodium nitrate .............. 
1 ,5 4190

Potassium chloride b .................. - - - - - - - - 2,852 5,773

Potassium sulfate b . .............. - - -- 2,330 8,299

a Not classified aeparately until 1948.
b Not liited until 1948.
Sounce: Comercio Exterior.
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3. Imports

The annual importation of fertilizers and raw materials for their manu-
facture is increasing with wider utilization. At the same time, with a shift
toward domestic manufacture, imports of prepared fertilizers have dropped
since 1948.

In common with many other industries in Cuba, almost all of the raw
materials for the manufacture of fertilizer are imported. At times, due to
market changes in the price of raw materials, the producers find it cheaper
to import a finished component than to manufacture it. Thus at the present
time the price of anhydrous ammonia has risen to such a point that Cuban
ammonium sulfate, made from this raw material, cannot compete with the
imported ammonium sulfate which is available as a by-product from the
petroleum and other industries. In other lines, however, it is cheaper to
manufacture fertilizer in Cuba than to import the necessary ingredients for
blending. Producers find that they can compete on a price basis with imported
fertilizers even when these enter without payment of duty.

TABLE 228

PREPARED FERTILIZER IMPORTS

Natural Chemical

Amount Value Amount Value
Year Kgs. Pesos Kgs. Pesos

1935-39 Avg. . 1,072,135 30,731 4,542,009 199,540
1940 .......................... 451,482 10,171 1,037,179 33,639
1941 ... .. ... 313,733 11,772 3,441,223 153,034
1942 ............... ... 293,048 12,759 1,527,522 89,288
1943 ..................... 420 96 401,695 26,630

1944 ......... . 228,771 6,429 2,532,046 125,011
1945 ............... 185,797 13,099 1,565,737 80,899
1946 .............. ... 416 27 266,360 16,619
1947 ........ 788 317 1,619,433 83,095
1948 ......... ... 399,996 22,573 4,814,751 241,502
1949 ......... ... 423,443 49,176 4,316,044 282,395

SoURcE: Corercio Exterior.

4. Production

Two companies supply the major portion of the fertilizer consumed in
Cuba, but only one of them carries on actual manufacturing operations. This
company has just recently installed a new plant in Regla, and is expanding it
further. The plant is well laid out, and embodies the latest facilities for the
bulk handling of large tonnages of raw materials and finished products. It
produces its own sulphuric acid, which it uses in the manufacture of super-
phosphate, and also has facilities for manufacturing ammonium sulfate
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fertilizers using imported anhydrous ammonia with the sulphuric acid pro-
duced locally. Total output of this company is said to be about 50,000 tons
per year.

The other company, located in Matanzas, depends entirely upon imports
of the various fertilizer ingredients, and merely mixes and bags the materilal
in Cuba. This organization reports that at one time it had facilities for
manufacturing sulphuric acid and superphosphate. But a temporary drop
in the fertilizer market corresponded with a hurricane which destroyed the
acid and superphosphate plant together with about a quarter of the mixing
shed, and, since that time, the company has not seen fit to replace these
manufacturing units. Current output is now in the neighborhood of 37,000
tons, although it is estimated that the existing equipment could handle the
mixing of about 160,000 tons.

5. The Future

As farmers and government authorities alike come to realize more fully
the benefits obtainable through an intelligent fertilization program, it is
believed that Cuban fertilizer production will continue to increase.

Cooperation of the Ministry of Agriculture in sound educational pro-
grams, together with some measure of control over retail distributors who
frequently overcharge the farmer for his fertilizer, will greatly assist this
development.

V. LEATHER AND ITS PRODUCTS

1. Hides and Leather
Hide Output

Almost all Cuban hide and skin production consists of bovine types, with
small quantities of such skins as shark and goat. It is estimated that between
800,000 and 850,000 cattle hides are produced each year.

Only three grades are used for the classification of these hides. Top
quality hides, primarily for export under the name of "Havana Packers", are
green-salted and weigh about 60 to 70 pounds each. Considerable care is
given to the take-off and curing of these. The second in quality, also chiefly
for export, are the "Collectors' Havana Packers", which are gathered by a
group of local dealers from municipal slaughterhouses in suburban Habana
where the take-off is somewhat inferior to that of the top-grade hides. Both
fresh and salted hides are included in this second group. The "Country
Hides" make up the lowest grade. These are usually obtained from the small
slaughterhouses scattered throughout the island, and are used locally for the
production of leather.
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Factors Influencing Quality

The quality of the hide largely determines the quality of the leather which
may be made from it. Many of the characteristics of the leather are de-
termined before the animal is butchered. Poor feeding practices and poor
care of livestock naturally lead to low quality hides.

The age of the animal affects the thickness of the hide, and consequently
the thickness of the leather; older animals produce a thicker hide than young
ones. A majority of the animals slaughtered in Cuba are approximately three
years old, but many of the hides come from animals ten or more years of age.

Serious defects in Cuban hides are caused by the bites of ticks, ox-warble
and parasites, as well as scratches from thorns and barbed wire. Frequent
dipping of the animals will do much to decrease the damage caused by ticks
and other parasites, while keeping the range free of thorns and maintain-
ing the fences in good condition will reduce the possibility of the animals
being damaged by cuts and scratches.

Damage by Branding
The common practice of identifying the owner of an animal by burning

a brand on its side is one of the chief causes of low hide value in Cuba.
The animal acquires a new brand each time it changes owners. Cuban
livestock bearing five or more brands is a common sight, and the hides of
such animals have little value for good leather manufacture.

Actually, branding is not necessary, for some less destructive methods of
identification are being employed successfully elsewhere. In any case, if an
animal is to be branded, there is no reason for selecting a location on the
flank and thus ruining some of the best leather. This practice can be nothing
but sheer carelessness and waste.

No Premium for Quality

Hides purchased by the local tanners are bought on a basis of weight
only. There are no penalties for poor quality, nor are there premiums for
the highest quality. Under these conditions, the cattlemen and slaughtering
plants have no incentive to improve the grade of their hides, while the
tanners refuse to pay more for them because of their low quality.

2. Tanneries
Variations in Size

Cuban leather is made in numerous tanneries distributed throughout the
island. These range in size from those which handle only a few hides per
week to some with an output of several thousand per month.

Most of the smaller ones are using crude processes and equipment, but
a few of the largest tanneries compare with the best of other countries. At



942 REPORT ON CUBA

least two plants are equipped with modern artificial-drying systems so that
the leather can be dried in about six hours, in contrast to the several days
required by the old-fashioned method of hanging it in the air.

The principal products of the Cuban tanneries are vegetable-tanned
leather for soles, chrome-tanned sides and patent leathers. Approximately
90% of the locally produced leather is consumed by the nation's shoe industry,
which also must import certain types that cannot be produced from Cuban
hides. The local hides are frequently so thick that high quality upper
leather cannot be made from them.

Operating Techniques

A major fault of Cuban tanneries is their nearly universal lack of process
control. In most cases, the tanners mix their solutions in such a manner that
it is impossible to know even their initial concentrations. In the tanning
bath, there is neither control nor even measurement of the temperature and
pH. Great dependence is placed upon "rule-of-thumb" and the personal judg-
ment of an "expert" tanner.

The few tanneries which attempt technical control are naturally the ones
which produce the best and most uniform leather. These tanneries select their
hides for processing, and have a ready market for their products at all times.
It must be admitted, however, that the best of these plants often lose the
finest Cuban hides to foreign buyers through their unwillingness to pay a
competitive price.

Because of this situation and the low average quality of the bulk of local
hides, together with the general lack of control in processing, it is not now
possible for Cuban tanneries to make the better grades of leather required
by domestic manufacturers of shoes and leather articles. Such leather must
therefore be imported. Until progress is made in all three of these problems,
there seems to be little prospect of expanding the tanning industry.

3. Tanning Materials

Mostly Imported
Most Cuban leather is tanned with combinations of vegetable tannins,

chiefly quebracho, chestnut, mimosa and mangrove. With the exception of
mangrove, all these, as well as chrome and synthetic tanning materials, are
imported. Annual imports of vegetable tannins are somewhat less than
$500,000 in declared value.

Mangrove (mangle rojo) the one known domestic source of tannin, is
but little exploited. It is not sold as a commercial extract, but only as raw
bark which is collected by individuals. Although elsewhere in the world this
tannin is well-known and of some importance, in Cuba its use is generally
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confined to a few of the smaller and more primitive tanneries located near
the mangrove swamps.

Development of Tannin Sources

Mangrove makes a good grade of leather. Its color is sometimes objec-
tionable for certain uses; but the color can be lightened by retanning with
other materials or by the use of primary mixtures. The Mission found one
small tannery producing a good light-colored sole leather from mangrove in
one step by adding a small amount of quebracho to the solution.

The mangrove swamps of Cuba appear to offer possibilities for exploi-
taton on a much large scale, although it would first be necessary to survey
these swamps in order to have some estimate of the amount of mangle rojo
available. If it should be found that there are large supplies of the proper
type, it would be possible to establish a small extraction and concentration
plant for the production of a commercial mangrove tanning extract of con-
stant strength. Such an extract would offer many advantages to the tanner,
and would have other uses as well. It should be noted that such a product
would have good prospects of sale on the export market, since at the present
moment many sources of tannin are becoming short and intensive efforts are
being directed toward finding new supplies.

Cuba may have other valuable tannins worth investigating. Claims have
been made that the bothersome maribu contains such materials, and this
should be studied. Another local raw material rarely used by the tanners is
hoja de pata ban. It is reported that when used with quebracho this produces
leather with a good green color, while with mangrove it gives a desirable
light tan shade.

By-products
The tanneries produce, as a waste, large quantities of raw hide trimmings.

Most of these are discarded in Cuba. Such amounts as are recovered at all
are exported to the United States, where they are used to make glue and
gelatin, which products are in turn imported by Cuba.

It is felt that private Cuban capital should consider the domestic manu-
facture of glue from these materials. Edible gelatin, which might also be
made later, requires considerably more technical control and its manufacture
is not suggested at this time.

4. Shoes
Production

In August 1949, there were 716 shoe manufacturers registered by the
Asociacion Nacional de Febricantes de Calzado de Cuba. It is estimated
that there were at that time probably 900 more small manufacturers not
registered.
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The Association estimates that approximately nine million pairs of leather
shoes were manufactured in 1949, together with about 1,500,000 of non-
leather varieties such as rubber-soled cloth shoes and fiber alpargatas.
However, another source estimates that the 1948 production was 5,500,000
pairs of leather shoes and 1,000,000 of non-leather varieties. Since there
is no reason to believe that such a large increase in the production of leather
shoes actually occurred, perhaps the true production figures for either year
will fall somewhere between the two estimates.

Methods and Types

In general, the factories exhibit no particular specialization. The most
popular processes of production are Stickdowns, McKays and Goodyear welts.
The Mission found a few factories using modern equipment and assembly-
line procedures. Other factories are using old, inefficient equipment and their
shops are often poorly laid out for the most economical movement of mate-
rials.

The quality of the leather shoes manufactured ranges from the cheaper
types of work shoe to a medium quality dress shoe. The best quality dress
and sport shoes sold in Cuba are imported. The import trade is further
stimulated by the flexibility and wider range of widths that may be obtained
from foreign manufacturers, since the selection of lasts used by the Cuban
manufacturers is rather limited.

Clandestine Competition

It is alleged by many of the established shoe manufacturers that the
industry suffers illegal competition from the small plants and from the many
people who manufacture shoes in their homes, operating clandestinely to
avoid the payment of taxes and legal-minimum salaries.

Undoubtedly a considerable quantity of the cheapest grade shoes for
farmers and field workers are manufactured by the smaller shops. They are
often made entirely by hand, and sell at such a low price that the operators
are barely able to make a living. It is probable that many avoid taxes and
other legal obligations. Yet if these shops were forced to cease operation
it would work a hardship on many people, since it would deprive them of
their living.

The only solution seems to be for the Government to enforce its laws
uniformly, and for the organized manufacturers to modernize their own
operations so that they can beat this competition with a cheaper shoe produced
by modern mass-production methods. The organized manufacturers have
apparently overlooked this course of action. Instead, they have asked a
reduction of the shoe industry tax from 7.2% to 2.2% and similar relief
measures, with the idea that this would cut the manufacturing cost and thus
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put tax-paying shoe manufacturers in a better competitive position. They
have also suggested, more soundly, that the use of a tax stamp affixed to each
pair of shoes would force all shoe manufacturers equally to pay their pro-
duction taxes.

Market Shifts

The recent increase in popularity of non-leather types has caused a
considerable drop in the market for leather shoes. The most serious loss of
sales has been suffered by those factories producing alpargatas. Some of
these have been forced to close entirely, while others are producing on a
greatly reduced scale. This is unfortunate, but unavoidable. While such
changes in the public taste produce a temporary hardship on a number of
people, they must eventually find employment in other industries.

5. Other Leather Products
Alligator Bags

Small quantities of ladies' purses, handbags, brief-cases, suitcases, belts
and similar articles are made in Cuba, both for local use and for the tourist
trade. Of the various types of leather used, the most popular is alligator,
imported principally from Colombia as hides and tanned in Cuba.

In comparison with such articles made in other nearby countries, those
of Cuba--with some exceptions-tend to be deficient in quality, styling and
workmanship. In their designs there is no element which could be said to be
characteristic of Cuba, and for this reason they lack tourist appeal.

It is believed that with improved tanning of the skins, together with more
attention to instruction and a revival of ancient Indian designs, most of
these commercial defects could be remedied. The effects of such efforts would
doubtless be felt to some extent in increased tourist interest in Cuba, apart
from the mere gain in sales of leather goods.

VI. SALT AND SALT PRODUCTION

1. Handicaps of the Industry
Natural Deposits

Natural deposits of common salt (sodium chloride) have been reported
from the most easterly point of Cuba, along the coast at Bahia de Ovando
and east of Punta Caleta in Oriente Province. The deposits are inaccessible
except by boat and information is not available on the occurrences except that
saline springs are apparently abundant throughout the same area.

Production
Solar salt is secured by the evaporation of sea water at several points

along all coasts of Cuba. There are reported to be 15 large solar salt operations
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and 15 to 17 smaller operations active in Cuba at this time, and a fair pro-
portion of these were inspected by the Mission. The total annual production
in recent years has been about 50,000 to 60,000 metric tons.

Salt production is one of the oldest mineral industries in Cuba, and has
been carried on ever since the discovery of the island. Generally speaking,
the product is of a low grade, and is used for most of the industrial and
domestic applications in the Republic. No refined salt is being produced
in Cuba at the present time.

Imports and Exports

Imports of salt amount to roughly 10.15% of the production. Exports
are insignificant and go principally to the Guantanamo Naval Base for use
in the regeneration of water softeners. See Table 229.

TABLE 229

IMPORTATION, PRODUCTION AND EXPORTATION OF SALT

Imports Prod-ctioo Exports

Amount Value Amount Value Amount Value
Year Kgs. Pesos Kgs. Pesosa Kga. Pesos

1935-39 (avg.) 8,711,018 106,950 n.a. n.a. 1,840 28

1940 .... . 6,580,724 82,612 113,398,000 n.a. 160,437 2,042

1941 .. . 10,993,433 137,221 41,909,000 n.a. 310,798 3,252

1942 ...... 9,903,234 139,198 43,545,000 n.a. 182,921 1,984

1943 ....... 8,023,831 128,444 18,416,000 n.a. 415,205 5,620

1944 ....... 5,686,887 96,672 15,422,000 n.a. p1,242 8,180

1945 ... . 5,285,104 84,922 52,444,210 786,600 589,713 9,198

1946 ...... 4,870,171 119,921 56,901,470 796,600 368,000 5,186

1947 .. . 5,959,661 127,870 51,332,400 744,300 644,000 9,382

1948 . . 6,630,676 190,906 47,796,260 716,900 460,000 6,950

1949 .. 8,430,181 214,677 56,057,190 n.a. 368,480 5,560

a Estimated wholesale valor.
n.a. Not availablr.
SouRcts: Wegociado de Minas, Mini5terio de Agriclb1ra and U.S. Bureaos of Mines. Minerals Yearbook.

Although the amount of imported salt is small, in value these imports
are worth from one fourth to one third of the domestic production. This is
true because the imports are composed of refined table salt, block salt for
cattle, and pure rock salt for industrial uses and salting of hides. Many
Cuban leather tanners and other manufacturers complain that the domestic
salt is not pure enough for their purposes, and examination of some samples
by the Mission confirms this.
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Industry Hampered

While the salt producers are using inefficient and backward methods, the
taxes and restrictions imposed by the Cuban Government have done much
to prevent the industry from progressing.

Both imported and domestic salt for local consumption are taxed at the
rate of 0.5 cents per pound. But, in addition, a royalty of 0.1 cent per
pound must be paid for the extraction of salt on public domain, which, in
this case, usually consists of unusable sand-flats or portions of small bays
which have been dammed.

The total taxes on salt amount to 1.32 cents per kilo of salt, an amount
nearly equal to the value of the salt itself. It has been reported that some
industrial users are being relieved of this tax burden. However, the Mission's
field studies failed to find any industrial consumer who indicated knowledge
of such relief.

Transportation Permits
Perhaps the most troublesome restriction on the salt manufacturer is the

government requirement that salt cannot be transported without a permit
obtainable only in Habana. One case was found where an order could have
been filled within two hours because the customer was close to the manu-
facturer, except that it required 15 days to get the permit to deliver the order.

The legitimate salt producers, thus hampered, suffer from more-or-less
illegal competition from individuals who crop native sea salt in an even more
primitive way. In many cases these individuals do not pay the various salt
taxes, nor do they pay the legal minimum wages to their employees. The
government seems to condone this competition, since it issues permits for
this cropping of native salt without supervision of the amount taken. In
addition, many people help themselves without permits, and even though the
salt is of poor quality they can sell enough of it to cause a loss of market
to the legitimate producer.

Onerous Taxes
The taxation and regulation of salt is an archaic custom. In ancient

times when salt was one of the few commodities desired by everyone, it often
provided the source of income to a government or feudal lord. Today salt
is an industrial raw material, and improper taxation prevents the natural
expansion of an essential industry. Taxes and restrictions of movement
should therefore be removed. The resulting reduction in price might permit
the manufacture of a number of chemicals in Cuba which are now imported.
The burden, too, on many existing industries would be eased.

Cuban Market Prices
Prices for industrial salt, a short time ago, ranged from $1.00 upward

per 200 pounds. but they now show a slight over-all trend downward. This
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drop dates from the time that a new firm in Cardenas came into the market,
offering salt at a better quality and a lower price.

A recent quotation showed the Habana price of industrial salt (large grain,

washed, supposedly not less than 95% NaCl) to be $3.55 per 200 pound bag
including tax. Thus, the price, excluding tax, is about $28.00 per metric ton.
Salt retailed for domestic consumption is selling at about $4.55 per 200
pound bag.

2. Need for Better Processes
Present Practice

The salt-making process used in Cuba is a true solar process, inasmueh as

the sea water is concentrated and the salt crystallized entirely by means of
solar energy.

The typical Cuban salt plant has a series of flat, shallow ponds of various

sizes. Sea water is pumped into the first ponds and flows through the remain-
ing ponds either by pumping or gravity. In the first ponds, clarification and
some concentration take place. The brine next flows from one pond to
another, all the time becoming more concentrated. When saturated it is
admitted to small (50 x 100 feet) crystallizing ponds with wooden bottoms.

In the crystallizing ponds the salt precipitates, and it is here where many
of salt makers commit a major technical error. In some cases the whole liquor
is evaporated to dryness; in others, the bittern (brine residue with a little
sodium chloride) is removed but is recirculated through the pond system.
Only a minority of Cuban operators throw the bittern away. Actually, in
order to make good salt from sea water, the bittern must be thrown away'
to prevent excessive contamination by magnesium and potassium salts.

After draining, a layer of salt about one inch thick remains. This is
scooped up or harvested by hand. This salt is sometimes sold without further
processing, but a few plants dry a portion and grade it according to size.

Unsatisfactory Results
The Cuban salt industry is badly in need of technical advice to set up a

proper system of production control. The present production methods result
in a product of varying purity, ranging from 89% to 98%7 sodium chloride.
While the higher purity salt is satisfactory for most industrial purposes,
the major portion of the salt produced in Cuba probably averages about
90% sodium chloride and 6% to 8% moisture, with the remainder com-
posed of hygroscopic calcium and magnesium compounds.

These impurities prevent the use of the salt for certain industrial appli-
cations (such as caustic soda production) without further costly purification.
They also absorb moisture from the atmosphere and cause the salt to cake. In

Under some conditions, the bittern can be processed fr other valuable cher,rals.
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addition, they impart a bitter taste to the product so that it has poor accep-
tance for use as table salt.

Preferred Process
With but few changes in the pond systems and operating procedure, salt

with a purity of 99.5% or better can be prepared from sea water by solar
evaporation with a small amount of auxiliary drying of the final salt. It
will be helpful to describe the preferred process here.

In general, the concentrating pond systems now in use are satisfactory
for conversion although a thorough study of each individual system might
show that some changes in the flow of the brine would be advantageous.
The number of concentrating ponds can vary from a minimum of four to as
many as eleven, constructed in series.

The first ponds are settling ponds, and at least two are used. Here the
suspended matter in the sea water settles, preliminary evaporation takes place,
and silica, alumina, and iron sulfide precipitate. Calcium carbonate precipi-
tates in the second settling pond. If more than two such ponds are used the
brine may flow or be pumped from one to another continuously, with some
evaporation taking place in each pond.

From the settling ponds the brine flows to another, known as a pickling-
pond, where calcium sulfate precipitates. By the time that the brine reaches a
specific gravity range of 1.198 to 1.209, most of the calcium sulfate has been
deposited and the relatively pure brine may be transferred to a holding-pond
which is used to supply the crystallizing ponds. The brine should be satur-
ated when it reaches the holding pond and sometimes a little salt will pre-
cipitate in this pond. This is desirable for economy, because if at another time
the brine is not saturated upon reaching this pond some of this precipitated
salt will be redissolved to saturate it.

Crystallization
The saturated brine is next admitted to the crystallizing pond. Here the

solar evaporation continues, and the salt starts to precipitate at a specific
gravity of 1.21. Most of the salt (sodium chloride) has precipitated by the
time the brine reaches a specific gravity of 1.24-1.25. Now the bittern (the
remaining liquor) contains very little sodium chloride and large amounts of
undesirable impurities. This bittern must be drained off and discarded, after
which the pond may be filled with fresh brine. Each time the cycle is re-
peated, the solid salt builds up on the bottom of the pond. This salt does
not dissolve when new brine is admitted, because the brine is already saturated.
Therefore there is no need to harvest the salt each time the pond is drained.
Depending upon the length of the season, several cycles may be completed
so that, when the harvest takes place, there should be a layer of salt from
four to six inches thick over the entire bottom of the pond.
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Harvesting
Harvesting should be done mechanically with ordinary tractors and

scoops to reduce the manufacturing cost of the salt. At present in Cuba
this operation is done by hand. In order to use mechanical harvesters, the
present crystallizing ponds should be enlarged or combined to permit
efficient operation. There is no advantage in having a number of small
ponds when a few large ponds are more efficient.

A certain amount of mud and trash often will adhere to the salt during
harvesting, but all of this will be removed by the subsequent washing. If
any salt is left in the pond, it will remain for the next harvest.

Purification
To clean and purify the salt, it is dumped into a concrete pit full of

saturated brine from the ponds. Here a drag chain lifts it to a washer, where
a large screw agitates the salt and lifts it out of the wash water (pond water
about 99% saturated.) From the first washer it passes to a second washer,
where a segmented screw-conveyor lifts it in such a way as to break up the
remaining coarse dirt particles so that they will flow out of the washer. All
of the wash water is returned to the ponds so that its salt can be recovered in
the usual process.

The salt from the second washer falls onto an inclined slat conveyor where
it is finally "polished" by a series of jets which wash it with clean brine and
a small amount of fresh water or clean sea water. After this it is dried to a
moisture content of 0.1%. It is ready for market in this form, or it may be
crushed and sized for special purposes. The salt emerging from the dryer
should have a purity of at least 99.5% sodium chloride if all the steps of the
process are controlled properly.

3. Future Outlook for the Salt Industry

Labor Demands
As with other industries of Cuba, unreasonable labor demands and

"featherbedding" plague the salt producers. This labor problem must be
solved and full mechanization allowed before salt making can be advanced
to the point where lower production costs are possible. At the same time
government restrictions should be removed to allow the salt to be sold at a
reasonable price. Under current conditions this would be perhaps $15 to
$18 per ton. When Cuban salt can reach the market at such a price, then it
can be considered as an industrial raw material and new uses (for Cuba)
will absorb it.

It is conservatively estimated that the national salt consumption and pro-
duction could be doubled, without the installation of new facilities, if the
product were made available at the proper price and purity.
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As an example, one company is contemplating the production of caustic
soda for its own use to replace imported caustic. The amount of salt needed
for this purpose alone amounts to one third of the present production. How-
ever, the difficulties involved in getting salt at a reasonable cost has caused
the company to hesitate about investing capital for the installation of the
caustic plant.

The amount of refined table salt consumed in Cuba is small. It is doubt-
ful that Cuba would be able to support a salt refining operation, inasmuch
as the smallest plant for economical operation would involve the production
of about 50 tons of refined salt per day. The salt from the procedure out-
lined above, when properly sized, is of a satisfactory quality for table use
without further refining.

4. Recommendations

1. In order to encourage the expansion of the salt industry, all direct
taxes on the domestic production of salt should be removed.

2. Government restrictions on the movement of salt should be removed,
since they serve no useful purpose and only delay operations.

3. Steps should be taken to provide adequate technical assistance to the
salt industry in order to produce a high quality salt at a lower cost.

4. Adequate supervision should be maintained over the granting of
licenses for cropping of salt from public domain, and steps should be taken
to insure a higher quality product through frequent analyses.

VII. STARCH

Reason for Increased Imports
Cuban industries of many types require large amounts of starch and

starchy materials. Major users include especially the food manufacturers, as
well as the textile industry which consumes large volumes in the preparation
of sizing materials.

The bulk of these industrial demands are met by importation. Cuban
production is confined to yucca starch, of which small quantities are made in
about twenty factories. Although basically there is no reason why yucca
starch cannot fill many of the needs, Cuban manufacture of this product
is crude and lacking in technical control. The result has been a decreasing
demand for the domestic material while imports have increased sharply over
the last five years.

Manufacturing Method
Cuban starch is produced by grinding the root of the yucca plant in a

simple mill and washing the starch from the pulp. The separated starch is
allowed to run into large tanks wvhere it is settled, washed, and allowed to
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resettle for a period of as long as seventy-two hours. In the absence of proper
technical control and sanitation, it sometimes ferments in the settling tanks.

