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Cuba and Puerto Rico:
From Cold Warriors
to Business Associates

By JuLia SAGEBIEN AND RaMON CoTO-OJEDA

Ricans and Cubans still maintain strong bonds. These resilient bonds are

in part a result of the two islands’ similarity in such areas as colonial
history, topography, climate, language, music, food, ethnic mix, and culture. Even
the flags under which they fought for independence from Spain share the same
basic design and colors. In the often-quoted words of Puerto Rican poet Lola
Rodriguez de Tio, “Cuba y Puerto Rico, de un pdjaro las dos alas” (Cuba and Puerto
Rico, the two wings of a single bird).

There are, however, important differences between the two islands. Key among
these is the nature of their respective relationships with Spain and the United
States as successive colonial powers. In a relatively bloodless fashion, Puerto Rico
was able to obtain a form of partial autonomy from Spain and had a peaceful and
fairly amicable transition to U.S. rule when it was ceded to the United States after
the Spanish-American War. Cuba, on the other hand, fought two protracted wars
against Spanish colonial rule, and the U.S. occupation of the island that followed
independence from Spain caused great resentment.

The differences between the islands became more marked after the 1959 Cuban
Revolution. Whereas Cuba’s revolutionary government ultimately pursued a
development and political survival strategy focused on the socialist bloc, Puerto
Rico used its special commonwealth relationship with the United States to obtain
substantial development assistance.

Despite the limited contact between the islands since 1961, interest in potential
post-embargo commercial opportunities in Cuba is high in Puerto Rico. The
present paper focuses on these commercial possibilities. In addition to examining
previous studies on prospective commercial relations and reviewing current
economic data, the authors conducted interviews with businesspeople and gov-
ernment officials on both islands. Because any kind of commercial exchange is
bound to be beneficial for Cuba in the long run, the paper focuses more on the
strengths and weaknesses of Puerto Rico as a competitor in the Cuban market.

Our findings suggest that the end of the embargo will bring both losses and
gains for Puerto Rico in the areas of trade and foreign direct investment. Key
Cuba-relevant economic sectors are likely to include professional services, tourism,
manufacturing, construction, agriculture, and small business. Our findings also
suggest that the behavior of some economic sectors will respond primarily to the
demands of globalization, while others might offer a more local focus of control.

D espite some forty years of cold war isolation from each other, Puerto
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CARIBBEAN COLD WARRIORS

During the cold war, and particularly after the
triumph of the 1959 Cuban Revolution, the United
States provided both incentives and deterrents to
nations in the Americas as a way of enlisting sup-
port for its policy of containment of communism in
the region. In the Caribbean, for example, the
“carrots” included a vast array of economic incen-
tives such as the Caribbean Basin Initiative (CBI), a
program implemented in 1984 with the aim of
promoting development through private-sector
initiatives. The deterrents or “sticks” included the
embargo on Cuba, as well as the overt and covert
support of numerous “anti-Communist” groups in
other countries.

Puerto Rico became the focus of the carrots and
Cuba the focus of the sticks. While Puerto Rico
received generous financial and technical assis-
tance, welfare benefits, and preferential tax treat-
ment as an incentive for industrialization, Cuba
was embargoed, invaded, isolated, and politically
and economically undermined in a systematic way.

Puerto Rico became the focus of the [U.S.]
carrots and Cuba the focus of the sticks.

Given the climate of U.S hostility toward Cuba
and toward any other real or imagined “Cuba-like”
regimes, it is not surprising that the preeminent
objective of Cuba’s foreign policy toward the Carib-
bean during the cold war was defense. A second set
of policy objectives was based on the pursuit of
“common” regional goals: freedom from U.S.
hegemony, economic and political integration of the
Caribbean with Latin America, and a new interna-
tional economic order that guaranteed the develop-
ment of the Caribbean.

The cause of Puerto Rican independence was
seen by the Cuban government as a strategic com-
ponent of this set of foreign policy objectives. To the
great irritation of the United States, Cuba con-
ducted its diplomatic battles against U.S. colonial
influence in Puerto Rico primarily in international
forums such as the United Nations” nonaligned bloc
and the General Assembly’s Special Committee on
Decolonization.

As a result of the political and economic polar-
ization of the region, the relationship between
Puerto Rico and Cuba essentially became a
“nonrelationship” (no trade, minimal official con-
tact, etc.) circumscribed by the narrow limits of the
U.S. embargo, as well as by the strategic and de-
fense interests of the United States.

AND WHEN THE EMBARGO ENDS?

Since the moderate market opening of Cuba in
the mid-1990s, interest in business opportunities in
Cuba has emerged in Puerto Rico, much as it has in
other countries. Given that any business dealings
with Cuba are circumscribed by the U.S. embargo,
these discussions focus on post-embargo scenarios.
Numerous articles have appeared in the Puerto
Rican press covering trade and investment news in
Cuba, some projecting future business opportunities
for Puerto Rico. In 1993, the Puerto Rican govern-
ment commissioned a study on the “reopening” of
Cuba and in early 1999 it announced plans to
produce a new updated report. There have been
numerous general and sectoral conferences and
panels on Cuba-related business opportunities. The
academic literature on the subject is not particularly
extensive, however.

