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I nt roduction
I n nost advanced econom es the distribution sector accounts for 10

percent or nore of GDP and a substantially higher percentage of enploynent.
For exanmple, inthe US. it is second only to manufacturing in terns of
contribution to GDP and it is first in terns of providing enploynent. Despite
its quantitative inportance, the study of this sector has been sonewhat
negl ected by econonists until very recently. At the conceptual |evel interest
has been reawakened due to devel opnents in the industrial organization
literature, in particular nodern anal yses of the effects of vertica
restraints on distribution, for exanple Rey and Tirole (1986) and Mat hewson
and Wnter (1986), and recent conceptualizations of the role of retail firms
in the econom c system for exanple Betancourt and Gautschi (1988, 1993) and
Bliss (1988). At the practical level interest has been reawakened due to the
realization that the role of this sector matters for inportant policy issues:

Macroeconom ¢ policy failure in Chile during the "tablita" period, for
exanpl e Morande (1986), and the role of the distribution sector in preventing
or facilitating trade associated with the Structural |npedinents Initiative
between the U. S. and Japan

Negl ect of this topic is even nore pronounced in devel opi ng countries

where attention has focused on the role of agriculture and the need to create
a manufacturing sector. Nonetheless, very recent theoretical literature is
seeking to explain how the division of |abor or specialization actually arises
and its inplications for growth and its neasurenent, e.g., Borland and Young
(1992) and Devereux and Locay (1992). Since part of the specialization
process is the devel opment of institutions specialized in wholesaling and
retailing, the main conmponents of the distribution sector, a greater
understanding of the role of this sector in the econonic systemof a |ess
devel oped country facilitates the integration of this topic in a grow ng body
of literature. Finally, the rapid expansion and dynam sm of this sector in

t he emergi ng market econom es of Central and Eastern Europe, for exanple
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Gadj ka (1992), suggests it may be of interest to study the distribution sector
ina CPE prior to a transition and Cuba offers one of the few remaining
exanpl es.

Section | contains a brief conceptualization of the role of the
di stribution sector in the economic system Section Il discusses the
considerations that are relevant in adapting this framework to a centrally
pl anned setting such as the one existing in Cuba. Section Ill presents
avail abl e information on the size and structure of this sector. Section |V
hi ghl i ghts several aspects inportant for the functioning of that sector in the
Cuban setting. By the way of a conclusion we discuss briefly factors | eading
to changes in this sector within and without the current system
I. Conceptual Franmework

The econonic function of the distribution sector is to transfer goods
and services fromproducers to consuners. In the performance of this function
different institutional fornms arise in order to increase the gains from
exchange between producers and consunmers. In sone instances, for exanple,
producers distribute products directly to consuners; in other cases,
whol esaling or retailing institutions energe. These different forns do not
arise by accident. On the contrary, they are due to the existence of
transaction costs in general and distribution costs in particular. These
distribution costs will exist regardless of the nature of the econonic system

As | ong as producers and consuners are separate in the spatial domain
ei ther the producer, the consuner and/or sone institution specializing in the
di stribution function nust bear this cost of exchange. The nature of the
costs associated with this spatial separation will, of course, depend on the
econom ¢ system including the range of products generated by the production
sector. Simlarly as long as production and consunption are separated in the
time dommin, the producer, the consuner and/or sone institution specializing
in the distribution function nmust bear this cost of exchange. Once again the

nature of this cost will depend on the econonic system including whether or

2



not it is explicitly recognized. Its existence, however, wll be independent
of the econonic systemas |long as there i s nonsinmultaneous production and
consunpti on.

These two as well as other features of the distribution process have | ed
to the devel opnent of the follow ng characterization of distribution systens

which can be illustrated in sinple schematic formas foll ows.

