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Introduction

A number of separate strands of literature have raised fundamental questions about the
nature of economic development.® One of these questions is the distinction between growth and
development, which will play an important role in our subsequent discussion. Another oneisthe
definition of the standard of living. This second question has been the subject of a recent treatise
by a prominent economic theorist.? Concern about poverty has moved the discussion of this
guestion from the philosophical and conceptual realm to the practical realm of development
policy. Indeed the United Nations has espoused a particular approach to the subject, which is
often referred to as the capabilities approach. This essay will focus on these two questions, the

ways of implementing the capabilities approach and its application to Cuba's devel opment.

In Section | we show that an essential distinction between growth and development is
independent of any particular definition of the standard of living. In Section Il we consider the
capabilities view of the standard of living and its relationship to the household production model.
In particular, we stress the role of other institutions in providing fixed inputs to households, which
leads to a considerable potentia for cost shifting between households and other institutions. In
Section |11 we discuss various ways of implementing the capabilities approach available in the
literature in light of the ideas in the previous two sections. In Section IV we use the ideas
developed earlier to discuss Cubas role as an outlier from the perspective of the capabilities
approach, current economic conditions and the transition processes under way. A brief

conclusion highlights one implication of the capabilities approach for Cuba's current situation and



the implications of Cuba's experience for the capabilities approach.

The Meaning of Economic Development

Anand and Ravallion provide a recent example of how the discussion of this concept is
framed.® One view is presented as "Development is often taken to mean rising incomes. A till
common view equates devel opment with growth, though there has been a shift in emphasis since
the 1970s to a focus on the distribution of incomes." An alternative view is described as"The
essence of thisview isthat human devel opment--what people can actually do and be--is the
overriding purpose of economic development.” The first view is characterized as mainstream and
associated with the World Development Report put out by the World Bank.* The second view
could be characterized as non-mainstream, by default, and is associated with the Human
Development Report put out by the United Nations.®

Framing the issue of the meaning of development in this manner may be useful for certain
purposes, but it lumps together a potentia distinction between growth and development with
alternative definitions of the standard of living. Thefirst view implies a narrow definition of the
standard of living in terms of income, as purchasing power over goods and services, athough
allowing for some correction to income on the basis of its distribution. The second view implies a
much broader definition of the standard of living which could encompass freedom, health, and
education as well asincome.® Both dternatives, however, are consistent with the existence of a
distinction between growth and devel opment.

The distinction between these two concepts has had an uneven history. 1n an essay on the

semantic history of the term "economic development”, Arndt points out the Marxist origins of the



term and how it evolved from colonial times through the postwar years.” He quotes W. A. Lewis
as well as others to show that the terms growth and development were being used interchangeably
by the late 1950s. He concluded by noting that in the subsequent twenty years devel opment
economists tried to break down the identification of growth with development.

Recent developments in economics suggest, however, that the distinction between growth and
development is becoming blurred once more. First, the conventional wisdom of modern
economic growth as resulting mainly from the application of science and technology to production
processes has been challenged by economic historians, who point to the role of institutionsin this
process.® Having to account for institutions in explaining growth makes it harder to distinguish
between growth and development. Second, the development of endogenous growth models
opens the door for economic policy to affect outcomes.® Once again, accounting for economic

policy in explaining growth makes it harder to distinguish between growth and devel opment.

By considering the following working definition of development and what it implies, we
can draw a meaningful distinction between growth and development which encompasses the two
views of the standard of living implicit in Anand and Ravallion's discussion. To wit, economic
development is a process or set of processes whereby a society consistently experiences increases
in the standard of living of a substantial majority of its population.

If one accepts that economic processes are characterized by novelty, irreversibility and
hysteresis,*® the essential distinction between growth and development falls on whether or not
these processes result in an improvement in the standard of living, however defined, over long

periods of time, i.e., on the word consistently. The practical significance of this distinction is that



over long periods of time environmental circumstances change, and in modern times dramatically
s0. Development implies that the set of processes determining the functioning of a society, even if
unique to that society, allow it to adapt to this fundamental uncertainty in such away asto
improve the standard of living of most of its members. Growth, on the other hand, can be
followed by long periods of stagnation.

