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The engendering of the spirit of entrepreneurship in
a population is one of the most essential prerequisites
for successful transition. The limited reappearance of
self-employment in the Cuban economy has brought
the question of the future of Cuban entrepreneurship
under a new light. Almost immediately after eco-
nomic reforms legalizing some forms of self-employ-
ment were passed, thousands of Cuban entrepre-
neurs, many from the informal sector, began official
private economic activity. These entrepreneurs
seemed to offer hope to those who believed that over
three decades of almost uninterrupted repression of
the private sector had all but killed Cuba’s spirit of

entrepreneurship.

But how useful will Cuba’s diminutive new entrepre-
neurial class be to the economy in the long run and
what are its odds of continued success in a transition
economy? Some authors (e.g., Pérez-Lépez 1995, p.
172) have argued that small pockets of private activi-
ty in centrally planned economies serve as “breeding
grounds” for future entrepreneurs who will create the
backbone of a modern economy. Others (e.g., Perry,
Steagall and Woods 1995, pp. 98-99; Locay and
Sanguinetty 1996, p. 320) are less optimistic and be-
lieve that lack of managerial and entrepreneurial
skills will contribute to a very slow start for small
business in Cuba. The question is impossible to an-
swer with any degree of certainty, but it is possible to
draw parallels with previous experiences in econo-
mies that have undergone processes of transition.

Cuba’s reforms are not without historic precedent in
a centrally planned economy. Similar attempts to
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boost economies suffering from the inefficiencies of
central planning have been implemented in a num-
ber of socialist countries. This paper will draw from
the transition experiences of the Visegrad
countries—the Czech and Slovak Republics, Hunga-
ry, and Poland—and examine their pre-transition
experiments with the private sector. The paper will
begin by looking at the different roles played by the
private sector up to the point of economic liberaliza-
tion. It will then analyze the development of small
business relative to each country’s starting conditions

at the time of transition.

Data on the number of self-employed, owner-operat-
ed businesses, and registered entrepreneurs will be ex-
amined in order to assess the emergence of the
“small” private sector, that is, the private sector com-
posed of emerging small businesses rather than priva-
tized companies formerly belonging to the state and
maintaining a large number of their employees. Sta-
tistics on business registrations and the like are noto-
riously poor and often misleading. This is so because
entrepreneurs often register without ever beginning
economic activity or register two or more business
“just in case.” Also, business failures often fail to
make it on the register. For these reasons, the statis-
tics presented here should be considered a proxy for
entrepreneurial activity and interpreted with care.

Despite the importance of the informal sector in the
Visegrad countries as well as in Cuba, the paper will
focus on the formal economy as a source of private
entrepreneurship. The reasons for this are twofold.
First, data for the informal sector are extremely unre-



liable and make analysis of this type guesswork at
best. Second, the nature of the informal sector sets it
apart from the legal private sector. Because informal
entrepreneurship is, by definition, illegal (whether
tolerated or not), the focus of those activities tends to
be on short-run profits. There can be little room for
concern for longer term investments and growth in
such a volatile business sector. This said, many infor-
mal sector entrepreneurs in the Visegrad countries
moved into the formal sector during the initial phas-
es of transition. Also a great number moved from the
legal private sector into the informal sector in order
to avoid fees and taxes charged to registered entrepre-
neurs. These are further reasons to interpret the sta-
tistics put forth in this paper as indicators of the
magnitude of entrepreneurial activity rather than
point estimates.

SELF-EMPLOYMENT IN CUBA

On September 8, 1993, the Council of State ap-
proved Law-Decree No. 141. This was followed by
regulations issued jointly by the State Committee for
Labor and Social Security (CETSS) and the State Fi-
nance Committee (CEF). Together, these two docu-
ments acknowledged the importance of self-employ-
ment to the national economy and set out a list of
117 occupations, many previously performed by the
informal sector, in which such activities could legally
take place. Fees would be charged according to the
type of occupation which included mechanics, hair-
dressers, taxi drivers, blacksmiths, and plumbers
(EIU 1993, p. 13). However, these laws did not al-
low for hired labor and, more importantly, prohibit-
ed anyone with a university degree, especially physi-
cians, teachers and researchers, and managers of state
enterprises from taking up private activity. The de-
cree and regulations further limited participation to
those who were currently employed in a state work
center, were retired or disabled, had been dismissed
from the state sector or had been certified redundant
by their employers, had suffered reduced hours as a
result of the special period, or were homemakers

(Pérez-Lépez 1995, pp. 163-165).