Fig. 1. The Role of Cost Shifting in the
Per f ormance of the Distribution Function

S S

Ret ai | Consunpti on
e e D> - -

For sinmplicity Figure 1 represents the interactions between the retai
sector and the consunption sector in the performance of the distribution
function. Simlar figures can be constructed to represent direct interactions
bet ween the production and the consunption sector, the production and the
whol esal e sector, etc. The existence of sinultaneous arrows |inking the
sectors represents a set of distribution services that nust be provided in any
exchange between sectors. In systens other than self-sufficient households, a
set of five broad categories of distribution services have been identified:
accessibility of location, assortnent, information, assurance of product
delivery in the desired formand at the desired tinme, anmbiance. These are
five different aspects of bearing and allocating the distribution costs of
exchange, Betancourt and Gautschi (1988). The drawi ng of arrows of different
| engths emanating fromthe two different sectors purports to indicate the
possibilities for shifting costs in the provision of distribution services
bet ween t hese sectors or agents.

From the economic point of view distribution services are outputs of an
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econonm ¢ agent that nust be provided at sone level in order to bear the

di stribution costs associated with the exchange of goods and servi ces between
any two sectors. A nethodol ogi cal advantage of this fornulation is the
ability to characterize the econonic behavi or of the producing agent in terns
of a joint cost function. On the demand side these distribution services can
be viewed as fixed inputs into the production functions of the recipients of
the explicit goods and services that are transferred in an exchange. |In the
case of the consunption sector, these distribution services can be viewed as
fixed inputs into household production functions of consuners. The

i mplications for denmand anal ysis have been devel oped by Betancourt and
Gautschi (1992). 1In the case of other econom c agents simlar inplications
follow, Betancourt (1992a). This conceptualization allows one to capture

rel evant economic features of two essential characteristics of the role of

di stribution costs in any exchange. First, the distribution services provided
by econom c agents in any exchange are not explicitly priced; secondly, the
bearing of the costs of providing these distribution services can be all ocated
differently anong any two agents participating in an exchange. Furthernore,
associ ated with every exchange there is an allocation of these costs. Most of
the tine this allocation is inplicitly done, sonetines it becones explicit.
For instance, the allocation of part of the cost of providing accessibility of
| ocation becones explicit in an exchange between a retailer and a consuner
when the latter charges an explicit fee to the forner for hone delivery.

In capitalist economes, these characteristics of distribution systens
provide the basis for the existence of price dispersion in nonopolistically
conpetitive narket structures, product choice in distribution services and the
operation of nultiproduct, nmultimrket firns in the distribution sector
Di stribution services provide instrunents for nonprice conpetition, affect the
pricing policies of firns and the welfare evaluation of policies, for exanple
Bet ancourt and Gautschi (1993).

Distribution systens will differ across econonic systens because the
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mai n i nternal conponents (production, whol esale, retail and consunption)
differ in their characteristics or because the external environment in which
they operate differs across econonmc systens, i.e., differences in the |ega
framework, available infrastructure and institutional characteristics.
Nevert hel ess, the basic function to be perforned by the distribution sector
remai ns the sanme across econom ¢ systens, nanely bearing and all ocating the
di stribution costs associated with exchange through the provision of

di stribution services.

I1. Inmplications for a CPE

An issue that cones to the surface imediately is whether or not the
characterizati on of agents behavior in terns of optimzing nodels is
appropriate in a CPE. Standard practice by Wstern econonists is to assune
that it is appropriate to do so and to exert sonme effort in characterizing the
environnental constraints faced by the agents. An excellent exanple of this
argunent in the case of |labor supply is provided by Sangui netty (1992). W
shal | adopt this procedure. |ndeed, the discussion of the econonic function
of the distribution systemin the previous section already points in this
direction. A general discussion of the applicability of the new institutional
econonics to the Cuban econony is available in Betancourt (1992hb).