The business, academic, and government papers
on the subject written in Puerto Rico bear some
resemblance to those published in the United States,
although the information on Cuba that they contain
is more limited in breadth and depth. The Puerto
Rican documents also tend to emphasize economic
analysis and thus lack the business-oriented detail
of many of the U.S.-produced sectoral opportunity
analyses. Both U.S.-mainland and Puerto Rico-
based studies are perhaps too “triumphalist” in
outlook, minimizing the role of the foreign business
enclave already established in Cuba and of the
emerging Cuban managerial class, while at the
same time exaggerating the advantages of the
business establishment in whichever territory they
were written. For both sets of reports, the fact that
the opportunity analyses are predicated on such
unpredictable events as the end of the U.S. em-
bargo, which in turn is predicated on changes
within the Castro regime, makes the opportunities
mostly hypothetical. In other words, the time frame
within which the reports” recommendations can
actually be implemented is unknown.

Despite the embargo, many U.S.-based compa-
nies have already stacked out their territories in
uba.

Despite the embargo, many U.S.-based compa-
nies have already staked out their territories in
Cuba. Some are even operating legally either overtly
or covertly through joint ventures in third coun-
tries, not to mention those companies which are in
violation of the embargo. Business promotion
associations have conducted fairly regular trade
junkets to Cuba, and numerous memorandums of



understanding have been signed by potential future
partners. Several Puerto Rican law firms have taken
on the Cuba business promotion role and are
actively encouraging their clients to prepare contin-
gency plans that include actions which they can
legally undertake at present within the embargo
rules (e.g., registering trademarks and trading in
certain commodities). A number of formal and
informal Puerto Rican business delegations have
visited Cuba, and Cuban delegations have been
invited to attend business conferences held on
Puerto Rican soil. Approximately one hundred
Puerto Rican businesspeople visited Cuba on busi-
ness trips in 1998, paralleling some of the business
development moves of U.S.-based firms.

Estimates of bilateral Cuba-U.S. trade point to a
possible value of US$3 billion to US$7 billion annu-
ally in the first few years after the normalization of
relations. Encouraging projections such as these are
fueling the enthusiasm of U.S. and Puerto Rican
businesspeople. Given the value of the potential
market, even minor cracks in the embargo, such as
the easing of controls on food and agricultural
input sales to Cuba announced by the Clinton
administration in January 1999, stimulate a great
deal of interest within the U.S. and Puerto Rican
business sectors. Unfortunately, due to the current
Cuban political climate and the strict U.S. embargo,
taking advantage of these opportunities will be
difficult.

The Puerto Rico-based Cuban exile community
(the second largest after Miami) is likely to play a
significant role in the post-embargo commercial
relationship between Cuba and Puerto Rico. The
1990 Puerto Rican census found 19,736 persons
born in Cuba (a decline from previous census
figures, suggesting a net out-migration of exiles to
the United States). According to a 1995 book by
José A. Cobas and Jorge Duany, the Cuban exile
community in Puerto Rico is smaller and more
highly stratified (socially, economically, education-
ally, and racially) than its U.S. counterpart. By and
large, the exiles in Puerto Rico were able to establish
themselves successfully in commercial, managerial,
and professional occupations. Many are self-em-
ployed, high-level employees, or business owners.
Despite their economic influence, however, Cuban
exiles in Puerto Rico have not developed the same
degree of influence in local or U.S. politics as their
Miami counterparts.

Because the Cuban exiles in Puerto Rico faced
fewer linguistic, cultural, and religious differences
than they would have in the United States, they
have been able to integrate more fully into Puerto
Rican society. Relations between the exiles and their
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Puerto Rican neighbors have generally been posi-
tive, although at times there has been conflict over
economic competition, ideological differences, and
exile voting rights in Puerto Rican elections.

Cuban exile businesspeople have expressed
interest in participating in the reconstruction of
Cuba, although many of them would likely do so by
investing rather than physically returning to Cuba.
Exiles in Puerto Rico are likely to present a fair
amount of competition to exile groups based in the
United States (primarily Florida and New Jersey) in
their capacity as managers, investors, and entrepre-
neurs.

Cuban exile businesspeople [in Puerto Rico]
have expressed interest in participating in the
reconstruction of Cuba. . ..

A majority of the exile community in Puerto Rico
vigorously supports the U.S. embargo, and business
contacts in Cuba remain a delicate issue in San
Juan. Exiles’ threats of boycott and even violence
are a reality that one must contend with if operat-
ing a Cuba-related venture (even in compliance
with the embargo) from Puerto Rico.

The main visible indication of Cuba’s interest in
establishing commercial ties with Puerto Rico has
been the reception of Puerto Rican commercial
delegations that have visited Cuba and the attempts
to send Cuban delegations to commercial events in
Puerto Rico. There has been little empirical field
research focusing on Cuba’s managerial class and
its commercial interests (the Cuban government
regards such information as sensitive). However, a
study published in 1997 by Puerto Rico-based
Cuban exile Gerardo Gonzélez Nufiez, albeit some-
what dated (the research was conducted between
1994 and 1995, does describe the views of Cuban
managers about future commercial relations with
the Caribbean and Puerto Rico.