No matter what definition of the standard of living one adopts, the relevant question to
distinguish between growth and development is how the standard of living of the majority of the
population evolves in response to changing circumstances. Hence, any definition of the standard
of living, if it isto be useful, should yield mechanisms that permit an improvement in our
understanding of these evolutionary processes. In the next section we consider the conceptual
basis of the standard of living underlying the Human Devel opment Report and suggest one way of
implementing this definition that provides a mechanism for linking the standard of living thus

defined and the economic and political processes that determine its evolution.

. The Standard of Living and the Household Production Model

In the Tanner lectures Sen brings together many ideas developed earlier to suggest a
definition of the standard of living in terms of capabilities and functionings.™* One implication of
this view is to question the use of average GNP or GDP as an indicator of the standard of living,
especialy asthe sole indicator. It aso provides a conceptual basis for considering social
indicators or basic needs standards as measures of functionings or realized capabilities that
intrinscally make up the standard of living rather than as supplements to GDP as a measure of

true opulence, which is the current view that Sen is questioning.



In adiscussion of Sen's arguments in connection with the Tanner lectures, Muellbauer
brings out the similarities between Sen's view of capabilities and the household production
model.* In this context market goods, environmental inputs and personal characteristics are the
sources of the capabilities set or the set of feasible functionings.

In his reply Sen accepts the validity of the analogy but questions its usefulness. In
particular, he argues that many of the functionings are produced at least as much outside the
household asinsideit, e.g., public policy against epidemics. This objection lacks substancein
many settings. One can view afunctioning or level of afundamental commodity to be produced
as the state of health and one can conceive of it as produced with variable inputs chosen by the
households and with fixed inputs made available to the household by the state or society. Hence,
public policy against epidemics produced by the state can be viewed as providing higher or lower
levels of fixed inputs into the household production activities.

It is misleading to ignore or underestimate this connection in either measuring the standard
of living, which concerns Sen, or in explaining behavior, which is the concern of some proponents
of the household production model.** It leads to the neglect of afundamental economic
interaction between households and other institutions that constitute any society. For instance, if
asociety is so congtituted that the public provision of safe water by a community takes place at
low or even zero levels, a household's standard of living is negatively affected. One can think of
an increase in the provision of this public good as an increase in the level of afixed input to the
household. The latter uses this input to produce health services at alower cost than it could
otherwise and, as aresult, its standard of living increases, after allowing for the taxes necessary to

cover this public expenditure. Moreover, this view brings out clearly that there is a potential



shifting of costs between the household and society in the production of a given level of this
functioning. A particular level of this dimension of the standard of living may be more efficiently
provided (in the sense of using fewer resources of every member of the society) if the state
employs resources to produce safe water than if every household hasto "produce it on its own"
through, for example, the purchase of bottled water. Thus, neglect of this aspect of the household
production model leads to ignoring important economic considerations in determining the
standard of living defined in terms of realized capabilities or functionings.

This fundamental economic interaction between households and other institutions is quite
pervasive and it is not limited to the provision of public goods by governments. For instance, in
the household's interaction with retail systems one can conceive of the distribution services
provided by retail firms as fixed inputs into household production activities.** Higher levels of
these services lower distribution or purchasing costs for households while increasing production
costs for the firms that provide these services. Depending on environmental factors, different
societies end up with different configurations in the allocation of these costs between households
and retail firms and in attaining different standards of living in terms of the capabilities afforded by
these different configurations.™ Interestingly, asimilar point is embedded in Hart's comparison of
West African and British society in connection with the Tanner lectures.’®