After the final settling of the starch, the water is drained off and scooped
out of the tanks by hand. The wet starch cake is placed in large trays and
taken outside to be dried in the sun. Depending upon the weather, the drying
period may extend from two days to one week. Fermentation occurs
here frequently if the drying period is extended more than two or three days.

TABLE 230

IMPORTS OF STARCHES, DEXTRINE AND GLUCOSE FOR INDUSTRIAL AND FOOD USES

(Kilos)

Yucca Starch Other Starches a Dextrine Glucose Mlisc. Starches b

1935-39 Avg. ...... ... - 333,450 c 191,402 809,764 -
1940 ......... .. - 269,223 c 143,798 919,927 -
1941 ........... - 551,436 c 312,133 1,138,208 -
1942 .. ......... - 587,699 c 274,150 1,528,390 -
1943 ........... - 550,062 c 230,962 936,107 -
1944 ........... - 845,414 c 314,104 1,600,227 -
1945 ...... ..... - 1,438,431 c 264,007 1,512,040 -
1946 ........... - 1,161,265 c 207,074 1,202,275 -
1947 ........... - 956,953 c 459,775 1,790,901 -
1948 ........... 304,011 674,258 d 265,727 1,393,673 233,434
1949 ........... 8,566 2,124,493 d 322,989 1,271,624 276,010

a Ptincipally cornstarch.
b Includes potato, rice and wheat starches.
c Kinds of starch not separated.
d Cornstarch only.
SOURCE: Comercio Exteriar.

Quality
The dried starch made by these methods is completely lacking in uniformity

in any of its properties. The textile industry offers a typical illustration of
why such a product is not acceptable to industrial consumers. For use in
the textile industry the properties of starch must- be controlled so that they
are the same from batch to batch. If this is not done each lot of starch will
have different viscosity characteristics, for one thing, making it impossible to
maintain a uniform size for coating the warp threads. Several of the textile
companies in Cuba have tried domestic yucca starch in their operations but
have come to the conclusion that imported cornstarch is less costly in the
long run, since it can be purchased in various uniform viscosity grades.

The Downward Spiral
The present Cuban system of producing yucca starch is disorganized and

uneconomical. The factories are too small to install the needed machinery and
production controls to achieve the required quality in the finished product.
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As a result, the demand and consequently the production of starch is
sporadic, so that there is no guaranteed market for yucca roots. Because of
this, the farmer is not interested in growing large quantities of yucca and at
times there is an actual shortage of raw materials for the production of
yucca starch.

Prospects
If properly prepared, yucca starch could be used locally to replace a

sizeable share of the imported starches, and could be exported in large
quantities. The cultivation and processing of yucca could be encouraged to
provide another avenue of agricultural diversification.

It is believed that it would be possible to organize the Cuban starch
industry on a sound basis. However, there is little that can be done with
the present small factories and primitive methods.

In order to bring about the needed improvement in the yucca industry,
it will probably be necessary to write off the investment of the existing plants,
and to reduce the number of manufacturing plants to only one. This plant
should be of the most modern design, containing the proper equipment and
controls to produce a uniform product, and technically staffed. Such a plant
could enter into contractual relationships with the farmers of the area to
provide a guaranteed market for all the yucca roots that they could produce.

VIII. TEXTILES

1. Cotton Goods

A Recent Development
Development of the Cuban textile industry is of comparatively recent

origin; the first cotton weaving plant was built in 1931, and the second in
1936. Before this, the country was wholly dependent upon imports of all
types of textile products to meet the requirements of its population.

Capacity
At the present time, there are only two companies producing yarn

directly from the raw cotton. Although there are a number of mills weaving
cotton goods, most of them depend upon imported yarns for their starting
material. Approximately 75 other factories produce cotton knit goods, also
using imported yarns. 2

Virtually all of the spinning capacity is concentrated in one concern,
Compania Textilera Ariguanabo, which has 72,000 spindles and approxi-
mately 2,000 looms. It is estimated that the rest of the spinning capacity of

2 A detailed analysis of the imports of the various types of cotton materials is beyond the scope of this
Report. A fairly complete breakdown of Cuban textile production, importation and exportation, with 32 pages
of tables and graphs., has been published by the J.,a,a Noci.aal de Ec-ossia as of April 4, 1949, under the
title "`xd.ot,ia T-atil, Datos E asddis,oa`.
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Cuba amounts to about 15,000 spindles. The Ariguanabo mill makes 24
different styles of fabrics but its chief products are sheetings, drills, cham-
brays and denims, as well as cotton bags for refined sugar. The output
of printed bags is 11-13 million per year out of a total requirement about 16
million, the difference being imported by users.

Although there are a number of other factories making cotton cloth from
imported yarns, the majority of the remaining textile plants are producing
cotton knit goods (underwear, socks, etc.) toweling, mops and other specialty
items.

Production
During the period of 1935-39 the domestic production of textiles reached

an annual output of almost 3.5 thousand tons, which represented more than
30%'o of the apparent consumption. From 1940, production increased to
a maximum of 7.8 thousand tons in 1945. During 1944, domestic production
represented 67.2% of consumption but during 1945 this contribution de-
clined due to a stronger increase of imports than of production. From 1946,
production declined until in 1949 it had dropped to only 5.7 thousand tons
-less than 50% of apparent consumption. Conditions were bettered during
1950 and in September the mills were operating at 75%7 capacity, com-
pleting the best three-month period of the past two years.

The increase in Cuban production during the war years was due partly
to the deflection of the market to the domestic product owing to the shortage
of foreign supply and shipping problems, and partly to the rise in national
income and increase in population. That the domestic production did not
increase more is probably explained by the shortage of raw materials and
new equipment.

In 1948, about one half of the total production was manufactured during
the first four months of the year, after which mill operations were curtailed
owing to heavy wholesale and retail stocks, a steady drop in retail sales,
and falling prices.

The Cuban situation paralleled the general trend of the textile industry
of the United States where the mills had finally caught up to the demand
backlog created by the war.

Labor Adjustment in 1949
During the high production period, the textile industry had added extra

workers freely. With the subsequent falling demand, the mills were faced
with the problem of laying off the excess workers and reducing production
costs. The industry insisted on government assistance in the form of high
tariff, wage subsidies. and loans. The textile workers and owners alike
charged that a chief cause of their crisis was the importation of large
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quantities of foreign textiles at prices lower than those ruling at their points
of origin.

At this time, the workers at the large Ariguanabo mill demanded a wage
increase of approximately 40%, whereas the company asked for a 40%
decrease in wages and the right to discharge excess workers. After a 10-week
shut-down of the mill, the company succeeded in eliminating nearly one
third of its labor force and in getting wages reduced by about 30%o.

Through the new 6% ad valorem stamp tax on imported and domestic
processed and semi-processed textiles, this wage reduction was restored to the
workers by means of a direct government subsidy, and the displaced workers
also were subsidized at 60% of their former wage and given 90 days to find
new employment. This 90-day period has been extended twice since May
1949, and today is still in effect.

"Dumpingg"
A complaint often heard is that the major problems of the Cuban textile

industry are caused by foreign manufacturers "dumping" their excess pro-
duction in Cuba at less than cost.

Before discussing this statement, certain facts should be examined. Cuba's
production of flat cotton goods is made up of sheeting, drill, chambray and
denim, with almost no production of the finer grades of cotton. There is little
production of dyed goods and no manufacture of printed goods whatsoever.

In investigating the charge of dumping, few actual figures have been
obtainable. However, the indirect evidence indicates forcibly that most of
the "dumped" textiles have been remnants and excess production of dyed
and printed cotton and rayon cloth. If this is the case, it is difficult to justify
a complaint that the industry is in serious straits because of the importation
of articles that it does not or cannot produce.

On the other hand, the Mission has been offered two examples of a more
soundly based nature, neither one having anything to do with cotton. In one
case it was claimed that rayon suiting which normally sold at about $1.00 per
yard at the point of origin was entering Cuba at a price of $0.60-$0.65 per
yard with all duties paid. In the second case, it was charged that tropical
worsteds were sometimes sold in Cuba at $2.00 per yard, considerably under
the total cost of the wool and processing. There is production in Cuba of
both rayon and wool suiting, hence dumping of these items does cause a
hardship to the weavers of these materials.

Admittedly, the evidence at this time is too sketchy to permit sound con-
clusions concerning the full influence of dumping upon the Cuban textile
industry. Most of what is available is a series of mere charges and counter-
charges by interested groups, unsupported by facts. Because of this same
lack of evidence, it seems inadvisable to accept the charges of dumping as a
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basis for altering the tariff schedule at this time, as has been demanded by
some.

Tariff Evasion

There is reason to believe that illegal or improper entry of goods into
the country has at least as much effect upon the industry as has dumping-
and possibly more.

Cuba imports unusually large amounts of cotton wastes or desperdicios,
ostensibly for stuffings. It is claimed by people of the textile industry that a
portion of these wastes are actually fabrics which have been misclassified so
as to avoid the payment of duties. Such a practice requires the collusion of the
shipper, the customs inspector, and the buyer. The charge concerning this con-
dition is heard so often that the situation should be investigated by an
impartial group. If it is found to be true, the inspection system should be
changed so as to prevent its recurrence. Again, this should be done before
relief is sought through changes in the present tariff structure.

Cases of illegal entry of yard goods by smuggling are known, since some
large smugglers have been caught. It is not possible to estimate the amount
of goods that have entered in this manner and reached the market success-
fully. It is believed that at certain times the amount of smuggled material
has reached considerable proportions. Recently, increased vigilance has
undoubtedly reduced it.

Stopping those practices is properly a function of the government, but
should have no influence on the duty rates. In fact, at this moment increased
rates would provide further incentive for smuggling and would not protect
the textile industry in the least from the illegal entry of goods.

In order to make clear the present situation, it is felt that an extensive,
impartial investigation should be made of the Cuban textile industry to
determine the true status of its production costs and profits, the real extent
of "dumping" on the Cuban market (the types of goods involved and whether
these same goods are produced in Cuba), the quantities of imported cotton
goods that evade duty by being misrepresented as "cotton waste", and ways
to stop smuggling or similar illegal importation.

Tariff Protection
Today, certain sectors of the Cuban cotton textile industry are calling

for increased tariff protection. Paradoxically, these demands are coming
chiefly from those who would appear to need it least, and especially from
members of the industry who have had their major labor problems solved
through government subsidy.

On the whole, the mills producing flat cotton goods have machinery equal
to or better than that of many mills of comparable size in other countries.
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The larger spinning and weaving mills have relatively new and modern
equipment as well as adequate technical advice. Their operations are com-
parable with ones of similar size in such countries as the United States, and
they have certain advantages in lower taxes and wage rates.

The implication here is that labor costs are lower in Cuba than in the
United States. This, of course, is true, but only when the mills are not
forced to hire unnecessary workers. In the labor-cost crisis following the
recent contraction of the textile market. some mills closed down altogether.
while in the largest of those remaining the excess labor has been removed
and wages paid by the plant have been reduced by subsidy.

Thus such Cuban manufacturers of flat goods should be in an exceedingly
favorable competitive position. This is borne out by the statement of one
leading individual in the industry that now Cuban flat goods manufacturers
could compete in Cuba on a free market, even without any tarif, or could
compete on equal terms in the export market. On this basis, it seems unneces-
sary that the flat cotton goods be granted increased tariff protection at this
time.

Unregulated Competition
While the Cuban flat goods mills are generally modern, this is not true

of many of the mills producing specialty items such as toweling and
knit goods. Here, the mills are working with old equipment, in some cases
with looms 40 years old. A great many of the knitting mills are small and
have little or no technical help.

In the knitting industry, it is interesting to note the main complaint of the
owners. In contrast to the "dumping" charge of the large flat goods pro-
ducers, the knitting mills are troubled about the "cottage industry." They
mean the man who may have one, two or three machines in his home, pro-
ducing socks or underwear for a local market at a low price. The low price
is possible because he hires no extra labor, and avoids payment of taxes,
social benefits, extra wages for work not performed and a host of similar
expenses with which the larger manufacturer is burdened.

This sort of situation exists in almost every country and little can be
done to stamp it out by legislation. Increased competiLion from the larger
companies in the way of higher quality goods at equal or lowered prices
is the only way to deal with it.

A "cottage industry" is not at all objectionable if it meets its legal obli-
gations. It provides employment for a number of people and at the same
time furnishes competition and incentive to the organized manufacturer
to improve his operation in order to lower prices. As long as the "cottage
industry" is not protected by legislation to the actual disadvantage of the
organized manufacturers, it provides a stabilizing influence on the market
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and prevents the larger companies from needlessly forcing prices up.
Naturally the existence of such competition is resented by any who would
prefer monopolizing the market.

General Considerations

The cotton textile industry of Cuba is by now old enough to stand on its
own feet. It appears to be able to operate competitively insofar as it has been
given a fair chance to do so.

Equal opportunity has not been afforded to all members of the industry.
Some have enjoyed government cooperation in solving the characteristic
Cuban labor problems, while others are handicapped increasingly by these
same problems.

Buyers of Cuban textiles assert that the mills tend to crowd the upper
limits of their tariff protection in fixing their prices. Under these condi-
tions further tariff increases would react unfavorably upon the buying
public; at the same time, other factors indicate that such tariff increases, in
general, are not really needed by the industry.

Expansion of Cotton Spinning

Cuban cotton spinning has not developed in proportion to weaving capacity.
The largest number of mills are still dependent upon imported yarn.

Reference to Table 232 shows that there is a steady average market for
cotton yarn of about 1.5 million kilos per year. From Table 233, it is seen
that in recent years, with the exception of 1948, the price of raw cotton has
usually been favorable for the production rather than purchase of yarn.
Normally, a textile mill with integrated spinning and weaving operations can
produce fabric cheaper than one buying the yarn and doing only the weaving.

It has been estimated by importers of cotton yarn that six cents to seven
cents per pound could be saved if they had their own spinning mill. About
one cent of this represents duty on the yarn. Therefore, the remaining five
to six cents per pound represents the extra cost of packing the yarn for
shipment, some extra freight for handling a semi-finished material, and a
profit on the spinning operation.

However, few of the individual importers of yarn can install a spinning
mill because it requires a substantial output to be a profitable operation.
A mill producing 1.5 million kilos can be successful if it is properly organized
and equipped and has the proper technical direction.

Since the cost of the yarn minus the cost of raw cotton represents the
processing cost and profit of the spinning mill, Cuban importers of yarn
are paying foreign labor to do part of their work. Yet it has been demon-
strated that cotton yarn can be made successfully in Cuba.
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The establishment of another yarn mill would make the textile industry
more self-sufficient and at the same time provide additional utilization of
Cuban workers. It is considered that spinning operations require roughly
twice the investment and three times the labor force of an equivalent-sized
weaving mill. Furthermore, with expanded spinning capacity in Cuba
cotton yarn could be supplied at a price equal to or lower than the price of
imported yarn, thus placing the weavers on a better competitive footing.

Estimate for Spinning Mill
It is estimated that a spinning mill to supply one million to 1.5 million

kilos of yarn per year would require the installation of about 15,000 spindles
and the accompanying bale-opening, carding and drawing equipment. The
investment for a plant of this size would be in the neighborhood of $2,000,000
plus the ordinary operating capital. Such a mill could be established by a
group of existing weaving mills, or by new interests.

One unnecessary deterrent to the expansion of Cuban spinning is the
tariff on raw cotton. The Mission has not discovered why this exists at all.
Since Cuba does not grow cotton (and probably should not attempt to do
so), it seems illogical to discourage the importation of this essential raw
material.

The Mission believes that free entry of raw cotton would be definitely
advantageous to Cuban development.

2. Rayon Textiles
Competition with Cotton

To an appreciable extent the Cuban demand for rayon textiles and clothing
has been cutting into the cotton textile business. The hydrophylic properties
of rayon make it especially suitable for hot, humid climates. That nylon
is not making similar inroads is therefore not surprising, since its hydro-
phobic character tends to retard the evaporation of body perspiration.

Production
Cuban rayon production, confined to a single large viscose plant in

Matanzas, was started in 1948. Compania Rayonera Cubana, S.A. at present
has an annual capacity of 9,000,000 pounds of tire cord, 8,000,000 pounds of
staple fiber, and 3,600,000 pounds of filament textile yarn.

Exports and Imports
Although the Cuban plant supplies domestic needs to the extent that it is

able, a large part of its product is for export. Its output is now sold in eight
countries. Since, too, it only produces certain sizes of viscose thread, other
sizes needed by the domestic weavers must be imported, together wiLh acetate
yarn, aralac and such other synthetic fibers as may be required.
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TABLE 231

CUBAN PRODUCTION OF COTTON AND RAYON FABRICS

Cotton Fabrics Rayon Fabrics

(kilos) (kilos)

1938 ..................... 3,746,606 448,115
1939 ..................... 4,992,486 556,989
1944 ..................... 9,558,535 462,429
1945 ...................... 8,139,908 465,879
1946 ...................... 8,470,454 835,083
1947 ...................... 8,304,545 1,090,909

SO-CE: Asociacion N-cional de Tex-tilroo de Cobo.

One of the most profitable export products of the rayon plant is tire-cord
and, because of the high prices and demand in foreign countries, there is
naturally a temptation to increase production of tire-cord at the expense
of staple fiber and filament yarn.

Though such a step would undoubtedly prove profitable to the company
and increase Cuban exports, it is to be hoped that the company will not yield
to the temptation without the most careful consideration. For, unless pro-
duction of textile fibers for use in local mills could simultaneously be main-
tained, larger imports would be necessary to keep them going.

TABLE 232

IMPORTS OF COTTON, COTTON YARN, AND COTTON SACKS
(Metric Tons)

Fiber Yarn Sacks

1935-39 Avg ................... 2,054 1,735 a
1940 ...................................... 3,031 1,416 a

1941 .............................. 8,052 3,390 a
1942 ..................................... 4,802 1,997 a
1943 ............ _........................ 6,292 1,433 a
1944 ...................................... 7,299 2,259 1,610
1945 .... .................................. 6,552 2,147 702
1946 ...................................... 8,661 1,563 1,067
1947 .................................... 9,420 1,518 1,192
1948 ..................................... 4,651 1,851 1,252
1949 ...................................... 4,510 1,274 1,480

a Not distinguisbable from other cotton imports.

SousCX: Comercio Exterior.

In the present international situation, it is realistic to envisage the possi-
bility of foreign supplies and foreign shipping being curtailed. In such an
event, the Cuban weavers might be faced with a critical shortage of raw
material.
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Economic Factors

The Cuban rayon plant is one of the most modern in the world, incor-
porating numerous innovations in machinery and procedures which have
effected substantial savings in production costs. Through these developments,

fewer workers are needed than in other plants of comparable size elsewhere.

When the plant was built, rayon manufacture was entirely new to Cuba.
Characteristically, under these circumstances, there was no resistance to the
use of labor-saving machinery and no pressure to hire extra workers. Re-
sultant unit costs of rayon production in Cuba are considerably lower than
those in the United States. This fact, coupled with the heavy world demand
for rayon fiber in general and tire-cord in particular, places the Matanzas

plant in an exceedingly favorable position.

In addition, the company enjoys the benefits of Decree No. 2144, under
which it imports machinery and raw materials duty-free for an extended
period, is exempt from numerous taxes, and has the privilege of writing off
amortization charges against taxes during five years of full production.

The chief drawback is the necessity for importing all of its raw materials
as well as fuel. The plant has a good waterfront location, and through
arrangements with a neighboring company has available adequate unloading
facilities. To date, therefore, no serious trouble has been experienced on this
score; however, the effects of restricted shipment at some future date remain

to be seen.

TABLE 233

INDEX OF F.O.B. PRICES AT PORT OF ORIGIN OF COTTON AND COTTON YARN

(Base: 1937=100)

Percent Ratio
Years Cotton Yarn (A:B)

1937 . ... 100 100 100
1938 .. 77 88 88
1939 86 100 86
1940 ... 76 111 68
1941 . .. 77 85 90

1942 .109 173 63
1943 . 144 209 69
1944 ... . 134 214 63
1945 . .. 144 210 68
1946 . ... 177 258 69
1947 . . 226 385 59
1948 ...... . 315 289 109

SOURCE: Foreign Trade Year Books and the United Nations Economic Commission foe Latin America.
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The Future
Rayon textile production, new as it is to Cuba, shows signs of continued

expansion.

At present, there are at least two companies weaving rayon flat cloth and
tubing (all for domestic consumption) and two or more making rayon suitings.
Suitings are usually rayon-cotton, rayon-wool, or rayon-aralac combinations;
the rayon portion is generally a combination of acetate and viscose. The
flat cloth (usually tricot jersey) and tubing are used for the manufacture of
lingerie and sports clothing. One of the weaving mills uses its total output
of cloth for its own clothing manufacturing operations.

If there are no adverse developments, this phase of Cuban textile produc-
tion should become an even more important part of the national industry.

3. Wool Textiles

Only one Cuban company is engaged in the spinning and weaving of
woolen suitings. This activity was started in 1945, but it was not until 1949
that the materials received the good market acceptance which they now enjoy.

The operations appear successful and economical, and there is current
discussion of increasing the output of woolens to supply from 50% to 75%
of the domestic market. The outlook for a small, efficient woolen mill is
good. However, the Cuban climate precludes any very large demand for
woolen goods, and present manufacture has suffered occasionally from
foreign dumping.

Wool Preparation
The Cuban operators purchase raw wool in Australia and send it to

England for scouring and combing. The Mission hesitates to suggest a wool-
washing plant for Cuba, because such plants require large output for efficient
operation and lanolin recovery, and it is doubtful that the Cuban industry
could absorb the required volume of wool.

4. Other Textile Fibers

There is comparatively little use of other soft textile fibers in Cuba. All
the linen consumed in Cuba is imported as yard goods or ready-made articles.
Some nylon is imported in these forms, together with small amounts of nylon
yarn. Appreciable extension of Cuban manufacturing into these lines seems
unlikely at this moment.

5. Clothing Manufacture

The manufacture of ready-made clothing such as shirts, guayaberas,
trousers, underwear, socks, stockings, suits, lingerie, dresses, etc., has reached
considerable proportions in Cuba. At least one concern, which sells only
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through its own stores, estimates the value of its yearly production of
clothing at $2,000,000. Several other companies each approach or perhaps
exceed slightly a yearly production of $1,000,000. There are also numerous
smaller operators, ranging down to those producing goods worth only a few
thousand pesos per year.

Quality

Clothing manufactured in Cuba is well accepted by the public. In general,
the standards of production are good and the quality is high. The domestic
labor supply in the industry is unusually capable and skilled.

Raw Materials

Some Cuban cotton materials are used for the cheaper grades of clothing,
but the finer shirtings and all printed goods are imported. It may be said
that Cuba's cotton textile mills have not kept up with the requirements of
her clothing manufacturers, in either quality or types of materials. In a
typical case, a large clothing manufacturer declares that he must import 98%
of his cotton cloth from the United States because Cuban supplies will not
give him the uniform quality that his own standards of production demand.

Most of the rayon employed in the Cuban clothing industry is of Cuban
origin, with the exception of printed goods. However, the one company mak-
ing lingerie imports about 60% of its rayon yarn. It is understood that in
this and some other plants the biggest problem today is to obtain enough
rayon, elastic and lace trim to continue operations-a factor to be considered
in connection with the future production policy of the rayon plant.

TABLE 234

CUBAN CONSUMPTION OF COTTON TEXTILES, AND PERCENTAGE SUPPLIED BY

DOMESTIC PRODUCTION

(Foreign Trade Yearbooks) (Min. of State)
Apparent Consumption Percentage Supplied

(Metric Tons) by Cuban Production

Av. 1935-1939 .11,300 30.9%

1940 .... 10,556 43.0

1941 . .. 14,395 42.0

1942 11,919 48.8

1943 .. 10,262 64.2

1944 ... 11,351 67.2

1945 .................... 12,066 64.7

1946 ...... ........ 13,272 58.2

1947 .. . 13,594 50.7

1948 .................. .... 12,747 54.0

SOZRCe: UN-ECLA, Docurent E/CN. 12/164, Anner. J-May 1, 19S0.
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Problems
Despite the highly satisfactory market acceptance of Cuban-made clothing,

the industry still has not expanded sufficiently in relation to local demands.
Considerable quantities of ready-made clothing must be imported each year.

Considering the skill and efficiency of the Cuban clothing workers, and
the fact that they have not made such excessive demands as have the workers
in certain other lines, the actual labor costs in the clothing industry are
lower than in some of the countries which supply Cuba's imported wear.

The root of the difficulty in this industry appears to be protective tariff
-not on clothing itself, but on its raw materials. The high duties on
imported cloth have not inspired Cuban weavers to turn out a better product,
but have allowed them to charge a higher price for inferior merchandise. The
direct result of these duties is the inability of Cuban-clothing manufacturers
to compete with imported clothing on a price basis. Quality alone through
good workmanship and imported materials, has been the salvation.

Another problem has been the arbitrary method of assessment of duties
at the customs house. For example, one manufacturer bought and paid for
some yard goods in August; but upon their arrival at the port in October
the duties were assessed at the October price, since the value of the goods
had gone up during the intervening time.

Possibilities
Many manufacturers feel that if it were not for the high import duties

on types of yard goods that cannot be obtained in Cuba, they would be able
to compete with imported clothing on a straight price basis. The industry
also believes that with lowered duties on its raw material it would be able
to develop an export market for clothing manufactured in Cuba.

The possibility of exporting these Cuban products suggests the establish-
ment of clothing manufacture in free zones, where yard goods could enter
without duty and be processed into ready-made clothing for re-export to
other consuming countries. There would appear to be an opportunity for
south-bound in-transit processing of this nature. Benefits to Cuba would
include utilization of additional labor, greater insular security in available
clothing manufacture, and from the governmental viewpoint increased tax
collection on the net earnings of companies operating in such free zones.

6. Recommendations

It is recommended that:

1. No increase should be allowed in the protective tariffs on textiles at
this time. Before any such increases are considered, a thorough factual
examination should be made not only of the claims and requests of the
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industry for such tariffs, but also of their ultimate effects upon the buying
public and the Cuban cost-of-living.

2. An impartial investigation should be made of customs-house practices
in handling and assessing imported textiles; and the Government should
intensify its efforts to prevent textile smuggling.

3. Consideration should be given to the establishment of increased
Cuban cotton spinning capacity, together with measures to facilitate it, such
as the removal of duties on raw cotton.

4. In-transit manufacture of clothing in free zones for re-export should
be studied.

IX. VEGETABLE OILS

1. Production Problems
Heavy Imports

Cuba is a heavy importer of vegetable oils both for food purposes and also
for industrial use in soap and paint industries. The oils most commonly
imported are coconut, soybean, olive, sesame, cottonseed, palm, linseed,
peanut, and castor.

Large quantities of olive, soybean, peanut and cottonseed oils are used
for cooking in the households of Cuba. A breakdown of these and other uses
to which the various vegetable oils were put in 1948 and 1949 is shown in
Table 235, while Table 236 gives a picture of the nation's imports since 1935.