When queried about countries of commercial
interest in the Caribbean, the majority of Cuban
empresarios (managers) responded that the Domini-
can Republic and Jamaica would be of most interest
to them. Those in Havana tended to favor the
western Caribbean, while those in Santiago de
Cuba leaned toward the eastern Caribbean. The
Gonzalez Nuifiez study does not refer to Puerto Rico
as one of the islands mentioned by the empresarios
when ranking their commercial interest in either
the Caribbean Basin overall or the eastern Carib-
bean.

Obviously, the U.S. embargo would not permit
the actual establishment of trade at this point, but it
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is interesting to note that while Puerto Rican
businesspeople, academics, and government offi-
cials ponder the impact on Puerto Rico of Cuba’s
future reintegration into the region’s economy,
Cuban empresarios do not seem to think much about
this question at all. Interviews conducted for this
paper confirm that the relative importance of
Puerto Rico for Cuba is much less than that of Cuba
for Puerto Rico.

[T]he relative importance of Puerto Rico for Cuba
is much less than that of Cuba for Puerto Rico.

The following are some of the major differences
between the Cuba of the early 1990s (when most of
the Puerto Rican-authored reports mentioned
earlier were written) and the Cuba of 2000:
¢ The Cuban economy has started to show timid

signs of recovery and certain sectors have become

more market responsive.

* Some moderate market reforms have been imple-
mented, although there are no clear indications
of further reforms on the horizon.

* There has been a stabilization of the Cuban
managerial elite in both the business (e.g., joint
ventures, state enterprises) and governmental
spheres.

¢ Firms from other countries have made deep
inroads in some of the more attractive sectors of
the Cuban economy, such as tourism, mining,
tobacco, power generation, construction and real
estate, and telecommunications.

¢ In the regional context, Cuba’s closer ties to the
Caribbean Community (CARICOM) and the
Association of Caribbean States (ACS) mean that
ventures with member countries of these group-
ings are likely to take priority over those with
Puerto Rico.

Puerto Rico has also undergone changes, includ-
ing the following;:

* A heightened national debate has taken place on
the future political status of the island (remaining
a commonwealth versus becoming a U.S. state
versus independence).

¢ A hemispheric (rather than Caribbean) orienta-
tionis emerging.

* In 1996, the U.S. Congress decided to eliminate
the tax incentives for U.S. companies investing in
Puerto Rico provided under Section 936 of the
U.S. Internal Revenue Code (the Possessions Tax
Credit) with regard to new investments and to
phase these benefits out over a ten-year period
for firms currently taking advantage of these
incentives.

* Concerns have arisen over the possible erosion of
the island’s manufacturing base if there are
insufficient incentives for reinvestment.
Although their findings are still generally appli-

cable, the opportunity analyses of the aforemen-

tioned papers and reports produced in Puerto Rico
in the early 1990s are at this point outdated. The
next section of the present paper examines a new
set of dynamics that is likely to affect any commer-
cial relationship between Cuba and Puerto Rico.

GLOBALIZATION AND TRADE ALLIANCES
Globalization has altered the way in which
Cuban-Puerto Rican competition and cooperation
must be conceptualized. A number of economic
sectors are more likely to respond to global de-
mands and conditions than to any action by local
management or government. Tourism and manu-
facturing offer good examples. Puerto Rico’s manu-
facturing base is already facing strong competition
not only from other Caribbean Basin countries such
as the Dominican Republic, Mexico, and Costa
Rica, but also from more distant locales such as
Singapore, Ireland, and Chile. As for tourism, the
Caribbean faces strong competition for the U.S.
Northeast market from rival “sun” destinations
such as Florida’s Disney World and other family
attractions being developed in the U.S. Southeast.

Globalization has altered the way in which
Cuban-Puerto Rican competition and cooperation
must be conceptualized.

Puerto Rican and Cuban strategies to take advan-
tage of the reintegration of Cuba into the global
economy must be examined not only from a rela-
tively static nation-to-nation standpoint, but also in
the more fluid context of global commercial dynam-
ics. Countries vying for investment must offer ever-
improving rates of return, stability, transparency,
and efficiency. Thus, there is an increased need for
business and government leaders to forge regional
cooperative strategies to protect the viability of
sectors such as manufacturing and tourism in the
region as a whole.

The development of a thriving post-embargo
commercial relationship between Cuba and Puerto
Rico will also depend, in large part, on the estab-
lished trade and investment patterns of each island,
their major trade and investment partners, and
their comparative advantages. Although a thor-
ough analysis of the trade patterns of the two
islands is beyond the scope of this paper, a cursory



overview of their major trading partners can pro-
vide a context in which to examine possible future
bilateral trade relationships.