Why are we interested in the standard of living? Most economists are interested in the
concept as a measuring rod for understanding, guiding or evaluating its evolution or the pursuit of
policies aimed at improving well being. If thisis the ultimate focus of inquiry, it is not sensible to
ignore an important economic mechanism that affects this concept when measured in terms of

capabilities. Thelevel of any household's capabilitiesis going to be substantially affected by the



presence or absence of many fixed inputs provided by other institutions.*

[1. Implementing the Capabilities Approach

An obvious starting point is the human development index put forth by the United
Nations. Intheir own words, "The HDI is an unweighted average of the relative distances
measured in longevity, education and resources. It isaminimal measure. For acountry that has
achieved a high value of the HDI, the question then arises about other dimensions in which people
can grow"."® Several problems arise with thisindex: intertemporal comparisons require fixed
"goaposts' not relative ones, the equal weights are arbitrary, and the selection of these
dimensions over other ones, for example, freedom and human rights, gives predetermined answers
to relevant questions which may be inappropriate. The report provides a summary of debates on
these and other issues. Here we emphasize first the difficulty of understanding how the standard
of living evolves over time if measured in terms of the index and second the a priori relegation of
considerations of issues of freedom and human rights to a subsidiary position in the standard of
living."®

Before proceeding, it is worth noting that the Human Development Report provides very
useful information on many individual dimensions of what the standard of living can be. Hence,
rejection of a particular version of HDI implies nothing about the merits of the substantial amount
of information provided in the report. Empirically speaking, it isonly 1 table out of 52;
substantively speaking, the issues raised in the report are worthy of attention even if all versions
of the index were to be judged as fundamentally flawed for certain purposes.

A somewhat less controversial approach has been put forth recently by Kakwani. He



foregoes the notion of weighting different dimensions of the standard of living into an overall
index and concentrates on defining an index of achievements or functionings, for any dimension,
that has desirable properties, which are defined axiomatically. Since the aggregate measures of
well being considered by Kakwani (life expectancy at birth, infant mortality and literacy rate) have
asymptotic limits, reflecting physical and biologica maxima (M), he proposes an achievement
index for each one that captures this feature as well as the existence of a minimum (M,). This
leads to an index that ranges between O and 1. Kakwani also imposes an axiom (5) on the index
that isjustified asfollows: "... asthe standard of living reaches progressively higher limits,
incremental improvements should require much greater resources than similar incremental
improvements from a lower basg".?

While the property incorporated into this last axiom may be appropriate for indicators of
health, for example life expectancy and infant mortality, it is not necessarily appropriate for
indicators of other dimensions of the standard of living, for example literacy and average GDP.
The main point is a conceptua one. If at a particular level of an indicator there are important
thresholds or network externalities or fixed costs that need to be overcome in order to generate a
given improvement, the amount of resources required to overcome these factors will be greater
than what is necessary to make further subsequent improvements. For example, when the
literacy rateis very low it may take greater resources to allow a given improvement than when it
isat medium or high levels. A simple example that generates this result is to assume that some
fraction of the literate population teaches their own children to read and write. Other things
equal, in this setting a country with a 10% literate population has to devote a greater amount of

societal resources to provide literacy to an additional 1% of the population than when it has a



20% literate population.

In the case of average GDP, there are aso theoretical reasons to expect the nonlinearity in
the indicator to exhibit nonconvexities, which violates axiom 5. For instance, Azariadis and
Drazen develop amodel in which if threshold externalities are due to the attainment of acritica
mass in human capital, multiple balanced growth paths and development take-offs become
possible. Inlooking at evidence in support of this model, they note that no countries were able to
grow quickly during 1940-1970 or 1960-1980 without the benefit of a highly qualified labor force
at the beginning of the period, which was measured by the GNP and GDP to literacy ratio,
respectively.® Fixed costs due to infrastructure needs can generate the same type of
nonconvexities. The achievement index developed by Kakwani assumes away the existence of
these possibilities.

