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On October 28, 2000, U.S. President Bill Clinton
signed the Trade Sanctions Reform and Export
Enhancement Act (TSRA) which allowed U.S. firms
to sell food and agricultural products to Cuba and
other countries. However, the Cuban government did
not purchase any of these products until December of
2001 following the devastating damage caused by
Hurricane Michelle to important agricultural areasin
November of that year.

Cuban purchases from U.S. firms amounted to
$4.319 million in 2001, $138.635 million in 2002,
and $256.9 million in 2003. Cuba became the 35th
most important food and agricultural export market
for the United States in 2003, up from last (226th) in
2000. Actual purchases and pending contracts in the
first-half of 2004 are at a pace to move Cubainto the
top 20 most important markets of U.S. food and
agricultural exports. Furthermore, because current

U.S. legidation requiresthat all Cuban purchases
from the United States must be conducted on a cash

basis, the lack of credit risk associated with these
sales makes Cuba one of the most attractive export
markets for U.S. firms.

Anticipating changesin U.S.-Cuba trade
relations, the Food and Resource Economics

Department at UF/IFAS initiated aresearch initiative
on Cubain 1990, including a 1993 collaborative
agreement with the University of Havana, which has
lasted to this day. (Most of the resulting publications
can be found at http://www.cubanag.ifas.ufl.edu).
We reiterate that our role as investigatorsis to
provide the best available information and analyses
from which rational decisions can be made. The
reportsincluded in this series intend to address the
increasing level of interest in the Cuban market for
food and agricultural products among U.S. firms and
to assist them in becoming more familiar with that
market. The complete list of documentsin this series
can be found by conducting atopical search for
“Cuba’ at http://edis.ifas.ufl.edu, or under
"Additional Information™ at the end of this document.

Introduction

One of the most important policies of the 1990s
was perhaps terminating the state monopoly on land
to establish the Basic Units of Cooperative
Production (Unidades Basicas de Produccién
Cooperativa, UBPCs) on those lands. This changeis
especialy significant from a philosophical point of
view when one considers that Fidel Castro had
consistently referred to state farms and CPAs as
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“superior forms of agricultural production.” This
fact sheet explains how these new forms of
agricultural organization were established, how they
work, and how they have performed in the ensuing
years.

Establishment and Organization

On September 20, 1993, the Council of State
enacted Law-Decree No. 142 establishing the Basic
Units of Cooperative Production on state lands
formerly organized as state farms (Gaceta, 1993, p.
15). Article 1 states that the activity of the UBPCs
will be based on the following principles:

* linking man to the land.

* providing self-sufficiency for the workers
collective and their families through cooperative
efforts and improved living conditions.

« achieving strict relationship between workers
earnings and production results.

« achieving self-sufficiency in the productive
process through management autonomy and
administration resources.

Article 2 establishes that the UBPCs will:

« have the usufruct of the land for an indefinite
period of time.

* be the owners of their production.

« sell their production to the state through the
enterprise or in the manner the state decides.

* pay insurance premiums.

» manage their bank accounts.

« purchase the fundamental means of production
on credit.

« collectively elect its leadership who will render
periodic accounts to its members.

« fulfill the corresponding fiscal responsibilities
astheir contribution to the general expenditures
of the Nation.

By August 2, 1994, 2,643 sugarcane and
non-sugarcane UBPCs had been established, with a
total area of 2.96 million hectares and more than
257,000 members. This represented approximately
50% of the total land areain state hands, with 93.5%
of state cane area going to cane UBPCs and 29% of
state non-cane area allocated to non-cane UBPCs.
Average UBPC size was 1,125 hectares, with 97
members per UBPC, or 11.6 hectares per worker
(CEE, 1994, p. 2). In 1994, there were also 383
sugarcane CPAs and 185 CPAs of miscellaneous
crops, with atotal area of 5,872 hectares and 14,580
hectares, respectively (Polo Cientifico, n.d., pp. 9,
10). Thisresulted in adramatic change in the shares
of agricultural lands between the state and nonstate
sectors.