Intraregional trade with their Caribbean and
Latin American neighbors has never been a focal
point for either Cuba or Puerto Rico. Before 1989,
the Soviet Union and the Council for Mutual Eco-
nomic Assistance (CMEA) were Cuba’s main
trading partners. At present, Canada, Spain, and
Italy are Cuba’s most important commercial part-
ners for trade and investment. By contrast, in 1997
Puerto Rico’s trade with the United States ac-
counted for 76 percent of the island’s total trade.

Since the collapse of the Soviet bloc, Cuba has
made efforts to reengage with the Caribbean Basin,
the Western Hemisphere, and the international
order. Cuba’s revolutionary government had on
many occasions manifested its interest in establish-
ing some sort of link with CARICOM countries.
However, it was unable to do so, largely because of
U.S. pressure to keep Cuba isolated. The 1990s,
however, heralded a new era of Cuban-Caribbean
relations, due not to any change of heart on the
part of the United States but to the efforts of Carib-
bean nations, particularly those in CARICOM.
Although Cuba’s Caribbean integration is moving
along at a fast clip, intraregional trade remains low.
Moreover, efforts to integrate Cuba into hemi-
spheric affairs is hampered by the fact that (due to
continuing U.S. pressure) Cuba is still not a member
of the Organization of American States or the
major international financial institutions (IFIs).

In general, the extent to which Puerto Rico’s
trade orientation is Caribbean as opposed to hemi-
spheric or worldwide seems to ebb and flow with
U.S. policy initiatives toward the Caribbean (e.g.,
the Caribbean Basin Initiative and Section 936) as
well as the dynamics of domestic electoral politics.
Whatever status option for the island is proposed
by the party in power in San Juan at any given time
(continuing as a commonwealth, pursuing U.S.
statehood, or seeking independence) appears to
form the nucleus of Puerto Rico’s conception of its
“foreign” and commercial policy toward the Carib-
bean, the hemisphere, and the world. As Sir Neville
Nicholls, president of the Caribbean Development
Bank, puts it, “Puerto Rico runs hot or cold in its
relations with CARICOM, depending on what
party is in power in San Juan” (as quoted in a May
1998 speech by John Collins).

In sum, while Puerto Rico is moving away from a
Caribbean policy and toward a hemispheric policy,
Cuba is forging closer relations with both its Carib-
bean neighbors and the rest of Latin America
(although one could argue that Cuba is willing to
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join any commercial club that will have it as a
member). Puerto Rico’s U.S. orientation also stands
in sharp contrast to the intense alliance-building
currently under way in most Caribbean Basin
nations.

[W]hile Puerto Rico is moving away from a
Caribbean policy and toward a hemispheric
policy, Cuba is forging closer relations with. . . its
Caribbean neighbors. . . .

COMMERCIAL OPPORTUNITIES AND THREATS

A post-embargo Cuba, ruled by a government
pursuing economic reform, could only stand to gain
from any Puerto Rican trade and investment. On
the other hand, the impact on Puerto Rico of Cuba’s
reintegration into the region would involve both
opportunities and threats, and thus merits a more
careful analysis.

One of Puerto Rico’s competitive advantages in
the Cuban market is its somewhat hybrid business
culture, part North American and part Latin
American. The North American aspect would
provide Puerto Ricans with an edge over other
Latin Americans because Puerto Rican managers
and entrepreneurs usually speak English (an advan-
tage given that the United States is Cuba’s natural
market), are familiar with U.S. business practices,
and, most important, have comparatively easy
access to U.S. credit institutions. The Latin Ameri-
can aspect would give Puerto Ricans an edge over
their North American and European competitors
(except perhaps the Spaniards) because Puerto
Ricans share Cuba’s language, culture, and sense of
history.

As for competition from the Cuban exile commu-
nity in Miami (which will be formidable), the
Cuban exiles in Puerto Rico, as indicated earlier, are
less ghettoized and more integrated into the Puerto
Rican business structure. They might, therefore, be
able to take part in Cuban opportunities via mixed
(exile-Puerto Rican) ventures and thus conceivably
be perceived as less threatening to Cuba than their
Miami counterparts. Some observers have suggested
that there might be a geographically based sharing
of the spoils, in which the old Puerto Rican connec-
tion with eastern Cuba would be revived while
Miami-based businesses would concentrate on
western Cuba. However, the majority of the inter-
views conducted for this paper in Puerto Rico did
not reveal a geographical or historical basis for
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determining the relative competitive advantages
between the two sets of exiles, but rather a sectoral
and business-strategy basis.

A number of other factors will affect Puerto
Rico’s competitive standing. For the first few years
after the embargo is lifted (assuming that there is a
pro-market government in Havana), Cuba will have
to address a number of issues: the impact of U.S.
market forces and U.S. companies vying for Cuban
markets, Cuba’s reintegration into the world of
international commercial credit, and the need for
Havana to balance its commercial relations with its
existing partners. Puerto Rico will be only a bit
player in this transition. Puerto Rican ventures will
also be affected negatively by the Cuban predilec-
tion for embarking upon large projects and dealing
with large corporate partners (grandismo).