A number of other market-oriented reforms took
place in the period 1993-94. For example, also in
1993, the Cuban government legalized dollar hold-
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ings and transactions and announced the transforma-
tion of collectivized state farms into producer coop-
eratives. In the following year, farmers’ markets were
once again allowed to operate as were markets for
handicrafts and surplus manufactured consumer
goods. Reforms led to an surge in the number of
small private restaurants or paladares and a large in-
crease in the number of self-employed workers (Font

1997, p. 125).

The estimates for the total number of self-employed
workers vary but they seem to have increased from
about 70,000 at the end of 1993 to 150,000 a year
later. By the end of 1995 approximately 208,000
workers held permits for self-employment. This
would make one in every 20 members of Cuba’s la-
bor force a self-employed worker (Jatar-Hausmann
1996, p. 213). Most estimates of the informal sector
put about the same number in similar but unlicensed

activities.

More recently, the government has continued to in-
crease the number of occupations authorized for self-
employment but also increased the fees charged for
such activities. This, together with bureaucratic bar-
riers to entry, has caused a leveling off and even a re-
duction in the number of self-employed workers. By
June 1996 the number of self-employed workers had
fallen to 200,000. However, university graduates are
no longer excluded from self-employment, a change
brought about by pressure from traditional elites pre-
viously left out of the new opportunities in the pri-
vate sector (Jatar-Hausmann 1996, p. 214).

Cuba’s experimentation with a self-employed private
sector is not without precedent in a centrally planned
economy. Most of the Central and Eastern European
economies which practiced central planning resorted
to such measures in times of economic difficulty. In
fact, Hungary and Poland began implementing re-
forms of this nature well before the historic transition
of the late 1980s and early 1990s. The incentives for
such reforms were not unlike those in Cuba in the
1990s: a desire to provide a boost to an ailing econo-
my while hoping to preserve the socialist political or-

der.
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SELF-EMPLOYMENT IN THE VISEGRAD
COUNTRIES PRIOR TO TRANSITION

The four Central European countries examined here
had very different laws and regulations governing the
private sector and private entrepreneurs prior to em-
bracing market reforms. Each allowed private eco-
nomic activities to some degree, but the restrictions
placed on these entrepreneurial activities differed
greatly. So did the number of years’ experience that
each country had in experimenting with the private
sector. These differences meant that the starting con-
ditions for the private sector at the time of transition
were quite different.

As mentioned earlier, statistical coverage of private-
sector activities was extremely poor in communist
countries. Therefore, for years prior to 1989, it is dif-
ficult to assess the size and importance of this sector
to the central European countries examined in this
paper. This section attempts to provide a brief assess-
ment of the extent to which private economic activi-
ties existed alongside the centrally-planned econo-
mies.

Czechoslovakia

Of the countries examined here, Czechoslovakia had
the tightest control on private-sector activities. Pri-
vate entrepreneurs were excluded from most sectors
of the economy. In fact, virtually no private-sector
reform took place after the Prague Spring invasion of
Soviet and Warsaw Pact troops in 1968. In 1980,
99.8 percent of the workforce was employed in the
socialist sector (Gawdiak 1988, p. 135). This meant
that by 1989, the contribution of private firms to
Czech GDP was very small, estimates ranging from
less than 0.5 percent to 4 percent (OECD 1996, p.
18 and Borish and Noél 1996, p. 88). The same was
true, of course, for the Slovak Republic. Prior to the
Velvet Revolution in 1990, State Owned Enterprises
dominated the enterprise sector. Prices, trade, and
investment were controlled and private property had
virtually no protection. This meant that, unlike
Hungary and Poland which had relatively open pri-
vate sectors, Czechoslovakia had virtually no experi-

ence experimenting with economic reform prior to
economic liberalization.