CPEs are frequently characterized as shortage econom es where rationing
or unavailability of goods and services are pervasive features of economc
activity. Three inportant factors in the operation of the distribution sector
arise fromthis characteristic. First, since the distribution sector is
normal Iy responsible for carrying out the rationing procedure, the rationing
schene, including retrading opportunities, and the extent of the shortages
woul d be inportant determ nants in the functioning of this sector and require
special attention. Secondly, the extent of conpetition in distribution would

al so be an inportant factor in the functioning of the system |In sone CPEs



alternative markets? are allowed and the benefits generated by the

di stribution sector will depend on this characteristic. 1In a nonopolistically
conpetitive narket if prices are fixed increased conpetition increases welfare
by generating increases in the levels of distribution services provided to
consuners, Betancourt and Gautschi (1993). Thus, parallel narkets even with
price ceilings can be welfare enhancing. Finally, nmonitoring in state owned
enterprises creates a principal agent problem between the state and its

enpl oyees that generates a sizable number of transactions of an infornal
nature. The small bul k of the comuodities exchanged at the retail |eve
provide a particul ar auspicious setting for the proliferation of these
informal transactions in the distribution sector. Hence, the role of
informality, defined as illegal transactions, in this sector is worthy of
special attention. Incidentally, an insightful account of how the view of
legality in the Soviet systemleads to infornal transactions is available in
Li twack (1991).

One last feature of CPEs that has a special bearing in an anal ysis of
the distribution sector is the nature of their accounting and organi zati ona
systens. As pointed out by Nove (1977), trade is basically divided into
external and internal trade and the organi zations that operate in the two
sectors as well as the statistical information associated with their
operations are separate fromeach other. Wen one |ooks at the distribution
sector one usually focuses on the data for the internal trade sector. The
mai n consequence of this is an underestinmation of the role of the distribution
sector in the econom ¢ system when conpared with capitalist econonmies. For
instance, in the U S. Census of Wol esale Trade the activities of whol esalers
dedi cated exclusively to the inport or export function would be counted as

part of the distribution sector

2Alternative nmarkets can take the formof farmers markets, relatively
free of governnent control, or parallel narkets run by the government.



To conclude this discussion, it is worth noting that nany of the sane
concerns about the operation of the distribution systemwould arise froma
soci al i st perspective. In a recent article on the role of the distribution
sector under socialismF. Gonmez (1989, pp. 44-45) argues that conmerci al
organi zation i s somewhat backward under socialismrelative to advanced
capitalist countries and that some capitalist practices, purged of their
obj ectionabl e features, should be considered for adoption because of their
efficiency and tine saving aspects. Since time saving is a conmon feature of
al nrost all of the distribution services enphasized in the previous sections,
it may be useful to adopt the framework of the previous section even froma
soci al i st perspective. More generally, there seens to be an increasing
preoccupation with the satisfaction of consuner wants in Cuba. This is
mani fested in appeals for scientific analyses of supply and denand for
consuner products and the benefits they may bring, for exanple, Suarez-Lugo
(1990), as well as in attenpts to reduce waiting tinme at stores during the
"special period."?3
I11. The Distribution Sector in Cuba: An Overview

The distribution sector in Cuba is broken up into five broad categories:

supply of technical and material products; procurenent of agricultura
products (acopios); procurenent of recycled products; whol esale trade; and
retail trade. Mst of the statistics available in the "Anuario Estadistico"
however, cover only the |ast two categories. One exception is infornmation on
t he nunber of warehouses available. In the Appendix, Table Al reproduces the
infornati on available on this topic in the 1988 statistical yearbook. As can
be seen fromthe table, there was a considerable reduction in the nunber of
war ehouses between 1982 and 1983, the only two years avail able, at the sane
time that the area available for storage in the renmai ni ng warehouses

increased. A simlar process has taken place in warehouses with

3Per sonal communication to the author by Pedro Monreal, April 1992.



refrigeration. Two other pieces of information fromthis table are worth
noting: First, the number of warehouses devoted to technical and naterial
suppli es takes up over 70 percent of the available storage area and over 50
percent of the available refrigerated storage volunme; second, the refrigerated
storage volune for food products decreased between 1982 and 1983.