One indication of the magnitude of the changeis
the difference in average farm size between state
enterprisesin 1990 and UBPCsin 1994 (one year
after their establishment). Although the dataindicate
that the average UBPC was less than 10% of the size
of the average state farm, Gonzalez Jordan (1995,

p. 91) believes that the average UBPC size was il
too large and may be the reason for their early low
productive and economic efficiencies.

The Cuban National Bank lends money to
UBPCs for two major activities: production and
investment. Production credits have a maximum
payback period of 18 months, with payments made
according to the periods when sales take place. In the
case of investment |oans, the payback period cannot
surpass the lowest level of the useful life of the asset
and a set number of years based on the life of the crop
or the activities performed. For both types of credits,
the maximum amount to be loaned cannot exceed
80% of the estimated value of the collateral. Interest

rates charged are 4% for current loans, 5% for
extended loans, and 6% for overdue loans. Loans for

housing carry a 2% interest rate in mountainous areas
and 3% in other areas of the country (Banco
Nacional, n.d.)

For more information on organization, the
incentives system, and the differences between
UBPCs and CPASs, as they appear in Alvarez and
Messina (1996), please visit:
http://1anic.utexas.edu/l a/calcubalasce/cubab/
28alvmess.fm.pdf.
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Economic and Social Performance

First-Year Performance

In generd, the first-year performance was
disappointing. There were, however, exceptionsto
the rule. Deere (1995, p. 15) indicates that, as early
as 1994, sugarcane UBPCs were performing at higher
levels of efficiency than the former state farms. She
cites the example of the 23 UBPCslinked to the large
Majibacoa Agro-Industrial Complex in the province
of Las Tunas generating profitsin 1994. She states
that, “when the land was managed as a state farm,
the cane operations of this complex were generating
an annual loss of two-million pesos’ (p. 15).
Needless to say, Deere acknowledges that only 9% of
the UBPCs performed well nationally.

Data compiled by Nova Gonzél ez (1995, p. 68)
from official Cuban sources, show the relative
profitability of state farms, Work Y outh Army (EJT),
UBPC, and CPA for 13 commodities (sweet potato,
taro, cassava, banana, plantain, tomato, onion, garlic,
pepper, pumpkin, rice, bean, and corn). The figures
give additional evidence of the poorer performance of
state farms and UBPCs rel ative to other types of
agricultural organizations. For example, CPAs
showed the highest net revenuesin six of the 13
commodities analyzed and second-highest net
revenues in two of them. EJTs showed the highest net
revenues for four commodities and second-highest
net revenuesin seven of them. The rankings for state
farms were two and four, respectively, and the
rankings for UBPCs were one and zero, respectively.
In addition, in the same 13 commodities, costs of
production were lower for independent (private)
farms than for CPAs and state farms. Private farms
and CPAs had the lowest costs of production in three
commodities. Private farms had the lowest costsin
the remaining commodities, followed by CPAs and
with state farms a distant last. Costs of production for
all 13 crops in state farms were much higher than
those of private farmers. Growing these crops on state
farms does not make economic sense since they are
much more expensive than CPAs and private farms.

For additional comments on the early
performance of the UBPCs, asit appearsin Alvarez
and Messina (1996), please visit:

http://lanic.utexas.edu/l a/ch/cuba/asce/cubab/
28alvmess.fm.pdf.

Subsequent Performance

Several sources relating to different years after
1994 clearly indicate that UBPCs were not
performing appreciably better. Some examples
include:

» Of the 1,210 existing UBPCs, only 76 (6.3%)
reported profitsin 1996 (Financial, 1997, p. 8).

* Of the 737 UBPCs devoted to livestock
production, only 15% were profitable in 1996.
Crop diversification has been recommended as
the means to increase profitability (Nova
Gonzédlez, 1997).

* [t was estimated that more than 85% of the
sugarcane UBPCs were unprofitable while 80%
of the livestock UBPCs were profitable in 1997.
In addition, around 50% of the UBPCs owed
money to Cuba's National Bank (Nova
Gonzdlez, 1998, pp. 44, 46).

» Figures reported by Nova Gonzalez (2003, p.
10) seem to indicate that profitability has
improved since 1998 for most types of UBPCs.
The best performers include those devoted to
swine, livestock, rice, citrus, and other fruits.