Rather than focusing on mechanical indexes and their properties, an alternative approach isto
assess, however imperfectly, the efficacy of arrangements aimed at providing basic capabilities to
the poor. Dreze and Sen identify two strategies:. growth mediated security and support led
security.”? More recently, Anand and Ravallion have identified three views: capability expansion
through economic growth, its cousin -- capability expansion through poverty reduction, and
capability expansion through social services® Concentrating on life expectancy at birth, they
show that evidence from a cross-section of 22 countries indicates that one third of the
improvement in this capability arises from poverty reduction while the other two thirds are due to
increased health spending. They offer anumber of caveats. results may differ from country to
country and over time for a single country, the results do not hold up for literacy rates, and the

results may be sensitive to certain measurement or econometric problems.
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The household production model provides an interesting view of these results. If we
define Z, as one of the capabilities generating satisfaction and associate it with life expectancy and
we define Z, as an aggregate of other capabilities, we can describe their results in terms of the

following diagram.

Figure 1. Capability Expansion and the Household Production Model [INSERT HERE]

Increases in socia services shift the household's production possibility frontier asin C. Poverty
reduction through income growth shifts the household's possibility frontier asin B. If oneisonly
interested in achievementsin life expectancy, increased socia services appears as the superior
dternative; if oneisinterested in expanding capabilities, however, this conclusion no longer
follows even within the capabilities framework. Indeed, even in the context of increased social
services one can view C as describing opportunities increased through health expenditures and B
as opportunities increased through targeted food subsidies. An evaluation of the effectiveness of
aternativesin either case has to take into account the potential for cost-shifting between the
household and the institutions providing socia services.

At least three other issues are worth discussing in connection with these results and the
capabilities approach in general: the scope of development economics, hysteresis and the role of
freedom and human rights. Poverty and its elimination or amelioration are one of the main topics
of development economics, but it is not the only topic. While the capabilities approach may be

especially suited to address problems of poverty, conceptually it is not limited to that topic.

11



Indeed, it would be a significant intellectual loss for both the study of poverty as well as of
development if this separation were to take place. At low levels of development, the issue of
poverty attracts greater attention because it affects alarger number of human beings and it entails
greater suffering. The emphasis on poverty alleviation through the capabilities approach is of
specia interest because it suggests choices to be made at low levels of development, even
measured in conventional ways. Hence, Sri Lanka and other outliers in the sense of greater
poverty reduction at comparably low levels of development provide interesting case studies. Do
they support the view that "policy intervention can play arole in the promotion of human
development independently of the promotion of aggregate affluence" 7

From the point of view of development economics the answer is far from settled. Anand
and Ravallion note that Sri Lanka's record of government intervention in health and education
goes back to the 1920s and obtain similar results to their cross-section results for atime series
regression of infant mortality rates (1952-1981). Kakwani also identifies Sri Lanka as an outlier
with respect to life expectancy at birth and infant mortality in terms of his achievement index for
both 1971-1980 and 1981-1990. He aso notes a shift in policies after 1977 from awelfare
oriented devel opment strategy to a growth oriented one and a major policy switch from food
subsidies to a means tested food stamps program which led to "enormous savings...directed to
production and employment activities'.? If afactor for the change in policies was the drag on
growth generated by the earlier welfare policies, one cannot conclude that the role of policy
interventions in promoting human development is independent of the promotion of aggregate
affluence.®

What the above considerations suggest is that the phenomenon of hysteresisis as relevant

12



to discussions of poverty alleviation as to development regardless of whether or not one adopts
the capabilities approach to either or both. If one admits to the possibility of optimal sequencesin
either instance, one has to confront the reality that a choice for socia services provision over
poverty reduction through income growth may be a sensible strategy for capability expansion in
some stages and not a sensible one in other stages.?”  Incidentally, a switch in policies generated
by a democratic process and resulting in a higher standard of living for amgjority of the
population can be interpreted as an important sign of development.

