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Abstract: My research reviews the current literature on cuentapropismo (self-

employment) in Havana and some of the existing theories of informality. My 

major goal is to see how well such theories explain the Havana case. Traditional 

approaches to understanding the informal economy do not fit Havana, which is 

distinct in terms of (1) social class structure, (2) social demography, (3) the 

relations between the formal and informal sectors, and (4) the relations between 

the informal economy and globalization. My research also examines the nature 

of informality and entrepreneurship and argues that the former supports the 

latter in three ways: overexploitation, invisibility and informal social network. 

These three elements apply to previous state employees who quit state jobs to 

enter the informal sector. In a context of neoliberal reforms and the 

consolidation of urbanization in Latin American countries, I conclude that it is 

necessary to theorize the experience of these informal entrepreneurs who 

previously worked in the formal sector and whose human capital and 

expectations separate them from earlier rural-origin migrants of the 1960s. 
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Chapter 1: Introduction 

This research studies the phenomenon of cuentapropismo in Cuba, a transitional 

economy with a planned economy and emergence of market elements. I try to articulate 

the notion of ‚Creole informality‛ to the wider discussion on the informal economy. 

Cuentapropismo, or trabajo por cuenta propia, literally means self-employment1. It has 

been a topic heated debated in Cuban society since its partial legalization in 1993, 

though it has been generally overlooked by mainstream literature within the country2. 

Several conceptual frameworks have been used to study the cuentapropista sector, such 

as informal sector (García and Togores 2004), underground economy (Henken 2003, 

Ritter 2006) and second economy (Henken 2005, Pérez-López 1995, Rivera 1998). In these 

studies, the unit of analysis consists of economic activities and practices. These 

approaches have the advantage of being able to capture the scale and heterogeneity of 

illegality or informality in the Cuban economy. However, since these theoretical 

categories were created in the context of traditional market or socialist economies, these 

authors had to make several modifications to fit the Cuban context (Ritter 2006). 

                                                           
1  I will use interchangeably the English term ‚self-employed‛ and the Spanish term 

‚cuentapropista‛. 
2 This was confirmed by several Cuban scholars I interviewed in my fieldwork in Havana, 

December 2010. These scholars attribute this academic silence to the state’s viewpoint that 

cuentapropismo is only a tentative alternative to the country’s economic crisis and should not 

challenge the status of the planned economy. Only recently the state publicly recognized the 

positive functions of the informal economy and called for respect to cuentapropistas (Raul Castro 

2010). As the outcome of this policy change, there has been growing academic interest to the 

sector and growing number of relevant articles in the country.    
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This paper takes a different approach by focusing on a well-defined sector of the labor 

force in Cuba, and the unit of analysis is the individual. It is easier to classify individuals 

according to their income-generating activities. By exploring individual experiences and 

their strategies in response to structural crises and changes, my research tries to 

understand the nature and the instrumentality of informality. Two broad subjects of this 

study include (1) those who exclusively depend on incomes from self-employment and 

(2) those who combine incomes from formal state sector and from regular part-time self-

employment. The reason for including this latter group is that, while engaging in formal 

employment, these individuals share a similar rationale and adopt similar strategies in 

their part-time private business. Including this group helps us to understand how self-

employment is used as income generating strategy amid the deterioration of the formal 

sector. However, by focusing on ‚employment‛, I exclude those causal/ improvised 

informal or illicit income generating activities on irregular bases, such as deliberately 

cheating foreign tourists on prices in state restaurants, which is a common practice. 

Several other concepts are also used in this paper. The ‚informal economy‛ is used for 

economic activities outside the legal regulatory frameworks in both self-employment 

and formal state jobs. It is important to note that the informal economy in Cuba does not 

equate to an underground economy, since many self-employed also operate their 

businesses openly and legally. Informality is used to extract the illicit nature of such 

activities in terms of operating outside the legal and regulatory frameworks. 
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1.1. Research Interests and Questions 

My research interests are derived from two questions. First, the nature of the informality 

in the new global context has been changed compared to 1960s. This new context 

consists in the consolidation of urbanization in Latin America and the restructuring of 

the global economy (Roberts 2003). The major constituency of the informal sector has 

been shifting from rural migrants to their offspring and to those who lost their previous 

jobs in the formal sector. These latter two groups possess different human capital, 

experiences and expectations compared to rural migrants of the 1960s. The liberalization 

policy and global economic restructuring have created new constrains and opportunities 

for the informal sector (Carr and Chen 2002). This context, therefore, requires a critical 

examination of previous models and theories of informal economy. Previous 

assumptions such as ‚people automatically prefer work in the formal economy to the 

informal one‛ need to be revisited. As the boundary between the formal and informal 

sector is blurred, my research assumes that informality, defined as non-compliance with 

regulatory and legal frameworks, has been widely adopted by both formal and informal 

sectors. My focus will be on how the population, as victims of crisis and economic 

restructuring, adopt informality as a form of  ‚forced entrepreneurship‛. 