SECTORAL ANALYSIS

At present, Cubans cannot afford to pay for
much, yet there are many companies already
competing for their business. In the post-embargo
period, more goods and services will be needed;
more money will likely be available as a result of
new credit, foreign investment, and economic
growth; and there will be even more competitors (of
which the United States will be the most formi-
dable). Thus, the analysis of Cuba-related opportu-
nities and threats for Puerto Rico presented below
restricts itself to the sectors in which there is some
clear advantage or risk to Puerto Rico-based firms.
This, of course, does not prevent a firm in any other
sector from finding the right niche either directly or
indirectly through association with a Cuban or
foreign firm.

The revival of Cuba’s tourism and agricultural
sectors. . . could present a challenge to
Puerto Rico.

A general consensus exists that the sectors of
most interest (or concern) to Puerto Rican
businesspeople in a post-embargo Cuba would be
professional services, construction, manufacturing,
small and medium-size business, tourism, and
agriculture. Although mining and fisheries are
important sectors in Cuba, they are not important
in Puerto Rico and have therefore been excluded
from this analysis. Most sectors should provide
excellent opportunities for Puerto Rican firms
participating in Cuba’s redevelopment--generally a
win-win scenario. The revival of Cuba’s tourism

and agricultural sectors, however, could present a
challenge to Puerto Rico.

White-Collar Services

Puerto Rican white-collar (professional, techni-
cal, financial, managerial) workers are likely to
participate in Cuba’s reconstruction as managers.
Puerto Rican managers are well prepared in a
number of sectors that will be in high demand.
Moreover, as already mentioned, their U.S.-Latin
hybrid business culture should provide a competi-
tive advantage relative to their U.S.-based and
Latin American counterparts.

According to a 1994 Puerto Rican government
report titled La Reapertura de Cuba (The Reopening
of Cuba), Puerto Rico could benefit from its
experience in sectors such as “research and devel-
opment, general and financial consultancy, design
and construction of industrial facilities. . . .” Upper
and middle managers, as well as technical and
support personnel in all manufacturing sectors and
in all areas of ancillary services, are likely to
encounter opportunities as the Cuban manufactur-
ing and industrial sectors are developed. There will
be a great need for the services of professional-
service firms in areas such as marketing, law,
accounting, and business and technical services.

There will also be opportunities for small special-
ized schools that can provide technical, vocational,
and business training (for would-be beauticians,
electronics repair specialists, automotive body shop
workers, secretaries, etc.). In addition, the two
islands are likely to see an increase in contacts in
the music and artistic sectors.

Puerto Rico’s financial sector would also stand to
gain from a “normalized” Cuba. Banks that have
already established fund transfer networks in the
region could simply open a node in Cuba to serve
their clients. Puerto Rican entrepreneurs would also
need financial services for trade and investment
purposes in Cuba, which can be provided by Puerto
Rico-based financial institutions.

Real estate will offer some of the most attractive
opportunities. Although there has been some
liberalization in this sector and a number of foreign-
financed projects are under way, the Cuban
government is still quite hesitant to open this
sector fully. Moreover, the property claims settle-
ment process with U.S.-based claimants cannot take
place until the embargo is lifted. The good news for
Puerto Rico is that there will be many opportunities
left when the embargo ends. The competition, how-
ever, will be fierce and contingency plans that can
be implemented on short notice are needed.



Telecommunications

The telecommunications sector is often cited as
one that could offer opportunities for Puerto Rican
companies. However, two factors are likely to
dampen this enthusiasm. First, the Puerto Rican
telephone company has been privatized and now
belongs to a U.S. firm. Thus, the key to Puerto
Rican participation in this sector in Cuba would be
lobbying efforts by Puerto Rico-based executives in
favor of a corporate expansion strategy managed
out of Puerto Rico rather than U.S. headquarters
(or Miami). Second, major portions of the Cuban
telecommunications sector are already in the hands
of U.S,, Italian, and Canadian competitors. How-
ever, neither of these realities would prevent Puerto
Rican firms from providing ancillary goods and
services or taking part in joint ventures.

Construction

Construction (of housing, hotels, shops, offices,
factories, and facilities in the new free-trade zones)
and infrastructure development, including trans-
portation and power, are attractive sectors in Cuba.
Although there are strong competitors already
established in Cuba (e.g., the Canadian companies
that built the new terminal at Havana’s José Marti
airport), a major construction boom is likely to
occur once IFIs begin to finance these kinds of
projects. Most real estate projects would also have a
construction component. Moreover, the provision of
materials for construction could be profitable.

The construction sector in Puerto Rico grew
rapidly between 1995 and 1998, and is expected to
continue doing so. This experience, combined with
that gained from the construction of recent
megaprojects in Puerto Rico (e.g., urban trains and
super aqueducts), should help position Puerto
Rican construction firms well for competition in
Cuba. While Miami has refurbished much of its Art
Deco architecture, Puerto Rico has done a spectacu-
lar job of refurbishing its colonial-era buildings in
the Old San Juan area. This experience should be of
great value in bidding for jobs to restore the colo-
nial-era architectural heritage of old Havana and
many other cities in Cuba. However, given the
traditional large size of IFI projects, Puerto Rican
companies in these sectors would be well advised to
begin to search for partners.