Domestic Production Variable

Vegetable oil production has been up and down in Cuba over the past
two decades. This has been due mainly to price variations, import duty policy
of the Cuban Government, subsidy policy of other countries, the competition
for land and labor from more profitable crops, and the rise and fall in sugar
cane acreage.

As a strong consumer, and one having decidedly favorable climate and
soil, Cuba has long recognized the importance of domestic production of
vegetable oils. Experimental work on sunflower seed was started in 1927, and
in 1933 about 5.5 million pounds of oil were produced. Facing the somewhat
artificially favorable conditions surrounding the growing of sugar cane, how-
ever, the industry has always had difficulty in standing on its own feet.

In 1934 the government lowered the import duty on oils and this seriously
curtailed domestic production of all oil crops. By the time the duty was again
revised upward in 1937 the damage was already done. Sunflower oil was
never again produced in quantity in Cuba, but a later attempt at peanut oil
took its place. From the best available data, Cuban demand for vegetable oils
in 1948 amounted to 32.1 million pounds of which 14.9 million were met by
importation.
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TABLE 235

CUBAN CONSUMPTION OF VEGETABLE OILS, 1948-49 (ESTIMATED)

Type and 1948 a 1949
Kind (million lbs.) (million lbs.) b Chief End Use

DRYING OILS:

Linseed ....................... 2.6 2.3 Paint and varnish production
Soybeanc ....................... 7.1 6.9 Shortening, blended oils
Tung ....................... 0.3 0.3 Paint and varnish production
Walnut ....................... - 1.0 Blended edible oils

SEMIDRYING:

Cottonseed ...................... 2.1 1.7 Shortening, blended oils
Sesame ....................... 2.8 0.3 Blended oils

NONDRYING:

Olive ............... ........ 3.5 5.0 Edible cooking and table oil
Peanut ....................... 4.7 5.5 Edible cooking and table oil
Castor ....................... 0.2 0.1 Medicinal oil

VEGETABLE FATS:

Coconut ..... ,.,....... 7.6 4.5 Soap production, blended edibles
Palm and palm kernel .... 0.6 d Soap production
Shortening........................ 0.6 0.6 Edible

Total ........... 32.1 28.2

a Revised.
b Pounds avoirdupois.
c Small quantities of crude soybean oil were used as drying oils by loeal paint industey.
d Less than 50,000 pounds.
SounRcE: Producers' and importers' reports, official foreign trade and Embassy estimates.

TABLE 236

CUBAN IMPORTS OF SOME EDIBLE OILS

Source 1935-39 1944 1948
of Oil (1000 Ibs.) (1000 lbs.) (1000 lbs.)

Cotton seed ..................... ,,,,,,,,,,,,.,.,,. 316 423 1,331
Corn ......................... a - 3
Soya .4,947 492 1,871
Castor................ ........ 340 230 224
Coconut ...................... . 4,987 779 7,900
Palm ....... , .. 16,324b a b 567
Linseed ... ,,,,, , 2,385 2,361 2,716
Olive .- - 59
Other ... , , , 4,092 125 293

Total .33,391 4,410 14,964

a Less than 500 pounds.
b Olive oil included with palm oil.

Basic Problems
Today the island's vegetable oil extraction plants have difficulty in obtain-

ing a crop for processing, and some plants have shut down altogether because
of uneconomical operation at the lowered volume.
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Processors assert that the Cuban farmers refuse to grow oil crops because
they prefer the combination of high profit and minimum work offered by sugar
cane production. It seems, too, that not even the growing of oil crops to fill
in the dead season is able to interest them.

Farmers themselves point out that only on sugar cane can they get agri-
cultural credit and "guarantees" at present. All such claims are probably
true, and serve to illustrate the contention that sugar profits have been con-
trolled and protected at such a high level that no easy solution for other crops
can be expected.

The effects of discouraging vegetable oil production are more serious than
appears at first sight, for the problem is not merely one of having to import
oils. Under present circumstances Cuba does not receive the benefit of the
large quantities of by-product animal feeds which result from oil processing.

In the long run this aspect may prove more important than the oil produc-
tion itself. Furthermore, unsettled world conditions threaten to create short-
ages in this line which can be felt quickly.

2. Types of Oils
Peanut Oil

Peanuts-the only oil crop produced in Cuba in commercial quantities
today-were practically unknown as a Cuban crop prior to 1929 and were
not grown to any serious extent before 1937. The average production per
year for the period 1932-36 was approximately 300 tons, but from 1939 on
the crop was of sufficiently large size to be processed for oil.

Domestic production of peanut oil from 1937 to 1949 is shown in Table
237. A high of 17 million pounds was achieved in 1943 when the government
allowed duty-free importation of seed and established a minimum price to be
paid to planters for their crop. At the same time, during the recent war,
exemptions of duty were made on imported vegetable oils in an effort to meet
the country's needs. By the summer of 1947 oils were again plentiful and the
duty was restored, while the government simultaneously removed price control
on peanuts and edible oils.

Cuban growers, however, have been either unable or unwilling to compete
with imported oils on an equivalent basis. They contend that their production
costs are unusually high, and call for still higher protective tariff as a solution.
It is reported that under present conditions peanuts must bring the farmer at
least $4.00 per 100 pounds if he is to profit. The August 1950 price was
$5.25; yet 1950 production is expected to be only half that of the previous
year and is likely to go lower if Spanish olive oil becomes increasingly
available.

The real solution, the Mission believes, is in more efficient production
rather than in higher duties. Development of better methods for drying and
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TABLE 237

CUBAN PRODUCTION OF PEANUTS AND PEANUT OIL

Production Seed and Crushed for Oil
Crop Unshelled Edible Use Oil Produced
Year (million Ibs.) (million lbs.) (million lbs.) (million lbs.)

1937 ............. 5.5 0.8 4.7 1.3
1938 ............ . 12.6 2.4 10.2 2.8
1939 ............. 32.5 3.3 29.2 8.0
1940 ............. 45.0 4.3 40.7 11.2
1941 ............. 58.7 3.7 55.0 15.1
1942 ............. 41.8 4.8 37.0 10.2
1943 ............. 70.8 7.0 63.0 17.0
1944 ............. 50.0 6.0 44.0 12.0
1945 ............. 47.0 5.0 42.0 11.0
1946 ............. 58.0 8.0 50.0 12.0
1947 ............. 47.0 5.0 42.0 11.0
1948 ............. 22.5 4.3 18.2 4.9
1949 ............. 17.5 3.5 14.0 3.8

Saours: Cuban Government records 1937-43 and Producers Reports 1944.-50.

curing-all now done with hand labor-offer opportunities. Better crushing
and extraction facilities are also needed to hold down costs, but these will have
to follow later. Solvent extraction would increase the total oil yield from
5% to 10%.

Soybean Oil

It is of interest to note that in 1948 Cuba consumed 7.1 million pounds of
soybean oil, most of which was blended with lard. In view of this demand,
a special effort should be made to grow soybeans in Cuba. Agricultural
Experiment Station personnel have recognized this problem, but their efforts
have been hampered by lack of continuity of purpose and an ever-present
shortage of funds.

Some fifty of the better varieties of soybeans have been grown experiment-
ally in Cuba, mostly at the Experiment Station. Six of these have shown
promise for different sections of the country, but large scale economic produc-
tion tests have not been carried out. There is some reluctance to push soybean
production in Cuba since the oil, although used a great deal, is not regarded
as entirely satisfactory for food products.

It is true that soybean oil develops a peculiar and undesirable odor and
flavor on standing. This can be removed by refining but it soon reappears.
The characteristic is known as "reversion." Notwithstanding this, it is felt
that Cuban soybean production should be encouraged, for the oil has use in
paints and blends of other types as well as in foods.
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Castor Oil

Castor beans were produced in quantity in Cuba some ten years ago, but
are seldom grown now. The oil is imported for lubrication of sugar mill
machinery as well as for paints and medicinal uses.

The steady decline in castor bean production is attributed chiefly to
the fungus disease phytophthora parasitica, and to the fact that Cuban
growers insist upon planting the perennial varieties. The disease can be
controlled to a great extent by using the annual types grown successfully
in California, but this increases the labor required and is not popular.

Research toward revival of this crop in Cuba has been planned by the
government Experiment Station, where the staff includes a scientist especially
well-qualified in this particular subject.

Sesame Oil

Sesame production offers definite possibilities for Cuba. The Agri-
cultural Experiment Station has conducted some work to this end, but
more needs to be done. For example, non-shattering varieties which are
essential for machine harvesting have been developed by the government
Experiment Station, but unfortunately they do not yield well. Plant-breed-
ing research probably can correct this and a program along this line would
be worthwhile.

Other Vegetable Oils

Tung trees are being grown on one small experimental farm. It is
claimed that this tree does well in Cuba and could be grown on a larger
scale. The experiment should be encouraged in every possible way. Tung
oil is an important ingredient in the manufacture of paints, and at present
Cuba must import all oils for use in the paint industry.

Even though Cuba has a large number of coconut trees, there has never
been any production of coconut oil and large quantities are imported each
year for use in the manufacture of soap.

There is a demand for red palm oil in Cuba, and this may be increased.
Attempts have been made to introduce the African palm tree into Cuba.
On an experimental scale the trees have grown well. However, the authorities
are reluctant to extend this to a commercial operation for fear that the
tree may be subject to the disease which affects the royal palm and which
prevents ordinary palm nut oil production on a commercial scale.

Introduction of some of the newer oil crops may be worth considering
if changes occur in the economic factors which now deter such development.
In particular, the safflower plant has shown a great deal of promise in the
United States while nearly a dozen new types of oil seeds are under study
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in Mexico. A re-examination of sunflower at this time might also prove
valuable.

3. Recommendations

1. It is recommended that research be undertaken to develop better
methods for drying and handling the peanut crop, to reduce labor costs.

2. It is recommended that the Experiment Station continue-and inten-
sify-its work on soybeans and the promotion of this crop in Cuba.

3. It is recommended that further efforts be made to improve and
establish commercially the other promising oil-seed crops described above.

4. It is recommended that, for the present, the Cuban Government
impose sufficient import duties on selected vegetable oils to encourage their
production at home, but without increasing the duties on oils production
of which in Cuba is hampered by technical rather than economic causes.

X. MISCELLANEOUS INDUSTRIAL ACTIVITIES

1. Beverages
2. Building Materials (References)
3. Carbon Dioxide
4. Farm Implements
5. Foundries and Machine Shops
6. Furniture
7. Grain Milling
8. Margarine
9. Matches

10. Paint
11. Paper
12. Pharmaceuticals
13. Rubber Products
14. Rum
15. Soap, Detergents and Cosmetics
16. Yeast

1. Beverages

Soft Drinks
Carbonated beverages and soft drinks in great variety are sold in Cuba.

It is estimated that 17 million cases of these beverages were produced in
1946, 21 million cases in 1948, and 19 million in 1949.

Few of these carbonated beverages have been developed wbolly in Cuba.
The majority of the manufacturers are operating under license from some
foreign firm, which usually supplies the concentrated base of the beverage,
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oversees the installation of the equipment, and maintains a continuous check
on the quality and purity of the product.

The manufacture of soft drinks is an important domestic outlet for sugar,
just as in other lands it consumes a significant portion of Cuba's exported
sugar. In Cuba, however, the industry is subject to certain special taxes
which give no indication that the government is interested in developing
sugar-consuming industries.

Bottled Water
Because of the doubtful purity of water supplies throughout most of

the island, the sale of bottled waters in Cuba is considerable. Many small
plants are engaged in bottling water from mineral wells and springs. A
number of the soft drink manufacturers also bottle both carbonated and
non-carbonated water. In view of the large number of enterprises engaged
in this business, it is difficult to obtain any idea of the extent of production
or the value of the product.

Apart from the more ordinary consumption of bottled waters (carbonated
or not) as ingredients in more interesting beverages, a large part of the
Cuban output is used directly as drinking water.

In this respect the bottlers perform a genuine public service, for with
reasonably low price and wide distribution they make available potable
water in most parts of the Republic. It may be safely predicted, however,
that at such time as the national or municipal government authorities see
fit to remedy the hazardous drinking water situation by providing purified
supplies in the cities and towns of the island, the volume of business of
these bottlers will drop.

Beer
The Cuban demand for beer is increasing rapidly. In addition to

domestic production, approaching 100 million liters per year, some 500,000
liters were imported during 1949.

The four large, modern breweries on the island are comparable in
every respect to the best breweries elsewhere. The beer, moreover, is of
excellent quality and is considered superior to many of the imported brands.

An outstanding feature of the industry is that it imports virtually every-
thing that it uses except the water. The brewers, recognizing that they
have a good product and one that is extremely sensitive to changes in
materials or process, are understandably reluctant to tamper with their
sources of supply.

The containers (bottles) are also imported, as is true of those used for
soft drinks and other products (see Table 238). A conscientious attempt
of the Cuban breweries to use Cuban-made bottles was unsuccessful, owing
to a persistent manufacturing defect as well as price difficulties.



TABLE 238

IMPORTS OF GLASS CONTAINERS

(Kilos)

1935.39
Avg. 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949

BOTTLES, UNLABELED

7,219,148 4,728,336 2,926,976 5,368,485 7,281,461 5,173,736 3,988,335 3,808,080 8,614,067 16,473,143 10,041,094

BOTTLES, LABELED

3,019,773 3,266,567 10,181,536 8,901,608 11,879,200 15,353,038 11,626,429 5,045,660 12,158,956 4,118,446 1,976,222

MISCELLANEOUS BOTTLES

1,577,232 797,048 962,616 1,828,830 1,452,228 7,732,353 6,711,515 5,975,799 10,362,762 10,143,588 6,363,258

TOTAL

11,816,153 8,791,951 14,071,128 16,098,923 20,612,889 28,259,127 22,326,279 14,829,539 31,135,785 30,735,177 18,380,574
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As mentioned elsewhere herein, the Mission finds no fundamental reason
why bottles cannot be made satisfactorily and economically from Cuban

materials.
2. Building Materials

The reader is referred to separate discussions of building materials-
such as portland cement, limestone and marble, clay, gypsum and Silica Sand
-which will be found in Chapter 49(11). Cuba's supplies of lumber are
discussed in Chapter 46.

3. Carbon Dioxide
Commercially, carbon dioxide can be produced by the burning of fuel

in specially designed furnaces which yield, through more complete combus-
tion, high percentages of CO2 in the stack gases than do ordinary furnaces.
It can also be recovered directly from fermentation processes. In Cuba
both methods are used; one plant, in fact, makes it by burning fuel and
supplements its supply for distribution by purchase from an adjacent brewery.

The principal use of carbon dioxide in Cuba is for the carbonation of
beverages. Some is employed in fire-extinguishers. Consumption in the
form of dry ice for refrigeration is increasing, and this use probably offers
the best opportunity for greater outlets.

Under the present industrial pattern it is unlikely that the island will
ever experience a shortage of this commodity Of that which is available
from fermentation vats, only a very small portion is now recovered. Export
markets are equally improbable, however.

The industry's biggest problem, in troubled times, will be maintenance
of an adequate supply of the heavy steel cylinders needed for distribution
of the compressed carbon dioxide in liquid form.

4. Farm Implements
Only one concern is manufacturing farm implements in Cuba. The

production is principally of plows for use with draft animals and small
tractors, although a few other implements are made from time to time.
Prices of these articles manufactured in Cuba are about the same as those
of similar imported products. In the cases observed by the Mission it is
believed that the quality is somewhat inferior since, for example, no attempt
is made to heat-treat the plowshares and moldboards.

5. Foundries and Machine Shops

An industry such as the sugar industry, using heavy equipment and
machinery, needs to have available repair facilities. Although a number
of the sugar mills maintain sizeable machine-shops for the repair of their
own equipment, the remainder of the mills depend upon the various foundries
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and machine-shops scattered throughout the island for their repair work
and, in some cases, construction of new equipment.

One large shop in Sagua la Grande handles about eighty percent of
all the commercial sugar mill repairs in Cuba. Most of the remainder of
the business is divided among three or four smaller shops. The principal
ones are equipped to cast the heavy mill rolls and other large pieces as well
as to fabricate such items as boilers, evaporators, vacuum pans and tanks.
The workmanship is generally good, and the quality of the products manu-
factured by these shops seems to be adequate for most purposes of the
sugar industry.

None of these enterprises has any modern equipment for checking
the soundness of castings or welds. All must depend upon simple hydro-
static tests of pressure vessels, which method offers no guarantee that a
pressure vessel will hold up under continued use. Addition of proper test-
ing equipment is the chief suggestion that the Mission can make to this
industry.

6. Furniture
Fine Craftsmanship

The island has a large number of woodworking shops of various sizes,
engaged in the making of furniture. Most of them are small, and they are
well-distributed throughout the urban centers.

Much of the furniture is made to order, one piece at a time, by a lone
cabinetmaker working in his own tiny shop and using hand tools almost
exclusively. This is true especially of the higher grade articles, in which
the workmanship is fine and rare native or imported woods are often
employed.

Only a few factories operate on a large scale, with extensive machinery
and mass production methods. Conventional types of home and office furni-
ture made by these companies generally ranges from poor to medium
quality. A number work entirely with native Cuban woods, but since they
are scarce and often poorly seasoned there is increasing preference for
imported lumber and plywood.

Steel Furniture

Because of the tendency toward outdoor living in the Cuban climate,
many types of porch and lawn furniture are made. Some of this is of wood;
but a great percentage is fabricated from imported tubular metal or strap
iron and steel, with chair seats, backs and similar parts of canvas.

The Mission has considered the possibility that Honduras mahogany,
Yucatan Spanish cedar plywood and other such woods, en route northward
from their sources, might be transformed in Cuba into finished or semi-
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finished furniture for shipment to the United States and other points. Such
an activity could be concentrated principally in the "dead season," to take
advantage of available skilled Cuban labor.

It is suggested that interested Cuban furniture makers investigate this
idea and take such action as they find appropriate. One major problem, of
course, is the high Cuban port costs which would be encountered twice in
the material cycle.

The possibilities of making more porch and lawn furniture from Cuban-
grown bamboo should also be considered (see Chapter 46).

7. Grain Milling
A New Project

To date there has never been a wheat flour mill in Cuba, and all flour
for the island's population has been imported. Proposals to erect mills have
met strong opposition from the established importers. Wheat itself is not
grown in the country, nor is there any reason to believe that it should be.

Recently, however, a United States milling concern has obtained tax
and customs exemptions under the "new industry" Decree No. 2144. Con-
tracts have been let for the construction, in Regla, of a complete mill having
a capacity of 400,000 pounds of patent flour per day. The product will be
milled from imported bulk wheat and sold largely to bakers in hundred- and
two hundred-pound sacks.

Utilization of By-products
Present plans call for complete utilization of by-products, for which pur-

pose a separate company-also tax exempt-has been created under the same
ownership. The by-products (pure bran, germ, and other bran residues)
are to be made into breakfast cereals, wheat germ oil, and balanced poultry
and dairy feeds.

Construction of these plants had not yet been started in late October,
1950, despite earlier published reports to the contrary. With present unsettled
conditions it may be one or two years before they actually start production,
although it is understood that every effort is to be made to open sooner.

At present, apart from rice hulling, the country has nothing which could
be called a grain-processing industry. Numerous small plants grind corn
into grits and corn flour, with some sale of residues as cattle feeds. Others
make gofio, a coarsely ground roasted wheat used as a breakfast food. Total
output of these products is comparatively small.

8. Margarine
Sharp Practice

At one time there was a Cuban market for oleomargarine, both as a
butter substitute and for use as a cooking fat. It was manufactured on the
island in appreciable quantities by Cuban as well as foreign-owned companies.
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Unfortunately there was (and is today) an almost complete lack of
government inspection and control of this food product. Existing measures
are concerned mainly with taxation and import restriction rather than with
the health of the public. A number of the smaller domestic manufacturers,
through sharp practice, spoiled this market for everyone. These operators,
in an effort to increase profits by stretching their supplies of fats, added
increasing quantities of water to the product until some were selling as
much as eighty percent water with only twenty percent fat. A few went
even further: an apparent epidemic of dysentery was found to be attributable
to the use of mineral oil instead of vegetable or animal fats in the making
of margarine.

Margarine Discredited

Needless to say, the public rapidly became aware of the situation. Mar-
garine from all sources was discredited. Legitimate manufacturers suffered
with the rest; although their product was of satisfactory quality, they were
unable to sell it and eventually dismantled their plants.

Public confidence probably could be restored in time; for margarine is
an excellent food when properly made, and elsewhere is usually sold well
below the price of butter. Popularization, first by use of the imported product
and later by Cuban manufacture under equivalent pure food inspection and
regulation, might rebuild this industry.

With present import restrictions on margarine, however, its retail price
is so close to that of butter that there is little incentive for its use in Cuba today.

9. Matches

Industry Over-expanded

Match production in the Republic is in the neighborhood of 200 million
to 210 million boxes (of fifty) per year, including wooden and waxed paper
types. All of the essential raw materials are imported.

From all indications, the Cuban match industry is over-expanded through
the continued operation of marginal producers. At the present time the
smaller factories have enough work to keep them busy only two or three
days a week. At least one of the larger manufacturers is able to work more
or less continuously, but with low efficiency. Manufacturing methods are
obsolete. A great deal of hand labor is required in the production and
especially in the packaging of the finished matches.

The recent experiences of the entire industry in connection with attempts
at modernization are of some interest, and are discussed in Chapter 3(II).
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10. Paint

Only a small number of factories in the Habana area are engaged in the
manufacture of paint. Total production is fairly constant at approximately
1,200,000 gallons per year.

Both oil-based and water-based paints are made. All raw materials-
including, various oils, pigments and solvents-are imported. Processes and
equipment in the industry are the same as those employed elsewhere.

Cuban-made paints are generally comparable in quality to imported paints
of the same types. A number of the manufacturers are, in fact, subsidiaries
of foreign firms who supervise the production to insure adherence to adver-
tised brand standards.

11. Paper
Production

Two paper mills in Habana supply much of the domestic demand for
wrapping paper and retail-store bags. Annual production, which has shown
little change in recent years, is about 24,000 tons. Some 3,000 to 5,000 tons
of cardboard are also made. Neither newsprint nor high-grade writing and
book papers are manufactured.

For the cardboard, both plants buy large quantities of waste paper for
repulping. Most of the remaining raw material is wood pulp imported from
Finland, with recent small experimental lots from Austria.

Water Supplies Inadequate
There is no reasonable prospect of a domestic source of wood pulp in

the ordinary sense. But possibilities of pulp for certain kinds of paper from
bamboo and other sources are discussed in Chapter 46. Since water supplies
are inadequate, mechanical pulp for newsprint is certainly out of the question
in the present state of the world's technology.

Paper fromn Bagasse
Both of the Cuban paper mills have tried preparing short-fibre pulp

from sugar cane bagasse, and equipment for the purpose is still in existence.
One mill reports that its experiments were unsuccessful and that it has no
further interest in the matter. The other claims to be very satisfied with its
results and plans to continue operation of its pilot plant. Experiments in both
cases appear to be on an empirical basis.

Successful methods for making paper from cane bagasse are already
known and are operating in Peru, of course. As pointed out elsewhere, the
Mission feels that the technology of making bagasse paper is not the control-
ling problem in this case.

A Limited Market
Cuban paper manufacturers have a limited market, and are attempting

to supply local demands for a great variety of papers. Thus their machines
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can run only a short time on any one stock. Costs are accordingly high,
and it is difficult for them to undersell imported paper. While this situation
is not easily corrected, the two mills themselves might improve their produc-
tion costs by mutual agreement on a certain amount of specialization in types
of paper-a measure which is not without its hazards.

The island has a number of small factories making cartons and boxes,
mostly from imported papers. There is some modern box-making machinery,
but in general the operations are rather primitive. The boxes, however, are
adequate for the packing of canned goods and other non-breakable items.

12. Pharmaceuticals

There are literally thousands of Cuban enterprises producing patent
medicines, home remedies of all types, lotions, pomades, and other pharma-
ceutical items. Only a few are engaged in the compounding of vitamin
preparations, antibiotics, serums and other "ethical" medicines. With the
exception of liver extracts, all of the raw materials for vitamin compounds
and antibiotics must be imported.

Through loss of foreign suppliers and increased demand, the war years
provided the necessary incentive for the production of veterinary medicinals
and biologicals. Among the most important of these products now made in
Cuba are anthrax vaccine, bacterin bacteria, antitetanus serum, and hog
cholera serum.

Price mark-up in these industries is great enough to absorb the abnormal
costs of production caused by the customary Cuban labor problems. There
are many unnecessary band operations and often excess employees, but the
pharmaceutical manufacturers are not greatly concerned over the situation.

13. Rubber Products
Production

The Cuban rubber industry started about twenty years ago with the
production of low-grade rubber footwear and soles and heels. Since 1941
high-grade rubber shoes, tires and tubes, camelback, tire repair materials
and other rubber items have been added to the list. Most of the important
factories today are affiliates or subsidiaries of large rubber companies in the
United States, and are supplied with the necessary technical know-how and
control of quality by them.

There are two plants producing automotive tires and tubes. The esti-
mated total capacity of these plants, working two eight-hour shifts per day
and 270 days per year, might exceed 100,000 tires and 140,000 tubes; actual
output is about half this number of tires, and one quarter the capacity of
tubes. It is also estimated that there is domestic plant capacity for the



INDUSTRIAL PRODUCTS 979

annual production of approximately 8,000,000 pairs of rubber-soled shoes,
7,500,000 pairs of heels and 1,200,000 pairs of soles, although present output
is much lower. Rubber-soled shoes have almost completely replaced the
jute-soled alpargatas formerly popular with field workers.

Because of limited demand which fails to justify complete production
facilities, it is still necessary to import certain sizes of truck tires, bicycle
tires (at one time made in Cuba) and all of the tires required by agricultural
machinery. It is estimated that the value of all types of imported rubber
goods, including some passenger tires as well as the truck and agricultural
tires, amounts to approximately $4,000,000 per year.

A major part of the raw materials is imported, including all new and
some reclaimed rubber. Existing reclaiming facilities are not being fully
utilized; yet it is not certain that they would be adequate for all national
needs if they were. Cuban rayon tire cord is employed, and a considerable
part of the canvas for tennis shoes is of local manufacture.

Progress Impeded

During 1950 the rubber industries suffered long shutdowns due to strikes.
Labor demands in some cases have been unreasonable by any standards,
regardless of what the basic causes may have been. This and similar occur-
rences earlier have hurt progress in the industry. As evidences, the Mission
cites idle plant facilities in rubber reclaiming and belting manufacture, as
well as the fact that at least one Cuban-owned rubber shoe company has
invested its profits in a similar plant in California and has offered its Cuban
factory for sale.

14. Rum

After detailed field investigations the Mission is happy to report that it can
suggest no improvement in production of Cuban rum. The possibility of
further increase in its export should be studied in the interests of inter-
national understanding.