A recent article by J. Neyra Saiz (1989) provides sone insight into this
process. It looks in detail at the whol esaling of nonfood products and it
expl ai ns several characteristics of the system There are two whol esal e
net wor ks for nonfood products: a national one under the Mnistry of Interna
Trade, consisting of 7 enterprises located in Havana City, and a territoria
(regional) one, consisting of 14 enterprises controlled by the "Poder Popul ar"
in each of the provinces. The process of closing down old warehouses and
bui |l di ng new ones with better equiprment and | arger storage areas has been
taki ng place during the 1980s but at a much faster place in the warehouses
controlled by the national network than in those controlled by the territoria
network. This process is viewed by Neyra Saiz as follow ng the economc
rationalization of the wholesale system He goes on to argue that the form of
organi zation provided by the territorial network prevents specialization in
whol esaling thus lowering efficiency. Finally, it is also suggested that
goi ng back to an adm nistrative systemw th 6 provinces rather than the
current 14 would inprove the functioning of the distribution system

In Table 1 we present information on the value of whol esal e sal es during
the 1980s. W present data for 1980, 1982, 1985 and 1988. The choi ce of
years was deternmined by the following factors: the introduction of a new
accounting systemin 1977, a price reformin 1981, the denise of the
agricultural nmarkets after 1985 and the |last year in which a conplete

statistical yearbook was published (1988).*

“A much smaller yearbook is available for 1989.



Table 1. Wiolesale Sales (MIIlions of Pesos)

1980 1982 1985 1988 82/ 80 85/ 82 88/ 85

Tot al 7290. 9 9527.7 11,612.6 11,716.8 1.307 1.219 1.009
Food 2411. 2 2907.0 3729.3 3905. 6 1. 206 1.283 1. 047
Bever ages 940. 2 1451. 4 1456. 8 1794.8 1.544 1.004 0. 957
Nonf ood 3192.8  4249.8 5235.6 5260. 2 1.339 1.232 1. 005
Dur abl es 498.0 541.8 731.3 689. 3 1.088 1.350 0. 943

Source: Table X. 2 Anuari o Estadistico, CEE, 1988.

Several aspects of the table stand out. First, in every category of
products the rati o of whol esal e sal es decreases between 85/82 and 88/85. This
reflects the general slowdown of economic activity since 1985. Secondly,
sal es of durables are between 5 and 10 percent of total wholesale sales in
every year. This reflects the devel oping country nature of the Cuban econony.

In the U S., for exanple, durables nmake up about 50 percent of whol esal e
sales. O course, this difference is overstated because durables sold as part
of the branch of supplies of technical and material products are not included
in the Cuban statistics. Finally, food sales account for nore than 25 percent
of the sal es of the whol esal e sector, which contrasts w th about 15 percent
for U S. nerchant whol esalers in 1987.

In the Appendix (Table A2), we provide information on the val ue of
whol esal e sales going to the retail sector for conpleteness. Two facts about
the distribution systemenerge fromthis table: First, over 50 percent of
total sales of the wholesale sector go to the retail sector; the remainder
goes to enterprises classified in other branches of economc activity. This
is true for every category except beverages where the proportion going to the
retail sector is much |ower than 50 percent every year. A second fact energes
fromconparing Table A2 in the Appendix with Table 2 bel ow, which provides

information on retail sales for the sane years. Nanely, the retail sector



obt ai ns between 50 and 60 percent of its products fromthe whol esal e branch
t he renai nder cones from other branches, in particular agricultura

procurenent centers (acopios).

Table 2. Retail Sales

1980 1982 1985 1988 82/ 80 85/ 82 88/ 85

Tot al 6055.3 7738.9 9119.5 9500.3 1.278 1.178 1.042
Ret ai | Network 4235.0 5459.6 6445.3 6672.6 1.289 1.181 1.035
Eating & Drinking 1820.3 2279.3 2674.2 2827.7 1.252 1.173 1. 057

Est abl i shnent s

Restricted Access 156. 7 192.6 229.1 222.3 1.229 1.190 0. 097

Source: Tables X.9-X 11 Anuari o Estadi stico, CEE, 1988.