Manufacturing

Both Cuba and Puerto Rico aligned their econo-
mies to suit the commercial needs of their respective
hegemonic powers. While Cuba deepened its
monoculture and traded sugar for oil and manufac-
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tures from CMEA countries, Puerto Rico developed
a strong manufacturing base for export to the
United States in response to preferential trade
policies and beneficial federal tax structures. The
result is that whereas Cuba has a small and gener-
ally obsolete manufacturing base (mostly concen-
trated on light manufacturing and sugar process-
ing), Puerto Rico has a large and modern one.
Within Cuba’s manufacturing Jurassic Park, how-
ever, the biotechnology sector (the most advanced
in Latin America) stands out as a jewel. Another
plus is Cuba’s labor force, which is as well educated
and healthy as Puerto Rico’s, although in great
need of retraining. Cuba will need to scrap most of
its existing plant, modernize some of the remainder,
and diversify into many more sectors.

Both Cuba and Puerto Rico aligned their
economies to suit the commercial needs of their
respective hegemonic powers.

Cuba is not expected to present a threat to Puerto
Rican manufacturers, but rather a number of
opportunities. The basic logic determining how
Puerto Rican-based firms respond will be that of
globalized production, not interisland competition
or cooperation. Moreover, the future of this sector
in Puerto Rico once Section 936 benefits are com-
pletely phased out is unknown. What is clear,
though, is that as Puerto Rican manufacturing
specializes ever more on high-tech products and
wages increase, less-skilled production is likely to be
transferred out of Puerto Rico. But transferred
where? Cuba will be only one manufacturing
relocation contender among many others.

There will also be opportunities for many smaller
and locally owned Puerto Rican firms. For example,
small companies should be able to supply interme-
diate products to foreign-owned large manufactur-
ing companies that establish themselves in Cuba, as
they already do for such companies in Puerto Rico.

As the Cuban market itself recuperates, Puerto
Rican entrepreneurs could participate in the
growth of import substitution enterprises (e.g., food
processing, construction materials). The establish-
ment of export-oriented plants would depend on
finding inherent advantages to Cuban production
over production in other countries or in Puerto Rico
itself.

As of 2000, Cuba’s free-trade zones are ham-
pered by the lack of a coherent set of incentives, a
lack of investment in infrastructure and facilities,
and a lack of access to Cuba’s natural market—the
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United States. In the long run, however, these
zones could play a part in a competitive manufac-
turing, export, or transshipment strategy that
involves Cuba and Puerto Rico.

Whether or not actual manufacturing plants are
established by Puerto Rico-based firms, a fair
amount of Puerto Rican investment participation is
likely in firms operated by Cubans or foreign na-
tionals. As mentioned earlier, investment would be
one of the preferred business strategies of Cuban
exiles living in Puerto Rico.

Can Cuba become an export market for Puerto
Rico’s manufactured goods? Cuba will need a
variety of inputs for both industrial production and
consumer consumption. It is not yet clear, however,
whether Puerto Rican-made products would have a
competitive advantage over U.S.- or foreign-manu-
factured products. The diversification of Puerto
Rican trade away from its overreliance on the U.S.
market and toward other Latin American and
European markets would be a good preparatory
step for gaining competitive advantages in export
markets. The fact that the Puerto Rican
government’s commercial offices abroad are putting
increased emphasis on helping Puerto Rican entre-
preneurs should help prepare Puerto Rican export-
ers.

Small business has become an important agent
of economic growth in Puerto Rico.

In sum, if markets can be secured (in and out of
Cuba), if credit can be obtained, if Cuban wages
and manufacturing costs can remain competitive,
and if Cuban market reforms can create an attrac-
tive business climate, Cuba is a natural place to
expand production. Whether specific Puerto Rico-
based firms have a competitive advantage over
foreign firms as manufacturers, investors, or traders
is yet to be determined.

Small and Medium-Size Enterprises

Small business has become an important agent of
economic growth in Puerto Rico. Small businesses
employ around 75 percent of the island’s private-
sector workforce, and businesses with fewer than
tifty employees represent 94.7 percent of total
business establishments. Small businesses are highly
represented in construction, manufacturing, ser-
vices, and retail. There are also a number of strong
locally owned medium-size enterprises. The
strength and composition of Puerto Rico’s small
and medium-size companies augur well for their
participation in Cuba’s redevelopment.

Despite a host of new retail stores (mostly in
Havana) that accept only U.S. dollars, Cuba des-
perately needs a modern retail sector. Opportunities
for foreign firms in this sector will be constrained by
the fact that the retail sector is likely to remain a
state monopoly as long as the government can keep
it that way because it is a major source of govern-
mental revenue (although there is a budding
microenterprise sector—paladares [small restau-
rants], vending carts, etc.—whose actors stand in
contrast to the large state-owned sociedades
anonimas).