15. Soap, Detergents and Cosmetics
Production

Numerous Cuban factories manufacture soap of various types, cosmetics
and other toilet preparations. Two large factories, however, account for
approximately 80% of the laundry and toilet soap sales. The consumer cost
of all soaps and toilet preparations produced on the island is estimated at
$25,000,000 per year.

Much of the face powder, face cream, hair oil, nail polish, lotions and
similar products is compounded and packaged by hand in the back rooms
of drug stores and small shops.
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Present soap production is about 100,000,000 pounds annually, and has
been increasing. At the same time the industry estimates that the rapidly
growing popularity of synthetic detergents has cut laundry soap sales some
20% to 25% below what they might have been. The estimate may be
exaggerated; during the first six months of 1949 about 6,000,000 pounds of
detergents were imported. Soap imports for the whole of 1949 were approxi-
mately 1,000,000 pounds. In response to the demand, one of the large soap
manufacturers has started construction of a Cuban synthetic detergent plant.

Most of the raw materials for soap and toilet preparations are imported.
Small amounts of Cuban caustic soda are used, and the industry obtains some
tallow from local packing houses. Many Cuban soap makers-both large and
small-find the Cuban tallow unsatisfactory, but at least one plant obtains
a very desirable local material of high titer value.

Large Factories Efficient

The two large soap factories are modern, well-equipped and as efficient
as th-eir labor permits. By-product glycerine is recovered and exported. Con-
trol laboratories maintain a constant check on product quality. These and
some of the medium-sized soap makers have been increasing their combined
production steadily, and are gradually replacing imports.

The small manufacturers, on the other hand, are not as well equipped
and are using antiquated "rule-of-thumb" methods. Some of the plants are
extremely primitive, and the making of soap is conducted as a family art
rather than a technical process. These smaller producers are feeling the pres-
sure of competition, and their sales are declining appreciably. One voiced
the opinion that his loss of sales was only temporary, due to a passing fad for
synthetic detergents.

16. Yeast

As of October, 1950. two companies in Cuba were producing yeast and a
third was almost ready to start operating.

One of the two older plants makes yeast in only small amounts, as a by-
product of its alcohol production. This yeast, which grows during the molasses
fermentation, is recovered and processed to a dry form for use as cattle feed.
The other plant is producing baker's yeast and invertase, used in place of acid
in the inversion of sugar for the fermentation industry.

The new plant is designed for the making of yeast as a primary product.
At first the output will be wholly for animal food, but it is hoped that later it
will be possible to produce an edible type suitable for human use. It is planned
that most of the production will be exported until such time as the Cuban
market for prepared cattle feeds is ready to absorb the output.



CHAPTER 49

Mineral Production

I. METALLIC DEPOSITS

Manganese

1. Production and Exports.

Importance and Possibilities
Manganese, like chromite, is a mineral resource of primary importance to

Cuba. Cuban manganese deposits have been exploited periodically since 1888
with continuous production for the past twenty years.

According to reports, over 2,500,000 million tons of manganese ore,
valued at more than $57,000,000, have been shipped from these deposits.
It is also reported that, at present, Cuba is the largest producer of chemical
grade manganese in the world and probably produces over one half of the
world's supply. The Tennessee-Eastman Company, through their Holsten
Trading Company, are the sole purchasers of this ore.

It is believed that future geological mapping, accompanied by exploratory
drilling, should reveal a still larger quantity of mineable manganese awaiting
the miner of the future. At the present time preliminary drilling at one mine
alone is said to have proven up a reserve of more than 400,000 tons.

Production Statistics
The United States Bureau of Mines' Minerals Yearbook reports the

following production of Cuban manganese ore and concentrates (35% to
50%o manganese) from 1939 to 1944:

TABLE 239

Production
Year (metric tons)

1939 .......................... 102,415
1940 ....... ................... ........ .......... 119,852
1941 ....................... ... 251,385
1942 ............ ... ....... .................. ... 249,255
1943 ..................... ..... 311,214
1944 ...... . .. 257,864

The same source reports the following production statistics from 1945
to 1948:

981
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TABLE 240

1945 1946 1947 1948

Metallurgical-45% manganese ............. . 65,677 35,617 45,555 23,909
Metallurgical-sintered 48.39%

manganese ................. ............. 132,316 89,537 - -

Total metallurgical .............................. 197,993 125,154 45,555 23,909
Chemical-51.5% manganese ... ............ 254 5,604 4,842 5,164

Total Cuban manganese production ....... 198,247 130,758 50,397 29,073

Manganese production and export statistics for 1949 and the first half of
1950-secured from the United States Embassy in Habana-are as follows,
in long tons:

TABLE 241

1949 Ist Half 1950

Metallurgical-44%-45% manganese .50,534 29,188
Chemical-53%o-54% manganese .10,982 3,460

Total Cuban manganese production .61,516 32,648

It is interesting to note the increase in both metallurgical and chemical
grade manganese production in 1949 over 1947 and 1948. In fact, more
manganese ore was produced in the first half of 1950 than for the entire year
of 1948. The chemical grade manganese production was doubled in 1949
and it is anticipated that the total 1950 production will reach a similar figure
in spite of lower production during the first half of the year.

Exports from Cuba
Manganese ore exports from Cuban deposits are shown in the following

table, from the Ministry of Agriculture:

TABLE 242

Manganese Esported Approximate Value
Year (long tons) (dollars)

Cumulative to 1937 ... .......... 903,134 13,769,006
1938 .112,297 2,254,909
1939 .98,423 2,263,720
1940 .124,004 3,100,100
1941 .220,630 5,074,490
1942 130,523 3,412,813
1943 .138,881 4,049,610
1944 .408,405 11,064,795
1945 .202,026 7,159,024
1946 .98,064 3,957,907
1947 .1,320 52,800
1948 .12,650 506,000
1949 .14,564 582,560
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The table above is presented to indicate trends, rather than accurate
export statistics.'

The United States Bureau of Mines' Minerals Yearbook show the follow-
ing imports1 into the United States from Cuba of manganese ore (containing
35%o or more manganese).

TABLE 243

Year Short Tons Value (Dollars)

1945 .................. ................ 293,572 8,448,860

1946 ............. ..................... 158,734 3,868,372

1947 .............. .................... 57,089 1,224,880
1948 ............... ................... 32,843 810,321

As in the case of chromite, manganese production during the period of
World War II was increased by America's wartime requirement for this type
of ore. The tables clearly demonstrate the downward trend in production as
soon as American armament production ceased and competition in a peacetime
market was encountered.

2. Type of Manganese Ore

Uses of manganese fall into two general classes: (1) metallurgical and
(2) chemical.

Metallurgical Uses
1. Metallurgical uses require the conversion of ore to a metal or alloy.

Metallurgical manganese ore carries 44-45,% manganese and currently sells
at $25.00 per ton f.o.b. Santiago. This type of ore is essential in the
manufacture of all grades of commercial steel as an oxidizer and desulfurizer.
It is employed in the manufacture of ferromanganese and spiegeleisen, as
well as in manganese bronze.

It has been estimated that an average of 14 pounds of manganese is con-
sumed in the manufacture of every ton of steel produced in the United States.

Chemical Uses
2. Uses of chemical-grade manganese on the other hand, require its

conversion into chemical compounds other than the silicates, oxides and
hydrous oxides which occur in the ore. Chemical-grade ore carries 53-54%
manganese (82.83% manganese oxide) and at present sells for $45.00-
$50.00 per ton f.o.b. Santiago.

This type of ore is employed in the manufacture of dry-cell batteries,
glass, enamels, paints, varnish dryers, pigments, dyes and mordants, fertilizers
(manganese sulfate) and bister. It is also utilized in leather processing and
disinfectants, for purifying illuminating gas, for decorating porcelain and

I NOTE: Discrepancies between these tables illustrate the statistical problems of aly report on Cuba.
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china, as a pigment in rubber goods, as well as in electrotechnics and in
the preparation of medicines.

3. Manganese Deposits
Occurrence

Manganese occurs as the oxide or hydrous oxide principally in limestones
and volcanic tuffs of Eocene age or as superficial accumulations of man-
ganese nodules and pellets in the topsoil. The latter manganese accumula-
tions are known as "granzon".

Manganese deposits have been reported from all the Provinces in
Cuba, and from the Isle of Pines. Most of the production, however, has
come from deposits in Oriente Province, which also contains the bulk of
the known reserves. The United States Geological Survey has mapped some
areas in detail.2

The principal Oriente deposits lie in the east and south portions of the
province on both slopes of the Sierra Maestra: northwest of Guantanamo;
north-northwest and northeast of Santiago, south-southeast and southwest
of Bayamo.

In Pinar del Rio Province, small pockets of manganese have been found
in the lowlands, both north and south of Sierra de los Organos and Sierra
del Rosario. In general this manganese mineralization is high in silica but
recently a few cars of hand-picked chemical grade manganese have been
shipped from the area.

There has been a small amount of development work on the manganese
deposits north of Amaro and near the south coast, in the vicinity of Trinidad,
Las Villas Province.

Producing Mines
The present producing mines are in two areas in southern Oriente

Province: (1) northwest of Santiago, in the Guisa-Los Negros area and
south of Bayamo, about 10-14 kilometers south of Santa Rita on the
Central Highway, and (2) north and east of Santiago, in the Cristo area.

In the first area south of Bayamo, two mines are operating: the Charco
Redondo which is the largest operation; and the Lucia. The manganese
mineralization occurs at three horizons (18 inches to 3 feet thick) in
moderately dipping (45°) limestones.

Inclined shafts, following the dip of the rock, are usually employed
with the deepest level established at 400 feet. In some cases the ore has

2 C. F. Park, Jr.- Manganese Depossts of Cuba, U.S.G.S. Bull. 935-B, 1942.
C F. Park, Jr., and W. M. Co-. Menganese Depossts m Part of the Sterra Maestro, Cuba, U.S.G.S.

Bull. 935-F, 1944.
W. P. Woodnng and S. N. Dav.ess Geology and Manganese Depostts of Gauua-Los Negros Area, Orsenre

Proesn"e, Cuba. U.S.G.'s Bull. 935.G, 1944.
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been removed by horizontal or gently sloping adits. Charco Redondo mine
produces 200 tons of hand-picked ore per day from 6 individual shafts.
This mine employs about 300 men working on two shifts. The Lucia mine,
immediately adjoining the Charco Redondo to the south, a considerably
smaller operation, mines by means of shallow shafts and hoists the ore by
windlass to the surface.

This area is believed to contain an appreciable reserve of manganese.
Drilling has already proven up a substantial reserve.

Small Operations

In the Cristo area, manganese is produced from volcanic tuffs and
topsoil by many small and individual hand-mining operations. One of
these properties alone is known to have over 100 separate shallow shafts.

Ore is mined from open pits or from 'shallow shafts and hoisted by
windlass. The mined ore is trucked to washing-plants-there are six in
the area-where it is washed by logwasher (if topsoil is present), crushed,
screened and jigged, each plant producing about 10-15 tons per day. The
loss of fines in the operation probably exceeds 15%. The ore is trucked
directly to Santiago for shipment.

Manganese ore is still being produced by individual miners from the
old Freeport Sulphur Pits, with two operating washing plants in the pits.

It is believed that a large tonnage of manganese is still available in this
area but detailed geological mapping, plus exploratory drilling, are needed
before a clearer picture of the ore reserves of this region can be secured.

4. Conclusions

It is believed that a large tonnage of mineable manganese still exists in
Oriente Province, Cuba. But detailed geological mapping of several areas
and carefully planned drilling programs are essential to prove up the actual
ore reserves.

The United States Geological Survey recently completed geological map-
ping of a potential manganese area in south-central Oriente Province to the
east of the areas previously investigated by them. They are of the opinion
that future prospecting for manganese is most likely to be successful in
the volcanic tuffs along the south edge of the Cauto-Guantanamo lowlands
to the north of the current producing manganese ore-bodies.

The present method of concentrating the ore by hand-picking or employ-
ing small custom mills appears to be the best procedure under present
mining conditions. But the loss of fines in these operations is too high
and every effort should be made to reduce this.
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Chromium

1. Production and Exports

AU Important Resource

Chromite, the common chromium-bearing mineral, which consists prin-
cipally of chromium and iron oxides is one of the principal metallic mineral
resources of Cuba. Early records of chromite production are hazy but it
is generally believed that it was first mined as an iron ore, about 1840. As
soon as this error was recognized, public interest waned until 1916, when
Cuba shipped 34 tons of chromite to the United States. Cuba has produced
chromite continuously since 1916, except for the year 1922, when only one
ton was exported.

Exports

The following table3 of chromite exports, from 1938 to to 1949, presents
a typical picture of past Cuban metallic mineral production, which has
largely depended on America's participation in war:

TABLE 244

Chroniite ApproTirmate
Exported Value

Year (long tons) (dollars)

1938 .................. .......... .. 34,834 -
1939 .......................... 84,694 1,058,675
1940 .......................... 52,135 651,687
1941 ........................... 192,394 2,404,925
1942 .......................... 133,192 1,664,900
1943 .................. ....... 267,821 3,347,762
1944 .......................... 211,802 2,679,246
1945 .......................... 215,695 3,761,903
1946 ......................... . 161,061 2,284,229
1947 .......................... 101,742 2,088,449
1948 .......................... 120,152 1,862,236
1949 .......................... 32,932 511,490

Though these are official Cuban Government figures, one producer states
that he alone produced nearly 100,000 tons in 1949. Some confirmation of
this is given by statistics from the United States Bureau of Mines' Minerals
Year-book. This reports the chromite ore production in Cuba from 1939
to 1948, as follows:

3 Chil Ing. Enrique Cayado: La Minera Cubana: Revista de la Sociedad Cubana de Ingenieros, Vol XLIX
No. 2, 1949.
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TABLE 245

Production
Year (metric tons)

1939 ........................ 59,562
1940 ........................ 52,347
1941 ........................ 163,175
1942 ........................ 286,470
1943 ........................ 354,152
1944 ........................ 192,131
1945 ........................ 172,626
1946 ........................ 174,350
1947 ......................... 159,767
1948 ........................ 116,624

Recent Production
Other United States sources 4 report the following most recent chromite

ore production figures:
TABLE 246

1949 1st half 1950
Production (metric tons) (metric tons)

Metallurgical chromite-
44% chromium oxide ...................... 3,573 470

Refractory chromite
36% chromium oxide ...................... 92,287 12,844

Total chrome production ........ 95,860 13,314

The metallurgical chrome production was chiefly supplied by the Cale-
donia Mine and the refractory grade by the Cayoguan and Delta Mines.

Production of refractory chromite for the last half of 1950 should be
considerably greater than during the first half.

2. Types of Chromite Ore

Three Classifications
Chromite ore is divided into three industrial classifications: metallurgical,

refractory, and chemical.

1. Ore of metallurgical grade ordinarily is used to make ferrochrome,
for use in alloying steel, although chromite can be smelted directly with
scrap steel. Because standard grades of ferrochrome contain 60-70%
chromium-as much as 35% of the chromium oxide in the ore may be
lost in smelting-metallurgical ore must have a high ratio of metallic
chromium to metallic iron. Specifications 5 for high-grade metallurgical

4Personal communication-United States Embassy, Habana.
5

T. P. Thayer-Chrome Resources of Cuba. U.S.G.'s Bull. 935-A, 1942, p. 31.32.
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lump ore purchased by the Metals Reserve Company under the Strategic
Minerals Act in 1940 were as follows:

Chromium Oxide (minimum) ............ 48%
Iron (maximum) ..................... 1/3 of chromium content
Sulphur (maximum) ..................... 0.5%
Phosphorus (maximum) ..................... 0.2%

All lumps must pass a six inch screen and not more than 10%o should
pass a one-half inch screen. In normal times ore meeting these requirements is
readily obtainable, but when foreign sources are shut off by war, lower-
grade ore is used. For example, in 1941 the Metals Reserve Company was
buying lump ore containing at least 45% chromium oxide, not more than
11%7 silica and having a chromium-iron ratio of 2.9. The cost per pound
of chromium in ferrochrome is greatly increased when low-grade ores are
used. It should be noted that the current grade of metallurgical chromite
exported from Cuba contains only 44% chromium oxide.

Chromite- as Refractory
2. The value of chromite as a refractory depends upon its behavior

at high temperatures rather than upon its composition-some of the best
refractory chromite contains less than 40% chromium oxide. In fact, the
refractory ore at present shipped from Cuba contains 36% chromium
oxide. It sells for $15.00-$16.00 f.o.b. mine.

Minimum specifications for lump refractory chromite purchased by the
Metals Reserve Company in 1941 were as follows:6

Commercial purchasers sometimes stipulate that lime must not exceed 1%o.
Chromium oxide (minimum)..............- .... 32%
Alumina (minimum) .. ................ 25%
Iron (maximum) ......... .......... 11%
Silica (maximum) ................... 5%

Low-grade chromite rich in alumina can be used as a refractory because
the alumina is itself refractory. Iron reduces the fusion point and is there-
fore deleterious. Silica is not contained in the chromite, as is iron, but is
generally combined in the other rock-forming minerals which melt at tem-
peratures far below the softening point of chromite. The amount of silica
is therefore a measure of the amount of silicates, which should be kept at a
minimum. Cuban refractory ore has been found suitable for blending with
metallurgical manganese and some shipments have recently been made for
this purpose.

Chromite for Chemicals
3. Ore for use in the chemical industry should be nearly as rich in

chromium oxide as metallurgical ore but is not subject to the same restric-
tions in iron content. The Metals Reserve Company, in 1941, specified a

6 Thayer, op. cit. pp. 31.32.



MINERAL PRODUCTION 989

minimum of 48% chromium oxide and a maximum of 6% silica in first-
class chemical ore and not less than 441o chromium oxide, with not more
than 5% silica in second-class ore. Iron-rich chromite breaks down more
readily than aluminous types and is more desirable. The use of low-grade
ores greatly increases the cost of production of chemicals such as chromates
and dichromates.

Ore Requirements
Lump ore works best in ferrochrome furnaces and, when crushed, yields

nearly the proper proportion of various grain sizes needed in making dense
refractory brick. In the past, therefore, specifications for chromite have
called for lump ore. As a result, soft ores that crumble during shipment
and fines produced during mining have not always been readily salable.
However, the process of smelting chromite directly with scrap steel to
make stainless steel requires concentrates or crushed ore. Other smelting
techniques adapted to the use of concentrates have also been developed.

A large proportion of refractory chromite is ground for use in cements,
in ramming-mixtures and in daubing material for protecting brickwork.

Since, in the chemical industry, chromite is finely ground for effective
mixing with reagents, concentrates should be acceptable. Therefore, al-
though lump ore is better for some uses than concentrates and will continue
to be in demand, the market for chromite concentrates and mixed ore will
continue to improve.

3. Cuba's Chromite Deposits
Occurrence

The chrome deposits of Cuba, like those elsewhere in the world, occur in
a dark greenish to black colored rock generally called "serpentine." The latter
occurs throughout the entire length of Cuba, in irregular belts roughly parallel
to and near the north coast. It therefore follows that the chromite deposits are
in the north part of the island.

Chromite deposits have been reported from Pinar del Rio and Santa Clara
Provinces and some have been prospected and briefly mined in Matanzas
Province, both to the east and west of the city of Matanzas. But the bulk
of the known deposits exist in Camaguey and Oriente Provinces, from which
nearly all past production has been secured.

Camaguey District
The Camaguey chromite district is situated in the north-central portion

of Camaguey Province, immediately to the north and northeast of the city
of Camaguey. The deposits, which occur under a relatively flat plain, supplied
a substantial part of the refractory-grade chromite during World War II.
The total production of the area has been reported at more than one million
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tons. Today the pits are filled with water and mining activity in the area is
nonexistent. The United States Geological Survey mapped 155 prospects
and mines in this area.7

It is apparent that only the surface exposures of the chromite deposits of
the area have been prospected or exploited. Although some geophysical work,
in the form of gravity surveys, has been undertaken in this area, it is believed
that future geophysical work, accompanied by drilling, should reveal large
tonnages of mineable chromite in the underground extensions of the present
known deposits. It should also reveal hidden deposits presently obscured by
heavy overburden or underlying rock.

The basis for this conclusion is provided by a study of the exposures
uncovered by present chrome mining operations in Oriente Province.

Oriente District
The chromite deposits of Oriente Province lie in two areas: (1) western

Oriente, to the northeast of the city of Holguin, and (2) eastern Oriente, along
the north coast, from south of Mayari to Baracoa.

The deposits of western Oriente are, in general, high-silica low-grade
refractory chromite ores. Production has been relativelv small and the deposits
have been inactive since World War II.

Eastern Oriente has been a major producer of metallurgical and refractory
chrome. It is the only area with active mines at the present time. The active
properties are the Caledonia, Cayoguan and Delta mines.

The Caledonia mine-formerly owned by the Bethlehem Steel Company
but now leased and operated by private individuals-has reported a production
of between 150,000 and 200,000 tons of metallurgical chrome. The bulk of the
production was produced from an open cut on a hillside and from the first
level of the underground workings. A second level has been established at
200 feet, where intermittent development work is under way. During the past
nine months approximately 1,200 tons of metallurgical chrome have been
shipped.

The ore is hand-picked and trucked over a rough road through the moun-
tains to Mayari for shipment.

Cayoguan Mine
The Cayoguan Mine is nine kilometers by road south of Punta Gorda. The

deposit formerly discovered on the top of a ridge is now exposed down the
entire hillside (over 400 feet).

From March 10 to September 28, 1950, some 35,000 tons of 36% refrac-
tory chrome, according to report, have been produced. Mining is performed

7 D, E. Flint, et al]. Geology, and Chromite Deposus of the Camaguey Dutrict, Camaguey Provmce, Cuba:
l.S.G.'s Bull. 954B-1943.
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from benches along the hillside. The ore is hand-sorted during loading opera-
tions. The present production is 300 tons per day.

If the chromite mineralization continues into the present mining face, as
there is every reason to believe, the Cayoguan deposit represents a very large
reserve of refractory chromite.

Delta Mine
The Delta mine lies about five kilometers southeast of the Cayoguan. The

ore is produced from openings along the hillside and by adits. It is hand-
picked during loading. The current production is 70 tons per day. Present
indications are that the Delta ore body is not as large as the Cayoguan, but
nevertheless there is believed to be a considerable reserve of mineable chromite
available. The ore from both mines is trucked to Punta Gorda, where it is
loaded on boats for shipment.

4. Conclusions

Larger Reserves Probable
Since the Camaguey chromite pits are inundated with water, the conclu-

sions presented here are based to a large extent on an examination of the
three active mines in eastern Oriente.

The original surface exposures of the latter, especially of the Cayoguan
and Delta, were small and did not, in any manner, indicate the potential ton-
nage of chromite now revealed by the stripping of the hillsides. As pointed
out, reserves contained in these hillsides at both the mines are believed to be
large. There may still be much larger reserves available below the base of the
hills. But these can only be proven by drilling and-if found-produced by
underground operations. So far there has been no exploratory work of
this kind.

Since the Camaguey deposits lie on a flat plain, past prospecting and open-
pit mining have opened up only the surface expressions of the deposits lying
at greater depth. If the mineralizing conditions which prevail at the Cayoguan
and Delta Mines of eastern Oriente are projected to the Camaguey area, it
is safe to assume that only the small upper portions of the latter deposits have
been mined, while a far greater tonnage at deeper levels awaits the miner
of the future.

In addition, there is every reason to anticipate that the heavy overburden of
disintegrated country-rock and top-soil cover chromite deposits that will only
be discovered through more detailed geophysical exploration and prospect
drilling.

To summarize, there is probably a far larger tonnage of chrome hidden in
the hills of eastern Oriente and the plains of Camaguey than has been produced
to date.
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Copper

1. Production and Exports

Cuba's Oldest Metal
History reveals that copper was probably the first metal produced in Cuba.

The first copper smelter, as well as the first copper struck in this hemisphere,
was erected at Bayamo and minted at the same town. It has been reported that
for over 400 years the El Cobre copper mines, northwest of Santiago, Oriente
Province, have been copper producers. These properties have been inactive
since 1927. Today, the largest and most efficient mining operation of any
type in Cuba is that of the Matahambre Copper Mine in northern Pinar del
Rio Province. This company maintains a proven reserve of one million tons
of ore.

According to Cuban Government statistics8 the annual exportation of
copper ore (from 1938 to 1949) was as follows:

TABLE 247

Copper Cone. Appro-imate
Exported Value

Year (tons) (dollars)

1938 ........................ 52,010 2,342,119
1939 ........................ 39,345 2,832,840
1940 ........................ 37,901 2,728,872
1941 ........................ 28,337 2,040,264
1942 ........................ 38,699 2,786,328
1943 ........................ 23,756 1,710,432
1944 ...................... .. 19,858 794,319
1945 ........................ 30,968 1,604,169
1946 ........................ 36,635 2,208,193
1947 ........................ 34,463 4,807,365
1948 ........................ 55,210 -
1949 ........................ 50,769

It will be noted that copper production during World War II reacted
differently from chromium and manganese, actually showing a smaller produc-
tion during this period. This decreased production, especially in 1944, is
probably attributable to a change in ownership of Matahambre Mine.

The United States Government statistics 9 on Cuba's copper production
from 1946 to first half of 1950 are:

TABLE 248

Production Production
Ore Concentrates

Year (metric tons) (metric tons)

1946 .......... ........... 165,750 34,668
1947 .............. ..... 188,980 41,741
1948 ........ . 208,900 50,260
1949 ......... ........... 273,000 58,196
1950 (Ist half) .................... - 28,733

$ Cayado, op. cit.
v Personal communication-United States Embassy, and United States Bureau of Mines.
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2. Cuba's Copper Deposits

Widespread Occurrence
The principal copper mineral in Cuban deposits is chalcopyrite (copper,

iron disulphide) with smaller quantities of bornite (copper, iron disulphide)

and chalcocite (copper sulphide). The basic copper carbonates, malachite
and azurite occur in the oxidized zone near the surface of the deposits.

Copper occurrences have been reported from every province of Cuba.
In addition to El Cobre in Oriente Province and Matahambre in Pinar del
Rio Province, probably those of most recent interest are: Election Mine,
in Oriente Province, 60 miles from Guantanamo and 10 miles from the port of
Bartiquiri, where a recent trial shipment yielded 22.5%o copper; Unica Mine,
in Pinar del Rio Province; and Christina Mine near Bayamo, Oriente Province.

Copper-Gold Prospects

Copper-gold deposits in the Sierra Maestra, west of Santiago, Oriente
Province, are currently being investigated as possible copper-gold producers.
For example, since 1939, one of these deposits, the San Miguel-located on the
south slope of the Sierra Maestra and 13 kilometers from Bayamita on the
south coast-has made four trial shipments of ore totalling 146 tons. Two
of these were to America Metals Company and two to the Metals Reserve
Company.