Table 2 yields the same pattern of decline in economc activity as Table
1. That is, in every category there is a decrease in the ratio of retai
sal es between 85/82 and 88/85. The retail sector is deconposed into two broad
categories: the retail network and eating and drinking establishnments. The
| atter category contains sales through cafeterias at the work place or in
school s, which are the nmain conponent in the restricted access entry. For
conpl eteness, Table A3 in the Appendi x presents the distribution of sales in
the retail network by type of stores. The nobst striking pattern that energes
is the high and increasing percentage of sales nade up by food stores, i.e.
fromd48.2 percent in 1982 to 52.5 percent in 1988. The corresponding
percentage in the U S. was about 25 percent in 1987.

An i nportant phenonenon in the devel opment of the distribution systemin
the 1980s was the growth of parallel nmarkets. Table 3 presents the avail able
statistics. |Its sales increased rapidly between 1983 and 1985 but sl owed down
consi derably between 1985 and 1988, mmking up 16 percent of total retail sales

in 1988. The slowdown is consistent with the general slow growth of econonic
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activity during 1985-1988. Nevertheless, it is noteworthy that during the
1982-85 period the parallel nmarkets had to conpete with farners markets and

crafts narkets whereas during the 1985-88 period it had nuch | ess conpetition

Table 3. Retail Sales Through the Parallel Market (MI1lions of Pesos)

1983 1985 1988
Tot al 565. 0 925.3 1018.1
Percent of Retail Sales 10.3 15.2 16.0
Food 414.1 555. 3 613.9
Percent of Food Retail Sales 14.5 17.7 17.8
Nonf ood 150. 9 370.0 404. 2
Percent of Nonfood Retail Sales 8.0 17.1 19.4

Source: Tables X.18-X. 20 Anuari o Estabistico, CEE, 1988.

Tabl e 4 provides infornation on the enploynment generated by all branches
of the distribution sector. Total enploynent growth during the period foll ows
the pattern evidenced by the growth of sales, nanely a sl owdown between 1985
and 1988. The categories, however, yield two exceptions -- enploynment in
agricultural procurenents and in the supplies of technical and naterial
products grew nore rapidly during 85-88 than during 82-85. The percentage of
the civilian | abor force enployed in the distribution sector is slightly over
10 percent in each of these years, e.g., 11.1 in 1988; in Japan and the U S.
it is about 17 percent for exanple. Finally, since 14 percent of the |abor
force is enployed in the branch of supplies of technical and material products
and this branch controls over 70 percent of the storage area, this data
suggest a higher level of efficiency in this branch than in the whol esal e or

agricul tural procurenent branches.
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Table 4. Enploynent in Distribution (Thousands of Workers)

1980 1982 1985 1988
Tot al 297. 7 318. 4 360. 4 381.0
Whol esal e Net wor k 37.7 43.6 48. 6 51.3
Retai | Networ k 122.2 140.7 152. 8 155. 6
Eating & Drinking 66. 3 60.5 77.2 82.9
Est abl i shnent s
Technical & Materi al 51.0 52.3 52.4 53.4
Suppl i es
Agricul tural 18. 1 18. 8 25.3 37.8
Procurenents
Recycl i ng 2.4 2.5 4.1 n.a

Source: Table X 26 Anuario Estadistico, CEE, 1988.

One interesting piece of information in a retail setting is the nunber
of establishnents. Table 5 presents this information for various categories
and subcategories of the retail sector. There is an increase for all entries,
except nonfood stores, between 1982 and 1985. Oher things equal such
i ncreases are welfare inproving since they | ower purchasing costs to
consuners. The nunber of enployees per establishnent in the retail sector
rose from5.18 to 5.34 between 1982 and 1985. In Japan, on the other hand,

t he nunber of persons engaged per outlet was 3.9 in 1985, Maruyana (1992).
Finally, the number of establishnments in the retail network per thousand
menbers of the population was 2.81 in 1985 in Cuba; in Japan this density was
13.5 in 1985. Japan is notorious for its abundance of small outlets and this
is also argued with respect to the Cuban retail sector, dark (1990);°

i ncidentally, assortnents are much deeper and perhaps broader in Japan. In

the U S. this density was 2.71. Hence, with assortnents nuch closer to the

5The numbers contradict the perception in the case of Cuba and this
perception nmay be due to the absence of |arge stores.
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Japanese in terns of breadth, the accessibility of location of the stores is
much closer to the U S. This indicates that the retail sector provides very

low | evel s of these two distribution services to consuners.