There is currently some foreign presence in the
wholesale sector, and the post-embargo period will
see great pressure to open the distribution and
transportation sector. Major U.S. retailers will likely
establish beachheads as the spending power of
Cubans begins to rise, and Puerto Rican managers
might find opportunities in this expansion. An
entire distribution and domestic transportation
network for food, consumer items, and industrial
goods will have to be developed. Here again, the
hybrid U.S.-Latin nature of Puerto Rican retailers,
along with their access to U.S. supply chains and
credit, should make expansion to or investment in
Cuba feasible. There will also be many possibilities
for franchise operations (e.g., food and clothing
outlets, gas stations, dry cleaners, copy centers).

Tourism

Cuba’s tourism assets are formidable. The island
possesses not only many unspoiled beaches, but
also the possibility for historical, ecological, moun-
tain, and cultural tourism. By 1998, tourism had
become the driver of the Cuban economy, easily
surpassing sugar as the main source of foreign
exchange. In 1998, 1.4 million tourists visited the
island, bringing US$1.8 billion in earnings. Tourists
came primarily from Canada, Germany, Italy,
Spain, France, Britain, Mexico, and Argentina.
Unfortunately, most earnings from tourism are
spent on inputs. Moreover, occupancy rates and the
average daily spending of tourists are still low by
U.S. standards.

Despite these obstacles, the industry is expected
to continue growing at a fast pace, and services and
facilities are continually being upgraded. Cuba is
moving away from the low-end budget travel
segment toward the middle range, and is aiming
even higher. Cuban estimates projected that 1.7
million tourists would visit the island in 1999 (an
increase of some 20 percent over the previous year).
Cuba’s objective is to have fifty thousand rooms for
tourists available by 2000. As prices go up, hotel
chains in Cuba are developing segmented offerings



for a range of tourist budgets.

Foreign companies (primarily Canadian, Spanish,
Dutch, Italian, Jamaican, French, and German) are
making Cuba one of the fastest-growing tourism
destinations in the Americas. These companies are
participating in Cuban tourism through direct
investment and management contracts and through
the provision of services such as flights and tours.
Cruise ships have already begun to dock in Havana.
Several U.S. companies and hotel chains have plans
ready to be implemented once the U.S. investment
ban ends. It is clear that Cuba would have to
upgrade its facilities in order to meet U.S. standards
and guest expectations. Considering what Cuba has
been able to accomplish in less than a decade of
tourism development, however, the advent of true
four- and five-star hotels that would suit U.S. tastes
is probably not far off. Moreover, cruise lines would
be able to add Cuban ports quickly by deploying
much of the on-island tourism infrastructure them-
selves.

Tourism is also a key driver of the Puerto Rican
economy. Room capacity and luxury liner docking
spaces are being increased and a new convention
center is under development. San Juan has become
the largest home port for cruise ships in the Carib-
bean (and one of the largest in the world).

The potential impact on Puerto Rico’s tourism
sector of an end to the U.S. ban on travel by its
citizens to Cuba is cause for concern. An estimated
six million U.S. residents would visit Cuba annually
if the travel restrictions were lifted. It is reasonable
to assume that some portion of these would have
otherwise visited Puerto Rico. Every day that the
embargo is in place allows the Cuban government
and its foreign partners to prepare a tourism infra-
structure that can successfully and profitably
receive a future influx of U.S. tourists. Cuba’s
efforts to develop its product and garner market
share are likely to divert financial and managerial
assets away from Puerto Rico and other Caribbean
sites.

The silver lining for Puerto Rico is the likelihood
that Cuba-bound tourism will increase the total
number of visitors to the Caribbean. This would
create opportunities for multidestination packages
similar to those developed for the European holiday
market. Increased interest in the Caribbean should
also help pull into the region some of the visitors
lost to U.S. “sun” destinations. As increased de-
mand pushes up prices in Cuba, Puerto Rico could
also attempt to penetrate Cuba’s current European
market, not necessarily through lower prices but
rather through similarly priced offers providing
better overall value.
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Agriculture

Before the 1959 Cuban Revolution, both Cuba
and Puerto Rico grew sugar and tobacco, among
other crops. The apparent opportunity for in-
creased Puerto Rican agricultural exports presented
by the break in relations between the United States
and Cuba was not realized. Such factors as soil
erosion and inefficient production practices contrib-
uted to this failure, but the crucial reason was the
Puerto Rican government’s focus on providing
incentives for industrialization (as well as the
ensuing trend toward urbanization). These incen-
tives diverted resources from agriculture, and wage
increases in the manufacturing sector made agricul-
ture a less attractive employment and investment
option.

The apparent opportunity for increased
Puerto Rican agricultural exports presented by
the [Cuban-U.S.] break in relations. . . was not

realized.

In 1997, the agricultural sector in Puerto Rico
accounted for only 1 percent of GDP and 3 percent
of employment. Puerto Rico’s trade in agricultural
and food products has been characterized by a
perennial deficit. Although the general decline in
this sector is expected to continue, there are a
number of niches (such as tropical fruits) that have
been identified as export opportunities. Neverthe-
less, the agricultural sector could be seriously
affected by an end to the U.S. embargo, because
prerevolutionary Cuba was a traditional supplier of
agricultural products to the U.S. market, and Cuba
could easily develop a competitive advantage again.