Results of these trial shipments have been reported as follows:-

No. I No. 2 No. 3 No. 4
Shipment Shipment Shipment Shipment

Copper ............. 16.00% 11.00% 14.99% 13.20%
Gold ............ . 1.63 oz. 1.20 oz. .99 oz. 1.27 oz.
Silver .......... 2.39 oz. 1.64 oz. 2.50 oz. 4.00 oz.

Of course these trial shipments were taken from surface workings and, because
of the complete absence of roads, had to be transported on mule-back to the
coast.

There are unquestionably other promising copper-gold prospects in Cuba.
But the general lack of public interest in mining and the present inaccessibility
of these deposits make their future exploitation problematical.

El Cobre Mine
As previously mentioned, El Cobre copper mine in southern Oriente

Province is by far the oldest mining operation in Cuba and has produced
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over a much longer period than any other type of metallic mineral deposit.
The underground working are, of course, inaccessible while the open pits are
badly caved. The dumps still carry some copper mineralization, which has
been estimated as high as 7% copper. This estimate is somewhat questionable.
It has also been reported that a sizeable tonnage of ore still exists in the old
workings, but until this has been proven by drilling or future exploration El
Cobre will probably continue to be a monument to the past rather than a
hope for the future of Cuba's mining industry.

Matahambre Mine

Matahambre Copper Mine in northern Pinar del Rio Province is the largest
and most efficient mining operation in Cuba. The copper mineralization occurs
in steeply dipping quartz veins and silicified zones up to 50' wide cutting
through sediments (greywache and shale, etc.). The deposit is also highly
faulted.

Underground workings now extend to 3,400 feet. Between 800 and 1,200
tons of ore pass through the modern concentrating plant per day. The con-
centrates carry 32.5 to 32.8%o copper. The mine is reported to have pro-
duced seven million tons of ore. The president states that the company
maintains a reserve of one million tons of ore.

After concentration the ore is carried by overhead tramway (36,000 feet)
to the port of Santa Lucia for shipment by boat.

At the present time 1,000 men are employed in the mine. The employees
live at the mine where over 500 homes have been erected. A school, church
and hospital have also been provided. During wet weather, the only means
of access to the town or mine is by air from Pinar del Rio or by boat to
Santa Lucia.

There are several other copper prospects in the Matahambre area, such
as La Constancia, Francisco, Candida and Dora.

3. Conclusions

Copper mineralization, although not as widespread as manganese, iron and
chromium, is, nevertheless, of prime importance to the mining industry of
Cuba.

Today the value of copper production exceeds that of all other metallic
mineral resources in Cuba and this production is secured entirely from one
mine-Matahambre.

It is believed that other copper properties-especially those carrying both
copper and gold-hold definite promise of becoming future mineral-producers,
if the Cuban people will show an active interest in their mining industry by
assisting in the financing of mining ventures.
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Iron

1. Production and Exports

Great Reserves

Iron, the most essential metal in the life of man, has been known to
occur in Cuba for centuries. Present estimates of Cuba's reserves of this
metal vary from three to six billion tons.

Modern iron-ore production began with the operations of Bethlehem
Steel Company in Cuba, in the Mayari area of northwest Oriente in 1908.
These operations, which produced a nickel-iron alloy called "Mayari iron",
closed down in 1917. The same company mined hard iron-ore at Daiquiri,
east of Santiago, Oriente Province for more than 30 years, discontinuing
their operations in 1945 as the ore was presumed to be exhausted.

During World War II, Freeport Sulphur Company under the sponsor-
ship of R.F.C., and D.P.C., and Metals Reserve Company mined residual
iron in the Mayari area as a source of nickel, with the iron content being
relegated to the waste dump. This activity, of course, did not prove practical
under peacetime conditions and operations ceased at the end of World
War II.

Export Statistics

The iron exports according to Cuban Government sources' 0 from 1938
to 1949 were:

TABLE 249

Approxniate
Export Value

Year (tons) (dollarm)

1938 .................... 152,043 -

1939 .................... 140,087 700,435

1940 ............... ..... 227,346 1,138,715

1941 .................... 104,749 523,745

1942 .................... 17,316 86,560
1943 .................... - -

1944 .................... -

1945 .................... - -

1946.............. ...... 102,003 672,484

1947 .................... 135,309 231,070

1948 .................... 24,351 -

1949 .................... -

1i Cayado, op. cit.
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According to United States Government sources'l the iron ore production
from 1946 to the end of the first half of 1950 was:

TABLE 250

Production
Year (metric tonS)

1946. ................................. ............ 4,344
1947 ............................................. 63,276
1948 ............................................. 36,595
1949 ............................................. 12,807
1950 (lst half) . ............................................ 11,594

2. Cuba's Iron Deposits
Soft Iron Ores

Cuba's iron ore is divided into two types: (1) soft iron ores; and
(2) hard iron ores.

(1) The soft iron ores, composed chiefly of hydrous iron oxide limonite
and some iron oxide hematite, are exposed over large areas in Oriente,
Camaguey and Pinar del Rio Provinces, with smaller exposures in the other
provinces and the Isle of Pines. The former probably constitute over 95%
of Cuba's iron ore reserves.

These deposits are formed by the disintegration, through weathering,
of a dark greenish colored rock, called serpentine, which is composed of
hydrated iron, magnesium and aluminum silicates, as well as minor quantities
of nickel, chromium and cobalt. The deposits form a blanket of red fer-
ruginous soil that extends horizontally for many miles. The depth varies
from one foot to 75 feet, probably averaging more than 25 feet.

The ores vary greatly in iron content from place to place, depending
upon the degree of weathering of the underlying rock, as well as on the
nature of the rock. Their general characteristics, however, are somewhat
the same. Iron runs from 40%o to 50%o usually averaging about 46%. Nickel
content averages about 1%o, chromium 1.5%, cobalt a fraction of a percent,
silica 2% to 6% and alumina 6% to 14%.

The principal areas of these residual ores, while extensive, only overlie
about 10% of the serpentine areas. They occur on flat ridge-tops in three
localities in Oriente Province-Sierra de Nipa (south of Mayari), Moa
and west of Baracoa. Similar ores, though of less importance, occjir north
and northwest of the city of Camaguey, Camaguey Province and north of
Consolacion del Norte in Pinar del Rio Province.

At the present time the soft-iron ores are not being exploited either for
their iron or nickel content. Drilling on the Bethlehem Steel Company
property, south of Mayari, was the only activity observed.

1 Personal communications-United States Embassy, and United States Bureau of Mines.
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Hard Iron Ores
(2) The hard iron ores, composed of the iron oxides, magnetite and

specular hematite, occur near Daiquiri, some 30-40 kilometers east of
Santiago, Oriente Province. They occur at the contact of an intrusive
(granodiorite) with limestones and volcanic intrusives. The iron-rich zone
is extremely irregular in outline, typical of this particular type of deposit.
The ore carries between 55%o and 65%o iron, 7%o to 12%o silica, 0.3%o to
0.9%o sulphur (from iron pyrites), and phosphorous below the Bessemer limit.

On many occasions, these deposits have been considered exhausted.
Since Bethlehem Steel Company ceased operations in 1945, the deposits
have again been presumed to be worked out, and for this reason iron
production in the area is nonexistent. Similar deposits occur to the west
on the south slope of the Sierra Maestra. The relative inaccessibility of
these deposits has delayed their detailed exploration.

A specular hematite prospect situated some four kilometers northwest of
Nueva Gerona on the Isle of Pines has been prospected by means of several
small lenticular open pits. The exposed iron-rich zone varies from three and
a half to five feet in thickness. The mineralization removed from the pits was
piled in two dumps, 125 and 50 feet long respectively. Although the mineral-
ization exposed appears high-grade, an insufficient amount of development
work has been performed to permit an accurate appraisal of the potentialities
of the deposit.

3. Conclusions

The reserves of soft iron ore, reported by various authorities to lie
between three and six billion tons, are certainly of first magnitude. The
relatively low percentage of iron does not permit their exploitation as
high-grade ores but the nickel, chromite and cobalt content should make
them more acceptable despite the fact that this has discouraged production
in the past.

The first problem to be solved is that of the separation of the iron,
nickel, chromium and cobalt components by methods that will lend them-
selves readily to large-scale low-cost operations.

The solution of this problem is believed to hold the key to Cuba's
future iron production.

Nickel and Cobalt

1. Production
Costly Production

Nickel and cobalt, two essential elements in modern steel practice, occur
in the soft iron ores of Cuba. This fact has already been referred to under
the section discussing iron.
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The Nicaro Nickel plant in north Oriente Province, was constructed in
1942-43 by various agencies of the United States Government at a cost of
over $33.5 million. It was operated by a subsidiary of Freeport Sulphur
Company. The process employed here called for the recovery of nickel and
some cobalt with iron and chromium relegated to waste. In 1945 nickel was
produced at this plant, at 25.7 cents per pound. With the addition of a
2-cent transportation charge to Habana or to Everglades, Florida, the cost
of production was 27.7 cents. Since the Metals Reserve sale price was only
27.5 cents, production costs, without any amortization of the plant, were
higher than the selling price.

The quantity of nickel oxide (over 75% metallic nickel) produced from
the ferruginous Nicaro deposits from 1943 to the closing of the operation
in 1947 is:1

2

TABLE 251

Production of
Nickel Oxide

Year (metric tons)

1943 ............................................... 2,400
1944 ............................................... 4,700
1945 ............................................... 10,900
1946 ................................................ 14,500
1947 ............................................... 2,600

Total ............................. 5......... 3,100

During this period over 1,800 people were employed by the company
and the payroll amounted to some $13 million per year. In spite of this,
the company was beset with labor difficulties and the plant was compelled
to close in March 1947.

2. Conclusions
New Process Required

The operation at Nicaro was strictly a wartime expediency. This plant
could not possibly operate in peacetime with production costs as high as
the sales price, without any allowance for amortization of the plant.

Peacetime exploitation of these ores will not be feasible at Nicaro or
elsewhere in Cuba until an economically workable process has been developed
by which the minor components-nickel, cobalt and chromium-as well as
the major constituent-iron--can be separated.

Gold and Silver
1. Production and Export

Wasted Efforts in the Past
According to tradition, Columbus is supposed to have returned to Spain

with gold secured in Cuba. Since his time, probably more individual effort

12 Personal communication, U. S. Embassy.
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has been uselessly expended in attempting to discover these elusive precious
metals in Cuba than in searching for any other type of mineral resource.

Several attempts to mine gold have been initiated in various places.
Today only one mine, Productos Minerales de Isla de Pinos, S.A., on the
Isle of Pines, is producing; and by the time this report has been written,
the operation may have ceased.

Silver, on the other hand, occurs in small quantities in copper, lead-zinc,
as well as gold ores.

The latest gold-silver production and export figures available are sup-
plied by the United States Embassy, Habana, for 1949. These figures are
for gold sinter shipments of 2,000 pounds containing from 8.1%o to 9.6%o
lead; 5.16 to 12.11 ounces per ton gold; and 27.85 to 29.38 ounces per ton
of silver.

Production (tons) Exports (tons)
1st half 2nd half Ist half 2nd half

1949 1949 1949 1949

Gold sinter 236 636 224 536

All this production came from Productos Minerales de Isla de Pinos S.A.

2. Cuba's Gold-silver Deposits
Occurrence

Gold occurs as free gold, sometimes with copper and silver mineralization,
in quartz veins, cutting all types of rocks from sediments to metamorphic
serpentine and igneous intrusives. Gold prospects have been reported from
all provinces.

Only Active Mine
The only active gold-mining operation, Productos Minerales de Isla de

Pinos S.A., is reported to have spent 1.5 million dollars since 1948 in
developing the property. This old gold-mining property was acquired by a
Canadian company, Transcontinental Resources Company, in 1948.

Since then, a new shaft to the 450 foot level has been completed. It is
reported that an ore body 3.5 feet wide and 700 feet long with an average
grade of 0.74 oz. gold, on the 300 foot level has been proven up.

The ore is concentrated and sintered for shipment to the United States.
Two hundred men on two shifts are employed. The manager stated that ore
valued at $350,000 has been produced since the initiation of operations.

The greatest obstacles to the success of the operation are an inefficient and
ancient power-plant and a lack of roads for trucking the sinter the 12 kilo-
meters to the shipping port at Nueva Gerona. It was proposed to cease
operations on October 15th.
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Other Operations
In addition to the present operation on the Isle of Pines, gold has been

produced from deposits in the vicinity of Holguin, Oriente Province. One
of these, Aguas Claras Mining and Smelting Company, a few kilometers
north of Holguin, is said to have been mined since the time of the Spaniards.
The underground workings reported to extend to a depth of 140 feet are full
of water, and only surface exploratory trenches are open for examination.
The present inactivity of the property is reported to be due to a lack of
capital and conflicting ownership claims.

Exploratory shafts and surface trenching have been excavated on the
Lane property south of Guaimaro, Camaguey Province. Here again lack of
capital and ownership-titles have proven a stumbling block.

In discussing copper deposits, this Report refers to the gold-copper veins
of the Sierra Maestra, Oriente Province. Similar copper-gold deposits, such
as the San Fernando, in the Trinidad Mountains of southern Las Villas
Province are expected to be explored by private capital in the near future.

3. Conclusions
On the basis of present information, the production of gold and silver,

per se, in Cuba is not expected to be of major importance in Cuba's future
mining industry. The production of the precious metals together with base
metals, however, does hold promise and may be a minor contributor to Cuba's
mineral production in the future.

Lead and Zinc

1. Production
Since lead and zinc deposits, per se, are not abundant in Cuba, most of

the production is derived from the mining of other minerals such as copper
and gold. The following lead-zinc production and export statitistics for 1949,
were secured from United States Embassy, Habana.

These figures represent a lead content of 10%o to 32%, zinc content of 22%
to 44% and silver content of 1.53 to 3.08 oz. per ton.

TABLE 252

Production in Tons Exporto in Tons

1st half-1949 .. ....... 202 175
2nd half-1949 ......... 27

2. Cuban Lead-zinc Deposits
Lead-zinc accompanying copper and gold mineralization has been reported

from quartz veins in serpentine in the Trinidad Mountains, east of Cienfuegos,
Las Villas Province. The deposits require further exploratory work.
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Small deposits of lead-zinc have been reported from localities in the
Guane area of western Pinar del Rio Province. The principal property in
this area is the Lela Mine, but like other prospects in the vicinity, it requires
more detailed exploration before being evaluated.

3. Conclusions
Available information does not suggest that lead-zinc production is likely

to be of any great significance in Cuba's future mineral production.

Tungsten
Uncertain Prospects

Cuba's tungsten deposits are located in the southwestern part of the Isle
of Pines, about 50-60 kilometers by road south of Nueva Gerona.

The tungsten minerals, ferberite-an iron-manganese tungstate, with
smaller quantities of scheelite, the calcium tungstate-occur in quartz-tourma-
line veins cutting schists. The tungsten deposits are found throughout an
area 12,000 feet long and 5,000 feet wide.

The Lela Mine, owned by the Pan-American Tungsten Corporation, has
been the only producer. It has been closed down for the past nine years
and at present the headframe and many of the buildings have been removed
and the 140 foot shaft is filled with water.

Last Survey in 1941

The United States Geological Survey examined these deposits in 1941,
during the operation of the Lela Mine.'3 They were of the opinion that the
tungsten reserves in the area "appear to be fairly large". They concluded
at that time that "the reserve of tungsten ore was roughly estimated, without
the benefit of sample data, at 55,000 tons containing about 750 tons of W03 .
On the basis of recent developments, however, it appears probable that the
reserve of ore is larger than this, and with continued development even
larger reserves may be proved."

The present condition of the property prevented a satisfactory examination.

II. NON-METALLIC DEPOSITS

Limestone and Marble

Inexhaustible Quantities
Limestone, or its metamorphic (recrystallized) equivalent, marble, occurs

in inexhaustible quantities in all Cuban Provinces.
High-grade limestone or marble is composed almost entirely of calcium

carbonate with minor amounts of magnesium carbonate and varying small

13 L. R. Page and J. F. MeAllester: Tungsten Deposzts, Isla de Pinos, Cuba; U S.G.S. Bull. 935D, 1944.
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quantities of iron, aluminum and silica-bearing minerals. For many uses,
the latter are considered as detrimental impurities in limestone.

All the usages of limestone are too numerous to discuss in detail. But
among the common uses are: as blocks for building or monurnental purposes;
crushed or pulverized for highway and building construction; and applied
to alkaline soils as an "agricultural lime". Crushed impure limestone is also
employed in the manufacture of portland cement and rock wool.

The most lucrative market for limestone, however, is found in its con-
version to burned lime or quicklime through calcining (roasting) in a lime
kiln.

Lime owes its great industrial value and varied application primarily to
the fact that it is the most abundant and cheapest of alkali chemicals. It is
therefore widely used as a base, causticizer and neutralizer.

Outlets for Burned Lime
The manufacturer of burned lime has three primary outlets; (1) build-

ing construction; (2) industry; (3) agriculture.
For construction purposes, lime is the cheapest mortar and plaster

material, chiefly because of its physical properties for making plastic mix-
tures, in relatively lean proportions, that harden on exposure to moist air.

In industry, lime is used by the iron and steel industry as a basic flux
to remove carbon, phosphorous and other acid impurities; in the manufacture
of paper, soap and sugar; in the treatment of leather and municipal water;
in the manufacture of calcium carbide and cyanamide and other chemicals;
in the manufacture of textiles where it is employed in four distinct opera-
tions, boiling out, bleaching, kier liming and dyeing.

In agriculture the value of lime is threefold: it (1) neutralizes acid soils;
(2) improves the tillability of heavy soils; and (3) supplies calcium, magne-
sium and often minute quantities of trace elements required by growing crops.

The principal use of marble is for building blocks and for shaping into
monuments but when crushed it is suitable for a railroad ballast and road
metal.

Lime in the Sugar Industry
Cuba not only consumes large quantities of crushed limestone for road

construction but also appreciable tonnages for building construction and in
the manufacture of burned lime. Sugar centrales require relatively important
quantities of burned lime for clarification of the sugar juice in sugar mills.
Tanneries also are important consumers of lime.

A typical sugar central consumes 1.279 pounds of burned lime per 100
arrobas of cane. Last year this same plant used 294,957 pounds of lime.
Many centrales produce their own lime by burning limestone from their own
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quarries. Others cannot do this so that they are compelled to purchase burned
lime at a price of $19 per ton f.o.b. lime kiln.

It is interesting to note that by using the statistics of the preceding para-
graph, the total tonnage of burned lime consumed during 1948, to process
the annual production of 4,280,355,295 arrobas of sugar cane, was 278,233
tons valued at $5,286,237. To produce this tonnage of burned lime, it is
necessary to mine 496,800 tons of limestone. Items such as this are usually
overlooked in appraising the economy of Cuba, as well as in the considera-
tion of the effects of mineral resources on the economy of the country.

Production of Limestone and Marble

The United States Bureau of Mines Minerals Yearbook provides the most
recent figures on Cuba's limestone and marble production. Following table
does not include limestone employed for building construction or for the
manufacture of burned lime and portland cement.

TABLE 253

1945 1946 1947

Marble-cut stone-cubic feet .................. 1,000 6,350 540
Crushed Stone-road building and con-

struction-metric tons ............................ 1,590,000 2,385,000 3,180,000

Nature of Deposits
The limestone deposits of Cuba vary in both chemical and physical prop-

erties from an impure, earthy limestone known as "marl" and carrying over
50% calcium carbonate to a pure, hard, fine grained limestone carrying over
99% calcium carbonate.

The thickness of individual limestone beds varies from less than one
inch to several feet, while limestone formations intersected during oil well
drilling operations have been reported as several hundred feet thick.

The limestones of Cuba vary in their position in the geologic column
(age) from the thick massive Upper Cretaceous limestones found between
Remedios and Santa Clara, Las Villas Province to the Pleistocene limestones
of the Habana area.

Limestones are found in every province. For example, massive Charco
Redonda limestone occurs in the extreme east and south Oriente, near
Santiago, Oriente Province. Eocene and Miocene limestones are widely
scattered throughout Camaguey Province. Thick, massive lower Cretaceous
limestones form prominent ridges in Las Villas Province. Miocene and
Oligocene limestones stretch from Matanzas, through Habana to Pinar del
Rio Province. The prominent "mogotes" of north Pinar del Rio Province
are composed of Cretaceous limestone.
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More than 20 limestone quarries are located along the Central Highway.
Many other quarries are situated along secondary roads, railroads on sugar
cane land, farms and ranches.

Low-grade or impure limestone, of which there is an inexhaustible
supply throughout the country, provides the basic raw material for Cuba's
lone portland cement plant.

Analysis of Samples
Grab samples were taken at two quarries and chemically analyzed.

The following are the results:
1. Two samples taken at United Fruit Company quarry about 12

kilometers southwest of Mayari, Oriente Province, ran 98.88% and 99.77%
calcium carbonate. They also carried 0.84% and 0.92% magnesium car-
bonate, respectively, with only a trace of iron. The analyses indicate that
this hard, fine-grained limestone of Miocene age is exceptionally high grade
and suitable for any purpose requiring a high-grade raw material. United
Fruit Company presently calcines the limestone and uses the resultant
burned lime in their sugar mills. A large portion of the production from
this quarry is employed as railroad ballast on their railroad.

2. One sample of an extremely hard, fine-grained limestone was taken
from a quarry located about six kilometers west of Santiago, Oriente
Province, on the Central Highway. This sample contained 97.70% calcium
carbonate and 1.17% magnesium carbonate. It is therefore a good grade
of limestone but not particularly high grade. Since this material is currently
utilized for road and building construction, the physical properties are
more important that the chemical composition.

These two quarries were chosen at random for sampling and not because
the limestone appeared better than elsewhere. The results obtained are
believed to be more or less typical of the limestone deposits of Cuba.
This abundance of unlimited quantities of high-grade limestone would
prove a boon to the island if the deposits were fully exploited.

It is interesting to note, that the most productive soil on the island is
the brick-red, clayey soil derived from the weathering of Miocene limestone.

Marbles
A discussion of this subject would not be complete without mentioning

the marbles of the Isle of Pines. These white-to-gray, red-stained marbles
form prominent hills around Neuva Gerona. They have been employed for
many years as a source of blocks for building and monumental purposes.
The deposits are thick bedded, massive and have been highly faulted. The
delicate red staining found in the marble near faulted areas provides a
beautiful marble that takes an excellent polish.
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It should be noted that a large percentage of the oldest so-called lime-
stones of Cuba should properly be designated as fine-grained marbles. They
have been subjected to considerable heat and pressure during mountain
building during past geological periods and thus have been converted into
very hard carbonate rich rocks.

Conclusions

High-grade limestone deposits, suitable for a great variety of uses are
abundant throughout the island. Great quantities have been consumed
annually, for many years, but most of the production yields only a low
financial return since it is consumed in building and road construction.

Much of this limestone is of sufficiently high grade to bring a premium
when utilized by industry. Suitable industrial markets, therefore, should
be sought and the establishment of industries should be encouraged which
could utilize this type of raw material.

Low-grade limestone, of certain definite chemical composition, is em-
ployed in the manufacture of rock wool. Whenever a market for this type
of product is found to exist in Cuba, abundant raw material is available
for its production.

Clay

1. Properties of Clay
Technical Description

The term "clay" is normally applied to certain earthy rocks whose
principal physical property is that of plasticity when wet. This permits
them to be molded into various shapes which they retain when dry. In
addition, they harden when fired. Consolidated clays are known as shales;
metamorphosed members of the group, or those that have been subjected
to heat and pressure, are referred to as slates.

The chemical and mineralogical variation in clays is also one of their
characteristics. Clay minerals, however, are principally composed of hydrous
aluminum silicate while minor quantities of iron, magnesium, calcium,
sodium and potassium are present in a few minerals of the group.

Clays also contain extraneous minerals such as quartz, mica and other
rock-forming minerals, since they originate through the weathering and
disintegration of various types of rock.

Texturally clays are very fine-grained. The true clay particles are usually
under two microns (.002 millimeters) in diameter.

Classification of Clays
There are several methods of classifying clays: some, based on usage;

others on mineral composition, origin or geological age. Rather than dis-
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cuss the merits of different classifications, in this report, clays will be
broken down as follows:

1. Fire-clays include all clays that have a fusion point in excess of
2759° F. Varieties that are white firing are referred to under separate
terms as kaolins and ball clays. Therefore the term "fire-clays", as em-
ployed here, are those that do not burn to a white color. They are
employed principally is the manufacture of refractory products.

2. Kaolins are clays composed principally of the mineral kaolinite.
They burn white at temperatures over 2759° F. They are used largely
in the manufacture of high-grade products such as white earthenware and
porcelain, while raw kaolin is employed as a filler in paper, rubber and
other goods.

3. Ball clays are very fine-grained, refractory clays without any specific
mineral composition that also fire white or near white at elevated tem-
peratures. Their principal property is bonding strength in both the green
and burned condition. They are used chiefly as one of the ingredients of
whiteware and for other purposes where a refractory clay of good bonding
power is required.

4. Stoneware clays are of a semi-refractory character and of a dense-
burning quality which do not necessarily burn white. As the term indicates,
they are utilized in the manufacture of better grades of stoneware.

5. Paving-brick and sewer-pipe clays and shales are ordinary common
plastic clays and shales utilized for this purpose.

6. Brick and tile clays are those common plastic clays employed in
the manufacture of these items.

7. Bentonite, a variety of clay composed principally of the clay mineral
montmorillonite, has the property of swelling on becoming wet. It is
therefore used for grouting drainage ditches and dams. This particular
type of clay, in the raw state, is employed in decolorizing oils and as a
medium for basic exchange in water softening.

8. Other clays and shales have the property of bloating and of be-
coming porous or honeycombed with small non-connecting pores when
heated to temperatures of 2000-24000 F. These products, which are light-
weight and porous, not only serve as lightweight aggregates for concrete
work, but also possess both thermal and sound insulating properties.

9. Bauxite is a clay-like material with a high alumina content. It is
of importance since it is the ore of aluminum.

Clays may be used in the unfired or fired condition. The properties
that govern the use of clays in their raw condition are color, texture,
bonding-strength and absorptive qualities. For example, they are used
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as a filler in the manufacture of paper and rubber as well as for bonding
foundry sands and stabilizing roads.

2. Cuba's Clay Deposits

An Important Resource
Clays of almost every type except high-grade refractory, bentonite and

bauxite occur in Cuba. The importance of this particular mineral resource
in the economic life of Cuba is demonstrated by the large number of brick
and tile plants located in all parts of the country. In building construction,
clay products are an absolute necessity.

Since Cuba is bountifully supplied with this natural resource, importa-
tions have been reduced to a minimum. They are composed principally of
certain high-grade refractory products which are gradually being replaced
by Cuban products.

Cuban brick and tile plants vary in their method of operation from
the most primitive hand-forming practices to modern mechanized operations.