Table 5. Nunber of Retail Establishnents

1980 1982 1985

Retail Stores 28,719 27,153 28, 593

Food Stores 17, 001 16, 406 17, 317

Nonf ood St ores 2,680 3,770 3, 498

Eating & Drinking 22,461 25, 382 28, 323
Est abl i shnent s

Limted Access 13, 608 16, 979 17, 950

Source: Table X 28 Anuario Estadistico, CEE, 1988.

To conclude this overview, we note that the statistical yearbook al so
provides information on personal and repair services as part of internal trade
statistics. The information is sumarized in Table A4 of the Appendi x. Tota
expenditures follow a simlar pattern to those for retail and whol esal e sal es
over the 1980s. Expenditures in these categories are equivalent to 19 percent
of whol esal e sales. They are of interest primarily because the trades that
were |iberalized during the IV Communi st Party Congress in 1991 fall in these
cat egori es.

V. Inportant Factors in the Functioning of the
Distribution Systemin Cuba

In Cuba there are three interrelated factors that play a key role in the
functioning of the distribution system the rationing system alternative
mar ket s and i nformal exchanges. The role of these three factors, however,
vari es over tine depending on general econom c conditions and ideol ogica
initiatives of the political |eadership. W wll discuss how these factors

have evolved from 1980 to the current "special period in peacetine."
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A synpathetic and engagingly witten account of the distribution system
in Cuba up to the early 1980s is available in Benjamn, Collins and Scott
(1984). Several characteristics of the systemare inportant for our purposes.

A ration book per household is distributed each year.® The househol ds
register with the National Rationing Board, indicating the nei ghborhood stores
where they are to acquire the rationed itens. Besides the grocery store this
may i nclude a butcher's shop, a vegetable stand, and a dairy shop. Prices of
the rationed itens were fixed from 1962 to 1981, quantities can vary wth
availability. The sane stores may al so sell products that are not rationed or
in excess of the ration at higher prices. Lines are frequent at all the
stores and alternative queui ng schenes have been inplenented to all ow shorter
lines for househol ds where every adult is enpl oyed.

Such a systemprovides a fertile ground for the devel opnment of barter
trade and informal transactions. For instance, butchers in Cuba have been
frequently accused of shortchanging custoners with the proportions and wei ghts
of the rationed items. |In general those enployed in the distribution sector
are in a favored position to engage in informal transactions, for additiona
exanpl es see Perez-Lopez (1992). One of the nobst inportant functions of this
sector in any econom c systemis to provide assurance of product delivery in
the desired form which entails breaking the bulk of itens into smaller sizes.

In a heavily controlled CPE, private econonic incentives to take advantage of
this favored position to participate in the informal econony are powerful and
the probability of detection tends to be lowin settings associated with snal
itens.

The extent of the infornmal econony, especially that generated by the
nature of the rationing system wll be affected by the existence of
alternative narkets. |Insofar as alternative markets exist, for exanple

farmers' nmarkets or parallel markets, the incentives for barter exchanges and

5There is one for food and one for nonfood itens.
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informal transactions will be reduced. Basically the conpetition fromthese
alternative supply sources |lowers the gains frombarter exchanges or informal
transactions. |In the case of Cuba farnmers' nmarkets were encouraged, sonewhat
grudgi ngly, during the 1980 to 1985 period. As we saw in the previous
section, the parallel nmarket also grew at a rapid rate in terns of sales
bet ween 1982 and 1985; separate | ocations for those narkets were also built
during this period. Benjanin, Collins and Scott (1984) report a tendency for
hi gher quality and shorter waiting lines in the farmers' narkets than in the
paral l el markets. |ndeed, the sanme authors report internal discussions on the
nmerits and denerits of the rationing systemat this tine. O course,
general |y favorabl e econonic conditions facilitated these devel opnents.