Because of the preponderance of sugarcane
UBPCs, they deserve a more complete discussion of
performance. They were measured using selected
variables from their establishment in the 1993-1994
season through the 2000-2001 season. The data show
a sharp decrease in both the number of sugarcane
UBPCs and UBPC members, which may be
indicative of atrend toward concentration. Profitable
sugarcane UBPCs went from 71% in the first season
to 6% in the third season. After that year, they
reported sharp increases in profitability until a sudden
decrease in 2001. The cost of growing sugarcane
increased tremendously during the first three seasons
(increasing by 108% from the first to the fourth
season) and declined thereafter. Finally, except for
the 1993-1994 and 1999-2000 seasons, cost of
production exceeded value of production (Sulroca
Dominguez et a., 2000; Nova Gonzélez, 2003, p.
26).
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Nova Gonzélez (2001, p. 12) has wisely
pointed out that the success or failure of sugarcane
production is determined by the UBPCs since they
account for 74% of total production. It isin those
units where efforts should be concentrated.

Performance of non-sugarcane UBPCswas
evaluated by Nova Gonzalez (2000; 2003) for the
1994-2003 period. Profitable UBPCs ranged from
29% in 1996 to 71% in 2000. Except for the last two
years, more than 50% of the cooperatives werein the
red during the study period.

At the beginning of 2002, meetings were held in
every province by the Communist Party to evaluate
the UBPCs' performance. According to areport
issued by CubaNet on January 14, 2002, party
officials concluded that most UBPCs are bankrupt.
Participants at the meetings blamed a series of factors
for their poor results. Some of those factorsinclude
sluggish payment for actual production as opposed to
salary, instability in the growth of cane fields, lack of
attention to al crops, low productivity, and
inadequate attention to the needs of workers.
Participants held administrators responsible for the
disaster. In response, officials expressed the opinion
that the times demanded definite solutions for the
UBPCs. Some of these factors were discussed earlier
in this fact sheet when describing the results of two
official surveys conducted more than one year after
the UBPCs establishment. The provincial meetings
revealed that, seven years later, solutions to those
early problems had yet to be found.

Are UBPCs till performing poorly only because
of problems not solved after one decade? Are these
poor results areiteration of inefficiencies inherent to
this type of agricultural organization under a socialist
system? What benefits have the UBPCs brought to
Cuban agriculture? The second question will be
answered in another fact sheet (EDIS FE488).
Although some answers to the first and third
questions can be found scattered in several parts of
this fact sheet, hereis a summary of along list of
factors listed in four publications by official Cuban
economists.

Some of the changes and positive results that
UBPCs have brought to Cuban agriculture appear in
Pérez Villanueva (2000, p. 87):

 agradual recovery of Cuba's agricultura
production, except in sugarcane and cattle.

» asubstantial reduction in subsidies granted for
agricultural losses (e.g., from 1,800 million
pesosin 1994 to 718 millionsin 1997).

* adlight improvement in the rational use of
resources such asinputs, raw materias, fuels,
and others.

* arestructuring of the overall average size of
agricultural units (i.e., areduction in the area of
immense state farms).

» achange in the management of agricultural
production and in the method of workers
remuneration from wages to distribution of
profits.

* a better use of agricultural areas and the
recuperation of cultivated areas.

» anew model of work incentives.

 ademocratization of the productive process due
to an increasing participation of producersin the
decision-making process.

» anew model of self-management,
diversification of property regimen, and new
actorsin the agricultural scene.

Factors contributing to the deficiencies and
inefficiencies of the UBPCs, as enumerated by Nova
Gonzél ez (1998, pp. 45-46) and Pérez Villanueva
(20003, p. 87), include:

» the autonomy issue—this appears time and
again when discussing UBPCs. The strong
influence of the state still remainsin nearly all
cases. |n cases where some autonomy does
appear to exist, it is extremely limited. The lack
of autonomy hinders UBPCs' control of how to
use their resources and the magnitude and
location of their sales. The lack of a competitive
market forces UBPCs to pay high prices for the
inputs and services sold by the state.