As what later became the Czech Republic moved into
the initial phases of economic and political transi-
tion, only about 8,000 sole proprietors existed. Be-
cause this was the extent of private-sector activity at
the time, the number of commercially active persons
in the Czech Republic could also be estimated at
about 8,000.! However, the flowering of the private
sector immediately following the shift to a market
economy was quite remarkable. In the first year of
transition, the private-sector contribution to GDP
increased more than twofold. By 1994 the private
sector was responsible for 56 percent of GDP and 65
percent of employment (see Table 1). Much of this
increase in private-sector employment was generated
by owner-operated and small-scale light manufactur-
ing and service sector businesses. The number of sole
proprietors in the Czech Republic jumped to about
925,000 in 1994 (excluding corporate bodies), a
115-fold increase in only five years (OECD 1996, p.
29). Much of this growth has come from the service
sector which today accounts for 54 percent of the
country’s total output, up from 36 percent in 1990.
Rough estimates now attribute 57 percent of indus-
try, 90 percent of construction, and over half of
transport to the private sector (Borish and Noél

1996, pp. 88-89).

Table 1. Private Sector Trends in the
Visegrad Countries (Percent)
1989 1990 1991 1992 1993 1994
Czech Republic
GDP 4 115 16 25 44 56
Employment 16 20 30 40 59 65
Hungary
GDP 20 20 30 50 55 60
Employment
Poland
GDP 28 31 42 47 52 58
Employment 47 49 54 57 59 61
Slovak Republic
GDP 27 32 39 58
Employment 16 25 43 55

Source: Borish and Noél (1996, pp. 88, 94, 100, 111).

1. Although always low, estimates for employment in the private sector in the Czech Republic differ widely by source.
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These trends suggest that the small-scale owner-oper-
ated private sector has been growing while large-scale
state owned enterprises in the industrial sector have
been declining as indicated by an increasingly smaller
contribution to GDP. However, it must be noted
that the split with the Slovak Republic helped the
Czech Republic release many of the uncompetitive,
heavy industrial enterprises of the former Czechoslo-
vakia. Also, the Czech and Slovak Republics benefit-
ed from a relatively large industrial base, proximity to
the industrial market economies of Central and
Western Europe, and an early emphasis on rapid
privatization.

The Slovak Republic has also experienced important
growth in the private sector. Despite a significant
slowdown in the rate of privatization following the
initial efforts carried out while still a part of Czecho-
slovakia, the private sector’s share of GDP grew to 58
percent in 1994 from 27 percent in 1991 (the first
year for which data is available). Employment in the
private sector in 1994 represented 55 percent of total
employment, up from 16 percent in 1991 (see Table

1).

The growth in the number of Slovak sole proprietors
has also been impressive. The number of private
(small) companies grew from about 2,000 in 1989 to
around 280,000 by the end of 1994. However, the
number of small companies in operation per 100 in-
habitants is significantly lower in the Slovak Repub-
lic than in the Czech Republic, 5.3 v. 9, respectively.

Hungary

In contrast to Czechoslovakia, Hungary had a well
developed system of private self employment before
1989. In fact, Hungary had a longer history of exper-
imenting with private-sector and market-based re-
forms than did other centrally-planned economies.

After a ban on private sector activity that lasted al-
most two decades, reforms in 1968 reactivated pri-
vate sector economic activity. From the outset, these
reforms resembled those which became predominant
during the Soviet perestroika and went beyond those
which have been adopted by the Cuban government.
Among other reforms, farmers were allowed and en-
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couraged to sell produce directly to consumers rather
than to the state sector.

In 1982, further reforms allowed the creation of nu-
merous private and quasi-private firms. Self employ-
ment was legalized and limited partnerships were al-
lowed providing that a number of legal and
professional requirements were met. Table 2 shows
the growth in private-sector employment in Hungary
in the mid-1980s. While the bulk of private-sector
reform in most CPEs translated into small family un-
dertakings in the agricultural sector, significant in-
creases in private activity were experienced in other
sectors of the economy as well. The majority of activ-
ities in these sectors included repair and mainte-
nance, passenger and goods transportation, building
construction, retail trading, catering, and other

services.
Table 2. Hungary: Active Earners by Sector
of the Economy (Percent)
State Cooperative Private
1980 711 255 3.4
1985 70.0 25.3 4.7
1986 70.5 24.4 5.1
1987 70.8 23.8 5.4
1988 70.4 23.5 6.1

Source: Hungarian Statistical Yearbook 1989.