Published data relating to Cuban clay deposits is practically nonexistent.
For this reason widely scattered clay deposits from different provinces were
sampled. The latter were evaluated by firing tests. The following afe the
results:

Groups of Samples
The samples tested are arbitrarily divided into five groups according

to geographic location of the deposits:
a. Azorin clays-Camaguey Province
b. (i) Fonte clays-Isle of Pines-Habana Province

(ii) Porvenir clays-Isle of Pines-Habana Province
c. Puerto de Golpe clays-Pinar del Rio Province
d. (i) El Cobre kaolin-Oriente Province

(ii} San Francisco clays-Oriente Province
(iii) Manati kaolin-Oriente Province

e. Corral Nuevo Road clay-Matanzas Province

a. Azorin Clays
Three different types of clay are employed in the manufacture of sewer-

pipe, brick, tile and other ceramic products at the Azorin Tile and Sewer
Pipe Company plant at Camaguey, Cuba.

The principal refractory clay employed by this manufacturer is light
gray in color and contains an excess of rock pebbles. An examination of
the clay shows that it is derived from the weathering of an igneous rock
probably of dioritic character.
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The company provided the following chemical analysis of the kaolinitic
clay:

Constituent Percentage

Silica ........ .................. 63.58
Alumina .......... ................ 30.88
Iron oxide .......................... . 1.94
Lime ........ .................. 2.83
Magnesia .......................... 0.37

Firing tests produced a cream colored product of low shrinkage, smooth
texture, high porosity and steel hardness suitable for use in the manufacture
of refractories.

This particular clay probably has a higher kaolinite content than the
other clays used by this company. At the present time it is employed in
the manufacture of experimental refractory brick.

A second kaolinitic clay utilized by this plant is light gray in color
but of a non-refractory character. It is presently blended with the refractory
clay as a raw mix for the manufacture of sewer pipe.

Ceramic tests on this plastic clay produced a mottled pink-brown colored
product which exhibited a good firing behavior and smooth texture. The
tests indicated that it is suitable for the manufacture of -sewer-pipe, flue-
lining and other related clay products.

The third clay is a dark gray-brown colored plastic material which
exhibited a good green strength. On burning, it produced a dark colored
product, harder than steel, of low firing range, becoming slightly glassy
at a temperature of 21290 F.

Indications are that this clay would take a good salt glaze and is suitable
for the manufacture of brick and tile. At present it is blended with the
non-refractory light-colored clay for manufacture into building tile.

b. (i) Fonte Clays
The Fonte clay deposits, scattered over an area of several hundred acres,

are located about 14 kilometers south of Nueva Gerona, Isle of Pines, Habana
Province.

A small quantity of clay has been produced from shallow pits, while in
other locations the clay has been exposed by shallow test pits.

According to the owner the clays are known to be at least 25 feet thick and
become lighter in color with depth.

At all pits the clays were found to be very plastic. They varied in color
from white to black. They are often iron stained and usually contain mica,
suggesting that they were derived from the weathering of the schistose country
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rock. The clays exhibit good green strength, all are of a siliceous nature
and probably contain kaolinite.

On burning they varied in color from a gray-tan to light gray and white.

Potential uses for the different clays vary from the manufacture of white-
ware and pottery to that of structural clay products.

The small quantity of clay mined in the past was sold for $1.50 per ton
to a brick and tile manufacturer, formerly located in Nueva Gerona.

(ii) Porvenir Clay
This deposit, which contains clay typical of a large area in this particular

part of the Isle of Pines, is located 13 kilometers southeast of Nueva Gerona,
on the Santa Fe Highway.

The clay originated through the weathering of the surrounding schistose
country rock. It is similar in origin to the Fonte deposit in that it is micaceous
and contains limonite nodules, but in the latter deposit weathering has been
more intense and proceeded further, producing a better raw material.

The raw clay is light to medium gray in color, becoming gray-pink on
burning. It has a low green strength, becoming harder than steel on firing
and developing a medium texture.

The highly stained (iron) character of the material limits its potential
uses to the production of common brick and floor and wall tile.

At one time it was mined as a raw material for a brick manufacturing
operation in Nueva Gerona.

c. Puerto de Golpe Clays
Clay from this deposit, located about one kilometer west of Puerto de

Golpe, Pinar del Rio Province, is produced as a raw material for the manu-
facturer of ceramic products in Habana.

The clay is usually white or light gray in color but often is stained a rust
red by percolating ground water. It exhibits a moderate green strength and
fair plasticity.

The material is locally known as kaolin but this is believed to be a mis-
nomer as the clay actually contains a very small quantity of kaolinite and
should be more properly termed a fire clay. Two samples were taken-one
near the top of the pit-another 25 feet lower down in the pit. On firing the
former became light tan in color, softer than steel, moderately fine texture and
exhibited very little shrinkage. It is suitable for the manufacture of refrac-
tories.

The sample taken from near the bottom of the pit has suffered less leaching
and, on firing, became orange-brown in color, harder than steel and exhibited
greater shrinkage. It is most suitable for the manufacture of brick and tile.
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The fire clays from this deposit require beneficiation before use in order
to remove quartz and limonite particles as well as to reduce iron-staining.

d. (i) El Cobre Kaolin
A kaolinized zone at least 500 meters long (east-west) by 50 to 200 meters

wide is exposed immediately southwest of the old mining town of El Cobre,
Oriente Province. The kaolinized area occurs along a fracture zone with
kaolinization most complete in and near fractures. The deposit is cut at one
location by a small vertical porphyry dike, 2-3 feet wide and striking S 30° W.

There is a large quantity of kaolin available but the deposit requires further
prospecting and the raw material should be beneficiated to produce a high-
grade raw material.

Professor R. Fiterri, University of Habana, provided the following chem-
ical analysis of beneficiated El Cobre kaolin:

Constituent Percentage

Silica ........ ................... 45.0
Alumina ......... .................. 38.0
Iron oxide .0.............5........... 05
Lime ...... 0.8
M agnesia ....................... .... 0.6
Water ........ ................... 14.0

The kaolin is tough and fine-grained; possesses fair plasticity when wetted
and moderate green strength on drying.

Firing at 2129° F. produced a fine-textured product of near-white color,
softer than steel and containing minute iron-stained specks.

The superior quality kaolin, produced by beneficiation, would be suitable
for use in the manufacture of numerous ceramic and other products including
whiteware and pottery.

(ii) San Francisco Clays
The San Francisco Brick Company plant located immediately east of San

Juan Hill, Santiago, Oriente Province, uses a clay secured nearby from de-
posits in the San Juan valley. It is used in the manufacture of common brick.

The clay is an ordinary light-brown material that would be termed ordinary
mud by the layman.

The material was found to have a low degree of plasticity when wetted
and low green strength when dried.

Firing at a temperature of 2129° F. produced an overhead product of
high shrinkage, chocolate-brown in color, medium textured and harder than
steel. It is suitable for the manufacture of common brick and tile.
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(iii) Mlanati Kaolin
The Manati kaolin deposit is situated at the foot of the only prominent

hill in the area, about four kilometers south of Manati Central in the north-
west corner of Oriente Province. The deposit was developed through the
weathering of a highly feldspathic rock on the east and west sides of the
hill which is composed of a highly siliceous rock.

The kaolin has been mined from a small pit on the east side of the hill.
It has been reported that this deposit was drilled and found to be over 25
feet thick and to underlie an area 0.33 miles long by 200-300 meters wide.
The quality of the kaolin merits further exploration to substantiate this
report. The deposit on the west side of the hill should also be explored.

The material is very fine-grained, white in color and possesses a soapy
feel. It is not very plastic when wet and exhibits low green strength on drying.

A sample fired at 2129° F. was white in color, fine-textured and softer
than steel.

It is considered a kaolin of very good quality and should be employed as
such in the ceramic and other industries.

e. Corral Nueva Road Clay
This deposit and pit are located 400 meters north of the junction of

Nuevo Corral road and the Central Highway or about two kilometers directly
west of the western limits of the city of Matanzas, Matanzas Province.

The clay is presently employed by two nearby brick plants as a raw
material for the manufacture of brick and tile.

The clay in the pit face is over 30 feet thick. Other similar clay deposits
exposed by small pits were observed in the same general area.

Firing tests indicate that the material is suitable only for the manufacture
of brick and tile.

3. Conclusions
Inexhaustible Supplies

Cuba has inexhaustible quantities of clays. Both the variety and wide-
spread occurrence of the clays are indicated by the above discussion of the
samples collected during the visit of the Mission to Cuba.

Aluminous laterite (ferruginous bauxite) of sufficiently high alumina-
content to permit its employment as a source of aluminum occurs in Jamaica.
The highly ferruginous lateritic red clays of Cuba appear similar to the
Jamaican deposits.

The United States Geological Survey investigated 14 the Cuban deposits
to determine if they had a sufficiently high alumina-content to permit their
use as aluminum ores.

14 H. N. Bramlette: Report o. Baux;te Poss:bdatnea of Cuba. U S. Geological Su-tey, July 1943
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The report includes a study of lateritic clay deposits located southwest
of Sierra de Nipa and Guayabal de Peru and north of Guantanamo, all in
Oriente Province; on Sierra de Cubitas and the area between Ciego de Avila
and Gaspar in Camaguey Province; portions of Habana and Matanzas
Province; north and northeast of Pinar del Rio in Pinar del Rio Province.

As a result of this preliminary study, the investigators concluded that:
"Although the examinations were not made in sufficient detail to
exclude the occurrence of this mineral (bauxite), it can be said
that large surface deposits such as occur in Jamaica are not pres-
ent in Cuba."

Bentonite, the swelling clay, derived from the weathering of volcanic ash,
has not been reported in Cuba. Because of the occurrence of volcanic ash
deposits (tuffs) in Cuba it appears possible that bentonite may be discovered
in the future.

Market for Kaolin

A market for high-grade kaolin is usually available. It is far more
difficult to find Cubans sufficiently interested in the deposits to underwrite
their development and exploitation.

There are more than 150 active ceramic plants in Cuba, most of them
manufacturing brick and tile and all using Cuban clays. The impact of this
industry on the economy of the country would be more readily appreciated'
if Cuba were compelled to import the raw materials used or the manufac-
tured products.

The tendency of the larger brick plants to employ more mechanical
equipment in their operations is a sign of progress that should certainly
be encouraged.

Great Expansion Possible

The production of lightweight aggregates from clays and shales is an
unknown industry in Cuba. The possibilities are tremendous in this particu-
lar field. The employment of these lightweight aggregates (bloated clays and
shales) in concrete buildings in Cuba would not only produce a strong light
building material but also provide the thermal insulation, so important in
the climate. Suitable bloating clays and shales may be located in all sections
of Cuba. They only await development.

The abundance and variety of clays available should permit a great
future expansion in the Cuban ceramic industry, provided that Cuban capital
can be educated to the possibilities of this industry.
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Gypsum

Occurrence and Production
Gypsum, or hydrated calcium sulphate, occurs at several localities in

Cuba in the Provinces of Pinar del Rio, La Habana, Matanzas, Camaguey
and Oriente. The principal deposits, as well as those currently being exploited,
are located at Corral Nuevo, east of the city of Matanzas, Matanzas Province,
and at Punta Alegre, on the north coast of northwest Camaguey Province.

The following gypsum production statistics were secured from United
States Bureau of Mines Minerals Yearbook:

TABLE 254

Crude Gypsum Calcined Gypsum
Year (metric tons) (metric tons)

1944 .................. 9,008 4,061
1945 .................. 10,400 2,974
1946 .................. 14,300 4,344
1947 ......... ........... 14,900 3,077

Corral Nuevo Deposit
The gypsum deposit at Corral Nuevo consists of a series of conglomeratic

gypsum beds, over 100 feet thick, interstratified with a series of volcanic
rocks (tuffs). The gypsum beds, which dip at an angle of 75° east, contain
for the most part rounded to sub-angular pebbles of surrounding country
rock with gypsum forming the cementing matrix. A few thin beds up to one
foot thick, are fairly pure, without pebbles, but they are usually discolored
by dark colored streaks.

The ore is mined by open pit, hand-sorted, crushed in a small plant at
the mine and transported by overhead tramway to a sugar central railroad
for shipment. This production is currently consumed partially by the cement
plant and partially as calcined gypsum by the building trade. The latter
outlet is located in the city of Matanzas.

It was learned that the plant operates for not more than two or three days
per week and the two shifts that are employed can ship 120 to 150 tons per
day. The period of operation, of course, depends upon the immediate demand
for gypsum.

Punta Alegre Deposit
The Punta Alegre deposit is almost identical with the Corral Nuevo

deposit, except it appears to be more extensive and the pebble-free zones
are thicker, thereby providing an over-all better product. The deposit is
highly contorted and faulted and apparently crops out over an area of more
than seven kilometers (E-W) by one kilometer (N-S). This deposit is also
mined by open pit, hand-sorted and trucked to,a small crushing plant situated
along a sugar central railroad.
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The Corral Nuevo and Punta Gorda gypsum mines are owned and
operated by one owner. Both are operated sporadically and supply the
same markets.

Conclusions

The gypsum deposits currently operative in Cuba are not high-grade but
a superior product could be produced by improvements in the methods of
concentration. The only future market, of course, would be provided by
Cuban industries. They are entitled to a better product than that presently
provided by the current operator.

The deposits are sufficiently large to continually provide Cuban industries
with gypsum in the foreseeable future. Gypsum may not be a major factor
in the development of Cuba's mineral industry, but the production from
Cuban deposits certainly will continue to be a factor in reducing the quantity
of minerals imported into Cuba.

Barte

Occurrence

The principal Cuban barite (barium sulphate) occurs as veins from a
few inches to over two feet wide and as replacement deposits up to ten feet
in thickness. They occupy fault and shear zones in highly contorted sedi-
ments (schists and slates) of north and west Pinar del Rio Province. Barite
is also found as small vein deposits in the igneous rocks of north Oriente
Province.

Barite, of both the coarse crystalline (glass tiff) and dense fine-grained
(ball tiff) variety, is for the most part badly stained with manganese and
iron oxides. Since it often occurs in highly shattered (shear) zones it is
intimately mixed with fragments of country rock.

Past operators, who mined by open pits, had to resort to hand picking
in order to secure a marketable product of 92% to 95% barium sulphate.
The ore was ground at the grinding plant at Regla, Habana Province.

Markets

There are two broad markets for barite: (1) ground barite used in the
manufacture of well drilling mud and paint and also as a filler in paper
and rubber; and (2) as lump barite in the production of lithopone and barium
chemicals. It has been reported that Cuba's barite production was utilized
for both purposes. If this is true, careful hand picking of the ore was
essential for all uses except oil-well drilling mud because of the abundance
of manganese and iron oxides occurring in the barite.
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Former Exports
Cuban barite production has ceased entirely since 1945, because of a loss

of markets in Trinidad and the United States. The following barite produc-
tion table is presented from United States Bureau of Mines Minerals Year-
book. The tonnage figures from 1942 to 1945, inclusive, are based on exports
which should be almost identical with production figures for those years.

TABLE 255

Year Production (metric tons)

1939 .......................... 10,671
1940 ......................... . 16,105
1941 .......................... 13,223
1942 .......................... 3,787
1943 .......................... 3,158
1944 .......................... 4,787
1945............... ........... 2,094
1946 .......................... none

These production figures do not agree with the statements of Cubans
that worked in the barite mines. A former official of the Cerro de Cabras
Mine on the Amelia denouncement, 15 kilometers northwest of the city of
Pinar del Rio, states that this mine alone produced over 50,000 tons of ore.
The large open pits produced by this operation partially substantiates
this claim.

Conclusions
There are unquestionably relatively large tonnages of barite still avail-

able in Cuba. The future production of this mineral resource, however,
would appear to depend, to a major degree, on the availability of future
markets or the establishment of industries in Cuba that could utilize the
raw material.

It was learned that the last foreign markets for Cuban barite were lost
because the Cuban producers became careless and persisted in continually
shipping an inferior-grade product rather than the higher-grade material
that had formerly been exported.

A future increase in oil-well drilling should provide sizeable future mar-
kets for barite converted to oil-well drilling mud.

Magnesite
Occurrence

Magnesite or magnesium carbonate crops out south of Chromo, ten kilo.
meters northeast of the city of Camaguey.
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The deposit was discovered and identified in 1935 and test-pitted in 1939.
At that time, a market was supposed to have been secured for the mined
magnesite. This market apparently failed to materialize.

The deposit is located in a low, swampy area on the flat plains surrounding
Camaguey. The magnesite has been exposed by test pits scattered over a three
to five acre area. At the present time most of the test pits are filled with water
but in one pit three and one half feet of magnesite was exposed, while else-
where it appeared to be only one foot in thickness. The magnesite contains
numerous fragments of highly weathered serpentine. It would be necessary
to remove the latter during concentration.

Results of Analysis

Grab samples taken from the best available outcrop were found by chemical
analyses to contain 90.35%o magnesium carbonate and only a trace of calcium
carbonate. The analyses indicate that part of the magnesite at least is of a
good grade.

Uses

There are three principal uses for magnesite:

1. Crude magnesite is used in the preparation of various chemicals but
the annual production for this purpose is comparatively small.

2. Caustic magnesite is the product of calcining magnesite (driving off
the carbon-dioxide through heating to a temperature not exceeding
12000 C), resulting in the production of magnesium oxide or magnesia.
This product is employed in the manufacture of oxychloride cement,
fertilizers and synthetic rubber.

3. Dead-burned magnesite is the granular product derived by calcining
magnesite at temperatures in excess of 1450° C. The tonnages of this
type of material far exceed the other two. It is utilized as a refractory
or in the manufacture of refractory products.

Conclusions

The only known magnesite deposit in Cuba, described above, is too small
to be of paramount importance to Cuba's mining industry. The occurrence
of this deposit, however, may be an indicator that other magnesite deposits
may be found in the same general area. Future prospecting should reveal
these and thus could possibly provide a more extensive and perhaps a higher
grade material sufficient at least to supply Cuba's domestic demands for this
type of mineral.
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Silica Sand
Occurrence

Coral sand, or sand composed of calcium carbonate, is abundant along
Cuba's shorelines. But silica sand, suitable for building construction or the
glass industry, is reported to be a very scarce mineral resource in Cuba.

One silica sand deposit is located near La Coloma, on the south coast of
Pinar del Rio Province. Here well-rounded quartz sand grains occur
abundantly in the upper one to two feet of the red clay surface soil of the
area. The sand is believed to have originated through the weathering of an
old mountain range in north Pinar del Rio. The deposit is somewhat pockety
but extends over a large area from La Coloma east to the Hondo River.

The sand and red clay are separated by simple washing. The sand is cur-
rently used by a ceramic plant in Habana.

Conclusion
Similar silica sand deposits should be found in other areas of Cuba, as for

example, on the Isle of Pines, in the rivers crossing the Trinidad Mountain
area of southern Las Villas Province and from rivers draining several localities
in the mountainous areas of east and west Oriente Province. These areas are
somewhat inaccessible and for this reason they have not been prospected for
this type of material.

To date the glass industry has not met with success in Cuba. Although this
has been chiefly due to poor manufacturing technique, a source of high-grade
glass sand would nevertheless help overcome some of the obstacles to its
successful development.

Asbestos
Two Deposits

Only two deposits of asbestos have been reported in Cuba. The principal
deposit consists of scattered small gash veins, averaging one to two feet in
length, in serpentine country rock. It is located in the Sierra de Trinidad,
about 20 kilometers northeast of the town of Trinidad, Las Villas Province.
Although the fibers, in general, are usually less than 1/2 inch in length, some
of over two inches in length were observed. The deposit is too small and the
fibers in general are too short by modern standards for this deposit to be
of importance.

The second deposit consists of small. asbestos stringers in the igneous
intrusive rocks at Sagua de Tanamo, northern Oriente Province. The paucity
of information concerning this inaccessible deposit, except for the reported
shortness of the fibers, precludes any opinion on its economic possibilities.
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Geologically, asbestos deposits would be expected to occur much more
abundantly in the large areas of serpentine outcrop in Cuba. They may not
have been discovered in the past as prospectors were not interested in this
particular type of mineral. The present world demand for long-fibered asbes-
tos should create more interest in asbestos deposits and may ultimately lead to
the discovery of Cuban deposits with economic possibilities.

Tale

Talc deposits have not been reported in Cuba but specimens of an impure
talc-like material, similar to soapstone or talcose schist were submitted for
examination during the study of Cuba's mineral deposits.

Geologically, talc should be found along the northern, highly-folded
and serpentined areas of Cuba. This mineral is of some strategic importance
and could be readily utilized by various Cuban industries or shipped to
markets in the United States.

Future detailed geological exploration and prospecting may discover
deposits of this type in Cuba.

Portland Cement

Cuba's Only Plant

Cuban's sole portland cement plant, owned by La Cornpania Cubana de
Cemento Portland, a subsidiary of the Lone Star Cement Company of
the United States, is located on Mariel Bay, 60 kilometers by road, west
of Habana, Habana Province.

The raw material, composed of highly weathered impure limestone, is
mined by open pit from a hillside on the property. Gypsum is supplied
from Cuba's gypsum deposits at Corral Nueva, Matanzas Province, and
Punta Alegre, Camaguey Province.

The capacity of the cement plant has gradually grown with the passage
of time as the domestic demand has increased, until today five kilns are in
operation, producing nearly 2,000,000 barrels annually. In spite of this
there is still a shortage of portland cement in Cuba, and, in consequence,
it is being imported from Belgium, Germany and occasionally the United
States.

To overcome this deficiency, a sixth kiln is at present being installed,
wbich should increase the production to about 2,350,000 barrels annually.
Despite the current high building rate, this will nearly satisfy the domestic
market and virtually eliminate importations for the present.
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Production
The following Cuban portland cement production statistics were secured

from United States Government sources:

TABLE 256

Production
Year (barrels)

1939 .752,600

1940 .890,700

41 .909,500

1942 .971,700

19493 .997,700

1944 .1,022,100

1945 .1,214,600

1946 .1,414,100

1947 .1,626,000

1948 .1,856,800

Prices
Resolution No. 242 of the Cuban Ministry of Commerce, effective

June 29, 1949, which reduced the manufacturer's price of cement by 8.5%o
and limited the retailer's maximum profit to 10%, was still in effect on
October 10, 1950. Manufacturer's maximum prices per barrel are now
established at $3.38 when sold to architects, contractors and merchants, and
$3.53 to private firms and individuals. However, buyers of cement must
also pay about $0.73 per barrel in taxes, as follows: consumers' tax, $0.50;
sales tax, about $0.13; and architects' retirement fund, $0.10.

Conclusions

There is considerable agitation in Cuba for the construction of a second
cement plant at Santiago, Oriente Province, in the eastern extremity of
the island. It has been suggested that the proposed plant should have a
capacity of some 750,000 barrels per year.

Before this suggestion is carried into effect it would appear advisable
to make a more careful survey of the markets in that area. The comparatively
small scale of the proposed production would probably result in higher
costs than those of the cement produced at Mariel Bay. Only, therefore,
where there is a sufficient freight differential to overcome the greater
production costs could the proposed plant compete with the present opera-
tion. The nearest foreign market to the proposed plant would be in Puerto
Rico, where the market is at present adequately supplied by two local
manufacturing plants.
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III. FUEL DEPOSITS
PETROLEUM

1. Cuban Oil Fields
Early History

Petroleum products-tar-seeps and asphalt deposits-were utilized in
Cuba long before Columbus discovered the island in 1492. The natives
used asphalt not only for caulking boats, but also in the concoction of
medicines. The earliest known discovery, however, of Cuban petroleum-
products by Europeans was made by Sebastian Ocampo, in the bay of
Habana, in 1508, who found a "liquid bitumen" on the waters of the bay.

In 1864, John Poey registered the Santiago mine claim, in the present
Bacuranao area, under the name of "Abeja". Asphalt was found in test
pits and a small quantity of oil was found at a depth of 200 feet. Explora-
tion was then suspended because of uncertain conditions in Cuba.

During 1880, gas escapes were observed in the Motembo area by a
Spaniard, Manuel Cueto. As a result of these observations, Cueto com-
menced drilling and on August 18, 1881 succeeded in striking natural
naphtha at a depth of 900 feet.

History also reveals that Alvarez and associates, between 1890 and
1896, drilled several wells in the Langunillas district west of Cardenas.
It has been claimed that they succeeded in developing a well which pro-
duced 100,000 gallons of petroleum.

Modern Developments
The major attempts, however, to locate petroleum deposits in Cuba

have been undertaken during the past 35 years. Geological reconnaissance
and minor efforts at geophysical exploration have prefaced the deeper drill-
ing operations of major oil companies.

Up to the present, efforts to locate oil in Cuba have been almost entirely
concentrated along the western portion of the north coast, apparently on
the supposition that the north coast of Cuba represents the southern limit
of the rich Gulf oil province of the United States. Three wells, however,
have been drilled south of the highly folded belt of the north coast-two
in Pinar del Rio and one in Matanzas. The drill-logs of the latter are either
incomplete, missing or unavailable.

By the end of 1947 major oil companies had drilled 32 wells. Of these,
22 showed gas, traces of oil or asphalt, but none were producers. The
last major drilling since 1947, that of Companie Petrolera Eureka S. A.
in Cardenas Bay, has led to conflicting reports.

Oil has been produced from three fields in Cuba. These are (i) Bacu-
ranao; (ii) Motembo; and (iii) Jarahueca.
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BACURANAO OIL FIELD

The Bacuranao field is located in the north portion of Habana Province,
about 14 miles due east of the city of Habana. The productive area covers
about 500 acres.

The history of the field commenced in 1864, with the activities of
John Poey, referred to previously. The Union Oil Company drilled their
first well in 1914. It produced three to four barrels per day of 28.5° A.P.I.
crude from 700 feet. A three-unit skimming plant, capable of refining 300
barrels of crude per day, was constructed. Later a compressing plant for
bottling gas, which was sold in Habana, was erected. These plants are
now dismantled.

The field is situated on the north slope of the Habana-Matanzas anticline
in a highly faulted area in serpentine, but adjacent to the contact with
Cretaceous sediments.

About 60 wells,'5 all of which were sunk with cable tools to depths
ranging from 200 to 2,070 feet and averaging about 1,200 feet have been
drilled since 1914. Since flowing wells were never reported, the oil was
presumably produced either by pumping or bailing. Cumulative production
reported to the end of 1944 was 145,203 barrels with a current production
of about one barrel a day from the entire field.

Important new developments in the Bacuranao field are not anticipated.

MOTEMBO OIL FIELD

The Motembo naptha field is located in the northwest corner of Las
Villas Province, about 17 miles northeast of the town of Colon. The
entire field covers about 2,250 acres, with the main field comprising 1,500
acres and a smaller producing area, known as Vesubio, located 4 miles
to the southeast, covering 750 acres.