Although Cuba’s agricultural sector suffered a
drastic decline as result of the revolutionary
government’s policies, it is starting to recuperate,
and a number of commodities (e.g., sugar, citrus,
vegetables, tropical fruits, and fish) will likely be
exported from Cuba to the United States once the
embargo is lifted. Some of these products may reach
Puerto Rican supermarket shelves as well. It is also
possible that Puerto Rican agricultural producers
will create joint ventures with Cuban growers for
food production or processing.

According to some estimates, agricultural sales by
the United States to Cuba could range from US$300
million to US$1 billion in the first year of trade
alone. The major U.S. exports would likely be rice,
grains, beans, and animal products. In addition,
increased production of the Cuban crops mentioned
earlier would require imported inputs such as
fertilizers, oil, and machinery. Puerto Rico is not
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strong in any of these sectors. A “normalized”
Cuba could be expected to add to Puerto Rico’s
agricultural trade deficit.

CONCLUSION
In terms of regional dynamics, Cuba is seeking

stronger alliances in both the Caribbean and the

hemisphere, while Puerto Rico is aligning itself ever
more closely with the United States and its hemi-
spheric agenda. This is evidenced by the two coun-
tries’ respective proliferation and paucity of formal
and informal relations with regional associations.

Yet, in a world of globalized competition, the task

of making the Caribbean Basin an attractive manu-

facturing location and tourist destination may
require the active involvement of Puerto Rico,

whether it remains a commonwealth or becomes a

U.S. state.

In any case, the following steps to strengthen
Puerto Rico’s export and foreign investment com-
petitiveness in the Cuban market deserve to be
considered by private- and public-sector leaders in
San Juan:
¢ The tourism offering should be continuously

improved in order to provide more value to

visitors and a possible basis for differentiation
from the Cuban market.

* The possibility of multiple-destination tour
packages should be pursued over the longer term,
and efforts to capture the European tourism
market should be initiated.

* An attractive manufacturing environment
should be maintained through a mixture of new
incentives, improved infrastructure, and in-
creased corporate efficiency.

* Puerto Rican managers in U.S.-owned large
manufacturing companies, hotel chains, and
professional service firms should start lobbying
headquarters for Cuba-related expansion plans
that include a Puerto Rican base.

* The competitiveness of Puerto Rican exports
should be improved through the continuation of
current efforts to export to new markets.

¢ Trade missions and individual company visits
aimed at developing firm-specific contingency
plans (such as the memorandums of understand-
ing that many U.S. firms have signed) should be

sponsored.

¢ Embargo-compliant alliances and joint ventures
with companies currently on the ground in Cuba
should be explored, as well as participation in the
plans of U.S. firms with implementable contin-
gency strategies.

[B]oth islands will have to invest in creating
“enabling” environments that enhance business
competitiveness.

In order for the post-embargo commercial rela-
tionship between Cuba and Puerto Rico to be a
fruitful one, both islands will have to invest in
creating “enabling” environments that enhance
business competitiveness. Rapid change in the
political economy of the two islands and in the
globalized corporations will make these environ-
ments hard to engineer. For Puerto Rico, the main
uncertainties involve the resolution of the status
question and the impact on the manufacturing base
of the phaseout of Section 936 and of the global
rationalization of production. For Cuba, the main
unknowns are the timing and conditions of the end
of the U.S. embargo and the rate at which the
Cuban government (with or without Castro) will
allow a transition toward open markets and, ide-
ally, a more pluralistic form of governance. Never-
theless, when the “transition” in Cuba does hap-
pen, Cubans and Puerto Ricans will be ready to
shed their roles as cold warriors and become busi-
ness associates.

Julia Sagebien, Ph.D. is an associate professor in
the School of Business Administration at
Dalhousie University in Nova Scotia, Canada.
She has published on Cuba’s political and eco-
nomic relations with Canada and other countries.

Ramon Coto-Ojeda is a partner in the law firm
of Coto, Malley and Tulla in San Juan, Puerto
Rico. He has been instrumental in the develop-
ment of Cuban-Puerto Rican business ties.
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NOTE TO THE READER

The research for this briefing paper was made possible through financial support from the “Policy Re-
search on the Greater Caribbean and Hemispheric Integration” project of the Canadian Foundation for the
Americas (FOCAL). The authors wish to express their gratitude to everyone who assisted with the research
as either interviewees or reviewers. In particular, we would like to thank Evaldo Cabarrouy of the Univer-
sity of Puerto Rico, John Collins of Caribbean Business, and Gerardo Gonzalez Nufiez of the Inter American
University of Puerto Rico.

For Further Information

This paper is an excerpt from a larger work by the same authors entitled Pirates or Partners? Cuba-
Puerto Rico Commercial Relations in a Post-Embargo Scenario. This larger work, which contains
detailed references, an extensive bibliography, and a list of the interviews we conducted, will be
available onthe Internet Web site

(http://www.focal.ca)
of the Canadian Foundation for the Americas (FOCAL). A version of this paper was presented at the
1999 annual meeting of the Association for the Study of the Cuban Economy and will appear in its
proceedings.
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