In December 1989 the number of officially regis-
tered sole proprietors in Hungary was about
320,000. Hungary’s flirtation with the private sector
during the 1980s had increased its private-sector
contribution to GDP to 20 percent in 1989-90. By
the end of 1994 there were approximately 775,000
registered sole proprietors, an increase of about 140
percent over four years. Also by the end of 1994
nearly three-quarters of GDP was generated in sec-
tors increasingly associated with the private sector—
namely “non-material” services sectors (e.g., finan-
cial, legal, tourism, consulting services), industry,
and trade. By the end of 1994, the private sector’s
contribution to GDP had grown to 60 percent.

The relatively slower rate of increase in the private
sector relative to Czechoslovakia could be attributed
to two factors: a more advanced starting point (a
considerable number of private firms already existed
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in Hungary during the 1980s) and a more gradualist
approach in the rate of privatization. However, Hun-
gary’s private sector as a share of the economy had
reached a higher level than Czechoslovakia and, as
will be examined later, Poland.

Regardless, the growth in private activities in Hunga-
ry can not be ignored. The number of registered
firms increased by over 300 percent between 1990
and 1993 while the number of self-employed jumped
from 427,500 to 801,700 in the same period. These
trends depict a growth of over 400,000 new private
firms since 1990 in a country with a population of
only 10.3 million (Borish and Noél 1996, pp. 94-
95). The vast majority of these firms are very small
(under 20 employees), in the service sectors (such
firms were responsible for 14.5 percent of industrial
output in 1993), and are estimated to have contrib-
uted the most to the growth in GDP.

Poland

Although the role of private sector activities in the
economy was at times quite small, Poland’s commu-
nist regime never completely abolished them.? While
the government loosened and tightened its restric-
tions on the private sector according to the political
climate, the existence of the private sector was always
legally guaranteed. Private entrepreneurs and small
workshops were allowed to operate under the condi-
tion that their goods and services were sold to the
state sector.

In the beginning of the 1980s, the Crafts Code was
further liberalized and, in 1983, the pre-War Com-
mercial Code of 1934 was reintroduced. This code,
while amended to maintain many of the privileges of
the state economy, provided a legal framework for
corporate private business (Rostowski 1993, p. 3).
Between 1981 and 1988, the number of small private
firms operating in Poland doubled; by the latter year
the private sector represented over 22 percent of total
GNP (OECD 1996, p. 41). With the liberalization
of the restrictions placed on private business, private
economic activity began to satisfy many of the needs

that the Polish state sector was unable to fulfill. It has
been estimated that by the late 1980s, privately gen-
erated incomes accounted for 35 to 45 percent of all
incomes in Poland (Rostowski 1988).

The Polish post-transition experience in stimulating
the private sector through self-employment, while
impressive, does not seem to match the successes at-
tained by the Czech Republic and Hungary. Howev-
er, the economy has made long strides since full eco-
nomic liberalization. One of the most important
steps toward creating a competitive private sector in
Poland was actually taken before the date associated
with full economic and political transition. On Janu-
ary 1, 1989 the “Law on Economic Activity” came
into force. This law effectively erased all restrictions
on, and regulations of, private economic activity.
The idea behind this law was to benefit from the
gains of unrestricted private entrepreneurship and si-
multaneously do away with the fundamental owner-
ship and management problems associated with the
state sector. Private activity was expected to develop
quickly thus eradicating the chronic shortages of
goods and services in the economy. The resulting
economic development would in turn ensure politi-
cal stabilization and ensure the maintenance of com-

munist power (Rostowski 1993, p. 3).

The failure of the communist government’s last at-
tempts at reforms may be attributed to the govern-
ment’s oversight in addressing profound macroeco-
nomic problems generated by the state sector and the
fact that a large portion of private sector activity con-
tinued to rely on arbitrage between controlled state
prices and the free prices which the private sector was
now free to charge (Rostowski 1993, p. 4). Neverthe-
less, the private sector’s importance in the Polish
economy increased significantly. By the time that full
transition began, the Polish private sector had a
strong head start.