A similar phenomenon arises when discussions of capability expansion are extended to other
countries that can be viewed as outliers. For instance, one of the most significant events of our
century has been the demise of communist societies in the former Soviet Union and in Eastern
Europe. These societies were characterized by extensive government intervention to secure
minimum levels of certain capabilities to the vast majority of their population. 1f one looks at
their achievement in the health area through the main indicator in the capabilities approach, one
finds that life expectancy at birth for these countries went from 67.7 in 1960 to 70.3 in 1990.
Comparable figures for the OECD countries are 69.6 in 1960 and 76.4 in 1990.2% By this
measure capability expansion was greater in the OECD countries than in the former Soviet Union
and Eastern Europe. Even if performance in the early postwar period were to have been superior
for the latter compared to the former, the issue of hysteresis with respect to the most sensible
choice between poverty reduction through income growth and provision of socia services
remains.

Discussion of these societiesimmediately brings to the fore extensions of the capabilities

approach to the dimension of freedom and human rights. There is no agreed upon measure of
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capabilitiesin this area,®® but one can argue that the demise of communist societies after 1989
represents an expansion of the capabilities for freedom and human rights of most of their
members. This expansion has taken place at afairly high cost for many in terms of affluencein
the short-run and possibly in terms of basic capabilities.®

Alternatively, the accomplishments in expansion of some basic capabilities by right wing
dictatorshipsin South Korea and Chile have been noted by proponents of the capabilities
approach.® |sthere more than a casual connection between the accompanying suppression of
freedom and human rights and these successes? Are the democratization processes underway in
these two countries capable of continuing or at least preserving the earlier gainsin other
dimensions? If so, were these sequences necessary or historical accidents? There are no clearcut
answers to these questions,® but they are worth keeping in mind when assessing policy

implementations.

V. Implications for Transition Processesin Cuba

Cuba represents an outlier in terms of the capabilities approach. From itsinception, the
Cuban revolution has devoted a substantial amount of resources to improvements in health and
education through socia spending in these sectors as well as to the maintenance of a minimum
standard of consumption through arationing system. The resultsin terms of available capability
indicators are: life expectancy at birth increased between 1960 and 1990 by 11.6 years; infant
mortality rates over the same period declined by 51 per 1,000; and adult literacy rates increased
by 7 percentage points between 1970 and 1990. Comparable numbers for Chile and Costa Rica

are, respectively: life expectancy increases, 14.7 years and 11.7 years; infant mortality declines,
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97 per 1,000 and 70 per 1,000; literacy rate increase, 4 percent and 5 percent.® All three
countries are grouped as providing support led security by Dreze and Sen.>*

Some perspective on these improvement indicators is given by the fact that in 1960 Cuba
was ahead of the other two countries in the two health indicators and it remains ahead but by a
smaller marginin 1990. With respect to literacy Cuba was dlightly behind the other two in 1970
and it isdightly ahead in 1990. If we look at indicators of economic well being most observers
would place Cuba at the top of Latin Americain terms of GNP per capitain the 1950s.%
Dasgupta notes the similarity in population size and national income during the early 1980s
between Chile and Cuba** Nonetheless when we look at GDP per capitain 1990 purchasing
power parity dollars we find: Cuba, 2,200; Chile, 5,099; Costa Rica, 4,542.%" It would take a
rather dramatic correction for inequality to bring the other two countries to Cuba's level.
Moreover, these two countries are among those singled out by Dreze and Sen for their
performance on behalf of the poor.*

To sum up, Cuba's performance in the capabilities dimension of health and education from
1960 until 1990 has been similar to Chile and Costa Rica. In the economic well being dimension
of capabilities, however, it has been decidedly an inferior performer to the other two during these
30 years. Findly, asimilar conclusion follows with respect to Cuba's performance in the area of
freedom and human rights relative to Costa Rica or even Chile. These current levels of
accomplishment in various dimensions of capabilities, as well as the paths leading to them, have
important implications for the transition processes now underway in Cuba

Current economic conditions in Cuba are dismal. Mesa-Lago presents estimates of

declinein GDP for 1990, 1991 and 1992 from nine different sources, including Castro, Cuban
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economists (Carranza, Monreal) and outsiders ranging from Mesa-Lago to Zimbalist. The
smallest decline in any one of the three yearsis 5 percent; the largest decline in any one year is 35
percent.* Two fundamental economic characteristics of the current situation are dramatic
decreases in oil imports and a substantial reduction in revenues from sugar.* These
considerations suggest that, since 1990, Cuba has fallen farther behind Costa Ricaand Chilein the
economic dimension of well being. Indeed, by 1990 Cuba already ranked below Ecuador,
Paraguay, and the Dominican Republic in this dimension at the aggregate level and it may very
well be joining the ranks of the poorest of the poor among Latin American countries in terms of
economic well being.