Although naptha was discovered in the Motembo area in 1881, major
production did not begin until 1934. About 1,500 wells have been drilled
in the area, 1,050 in Motembo proper and 450 in Vesubio. The wells
range in depth from 350 to 3,400 feet, averaging 1,500 feet. Depth of
production ranges from 400 to 2,000 feet, averaging about 1,000 feet.
The major producing zones occur between 800 and 1,200 feet.

The average life of a well is three years. Only four flowing wells were
brought in and one of these had an initial production of 775 barrels a
day. The present average production per well is approximately 0.10
barrels per day. Although naptha was originally produced by pumping,
today it is secured by bailing.

15 The Bacuranao Oif Field, Habana Provznce, Cuba Oil Properties Consultants, Inc, Pasadena. Calif.
Apns] 1950.
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The rock penetrated in the productive portion of the field is serpentinized,
basic igneous rock and highly silicified serpentine. The area is faulted-
gas seeps along fault zones were responsible for the location of drill holes
during the early history of the field.

The cumulative production to the end of 1949 of colorless to amber
naphtha, ranging from 54.00 to 62.70 A.P.I., is over 1,100,000 barrels. The
present production is approximately 1,200 barrels per month from about
400 wells.

It is felt that the field is rapidly reaching depletion and it has been
suggested1 6 that future attempts at exploratory drilling should be confined
to the area in a northeasterly direction.

JARAHUECA OIL FIELD

The Jarahueca field lies in northeast Las Villas Province, 10 miles
north of the town of Cabaiguan and 5 miles southeast of the town of
Jarahueca.

For many years gas and oil seeps were known to occur in this particular
locality but the first drilling exploration was only initiated in 1943. The
second hole-completed in October 1943 to a depth of 365 feet-was the
discovery well. It had an estimated production of 2,000 barrels.

Oil production occurs in a fractured serpentinized basic igneous rock
within one mile of its contact with Lower Cretaceous sediments.

Drilling difficulties have been encountered in the development of the
field. Until 1946, all of the drilling was done by cable tools. The unfavor-
able physical characteristics of the rock, in the opinion of one operator,
caused the abandonment of 30%o of the wells started, either because of
excessive caving or of crooked holes. Small rotary rigs have been found,
to drill faster and straighter, with much less caving. Drill muds used in
the rotary operations, however, have tended to penetrate the porous rock,
thus interfering with the oil flow. Experiments are now being conducted
to devise a drilling mud with less penetrability.

The cumulative production of the field to the end of 1949 is in excess
of 750,000 barrels of a high-grade paraffin-based crude, ranging in gravity
from 37.6' to 45.0° A.P.I.

Of the 200 wells drilled within an area of 250 acres, only 17 were
producing in 1949, yielding an average of 25 barrels daily per well.
Producing depths range from 365 to 2,080 feet. Total depths range from
387 to 2,170 feet, with an average of 1,270 feet.

'I Motembo Oil Field, Las Vdllas Prov,ace, Cuba, Oil Properties Consultants, Inc., Pasadena, Calif..
April 1950.
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DriUing Still Active

Some wells have a number of oil-bearing horizons, each producing a
different grade of crude. This has resulted in the deepening of some wells
as many as five times. Producing zones do not exist in the horizontal plane
because adjacent wells do not produce the same crude at similar horizons.
Pay zones are not affected by nearby production.

The crude from this field is locally refined at two plants: the one located
at the field is an old-type skimming plant with a daily capacity of 250
barrels; the other located at Cabaiguan is a cracking plant, with a reported
daily capacity of 600 barrels. The latter produces products at least equal
to those currently sold by major companies.

Drilling is still active in the field with occasional wildcat drilling opera-
tions carried on within a few miles of the producing area.

The opinion has been expressedl 7 that the reservoir in the Jarahueca
field proper is approaching depletion and that further drilling within the
present limits of the field would be unprofitable. It should be noted, how-
ever, that 1949 production showed considerable improvement over 1948,
although it was appreciably lower than 1947. Geological data suggest that
future exploratory drilling should be confined to the area in a northwesterly
direction along the contacts of the serpentinized igneous rocks and Lower
Cretaceous sediments.

2. Reported Cuban Oil Production

TABLE 257
(42 Gallon Barrels)

Yearly Daily
Year Motembo Bacuranao Jarabueea Total Ctumulative Average

Cumulative thru
1944 ......... 866,946 145,203 45,856 - 1,058,005 -
1945 ......... 65,500 700 106,700 171,900 1,229,905 471
1946 ......... 67,100 900 200,000 288,000 1,497,905 734
1947 ......... 60,000 900 220,000 280,900 1,778,805 767
1948 ......... 48,000 700 63,300 112,000 1,890,805 307
1949 ......... 35,000 300 137,000 172,400 2,064,205 470

Cumulative thru
1949 ......... 1,142,546 148,703 772,856 2,064,205

SouRca: Czba's Oil Oatlook-World Oil, May 1950, pp. 219-26.

The above table indicates that Motembo field is definitely on the decline,
Bacuranao has been reduced to a minimum while Jarahueca production
appears to be increasing after a low production in 1948. The daily average
more or less follows the present principal producing area-Jarahueca.

"1 Geology of Jar.h.eca Oil Field and Zaya Basin, Oil Properties Consultants, IDC., Pasadena, Calif.
April 1950.
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3. Daily Consumption of Oil in Cuba in 1948
TABLE 258

(42 Gallon Barrels)

Gasoline ........................................ 10,500
Gas and diesel oils ......................................... 3,200
Lubricating oil and grease .............................. .......... 300
Bunker oil and crude ....................................... . 17,300

Total ..... ................................... 31,300
Equivalent of crude oil ........................... ............. 35,000

SoURCx: General Geological Survey of Oil Potentialities in Cuba, Oil Prope,ties Consultants; Inc., Pasadena,
Calif., Feb. 1950, p. 49.

Cuba therefore produces 470 barrels a day and consumes 35,000 barrels
per day.

Three fourths of the gasoline is imported from the United States and
Dutch West Indies with the other quarter produced from imported crude
by local refineries.

The largest refinery, that of the Esso Standard Oil Company of Cuba, is
located at Belot on Habana Bay. It has a daily capacity of 4,500 barrels
of gasoline.

4. Conclusions
Inadequate In formation

The geological structure of Cuba is most complex. It consists, in general,
of north-south gravity faulting and tilting imposed upon older east-west
trending folds and thrusts with their accompanying shear zones.

Present published geological information is entirely inadequate as a
criterion for selecting the structures most favorable for oil production.

Large thicknesses of organic-bearing rocks produced petroleum. This
is proved by the occurrence of oil and gas seepages and asphalt deposits in
the most highly-faulted portion of the island. These are the regions-in the
western portion of the north coast-which can most readily be deciphered
geologically. They have therefore received almost exclusive attention through
geophysical studies and drilling. Obviously, large accumulations of oil or
sizeable commercial production cannot be expected in these highly faulted
areas because the buried oil has been released to the surface along fault zones.
It has thereby lost its volatile content and only asphalt deposits or oil or
gas seeps remain.

Most Promising Areas
The least-disturbed areas of prolonged sedimentation are the only regions

in which commercial accumulation of petroleum could be expected. For this
reason, one consultant' 8 has suggested that the least-disturbed areas of Cuba,
on the western and eastern coastal plains and on the southern basins and

1I General Geological Sumey of Oil Potentialities in Cuba, Oil Properties Consultants, Inc., Pasadena, Calif.,
Feb. 1950, p. 50
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shallow submarine shelves should be thoroughly investigated. These areas
are covered by a monotonous cover of Tertiary and Recent sediments which
are difficult to interpret geologically. Nevertheless, broad synclines and
anticlines may be observed over large areas of long sedimentary records.
The thick overlying cap rocks (Tertiary marls) have not been fractured by
faulting, thereby preserving an impervious cap rock over any underlying
oil pools.

It is also believed that these same areas contain an abundance of organic
source materials, while sufficient diversity in the sedimentation provides
porous sands and, probably, reservoirs.

It appears logical, therefore, to conclude that the western and eastern
coastal plains, the southern basins and shallow submarine shelves offer the
greatest opportunities of finding unfissured oil structures still enclosing com-
mercial oil deposits.

As indicated previously, possibilities of finding oil in Cuba have by no
means been exhausted.

How Government Can Help
Cuba has a sound and equitable petroleum law. But there is another way

in which the Government-and only the Govermnent-can help petroleum
exploration. That is by providing the detailed information which is needed
to determine petroleum possibilities.

Accurate topographic and geologic maps are essential as a basis for future
oil exploration. The Government should do the original mapping but all oil
exploration should be undertaken by private companies and individuals.
Until adequate government maps have been compiled, the petroleum poten-
tialities of Cuba cannot be assessed.

Asphalt

1. Deposits
Widely Scattered

This combustible mineral matter is widely scattered throughout Cuba,
occurring in varying quantities in each of the six provinces.

It occurs: (1) in a soft or viscous state as a bitumen, mineral tar or a
mixture of bitumen and pitch called "pisasfalto"; (2) as impregnations in
sandstones and limestones called "rock asphalt"; (3) as a hard black solid
substance with a relatively high fusing point such as gilsonite, grahamite
or glance pitch; or (4) in a form resembling carbonaceous shale, known
as "asfaltita".

Types of Asphalt
The following table presents the type of asphalt occurring in various

denouncements throughout Cuba:19

'lSng. Antonio Calvache, Nistoria y Desarrollo de la Mineria en Cuba, La Habana, 1944, pp. 125-26.
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TABLE 259

Mine Type of Asphalt Country Rock

Pinar del Rio Province

Bahia Honda-Cabanas Gilsonite Sandstone and conglomerate
Mariel Asfaltita Sandstone and conglomerate
San Cristobal-Candelaria Rock Asphalt Limestone and sandstone
Cayajabos (Artemisa) Rock Asphalt Limestone and sandstone

La Habana Province
Banes (Caimito de

Guayabal) Asfaltita and pisasfalto Loam and sandstone
Bauta Pisasfalto Limestone and sandstone
Bacuranao (Guanabacoa) Asfaltita and pisasfalto Limestone, loam, sandstone

and serpentine
Santa Maria del Rosario Asfaltita and rock asphalt Limestone and sandstone
Bejucal Asfaltita and pisasfalto Limestone

Matanzas Province
Corral Nuevo Asfaltita Serpentine
Sabanilla de la Palma

(Marti) Pisasfalto Serpentine
Recreo-Guipuzcoa

(Marti) Pisasfalto and rock asphalt Limestone and sandstone
Langunillas (Cardenas) Pisasfalto Limestone
Puerto Escondido

(Cardenas) Pisasfalto Limestone
Cayo Diana y Cayo Lopez Gilsonite, asfaltita and

(Bahia de Cardenas) pisasfalto Serpentine

Las Villas Province
Loma de la Cruz Gilsonite Serpentine
Buenaventura

(Remedios) Gilsonite Limestone
Santa Clarita

(Camajuani) Pisasfalto Limestone and sandstone
Esperanzo (Placetas) Gilsonite Dioritic intrusion
Bellamota (Sancti

Spiritus) Gilsonite Dioritic intrusion

Camaguey Province
Chambas (Moron) Gilsonite Dioritic intrusion
Camajan Pisasfalto Limestone and loam

Oriente Province
Maniabon (V. de las

Tunas) Pisasfalto Limestone and loam

Asphalt as Fuel
In the consideration of Cuba's asphalt deposits as a potential source of

fuel, the deposits may be subdivided on the basis of ash content as follows:
1. Gilsonite, containing 5% or less ash
2. Asphaltites containing about 20% ash
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3. Asphaltites containing about 40%o ash

4. Tar impregnated sands having 15 to 30 % bitumen content and ash
content of about 80%.

2. Exports and Production

The Cuban Government reports20 the following asphalt exports from 1938
to 1942. Most of this material was of the solid gilsonite-grahamite variety.

TABLE 260

Exports Value
Year (tous) (dollars)

1938 ....... .................... 3,333 92,584
1939 ....... .................... 2,545 40,720
1940 ............. .............. 2,213 35,408
1941 ....... .................... 2,759 44,144
1942 ....... .................... 531 10,620
1943 . ........................... 1,064a -
1944 ........ .................... 110a -

1945 .. ......................... 6,692a
1946 ....... .................... 315a

a U.S. Government figures on exports to the United States.

Most of the earlier exports were made to Europe, while the later ones,
especially during and after World War II, were to the United States.

According to some United States statistics, the annual production of asphalt
in Cuba from 1938 to 1947 inclusive was:

TABLE 261

Production
Year (metric tons)

1938 .6,100
193 .5,600
1940 .3,500

41 .4,700
1942 .11,800
194 .45,000
1944 .40,000
1945 .9,100
1946 .30,400
1947 .none

The increased production from 1942 to 1946 was due to the utilization of
asphalt as a domestic fuel during the war when normal importations of fuels
were reduced to a minimum.

2o Chil. Ing. Enrique Cayadol La Minera Cubana: Revista de la Sociedad Cubxoa de Eeginreos, Vol XLIX,
No. 2, 1949.
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Production Reduced

Current asphalt production has decreased to a minimum. There is only
a small, sporadic output of the solid gilsonite, and a grahamite and glance
pitch, from underground mining operations in Pinar del Rio and Las Villas
Provinces. The lack of markets for this type of material is responsible for
the curtailed production.

Select gilsonite and grahamite is used principally in the manufacture of
varnishes and japans, printing and rotogravure inks. Standard gilsonite and
grahamite is employed in the manufacture of storage-battery cases and molded
articles, brake linings, floor tile and mastic, sealing compounds, insulation
and wood stains. Weathered gilsonite and grahamite are used to saturate
roofing felt and for blending with rubber.

3. Cuba's Asphalt Reserves
Varying Estimates

The largest deposits and the past source of the main production were those
located south of Mariel in Pinar del Rio Province. One source states that the
known reserves of recoverable asphaltite in this area are between 500,000 and
800,000 tons. Another source2 1 states that drilling on two denouncements-
Manuela and Union-in the same area has proven reserves of 1,500,000 tons
of recoverable asphalt, carrying a 50% ash and 25%o carbon content.

Asphaltites normally occur in fault zones in sandstone, limestone, conglom-
erate, serpentine and diorite and therefore they occur more or less as vein
deposits. The asphaltic sandstone deposits of the Penon area, Matanzas Pro-
vince, however, are different. They occur as interstitial material between sand
grains and therefore have the characteristics of a blanket deposit rather than
a vein. The sandstone assays about 22% bituminous matter.

4. Conclusions
Utilizing Asphalt

Since the bulk of the asphalt deposits are of the soft, viscous variety, the
future of this portion of Cuba's mineral industry depends to a large extent on
the exploitation of this type of deposit.

During World War II, a technical group, sponsored by the United States
Government, studied Cuba's asphalt deposits as a potential source of fuel.
They reached the following conclusions:

"1. Asphalts found in Cuba can be used as fuel. Certain types
such as Gilsonites can be burned as such in powdered form in various
types of fireboxes, but the total amount available is too small to offer
any solution to the general fuel problem.

21 Ing. Antonio Calvache: Peceonal conunnication.
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2. Asphalts containing as high as 23%o of ash can likewise
be burned in powdered form provided the firebox construction is
such as to provide for easy removal of the fluid slag (ash). How-
ever, due to the high sulphur and low fusing point of the ash, these
asphalts are very destructive to ordinary firebrick. The amount of
this asphalt which is available is likewise limited.

3. Asphalts containing from 35% to 45% ash are fairly plentiful
but such asphalts do not make a satisfactory fuel when burned in
large-size fireboxes under normal operating conditions.

4. Asphalt-impregnated sands can readily be processed to pro-
duce gasoline, gas oil, fuel oil and asphalt products, provided that
the quantity and quality of these sands are sufficient to make the
operation a profitable one.

5. The high-ash Mariel type of asphalt can be processed in
three ways:

a. The raw asphalt may first be crushed to suitable size and the
ash removed in part by washing and agitating, or by some
other suitable method of ash-removal and the resulting con-
centrate dried. Following removal of the ash, the dried prod-
uct may be used in four ways. (1) Burned as is in pulverized
form. (2) Mixed with coal and burned (as in stoker opera-
tion). (3) Added to fuel oil in small amounts and the mixture
used as in fuel oil operation. (4) Destructively distilled to
obtain liquid products, gas and a high-grade coke.

b. Destructive distillation of the raw asphalt to produce liquid
products, gas, and a very low-grade coke. The liquid prod-
ucts may then be burned as such or refined into acceptable
marketable products.

c. Complete gasification of the raw asphalt, with or without by-
product recovery, then the gases so produced can be burned
in any type of firebox."

Need for More Information
"The one fact which stands out most clearly is the lack of definite

and incontestable information that asphalt does exist in any one
district in sufficient quantities to continue servicing a processing
plant. Any substantial use of asphalt as a fuel must have a prior
background of proven reserves to the extent that development on a
large scale is justified before any capital, either private or govern-
mental, can be expected to step in and make the necessary investment
in mine development, mining equipment and processing, no matter
how simple or complex that processing may be.

"A successful operation depends not only on the technical aspects,
but also on the practical economics which make probable a profitable
venture. Royalties to land or concession holders, an important item
in the cost of the marketable asphalt, cannot be accurately estimated
at the present time, as they are not fixed either by custom or regula-
tion. Unless restraint is used in setting royalties, they may more than
offset economical and efficient practices in mining and processing,
and add too great a burden to the cost."
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The Mission agrees with these conclusions on the use of asphalt for
fuels. It also agrees that not enough data exists concerning reserve tonnages
of asphalt. Until this information is available, the asphalt deposits of Cuba
will not become a mineral producer of any importance.

The future production of gilsonite-grahamite type asphalt, however, would
appear to depend to some extent on the availability of suitable foreign and
domestic markets.

Peat and Lignite

1. Inadequate Information

Prevalence of Peat

Although certain small carbonaceous deposits, especially in central and
northeast Oriente Province, are classified as lignite, the majority of these
deposits in Cuba are actually peat. In other words, they have a higher water
and lower carbon content than true lignites.

Cuba's peat deposits occur within the low, swampy coastal areas. The
largest peat area is located in the south portion (Zapata) of Matanzas Province.
These deposits were studied by a group of engineers in 1923-25. It was found
that the swampy area was without any natural drainage and a costly project
for draining the swamp was suggested.

Some peat was removed for burning tests and these investigators estimated
that the deposits contain four million cubic meters or four billion tons of
peat. But definite information on the dimensions of the deposits as well as
the grade of peat is believed to be entirely inadequate.

2. Conclusion
Possible Source of Fuel

Peat is used as a source of fuel in Europe and could possibly be utilized
for the same purpose in Cuba. But the present lack of complete knowledge
of the deposits themselves and of the drainage problem involved, prevents any
estimate of their future potential.

Further study is recommended.



CHAPTER 50

A Bag Mill for Cuba

1. The Problem Analyzed
An Interesting Proposal

Each year Cuba uses millions of jute bags to handle the sugar crop.
These are imported largely from India or Pakistan, although some-made
from Indian jute-are bought from the United States. Cuba has one small
plant which has been manufacturing jute bags since 1948 under the assistance
of the tax exemptions granted to new industries by Decree No. 2144, but the
operation is based upon imported burlap and only the cutting, sewing and
printing are done locally.

Considerable interest has been aroused over the possibility of establishing
a complete manufacturing plant in Cuba to spin, weave and make'sugar
bags, first from imported jute fiber and later from domestic kenaf, blending
the fibers in gradually shifting percentages as the supply of kenaf develops.
It is thought in Cuba that this move would stimulate the production of kenaf
by providing an immediate local market for it.

The Mission is inclined to agree with this idea in principle, and has
examined it from several aspects.

Arguments in Favor
There are some strong arguments for the establishment of a complete

bag mill in Cuba.
The present demand for jute bags is more than sufficient for a large,

modern mill. Large numbers of bags are now imported from countries which
themselves must import the raw materials. It seems logical that Cuba should
consider using her own labor rather than paying someone else to make the
bags. The operation would absorb some of Cuba's excess labor force which
is available to do the job. Kenaf shows promise of becoming an important
crop in Cuba (Chapter 44(IV) ), and it can be processed on jute machinery.
Furthermore, a source of fiber and bags is extremely important to the
Western Hemisphere strategically. In the event of war, supplies of jute and
bags from the East might be interrupted.

Arguments Against
On the other hand, there are also good arguments against a Cuban

bag mill:
The logical way to handle sugar is in bulk. Great savings are being

realized elsewhere from this, since bag costs are eliminated entirely and the
labor costs are greatly reduced. The method has been employed in Cuba to

1031
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a limited extent, but labor pressure and "featherbedding" practices have
prevented its use from expanding. Furthermore, special equipment must be
installed in each mill, special truck or railway rolling stock used (for
interior mills), and specially-equipped ships put into service before bulk
shipping can be used on a large scale in Cuba.

Nevertheless, it is to be expected that-at some future date-the country's
raw sugar will be moved without bags.

In the meantime, before changing over to bulk methods, paper bags are
expected to compete strongly for the handling of raw sugar. Large-scale
tests have shown that sacks carrying 200 pounds of sugar are practical and
are preferred by the buyers of sugar. More and more mills are becoming
interested in the use of paper bags, and it is rumored lately that a plant is
to be set up to manufacture them locally from imported paper.

Problem of Labor
Labor is the biggest unknown factor when considering a jute or kenaf

bag mill. If Cuba were to manufacture bags she would be competing either
with countries employing very cheap labor or else countries using modern
machinery and highly skilled employees. This means that Cuba's mill would
have to be one of the most modern in the world, employing a minimum
number of workers. The management would need the right to discharge
inefficient workers and to replace them with more efficient workers, as well
as the right to advance good workers to better-paying jobs over older em-
ployees who show no signs of improvement or ability to accept responsibility.
Since the managements of Cuba's competitors already have these common-
sense rights, they are at a distinct advantage.

To meet this competition, labor must have a sense of responsibility
toward its work, and must take pride in turning out a high production per
man. It must abide by its contracts and agreements if it expects the employer
to do so. But organized Cuban labor is deficient in these qualities at the
present time.

Consequently, it is entirely a matter for the potential investors to decide
whether the plant should be built in Cuba in the face of these conditions.
Even Cuban investors may decide that the nation's bags could be obtained
more economically from a plant located on one of the other Caribbean
countries (where kenaf grows also). It is a sad fact that Cuba does not now
offer as many advantages for manufacturing investment as do many of her
neighbors, chiefly because of the labor situation.

Effect on Kenaf
The establishment of a bag plant may or may not stimulate the produc-

tion of kenaf fiber. Kenaf will be worth in Cuba only what it can be sold
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for on the world market. It will have a strong competitor in jute. Although
the market looks favorable for several years ahead, it is because jute is sell-
ing today for a high price.

Jute is produced by cheap hand labor, but kenaf in this hemisphere must
be mechanized and a few problems remain to be solved before this is fully
accomplished. If the kenaf grower decides that he cannot make a profit
(the Mission found that Cuban growers are figuring a "fair" profit as about
ten cents a pound), then he will not grow kenaf regardless of whether there
is a bag mill in Cuba. The mill would then have to depend entirely upon
supplies imported from distant countries.

On the more cheerful side, there will be no sudden shift to bulk handling.
It will be slow enough to allow a mill to find new markets elsewhere for
bags. Fiber bags (jute or kenaf) are still superior to paper for handling
some crops, and the United States and other Western Hemisphere countries
will probably always need bags. If Cuba has both the fiber and the bag mill,
she will be in a favorable position to dispose of her products.

2. Best Way to Start a Plant

With so many uncertain factors, particularly in the labor situation, it is
impossible for the Mission to make a definite recommendation that a bag
mill should be built in Cuba. We can, however, suggest ways and means of
setting up such a plant so as to give the maximum benefit to Cuba, if Cuba
decides to carry out this project.

Financing
The plant should not be financed by the government, but should be a stock

company to allow general public participation. With the thought that the
sugar companies have the most at stake, it is suggested that they should be
the chief investors. Certainly they are the most interested in having a ready
supply of bags at a reasonable price. If they control the bag mill, they surely
will see to it that the price of bags does not get out of hand.

Capacity

Each year Cuba imports an average of approximately 40,000,0001 jute
bags just to handle the sugar crop. This represents about 120,000,000 pounds
of unprocessed fiber, since each finished sugar bag weighs 2.75 pounds and
some fiber is lost during processing.

It is suggested that a Cuban mill-if contemplated-should not be based
upon this total consumption but should be planned for not more than half
this amount.

'This is based on the weight of the present bag holding 325 pounds of sugar. If the 200-pound bag is
adopted for general use, then nearly 50% more bags will be used and the total weight of fiber required will
be increased, smee the weight of the bag will not be decreased in proportbon to the decrease in Its contents.
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It is also suggested that the operation should be designed for systematic
expansion of the mechanical equipment in units each capable of handling
15,000,000 pounds of fiber per year, and that the initial installed capacity
be of this size. It may be mentioned that a plant of this size is a thoroughly
economical unit.

It will be necessary to operate on imported jute until the available
supply of kenaf becomes greater. Jute and kenaf not only are processed
on the same machinery, but can also be mixed in varying proportions
successfully.

Advantages of Modest Start
Among the advantages of starting with a small mill and increasing its

size gradually are:

1. The initial investment is reduced.
2. The risk is reduced. It cannot be predicted accurately how well the

product will be accepted. Under present conditions the supply of
jute could be cut at any time. It will be many years before Cuba
can supply 60,000,000 pounds of kenaf annually.

3. Expansion of operations can be financed partly from profits on the
first unit and partly from new outside investment. Money is more
easily obtained if the process is already operating successfully.

4. It is possible to take advantage of new developments in machinery
which may become available for the later units.

5. Because the machinery is not all installed at once, it will not all
have to be replaced at the same time later.

6. Mistakes are made on a small scale when operations start.
7. Trained personnel is available for expansion; i.e., a new unit can

be put into production quicker than the original one since the train-
ing period can be reduced.

8. Less inventory of raw jute is necessary and the plant can expand
concurrently with the increase in supplies of kenaf.

Plant Location
Plant location should be studied carefully. The small amount of kenaf

now grown is chiefly in the provinces of Habana and Pinar del Rio, but
this may not continue to be its central region when production is on a
large scale. Not only must the raw fiber, fuel, etc., be delivered to the mill,
but the finished bags must be shipped out to the users. Railroad delivery
will reach almost all of the sugar mills. Shortage of coastwise shipping and
trouble with port labor suggests that water transport should be avoided even
to those sugar mills located on the seacoast, except when there is no other
way to reach them.
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On the other hand, a port location for the bag mill may be advantageous
for the receipt of imported fuel and for possible export of bags to other
countries.

On the whole, a most satisfactory location would be a small port possess-
ing good railroad connections, and one in which there is no other hard
fiber industry at present. The last suggestion is made to avoid special labor
problems with existing Sindicatos in the same field.

Technical Details
In order to facilitate discussion of the problem of a bag mill, certain

preliminary technical aspects and cost figures may be presented. It should
be emphasized that these figares are preliminary.