According to official statistics the private sector in
Poland accounted for 28 percent of GDP in 1989.
This is a larger share than in any of the countries ex-

2. In fact, Poland was the only Eastern European centrally planned economy that never imposed the collectivization of agriculture but

instead tolerated the existence of private property in rural sectors.
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amined in this paper. Nearly half of the nation’s em-
ployment was in the private sector. While agriculture
played an important role in the Polish private sector
prior to transition, there were an estimated 960,000
registered sole proprietors and 650,000 self-em-
ployed workers in the non-agricultural sectors of the
economy in 1989.

Between 1989 and 1994 private sector share of GDP
in Poland’s economy increased to 58 percent and pri-
vate sector employment to 61 percent (see Table 1).
Private sector output increased almost 400 percent in
U.S. dollar terms, from $16.4 billion in 1989 to
$53.0 billion in 1994. The bulk of this growth has
come from new private companies. In 1994, Poland
had the highest number of owner-operated business
in the Visegrad region (Borish and Noél 1996, pp.
100-101).

Output of the Polish private sector increased signifi-
cantly in the years immediately following transition.
Most of this output produced was in trade and in-
dustry. However, trends show strong private sector
growth in services and a continued dominance in ag-

riculture (Borish and Noél 1996, p. 101).

LESSONS FOR CUBA

Although the situation in Cuba today does not mir-
ror the experience of any one Visegrad country prior
to transition, there are a number of similarities which
recall the Cuban experimentation with economic re-
form. Therefore, a number of parallels may be
drawn. Were it not for the economic pressures placed
on the island’s economy following the ebb of Soviet
support, the Cuban economy would most likely re-
semble that of Czechoslovakia prior to transition. In-
deed, the tight controls placed on private entrepre-
neurs in Cuba, together with the government’s
constant tendency to restrict private economic activi-
ties, demonstrate a reluctance to reform not unlike
that which was evident in Czechoslovakia.

However, many of the activities which have been le-
galized in the wake of the recent economic crisis and
which are described in the previous section resemble
those which appeared in Hungary and Poland prior
to 1989. Like Hungary, Cuba has allowed self-em-
ployment in a number of service occupations. These
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reforms have been instituted with the goal of reliev-
ing increasing pressures for labor shedding while
helping to satisfy a demand for services which can
not be met by the state sector. The reintroduction of
farmers’ markets also echoes the first reforms imple-
mented in both Hungary and Poland.

Because restrictions are much greater in Cuba today,
the growth of private entrepreneurial activity has not
been as marked as that which occurred in these coun-
tries in the 1980s. Therefore, the entrepreneurial sec-
tor’s contribution to national income, while un-
known, is certainly only a fraction of that which
characterized the Hungarian and Polish economies.
Nevertheless, a legal private sector composed of prof-
it-oriented entrepreneurs has been created and their
contribution to small business know-how and the
possible gains to the Cuban economic culture can
not be ignored. But how important is previous expe-
rience with limited private entrepreneurship to entre-
preneurs in a post-transition environment? Did ex-
perimentation with self-employment and a tolerance
for entrepreneurship poise Hungary and Poland for a
smoother transition than the more restrictive Czech-
oslovakia? This section will attempt to answer this
question, at least in part, by examining the post-tran-
sition experiences of the Visegrad countries.

Despite an impressive record of private-sector and
small-business growth, Poland and the Slovak Re-
public have arguably demonstrated the least spectac-
ular results of the Visegrad countries. The Polish case
is particularly interesting because the country had
been experimenting with private sector reforms for
some time prior to transition. While the importance
of the private sector more than doubled in the first
five years of transition, the strides do not seem to
match those made by the Czech economy.

Why was the Czech Republic, and to a lesser extent
the Slovak Republic, able to accommodate such a
large growth in private entrepreneurship immediately
after economic liberalization despite the almost com-
plete absence of a private sector for over two decades?
Does this suggest that situational factors outweigh at-
titudinal factors when it comes to the development
of entrepreneurship?
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Entrepreneurial talent forms the backbone of a suc-
cessful market economy. Unlike the state and coop-
erative sectors prevalent in centrally-planned econo-
mies, the private sector can not be created. Instead it
is the product of entrepreneurial talent and the eco-
nomic culture that characterizes it. For the most part,
such an economic culture was suppressed in the Vi-
segrad countries as it is in Cuba today. Nonetheless,
in Cuba, as in Hungary and Poland, small windows
have been opened which have allowed entrepreneurs,
in however limited a fashion, to enter the system and
profit from their market activities. In every country
where this has been the case, there has been an eager
population of entrepreneurs whose activities have
been limited by legal and physical (e.g., capital, in-
puts, etc.) constraints rather than talent.