Since 1986 this systemwas nodified by the elimnation of the farners’
markets. Political directives under the so-called rectification process
pl ayed an inportant role in this change. Rodriguez (1990) provides a
justification of this process froma Cuban perspective. One feature of the
nodi fied systemis the creation of a State Agricultural Board, reported by
Bal ari (1990). Another one is the slower growh of the parallel markets
singled out in the previous section. A critical, conpelling account of
consunption and distribution activities covering this nore recent period is
available in dark (1990). At this point, however, it is useful to note tw
general features of this systemin the second half of the 1980s.
Deterioration in general econom c conditions enhance the inportance of a
rati oning systemand the gains frominformal sector activities. The
elimnation of farnmers' markets operates in the same direction by elimnating
conpetition for the parallel market; nanmely, it enhances the scarcity val ue of
i nfornal sector provision of quality, assortnents and shorter waiting tinmes.

Clark provides infornation on the quantities available of rationed
products for selected articles in several years. Conparisons of availability
are difficult because the ration supplies a nmuch different proportion of the

di et depending on the period. Since 1983 was a relatively good year conpared
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with 1989, we will conpare these two years to get an indication of the
tightening or | oosening of the rationing system The 1983 informati on cones
fromBenjanin, Collins and Scott (1984, p. 35); the 1989 infornmation cones
fromdark (1990, p. 279). Qut of 12 categories in which a conparison is
possi bl e the anount avail able under the ration was the sane in 8; it went down
in two of them beef and beans, and it went up in two, chicken and bread. One
di fference, however, is that in 1983 additional purchases could be nade in the
farnmers' nmarket or in the parallel narkets whereas in 1989 they could only be
made in the parallel market or in the black nmarket. Thus, the elimnation of
the farnmers' markets with a given |level of rationing can be presunmed to have
fostered the devel opnment of the informal economy in the second half of the
1980s.
The process of relying on the rationing systemcumthe bl ack nmarket or

i nfornmal econony has been accentuated by the vicissitudes of the econonic
system since the dem se of Eastern European socialismin 1989 and the August
coup in the Soviet Union in 1991. |In a recent paper Roca (1992) describes
sonme of the changes in the distribution systemas a result of the "special
period." Products are not to be placed in the parallel markets if they are
scarce in the rationing network. Hence, 28 itens available in the parallel

mar ket have been placed under the rationing network since 1990. In one of the
paral l el markets sites, for exanple, there were in 1990 115 fewer itens than
before. Anobng industrial products 181 were placed into the rationing system
Thus, the advent of the "special period in peacetine" has resulted in an
increase in the inmportance of the rationing systemin the distribution sector
at the expense of the parallel market. O course, private econonic incentives
for informal sector activities have increased as a result.

One of the major changes affecting the distribution system and the

econony as a whole, in the recent period is the Food Program or "Programa
Alinentario."” Mesa-Lago (1992) provides a thorough description of the

program Here, we will sunmarize the main features that inpact the
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di stribution system The essence of the programis to use the excess |abor
rel ased by the shortages, generated through the loss of traditional trading
partners, in newy created state farns, especially near the cities of Havana
and Santiago, in order to increase agricultural output and nakeup for reduced
inmports. As a rationalization of the distribution systemthrough generating
shorter supply lines for najor population centers, these changes coul d be
beneficial. The problem of course, lies in the opportunity cost of the
resources (especially land) used for these purposes and in the feasibility of
the scheme. Wth nost agricultural activities weather patterns are critica
in determ ning outcones and sonme of the internal discussions reported by Msa-
Lago suggest that Cuban technicians expect the weather to be a critical factor
in determ ning outcones in this case. 1In addition, sone problens are reported
with regard to the efficiency of the agricultural procurenent centers in
delivering output to retail outlets. Such problens would be consistent with
the infornation on the relative productivity of this branch reported in the
di scussion of Table 4.
Concl udi ng Cbservations