Cuba's levels of achievement in health and education capabilities indicators remained
substantially above Paraguay, Ecuador and the Dominican Republic in 1990, for example. Since
these indicators are aggregate and reflect long run trends because of their nature as stocks, it is
unlikely that the deterioration in economic performance will bring Cuba close to these countries
levels of achievement in the next ten years.** For instance, Mesa-Lago points out a number of
measures available during the current crisis that permit a significant cut in health and education
expenditures but help maintain earlier accomplishments.** With respect to freedom and human
rights, however, there are indications of attempts to increase the level of repression. An example
is the creation of rapid deployment squads with special access to oil suppliesin order to suppress
quickly public manifestations of dissent; another are the acts of public repudiation of dissenters.”®

One can eadlly interpret (or misinterpret) the capabilities approach to the standard of living
as implying that there are no trade-offs between dimensions. As Dasgupta points out, however, it

is not necessary to do so.** The current situation in Cuba and the earlier discussion on the
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importance of hysteresisin the evolution of the standard of living suggests that the economic
dimension of well being is acquiring a priority in Cubathat is very different from any situation that
has existed since the population decline due to the War of Independence a century ago. A priority
is the beginning of a trade-off.

Reluctantly, the Cuban government has adopted a number of measures indicative of its
reassessment of the priority to be given to the economic dimension of well being relative to other
aspects. One recent change is the promotion of foreign investment, international tourism and
diversfication of internationa trade. While some efforts in these directions existed earlier, they
have been identified recently as the three pillars of a new opening.” Liberalization of private self-
employment activity in some trades was approved during the 4th Party Congressin 1991. A
substantial increase in black market activity is afact of life.** An announcement of agricultural
sector reforms took place in September 1993 and fiscal reform measures were announced in May
of 1994.

Undoubtedly the most dramatic economic measure adopted in the last year was the
dollarization of the economy announced in July 1993. It is notable because it gave privileged
access to command over commodities to those individual s with ties to the exile community or
access to the international sector. It represents a significant redistribution of income from faithful
party cadres without access to the international sector toward individuals suspected of doubtful
support for the regime. Not surprisingly, in May of 1994 areversal of this measure was
announced. A new convertible peso is proposed together with severe, retroactive sanctions for
illicit transactions. By setting the exchange rate, a dollar tax can be collected. By increasing the

sanctions for the now illicit dollar transactions, substitution toward the black market is
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discouraged. Obvioudly the current crisisis forcing a number of uncertain trade-offs among
Cuba's decisionmakers between improving economic well being and repressing politica
capabilities.

One of the mechanisms used in Cuba to assure an equitable distribution of a minimum of
economic well being has been arationing system. The importance of its role in the distribution
system has fluctuated inversely with the general level of prosperity.*” A stark view of the
economic situation is provided by the changes in the monthly per capita quota that is officially
available between mid-1989 and 1991-1992.“% Clark identifies five items as freely available in mid-
1989 (small fish, butter, eggs, bread, beer) that are also reported by Mesa-Lago for late 1991-
early 1992. At the latter date small fish is available at 0.67 pounds per month, butter is not
available, eggs are available at 20 per month, bread is available at 5 pounds per month, and beer at
24 bottles per month. Beef and chicken were no longer available in the official anounts in 1992,
black beans are seldom available although the official quotafor beansis higher than in 1989.

Rice, milk, coffee and sugar remain the same asin 1989 and officialy available cigarettes
increased from three packages a month to four. Finaly, it isreported by Mesa-Lago that the daily
caloric intake declined from 2,835 in 1989 to 2,000 in 1992, which is below the minimum
standard set by WHO.