There has always been a fear, with regard to centrally
planned economies (CPEs), that decades of central
administration and planning have changed the men-
tality of the population and erased the culture of en-
trepreneurship by reshaping its values, work ethic,
and expectations. There is, however, no empirical ev-
idence to suggest that the suppression of a market
system and the controls placed on private-sector ac-
tivities can achieve this. In fact, related empirical
studies demonstrate the opposite, that is, that situa-
tional factors rather than attitudinal ones contribute
principally to differences in economic behavior be-
tween residents of market economies and those of the
former socialist economies (e.g., Shiller, Boyco and

Korobov 1992, p. 127; Leff 1979, p. 46).

A recent paper on Cuba by Luis Locay and Jorge
Sanguinetty (1996) supports this conclusion. The
authors used data from the U.S. Current Population
Survey to analyze the propensity for entrepreneur-
ship observed in Cuban immigrants of various ages
and who had lived under the two forms of govern-
ment (Cuban central planning and the U.S. market
economy) for varying portions of their lifetimes.
These propensities for entrepreneurship were also
compared to the overall U.S.-born labor force. The
goal of the study was to assess the effects that years of
socialism had had on the entrepreneurial skills of the
Cuban population. The results generally indicated
that the effects were minimal. While important bias-
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es, explained in the paper, can not be ignored and
make it essential to interpret the results with care,
there is no compelling reason to believe that Cuban
entrepreneurs will find themselves at a particularly
great disadvantage as a result of living under central
planning.

These studies, when considered in combination with
the experience of the Czech and Slovak Republics,
seem to suggest that there are other factors which are
responsible for the development of entrepreneurial
skills and spirit. The private sector in the Czech Re-
public, and to a lesser extent in the Slovak Republic,
quickly caught up to Hungary and Poland. It is as if
the entrepreneurial spirit in these countries emerged
from nowhere. This is especially evident when one
considers the near absence of a private sector in
Czechoslovakia at the outset of transition. This is
perhaps because the most important incentives for
entrepreneurship do not diminish the hope of a high-
er income and the desire for greater autonomy. The
barriers which remain then are bureaucratic and, if
they are dismantled or lowered substantially, the pri-
vate sector in essence creates itself (Kornai 1992, pp.

433-434).

The existence of a private sector in a CPE, then, is
not a prerequisite to the successful development of an
entrepreneurial society and the growth of small busi-
ness after transition. However, this should not be in-
terpreted to mean that the presence of a private sec-
tor is not a boon to transition. Hungary’s post-
transition economy has benefited greatly from the
private sector it inherited. For example, four years
into transition, Hungary had the highest ratio of self-
employed to economically active persons (outside ag-
riculture), a sort of self-employment rate. Almost 15
percent of the active population was self-employed.
The corresponding values for the other Visegrad
countries (also outside agriculture) were: 9.8 percent
in the Czech Republic, 9.6 percent in Poland, and
5.7 percent in the Slovak Republic (OECD 1996, p.
32).

Also, the greatest growth in small joint stock compa-
nies and partnerships has been in Hungary at about
10 per 10,000 inhabitants at the end of 1994. The
Czech Republic has the second highest rate with



about 7 per 10,000 inhabitants, followed by the Slo-
vak Republic with around 4, and Poland with about
2.5.

For Hungary, these figures reflect the reform policies
which began in the early 1980s and allowed the cre-
ation of several new forms of enterprises previously
unknown in centrally planned economies. This expe-
rience consequently provided Hungary with a signifi-
cant advantage in the transformation process to a
market economy. Hungary has remained a clear lead-
er in reform among the Visegrad countries, although
the Czech Republic has pushed forward remarkably

fast as well.

What does this mean for Cuba? While the suppres-
sion of entrepreneurship and the stifling of the Cu-
ban private sector should not be a source of excessive
worry to those concerned with the rooting and
growth of small business after transition, the private
sector which has recently emerged as a result of this
latest wave of reforms will undoubtedly play a benefi-
cial role in that transition. Provided, of course, that
the Cuban private sector is indeed “here to stay.” It is
impossible to predict the future of the thousands of
new entrepreneurs presently operating in Cuba to-
day. Those who have pioneered private activities on
the island undoubtedly possess a level of entrepre-
neurial spirit which will be of utmost importance in
an economic transition. But the sweeping changes
characteristic of a transition economy will shape and
reshape the private sector in a Shumpeterian process
of “creative destruction.”