G ven the present circunstances of the Cuban econony the opportunities
for change within the systemare linited, but there are internal pressures for
change. These vary fromtechnical discussions to inprove the functioning of
the distribution systemto the high |level of private econom c incentives for
i nfornmal sector activities. The latter can only be countered by increasing
the costs of informal sector participation, presumably through a higher |eve
of repression or noral suasion. The regine's position on the Cchoa trial, as
reported by Oppenheiner (1992) for exanple, illustrates both mechanisns.

Two elenents are critical in evaluating substantial changes in the
current distribution system G ven the inportance of food products in the
di stribution sector and linmted inport capacity in the foreseeable future,
substantial increases in agricultural output will be required for major

changes in the distribution systemto be worthwhile. Fuel shortages and
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i nadequat e transportation, the preval ence of nultiple earner househol ds and
the | ow density of outlets create a high | evel of repressed demand for several
di stribution services, in particular the provision of accessibility of

| ocation by both whol esal ers and retailers. Hence, expansion in the nunber of
outl ets and warehouses and/or of their assortments will have to be najor
features of any substantial changes that inprove the econonic efficiency of

the distribution system
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Appendi x

Tabl e Al: Network of Warehouses

ALMACENES
Concept s Cantidad (u) Area (nR)
Capaci dad (nB)
1982 1983 1982 1983
Tot al 3618 3342 4590020 5998143
Con refrigeracion 325 240 240168 332930
Product os alinenticios 506 461 515129 512497
Con refrigeracion 157 153 106346 87443
Productos no alinenticios 608 692 619427 636919
Con refrigeracion 2 3 225 339
Product os farnmaceuti cos 72 90 70656 85869
Con refrigeracion 42 41 22500 32970
Li bros y revistas 53 45 33601 31171
Con refrigeracion 3 1 627 -
Frigorificos 18 18 2931 2931
Con refrigeracion 18 18 35637 35637
Abast eci miento tecnico 1412 1278 3158560 4443982
Con regrigeracion 94 18 73985 175694
Centros de acopio 207 183 135001 232529
Con refrigeracion 9 7 848 847
Sub-centros de acopio 90 90 16727 16781
Con refrigeracion - - - -
Punt os de acopi o
Source: Table X 27 Anuario Estadistico, CEE, 1988.
Table A2. Flow of Wolesale Sales to the Retail Sector
1980 1982 1985 1988
Tot al 4173. 3 5067. 6 6046. 5 6178. 6
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Food 1357
Bever ages 274,
Nonf ood 2137

Dur abl es 398.

Source: Table X. 4 Anuario

Table A3. Distribution of

Food Stores
Nonf ood St ores

Phar naci es & Opti cal
Product s

"Rastros"
Servi centros
O her

Tot al

1699
258
2654
447

Est adi sti co,

.3 2054.0
.3 363. 3
.0 3057.7
.5 595. 8

CEE, 1988.

Sal es by Type of Retai

1980
1998. 6
1543. 6

238.8

56.0
175.9
222.1

4235.0

Source: Table X. 16 Anuari o Estadistico,

20

1982
2687.1
1779.

o

262.5

92.7
278.5
359.8

5459. 6

CEE, 1988.

2212.2
429. 2
2970. 2
584.5

Est abl i shnent s

1985
3196.
2188.

302.

95.
271.
391.

6445.

N

w

w A W w

1988
3501.
2100.

320.

72.
269.
407.

6672.

o W
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Table A4. Personal and Repair Services (mllions of pesos)

1980 1982 1985 1988
Repai r 120. 3 140. 2 170.0 165.1
Per sonal 46.0 54. 6 51.5 65. 2
Tot al 166. 3 194.8 231.5 230.3

Source: Table X 38 Anuario Estadistico, CEE, 1988.
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