Experienced designers and engineers should work under the direction
of experienced jute-spinners and weavers for the preparation of the final
design, the selection of machinery, erection of the plant, and initial start-up
operations. This is essential for the success of the mill.

In the processing of jute-the same will apply to kenaf-the fiber is
received in bales. These must be opened and the fiber removed by hand
for weighing and feeding to the first machine. The fiber next goes through
a process of opening and softening, carding, drawing and spinning. The
spun yarn is placed on rolls and woven into cloth on either circular looms
or flat looms, although the circular type is to be preferred in this case.
The cloth must then be dampened, calendered, cut, printed, and sewn.
Finally, if the sacks are to be sent any distance, they must be baled to reduce
their volume.

60,000,000 Pound Capacity
Equipment manufacturers estimate that, for a plant to process 60,000,000

pounds of fiber per year, on the assumption that the mill will work 24 hours
a day and 300 days per year, approximately the following machinery will
be required:

2 bale openers
5 softeners
3 teazer cards

12 breaker cards
17 finishing cards
13 first drawing frames
13 second drawing frames
26 finishing drawing frames
56 spinning frames for warp yarn
22 spinning frames for weft yarn
25 winding machines

110 circular looms
2 cutting and printing presses

sewing machines (number dependent upon type)
1 bag baler.
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A Tentative Estimate
Plant costs are estimated to be approximately as follows:

Machinery ......... ........................... $2,000,000
Spare parts and accessories .................................... 200,000
Electric motors and drives .................................... 140,000
Building ........ ............................ 1,500,000
Installation ...... .............................. 400,000
3,000 kw. power plant (500 k.w. excess capacity

for general use) .................................... 800,000
Engineering fee, contingencies ............................ .... 500,000
Allowance for roads, tracks, docks, etc ................... 500,000

$6,040,000

This total does not include the price of the land on which the property
is to be built. In addition, jute supplies must be purchased six months ahead
and there should be a six months' supply on hand at all times.

A plant of this size will require about 700 workers per shift, or a total
of 2,100 for 24-hour operation, not including administrative personnel.

It should be noted that foregoing cost estimates are subject to revision
with the selection of certain alternative types of equipment. Current practice
elsewhere indicates the possibility of greater machine output with slight
modifications. Improvements, too, continue to be made.

3. Recommendations

It is recommended that:
1. A bag mill be established in Cuba, to use whatever kenaf is

available, together with imported jute, but only if a satisfactory
labor outlook is to be found.

2. The initial capacity of the mill be not more than 15,000,000
pounds per year.

3. Before any final plans are made, experienced processors of jute
should be retained to help in the planning, selection of machinery,
construction, machinery installation, and initial operations of
the mill.
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APPENDIX I

Purposes of the Mission

INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT

WASHINGTON 25, D. C.

OFFICE OF THE VICE PRESIDENT

July 11, 1950

Mr. Francis Adams Truslow
New York, New York

Dear Mr. Truslow:
Pursuant to our various conversations, and with the full approval of the

Government of the Republic of Cuba, we request that you assist us in the
organization of a mission to Cuba to make the studies and report outlined
in this letter. We also request that you serve as head of this mission and,
as such, supervise and direct the carrying out of its studies and the prepara-
tion of its report.

In the following paragraphs we are setting forth briefly the purposes,
objectives and procedures which reflect the agreement that has been reached
between the Cuban Government and the International Bank with respect to
the proposed mission. You may consider this letter as your instructions for
the work of the mission.

I. Purposes of the Mission:
The mission is expected to make an independent study of the economy of

Cuba in such detail as the prescribed time limits permit and, on the basis
of such study, to prepare a report of its conclusions as to the more important
economic problems and feasible development possibilities in Cuba. Particular
attention should be given in the study and in the report to the subjects indi-
cated in paragraph II below. Particular attention should also be given in the
report to recommendations for further and more detailed study of any specific
projects or economic problems which may require investigation beyond the
scope or time limits of the mission.

II. Subjects to be included in the study and report:

The mission's investigations should include the following subjects, with
a view to obtaining an adequate understanding of the present economic life
of Cuba and of its potentialities for future development.

(a) Agriculture and animal husbandry

(b) Mining
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(c) Industry
(d) Power and other public services
(e) Transportation
(f) Internal commerce
(g) Availability and utilization of labor
(h) Local capital resources and the mechanisms for channeling them

into productive investment
(i) Foreign trade and exchange, and monetary policies
(j) Other economic and financial policies affecting development.
In preparation for field work in respect to these subjects, a study and

compilation should be made of any available prior studies.
The purpose of the investigations will be to enable the mission to formu-

late specific and practical recommendations with respect to:
(1) The major priorities for investment. There will undoubtedly be wide

variations in the amount of detail and explicitness that will be possible in
the analysis and recommendations for different fields. The mission is not
expected, however, to make detailed studies of particular technological prob-
lems or of specific projects, except where they are of major importance for
the development process.

(2) The order of magnitude of the capital required for the priority in-
vestments indicated, distinguishing wherever possible between local currency
and foreign exchange expenditures.

(3) The amount of financial resources, particularly internal capital,
available for investment, and the size of the investment program that could
be undertaken without inflation or other disruptive effects.

(4) The practical possibilities, so far as they can be estimated in general
terms, of attracting local or foreign private capital to the development of Cuba.

(5) The nature of present obstacles to investment along diversified and
productive lines-including financial problems and policies, the climate for
private investment by both local and foreign capital, labor conditions,
availability of workers, managers and technicians, etc.-and possible ways
of surmounting them.

(6) Possible measures, apart from substantial capital investments, for
improving operational efficiency in agriculture, industry, power, transporta-
tion and the other fields covered.

(7) Practical measures that the Cuban Government might take to encour-
age productive investment and greater efficiency.

(8) Desirable changes in governmental organization and practices having
a major effect on economic development.
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III. Procedures:

(a) It has been agreed between the Cuban Government and the Inter-
national Bank that the mission's report will form the basis for consultations
between the Government and the Bank regarding the most effective means
of promoting sound economic development in Cuba. The Bank will be pre-
pared to consider, in the light of the mission's recommendations and the
subsequent consultations, what further measures of assistance the Bank may
be able to render to Cuba.

(b) The mission should organize its work so as to complete its study,
its analysis of information obtained and its formal report within six months
from its arrival in Cuba.

(c) Responsibility for the appropriate organization of the mission will
rest with the International Bank, acting in consultation with the Chief of
Mission. Responsibility for carrying out the studies of the mission and
preparing its report will rest with the Chief of Mission acting in consultation
with the International Bank.

We will appreciate receiving from you, as promptly as possible, your
formal agreement to these arrangements.

Sincerely yours,

(Signed) R. L. GARNER



APPENDIX II

Appendix On The National Income

This Appendix describes the methods used in making the estimates of the
Cuban national income reproduced in various chapters of the Report. (See
Chapters 3, 24 and 40.)

A. Estimates of Cuban National Income for the Years 194549

The estimates of Cuban national income for recent years used through-
out are all based on the factor income estimate shown in Table 262 below.

Almost all of the factor income estimates were made by the Economic
Research Department of the National Bank of Cuba as part of a compre-
hensive study of the Cuban national income, which will be published in
pamphlet form by the National Bank. A first summary of the results was
reproduced in the first annual report of the National Bank.,

The main differences between the data published by the National Bank
and those reproduced in Table 262 are as follows:

(1) The Mission has made its own estimate of two types of income not
included in the National Bank's estimate, namely income of domestic servants
and professional incomes. The Bank did not estimate these types of income
because of a feeling that such estimates would not be of the same order of
reliability as the other estimates that make up the national income. To omit
these types of income is fully justified as long as the main purpose is to de-
termine income changes over time. For the purpose of this Report, how-
ever, it was important to get an approximation to the absolute magnitudes
involved, and it seemed unsatisfactory to exclude altogether types of income
which are important in Cuba. One reason is that economic development may
well imply eventually the shifting into other activities of some of the labor
now employed in domestic service.

(2) In arriving at "national income of Cuban residents," the National
Bank estimate deducts from "the national income including the income of
nonresidents" two items: (a) the net investment income going abroad and
(b) net immigrants' remittances to their relatives abroad. The Mission de-
ducts only the gross investment income going abroad.2 The difference is
due to the fact that the Mission and the National Bank use slightly different
concepts of this measure of economic activity. The Mission is aiming at a
measure of the national income produced by Cuban labor and Cuban-owned
resources. The Economic Research Department of the National Bank, on the

1 B,nco Naczonwa de Cuba, Memorza 1949-50, page 64
2 1ncome rece,ved by Cabans on their capital invested abroad, a pa4ment for the use of a Cuban-owned

resoase, is included in the National Mmorne, both in the National Bank's estimates and in this Report.
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TABLE 262

CUBA's NATIONAL INCOME AT FACTOR COST, 1945-49
(Million Pesos)

Factor Incomes 1945 1946 1947 1948 1949

Wages, Salaries and Other Income: Total 633 780 995 1,042 988
Of Sugar Sector:
Agricultural .. ........................... 84 132 186 180 164
Industrial .......... ................... 62 91 145 150 130

Total .......................... ... 146 223 331 330 294
Of Non-sugar Agriculture .. ...................... 38 40 43 45 42
Of Non-sugar Industry and Commerce a 331 371 453 465 481
Of Government Sector .............................. 100 127 146 179 159
Domestic Servants .............................. 18 19 22 23 22

Non-corporate Business Income Before
Taxes: Total .............. ................ 274 274 402 375 336
Of Sugar Planters ............... .............. 72 87 173 153 141
Of Other Agricultural Producers ............ 126 124 118 129 116
Of Industry and Commerce* .................. 76 63 111 93 79

Income of Corporations Before Taxes and
Dividends: Total .............................. 88 109 197 174 112
Of Sugar Mills .................... .......... 42 54 121 89 45
Of Other Corporations .............................. 46 55 76 85 67

Rental Income: Total .............................. 101 116 138 135 133
On Sugar Land .................... .......... 13 17 33 30 27
On Other Rural Property .......................... 28 29 28 28 28
On Urban Property .............................. 60 70 77 77 78

Professional Income ............................... 25 27 35 36 28

Interest Income ................................ 34 47 47 54 49

Investment Income from Abroad.. ................ 1 1 1 1 1

National Income Including Income of
Nonresidents (at factor cost) .................. 1,156 1,354 1,815 1,817 1,657

Less income paid out to nonresidents ........ -31 -42 -75 -53 -41

National Income of Cuban Residents (at
factor cost) ............ ......... ........ 1,125 1,312 1,740 1,764 1,616

* Including transportation, public utilities, Eorestry, mining and fishing.
Sov.cxsr See test.

other hand, is primarily interested in arriving at a measure of national income
available to Cuban residents, a measute of their effective domestic demand.

The reason for deducting gross investment income going abroad is that
the income paid to foreign investors is payment for the use of a productive
factor, foreign capital, that takes part in Cuban production. It is therefore
included in a measure of total Cuban production such as the gross national
product estimate presented in Chapter 2,4, What Cuba Earns, Invests and
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Saves. But income on foreign capital must be subtracted in arriving at a
measure of income produced.

The national income received by Cuban residents arrived at in this way
can be considered as a measure of the net income produced by them (at factor
cost rather than market value) and as a measure of their taxable capacity.
From this total, net immigrant remittances could be deducted and we would
then arrive at an estimate of national income conceptually corresponding to
that used by the National Bank, namely the national income available to Cuban
residents. We have preferred to regard these remittances as a type of con-
sumer expenditure abroad from which Cuban residents derive an intangible
return.

B. Sources of Estimates of Individual Income Items
(All the estimates except I(4) and V are those made by the Economic

Research Department of the National Bank of Cuba.)

I. Wage Income
1. Wages of industry and commerce: estimated on the basis of the

11_V%o Maternity Tax deducted at the source from the wages and salaries of
all industrial and commercial employees.

2. Agricultural wages: wage data for 1945 are taken from the agricul-
tural census. For subsequent years the 1945 data have been adjusted for
price changes; sugar wages are based on the official sugar wage rates which
are linked to the price of sugar.

3. Wages of the government sector: based on budget data.
4. Income of domestic servants: it was assumed that the monthly in-

come of domestic servants and those furnishing personal services averaged
20 pesos in 1945 and that there were about 74,000 wage earners in that cate-
gory as indicated by the 1943 census. It was further assumed that the
average monthly wage rose to a peak of 25 pesos in 1948 and that there was
some loss of employment in 1949.

II. Noncorporate Business Income Before Taxes
1. Income of sugar planters: the income of colonos was estimated by

subtracting wage payments and payments for materials and equipment from
their gross income. The latter corresponded until 1950 to 47% of the total
value of the sugar crop, as regulated by law.

2. Income of other agricultural producers: estimate of their gross in-
come based on the 1945 agricultural census. Their expenditure on wages
and materials was deducted to arrive at their net income. The 1945 data
were adjusted for price changes to arrive at estimates for subsequent years.

3. Noncorporate business income of industry and commerce: net profits
were estimated on the basis of tax data. It was assumed that the average
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profits tax amounted to 127o of net profits. An addition was made for that
part of profits exempt from the tax. The adjustment is based on sales data.

III. Income of Corporations Before Taxes and Dividends

1. Income of sugar mills: based on information of profit per bag of
nine sugar mills producing 25%o to 30% of the entire sugar crop. The average
profit per bag of these nine mills was multiplied by the total of bags produced
in each annual harvest.

2. Income of other corporations: estimate based on tax data assuming
that the tax amounted to 20% of income before taxes.

IV. Rental Income
Estimated on the basis of the 1944 rental census with adjustments that

take account of changes in the Rent Control Law.

V. Professional Income
Based on the estimate of professional fees contained in the 1943 national

income estimate which was made by the Inter-American Statistical Institute.
The total was revised upward for the period 1945-49 taking account of general
income and price trends.

VI. Interest Income

Estimate based on the receipts from the tax on interest documents.

VII. Investment Income from Abroad

Estimates based on Cuban balance of payments.

VIII. Income Paid Out to Nonresidents.

See Chapter 40, Cuba's International Position, for information on profit,
dividend and interest remittances during the years 1946 to 1948; 1945 data
were furnished by the National Bank. The 1949 total shown in the balance
of payments statistics was revised upward in the light of information furnished
by the United States Department of Commerce on profit remittances to United
States corporations by their subsidiaries and branches in Cuba.

C. Estimates of Cuban National Income
for the Years 1903 to 1944

Chart III, Chapter 3, The Economy, is based on data taken from Table 17,
page 52 of Dr. Julian Alienes Urosa's recent book, Caracteristicas Funda-
mentales de la Economia Cubana. The national income figures for 1939 re-
ferred to in other parts of the report, and the data underlying Chart VII in
Chapter 40 are also taken from this source. It may be helpful, therefore, to
indicate briefly the methods used by Dr. Alienes in arriving at his long-term
series.
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As he explains on page 53 of his book, the series has been estimated on the
basis of four statistical indicators, namely; (1) public revenues; (2) bank
clearings; (3) bank deposits; and (4) value of exports. Dr. Alienes worked
out the relation between the magnitude of these four statistical indicators and
an estimate for the 1938 national income which he had made independently
on the basis of sales and tax data. Assuming that the relation between them
and national income in 1938 could be considered as fairly typical, after
allowing for long-term structural changes in the tax system and for changes in
the over-all economic situation, he estimated the long-term series. The re-
sults should not be regarded as more than an indication of the order of
magnitude, helpful in revealing long-term trends. In the words of Dr. Alienes,
"We consider that the utmost caution should be used in interpreting and using
these data."

In deflating for price changes, Dr. Alienes has used an index of United
States wholesale prices. This seems legitimate except in the two war periods
because, normallv, there is fairly good agreement of price movements. Con-
sequently, in using these results, we have omitted the two war periods when
price movements diverged sharply. The population data used by Dr. Alienes
in arriving at per capita income figures were estimated on the basis of the
official census data with the use of a logistic curve.3

D. National Income at Current and 1939 Prices
in Selected Recent Years

In Table 263 below, data are assembled on national and per capita income
in recent years at current prices and at 1939 prices. The national income at

TABLE 263

NATIONAL INCOME AT CURRENT AND 1939 PRICES
TOTAL AND PER CAPITA IN SELECTED YEARS

Per Per
Capita Capita

National National Income Income - Index of
Income a Cost of tncome a at at Real per

at Current Living at 1939 Current 1939 Capita
Prices (in Index Prices (in Popula- Prices Prices Income

million (1939= million tion (in (in (in (1939=
Year pesos) 100) pesos) millions) pesos) pesos) 100)

1939 467 100 467 4.55 103 103 100
1945 . 1,125 199 565 4.94 228 114 111
1946 1,313 203 646 5.02 261 129 125
1947 1,740 236 737 S.10 341 145 141
1948 1,764 255 692 5.18 341 134 130
1949 1,616 225 718 5.26 307 137 133
1950 1,720b 245b 702 5.35 322 131 127

a Net of nonresidents' income.
b Mission's estimate.
Sosuacx: See test.

o See Alienes. op. cit. pp. 66-69.
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current prices is that produced by Cuban labor and Cuban-owned resources,
i.e., excluding payments to foreign property owners. The cost of living index
used to deflate the series was constructed by Dr. Alienes on the basis of the
official index of the cost of food. By deflating with the cost of living index,
we arrive at national income at 1939 prices.

Both the monetary and real income shown in our table are somewhat
higher than those estimated by the National Bank and reproduced below.

TABLE 264

NATIONAL BANK'S ESTIMATES OF MONEY AND REAL NATIONAL AND
PER CAPITA INCOMES

National National Per Capita
Income at Income at Income at Per Capita

Current at 1939 Current Real
Year Prices Prices Prices Income

(in million pesos) (in pesos)

1939 ............ 488 488 108 108
1945........... . 1,074 540 216 109
1946 ............ 1,259 620 251 123

1947 ............ 1,674 709 329 139
1948 ............ 1,697 665 329 129
1949. ; 1,570 698 300 134

SouecE: National Bank, Memoria 1949-50, pp. 68, 70.

The differences are due to the greater comprehensiveness of our estimate
and certain definitional distinctions which have been explained in a previous
section. Figures for 1950 were estimated by the Mission and should be
considered as tentative.

The population data used in Table 263 to arrive at per capita income
were computed on the basis of a straight line interpolation between the 1943
and earlier census data, and between the 1943 data and the official estimate
for 1950. The results differ only very slightly fromi the official estimates
made by the Cuban National Census Bureau, as well as from those which
Dr. Alienes computed with the help of his logistic curve. In the Mission's
opinion, the end result, namely, per capita income at current and 1939 prices,
may be accepted with considerable confidence as an indication of the relative
magnitudes involved.



APPENDIX III

Bibliography of
Sugar By-product Research

Purpose

To provide a starting point for a coordinated Cuban program of research
on the by-products of sugar cane, and also to assist the few private organiza-
tions in the country which are attempting studies of this kind, the Mission
has prepared the appended partial bibliography of scientific work on the
subject.

Arrangement
Reviews

A group of 11 significant reviews are given first. In each of these will
be found discussions of the broad field, and of a great many individual by-
products; several contain lengthy annotated bibliographies to supplement what
is offered here. In addition to the actual publication references for the
reviews, the listing includes the location of short descriptions to be found
in Chemical Abstracts of the American Chemical Society.

Technical Articles
The various articles dealing with individual by-products-both commer-

cial and experimental-are grouped under the headings of Bagasse, Cachaza
and Molasses, depending upon which of these main materials is utilized.

These articles have appeared in the scientific journals of many different
countries. Because of the lack of technical library facilities, most of them
are not available in Cuba at present. The Mission, therefore, has considered
it more useful to give the volume number and page in Chemical Abstracts,
wherein can be found full reference to the original articles and a short
abstract in each case. Titles are omitted, as in numerous cases abstracts of
several articles on the same subject will be found on the same page.

Abbreviations

As an example, (C.A. 26, 5442) refers to Chemical Abstracts, Volume 26,
page 5442. Where the letter "P" precedes a page number, it signifies that
the abstract is of a patent.

Reviews
1932 Freeman, W.G., By-Products of the Sugar Cane Industry, Bull. Im. Inst. 30, 36-54

(1932); with 26 refs. . (C.A. 26, 5442)

1934 Arroyo, R., Puerto Rico College Station Report, Expt. Sta. Record 74, 150
(1934) . . (C.A. 30, 6594)
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1944 Shrikhande, J.G., Waste Products of the Sugar Industry. J.Sci.Ind. Research
(India) 3, 217 (1944) ........................... (C.A. 39, 2419)

1945 Srivastava, R.C. and others, Industrial Utilization of Bagasse, J.Sci. Ind. Re-
search (India) 3, 389 (1945) ........................... (C.A. 40, 4543)

1946 Simonsen, J.L., New Uses for the Natural Products of the British Empire, Syn-
thetics and By-Products 8, 221 (1946) .(C.A. 40, 7449)
West, C.J., The Utilization of Sugar Cane Bagasse for Paper, Board, Plastics and
Chemicals, Sugar Research Foundation, Sci. Rept. Ser. No. 3, 146 (1946) ; with
408 refs ........................... (C.A. 41, 1478)

1947 Lathrop, E.C., The Industrial Utilization of Sugar Cane Bagasse, Sugar J. 10, 5-7,
19-30 (1947); with 24 refs ................... (C.A. 42, 3202)
Traquair, J., Fibrous Raw Materials Committee Report, Paper Trade J. 124, No.
16, 55 (1947) ................... (C.A. 41, 3617)

1948 Fernandez Garcia, R. and others, New Products from Sugar Cane, Rev. Azucar
(Puerto Rico) 2, 102 (1948).

1949 Moliter, J.B., Industrial By-Products from Sugar Cane, Sugar J. 11, No. 10, 3-5,
24 (1949) . (C.A. 43, 9501)
West, C.J., The Utilization of Sugar Cane Bagasse for Paper, Board, and Chemi-
cals, Sugar Research Foundation, Sci. Rept. Ser. No. 3, Suppl. 3-19 (1949) ; with
bibliography ...... (C.A. 43, 4852)

Bagasse

Chemical Chemical
Abstracts Abstracts

By-Product or Use Vol. No. Page By-Product or Use Vol. No. Page

Activated carbon .28 7578 Fuel (direct burning tech-
" " 29 951 niques) .42 7002
. " ............. 42 3157 Fuel (briquettes) .2 ...... 22 P-2829

Alcohol (from bagasse) ...... 22 4711 27.............. 3105
...... 24 P-1931 30".30.... 30 5767

."...42 2791 Fuel (charcoal briquettes) 22 2259
...... 42 6489 " " 41 3599

Compost ................................ 42 1008 41 5285
" ..................... 42 3122 " " 42 1038

Explosives .24 P-1220 2-Furaldehyde ........ .... ...... 42 3175
Fertilizer .21 187 I............ 43 628

" 42 2381 Glucosaccharic acid . 42 126
" 43 3156 Ion-Exchange material . 41 P-4597

Fiber-containing concrete 42 P-7002 Lignin (polymerized) 43 8674
Filter aid .27 3355 Paper pulp .......................... 21 494

." 44 P-4702 " ".......................... 21 P-2805
Fuel (direct burning tech- " "........................ 22 2465

niques) .21 187 "."........... ......... 22 3774
Fuel (direct burning tech- " " .......................- 23 P- 512

niques) .21 1561 " " .............. ....... 23 P-3343
Fuel (direct burning tech- " .......................... 23 P-5316

niques) .21 1722 " " .......................... 24 5155
Fuel (direct burning tech- " " .......................... 27 595

niques) .21 1893 " " .......................- 28 P-5239
Fuel (direct burning tech- ." .......................... 29 597

niques) .21 3283 " " .......................... 29 921
Fuel (direct burning tech- " " .......................... 41 2891

niques) . 21 3480 " " .......................- 41 4917
Fuel (direct burning tech- " " ......................... 42 3175

niques) .23 5603 " " -............... ........ 42 P-3962
Fuel (direct burning tech- " " .......................... 42 5662

niques) .24 259 " " ........................ 42 8004
Fuel (direct burning tech- " -....................... 42 P-8474

niques) ............................ 24 1201 " " .......................... 42 9164
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APPENDIX IV

Equivalents of Weights and Measures Used in Cuba

Sack, Short Long Short Long

Pound, Pound, Cuban Raw Ton, Ton, Ton, Ton, Metric

English Spanish Arroba KiClograrn Sugar Engihsh English Spanish Spanish Ton Quintal

Pound, English 1 .986070 .040565 .453592 .003034 .000500 .000446 .000493 .000440 .000454 .985902

Pound, Spanish 1.014126 1 .040000 .460000 .003077 .000507 .000453 .000500 .000446 .000460 .999830

Arroba 25.353157 25. 1 11.500000 .076923 .012677 .011318 .012500 .011161 .011500 24.304289

Kilogram 2.204622 2.173913 54.347825 1 .006689 .001102 .000984 .001087 .000970 .001000 2.173544

Sack, Cuban
raw sugar 329.59104 325. 13. 149.49999 1 .164796 .147139 .162500 .145089 .149499 324.991875

Short ton, English 2,000. 1,972.141 78.885635 907.185 6.068126 1 .892857 .986070 .880420 .907185 1972.38658

Long ton, English 2,240. 2,208.7979 88.351916 1,016.0470 6.796301 1.120000 1 1.104399 .986070 1.016047 2,212,38938

Short ton, Spanish 2,028.252 2,000. 80. 920.00001 6.153846 1.014126 .905470 1 .892857 .920000 2,000.000

Long ton, Spanish 2,271.6428 2,240. 89.6 1,030.3999 6.892308 1.135812 1.014126 1.120000 1 1.030400 2,242.15246

Metric ton 2,204.6223 2,173.913 86.956520 1,000. 6.688896 1.102300 .584196 1.086946 .970487 1 2,173.91304

Quintal 1.0143 1.000170 .041145 .460078 .003077 .000507 .000452 .000500 .000446 .000460 1

1 bag equals 325 Spanish lbs. or 329.59 English lbs.



LAND AREA

Square Square
Acre Caballeria' Cordel Kilometer Hectare

Acre .................. 1 .0302 9.77 .004046 .404694
Caballeria I ........ ...- 33.162 1 324. .134202 13.4202
Square Cordel ................. .102352 .0031 1 .0004142 .04142
Square Kilometer ...- ...... 247.10 7.4514 2,414.27 1 100.
Hectare ... .............. 2.471 .074515 24.1427 .01 1

I As used in Cuba. Its area is different in other Spanish speaking countries.

LENGTE1

Vara Kilometer Meter

Vara ....... 1... .000848 .848362
Kilometer .1178.742 1 1000.00
Meter .1.17874 .001000 1

LiQUID MEASURE

Liter Beooy Pipa

Liter ..................... 1 .001500 .002097
BOcoy .......... ........... 662.252 1 1.400198
Pipa .476.821 .720000 1
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