FURTHER LESSONS FROM THE VISEGRAD
EXPERIENCE

If Czechoslovakia did not benefit from private sector
reforms before 1989, what other policies or charac-
teristics of the economy are responsible for the suc-
cess of its entrepreneurial sector and what lessons
might there be for Cuba? The reasons behind the
success of the Czech and Slovak Republics are too
numerous and complicated to be listed here. Howev-
er, several deserve mention to place the success in
context. The Czech and Slovak Republics have en-
joyed a more stable macroeconomic environment
than have Hungary and Poland: inflation rates have
slowed, exchange rates have remained relatively sta-

Prospects for Cuba’s Entrepreneurs after Transition

ble and fiscal deficits have been kept in check. Also,
geography and size play an important role as did a
speedy move to privatize state industries. As men-
tioned earlier, the Czech Republic also benefited
from the split with Slovakia in that it ridded itself of
a great deal of its inefficient and unproductive indus-
tries.

But other reasons for the success of the two Repub-
lics, as well as for the other Visegrad countries, need
to be examined. In doing so it is possible to draw im-
portant lessons for the success of small business in a
transition economy.

Privatization and restitution can play a critical role in
opening opportunities for small business. Privatiza-
tion and the creation of new firms were closely linked
in all Visegrad countries. For example, many entre-
preneurs in the Czech and Slovak Republics utilized
property and assets returned as part of restitution to
set up new businesses. Also in the Czech and Slovak
Republics, managers from state firms took advantage
of the system of coupon privatization to set up their
own firms. They then used the connections and sales
and buying links from their former employers for
their new enterprises. Hungary’s diversified enter-
prise structure owes a great deal to privatization. The
creation of new firms in the manufacturing, con-
struction, and retail sectors has been most dynamic
in the countries where privatization has made the

greatest progress (OECD 1996, pp. 27-28).

An unambiguous set of property rights are a further
requisite to an economic environment that encourag-
es entrepreneurship. Legal reforms that establish clear
and precise laws protecting private property, transfer
of ownership, and restitution are vital. Tenancy laws
that do not pose unnecessary restrictions on property
owners, distort rental markets, or make repossession
of mortgaged property difficult are also important.

A more difficult problem to overcome is a lack of
available capital. In the Visegrad countries, this is the
most often cited problem in the start-up of new busi-
nesses (OECD 1996, p. 47). This is a more difficult
problem to solve as it is rooted in the role of the
banking system. In Cuba, the problem may be slight-
ly mitigated by a flow of capital from the United
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States, both from the Cuban-American community
and from investors in general. However, reform of
the banking system, an acute and general problem in
all transition countries, is of utmost importance to
the private sector.

The list of problems and challenges is long. Business
registration practices, commercial codes and contract
enforcement laws, corporate structure and gover-
nance, are all issues which, unaddressed, present po-
tential barriers to start-up business and entrepre-
neurs. Many of these barriers will indeed depend on
a history of experience with a private sector. Here, a
protracted and expanded private sector reform in
Cuba could prove beneficial to post-transition entre-
preneurs.

A final important component in the successful devel-
opment of a small business community is coopera-
tion between small enterprises in defending the sec-
tor as a whole. This cooperation usually takes the
shape of small business membership organizations
such Chambers of Commerce and Industry, business
associations, and federations. Small enterprises are
faced with numerous disadvantages such as decreased
access to capital and information and diseconomies
of scale in R&D and marketing. Business associa-
tions help to alleviate such problems through adviso-
ry services, promotional alliances and the like. In
transition economies these organizations take on ad-
ditional challenges brought about by the lack of de-

veloped regulatory and institutional environments.

The lesson to be drawn from the emergence of the
entrepreneurial small business sector in the Visegrad
countries is straightforward. While entrepreneurial
tendencies can be suppressed over time as they have
been in Cuba for over 35 years, the small business-
man’s spirit is difficult to kill. Despite a virtual ban
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