If development implies the ability of a society to consistently increase the standard of
living of a substantial majority of its population, in the last 33 years Cuba has done well in terms
of the capabilities approach with respect to health and education but not necessarily better than
some of its neighbors such as Costa Ricaand Chile. Interms of this approach, however, it has

not done well with respect to the economic well being dimension in the aggregate, or even
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accounting for inequality. It has done miserably with respect to political and civil liberties. The
decisonmakersin Cubaare now in the midst of a process of trading off between these different
dimensions of the standard of living. Perhaps one of the main lessons of this experience isthat at
the extremes there are such trade-offs between dimensions of capabilities and that they are usually
enforced by the path of events leading to a particular situation.

A critical issue that arisesisthe role to be played by the rationing system now in place,
especidly if Cubareinsertsitself in the international community with or without a changein
political regime.* In their review of the evidence on health and nutrition Behrman and Deolalikar
make a number of points that provide useful guidelinesfor policy designin thisarea. For the
nonrural poor, and Cubais arelatively urbanized country, price subsidies improve nutrition and
improved nutrition has positive effects on productivity in low income contexts, which is an
accurate depiction of current statusin Cuba. Targeted food programs can be cost effective if the
"best commaodities’ to be subsidized are chosen according to criteria such as availability, price
elasticity, share in the budgets of poor households and price per calorie. These criteria qualify so-
called inferior cereals, for example cassava, and disquaify products such as beef and vegetable
oils. Food coupon systems are more effective if they rely on traditional wholesale and retail
systems.®® These considerations suggest very strongly that modifications to rationalize the current
rationing system in Cuba rather than a dismantling of the system are an especially appropriate
mechanism to adopt during the present crisis.

In terms of Figure 1, the level of capabilities provided through a modified rationing system,
which corresponds to B, can be attained in a more cost effective manner than through social

spending alternatives, which correspond to C. That is, agiven level of expenditures from the
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government budget can be used to support a modified rationing system or avariety of health and
educational activities. In both cases the household production possibilities frontier is shifted
outwards, but in the former case a higher level of achievement in both dimensions can be attained.
Thisismore likely to happen if the current system is modified to take account of the findings
indicated in the previous paragraph. In awell functioning market economy,the system would be
limited to food stamps or nutritional programs for a small number of vulnerable groups. Current
circumstances in Cuba, however, are far removed from this setting and a rationalization of this
part of the safety net must be done cautioudly. Incidentaly, in principle this argument does not
require a government to produce, store or distribute food. It can pay the difference between the
market price and a subsidized consumer price to the distributor. Finally, arelevant example of

rationalization of afood distribution system is provided by Sri Lanka's experience.™

V. Concluding Remarks

Critics of the Cuban regime are quick to point out the likely ineffectua nature of the
current reforms and argue or hope for the inevitability of political change. Supporters of the
regime point to similar changes and the need for additional ones as creative mechanisms for the
survival of the current regime. Meanwhile, Cubaisin the process of joining the ranks of the
poorest countries in the economic dimension of well being.

Improvement in economic performance is unlikely in the absence of profound reform. If

credibility and expectations play arole in determining economic outcomes, the current reforms

will have to go much deeper and be implemented with far greater enthusiasm than at present to be
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credible and affect people's expectations. Current stabilization and structural adjustment measures
are characterized by their limited scope and their subservient role to political or ideological
considerations. Institutional reforms and the provision of economic incentives are a levels
comparable to some Eastern European countries in the 1970's.

To conclude, the capabilities approach provides a useful tool for ameliorating the worse
human consequences of the current crisis. On the other hand, the Cuban experience provides
useful lessons on the limits of the capabilities approach when it ignores the dynamic nature of the
standard of living, the existence of cost shifting in the provision of socia services to households,
the role of hysteresis and irreversibilities in economic processes, and the existence of trade-offs

and interactions between different dimensions of capabilities.
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