* the decrease in UBPCs' labor force, mainly due
to better employment alternatives, no guarantees
of food from self-provisioning plots, limited
housing, and insufficient economic stimuli.
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* the high debt UBPCs still maintain with the
Central Bank after the initial purchase of
machinery and equipment from the state (which
have deteriorated).

Rodriguez Castellén (1997) and Wong (1998)
share very similar opinions concerning the factors
that need immediate implementation for the future
development of these agricultural production units:

* clear definitions in the UBPC statutes
concerning the entry and exit of each member
(new members acquire an indivisible debt which
disappears when they leave the cooperative).

« explicit delineation of the frontiers between the
activities of the state and the UBPCs.

« changes in the internal control of the economic
and financia activities now exerted by the board
of directors, with exogenous control exerted by
the state.

« an explicit mandate for the payment of benefits
that, although now implicit in the remuneration
according to productive results, has not been
accomplished successfully.

« an expansion of the cooperative concept from
the agricultural activities to the selling and
marketing of their products.

« adecrease in the vertical ties and a sharp
increase in the horizontal relationships between
the cooperatives and other economic entities.

 anincrease in the awareness of members about
their ownership rights that eventually would
eliminate the paternalistic and administrative
practices that characterized the centralized
decision-making model.

Conclusions and Policy
Implications

The issues examined in this fact sheet convey
important policy implications. It is evident that the
remaining state farms either are still unprofitable or
have higher costs of production than other types of
agricultural organizations, especially private farms.
After analyzing the differences between the state and

nonstate sectors one has to wonder about the reasons
for the continued existence of some state farms. There
is speculation that some of them are being held by the
government as potential joint-venture operations or
economic associations. Or, simply it may be that,
since the majority of state farms have already been
converted into UBPCs, the incentive to complete the
process has decreased. Nevertheless, the fact that the
majority of state farms have been broken up into
UBPCsisaclear indication of the commitment on the
part of the Cuban government to this fundamental
policy change.

The degree of autonomy of the new cooperatives
isan issue that has been debated in Cuba for many
years now. The degree of control and autonomy that
UBPC members have in their operation is certainly
limited, compared to what farmers in market
economies have. However, UBPCs are till a
substantial improvement over the large state farms.
As aresult, UBPC members have a new sense of
stewardship toward the land and they recognize
UBPCs as a mechanism to improve their personal
well-being. These are important incentives that need
to be reinforced. That has not happened.

The decision to dismantle the state farms into
UBPCs and the creation of the agricultural markets
(EDIS FE488) would appear to have created a
window of opportunity for the Cuban leadership to
improve domestic agricultural production and food
availabilities. Obstacles still exist that hinder the
efficient operation of these new institutions in Cuba.
Such obstacles are inherent to the system and
independent of input shortages. For example, thereis
little incentive to produce beyond 100% of the
established production goal since 80% of any surplus
beyond that amount is sold to the state agency at very
low prices. The state monopoly on inputs, services,
and commercialization hinders food availability. Even
if these inherent obstacles are removed, chronic
shortages of fertilizers, pesticides, and fuel oil will
restrict the ability of the agricultural sector to respond
in dramatic fashion. The obstacles, especially the
restrictive input and output markets, must be
removed if the Cuban government wantsto increase
agricultural output and food accessibility.
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Additional Information

Below isalist of the fact sheetsin this series on
Cuban Agriculture. They can be accessed by clicking
on the highlighted links:

* FE479 — Cuban Agriculture Before 1959: The
Political and Economic Situations
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* FE480 — Cuban Agriculture Before 1959: The
Social Situation

* FE481 — Transformations in Cuban Agriculture
After 1959

» FE482 — Overview of Cuba's Food Rationing
System

* FE483 — The Issue of Food Security in Cuba

* FE484 — Acopio: Cuba's State Procurement and
Distribution Agency

» FE485 — Antecedents of the Cuban
Agricultural Policies of the 1990s

» FE486 — Chronology of Cuban Reform
Policies with Emphasis on Agriculture,
1993-1995

* FE487 — Cuba's Basic Units of Cooperative
Production

« FE488 — Cuba's Agricultural Markets

* FE489 — Environmental Deterioration and
Conservation in Cuban Agriculture

* FE490 — The Potential Correlation between
Natural Disasters and Cuba's Agricultural
Performance