The Cuban case presents a convincing example of such ‚forced entrepreneurship‛ in 

terms of individual experience. Those who previously worked in the state sector enjoyed 

considerable job security, moderate material guarantees and social safety network, but 
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now face the deterioration of such system. Forcibly or voluntarily, they quit the formal 

sector and enter the informal sector, or combine a formal job with an informal one. Self-

employment provides many with opportunities of subsistence and moderate prosperity. 

These individuals also experience profound transformations in their life by entering the 

cuentapropista sector. They adjust themselves to mobilize available resources, seek 

opportunities, create social networks, and avoid the state inspection and intrusion. 

These Cuban experiences are not irrelevant to the cases of other Latin American 

countries. Based on such experiences, scholars have discussed concepts such as 

entrepreneurship (Ritter 2006, Scarpaci 2009), network (Rivera 1998), illegality (Ritter 

2001) and culture of working (Sacchetti 2006, 2009). I would like to take a further step to 

answer the question of how entrepreneurship, defined as the ability of searching market 

opportunities and mobilizing resources to implement that vision, becomes possible. My 

preliminary answer is that, informality and entrepreneurship are joined together 

through overexploitation, invisibility and informal social networks. 

Lastly, my study will contribute to the analysis of the current socioeconomic and 

political transformation of Cuba. Though Cuban economic policies have undergone 

several liberalization-tightening cycles (Mesa-Lago 2004), the current liberalization 

tendency is firmly based on the profound crisis due to the insertion of the Cuban 

economy into the wider global market, and is institutionalized to some degree by the 

political culture of the new authorities headed by Raul Castro (Ritter 2011), who is more 
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pragmatic than his brother, Fidel Castro. The self-employment sector will continue to 

expand, and the only issue is whether individuals will do it openly or underground. 

The overarching research question is how informality is used as instrument for 

population to achieve survival and moderate prosperity, when the welfare and job 

security of the formal sector deteriorate in the era of economic crisis and restructuring. 

Four complementary questions are asked below. 

First, what is the nature of informality in Cuba? What are people’s motivations for 

entering the self-employment sector? I question the traditional dichotomy between 

subsistence and entrepreneurship as motivations of individuals’ entering the informal 

sector. The informal economy in Cuba is not the legacy of ‚culture of poverty‛ theorized 

by dualists (see Lewis 1966), but is instead linked to global economic restructuring in a 

way largely different from structuralist theories. Consistent with neoclassical theories, 

individuals make rational sector choices, calculating diverse factors to maximize benefits 

and to reduce costs (Maloney 2006). I will explore the heterogeneity of the sector, and 

categorize the sector into two subsectors: those who harness new opportunities within 

the tourism sector, and those who appropriate the structural inefficiencies of the 

planned economy. 

Second, concerning informality, in which ways is the Cuban context different from most 

other Latin American countries? In which ways do the current major theories of 

informal economy not fit the Cuban case? While mine is not a comparative study of 
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Cuba and another specific country with a market economy, I will analyze the impacts of 

planned economy, the intrusion of the state and the social welfare system on the 

informal economy. 

Third, how is informality used as a means to handle the macroeconomic and 

institutional adversity in the Cuban context? I will argue that such instrumentality 

consists of three aspects: overexploitation, invisibility and informal social network. In 

this way, the informal economy differs from previous second economies, as the latter 

usually does not involve overexploitation and is often completely underground. While 

the formal economy is characterized as providing labor protection, exposure to 

administrative supervision and impersonality, the adaptation of the overexploitation, 

invisibility and informal social network consist in three major adjustments for those who 

abandon formal employment to experience. What people can achieve in the informal 

economy depends on their employability (human capital in terms of knowledge, 

experience and risk-taking ability; as well as aspiration) (Pérez Sáinz 2001), which is 

constrained by structural conditions and institutional framework. 

Lastly, I will also explore the implications of the current self-employed sector to the 

planned economy. I will argue that the logic of self-employment undermines the state’s 

ability to elaborate and enforce plans, but structural factors impede the state to counter-

attack or to eliminate the sector. 
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1.2. Overview of the Cuentapropista Sector in Cuba 

Current literature has discussed several important aspects of cuentapropismo in Cuba, 

including: 

1. Social demography of the self-employed sector, especially how the sector is 

gendered (Fuentes 2008); 

2. Illegality, regulations, tax payments and individual-state relations (Izquierdo 

et al. 2003, Philips 2007, Ritter 2000, 2005, 2006; Rivera 1998); 

3. Transformation of cuentapropistas’ identity in everyday life and popular 

perceptions of social mobility (Carranzana 2003, Fuentes 2008; Sacchetti 2006, 

2009); 

4. Entrepreneurship and survival strategies (Ritter 2005, Wierzbicki 2005, 

Scarpaci 1995); 

5. Economic and political implications and consequences of cuentapropismo 

(Ritter 1998); 

Through an overview of the current literature, I would like to present a panoramic 

picture of the reality of the cuentapropista sector in Cuba. 

Before the Revolution, Cuba developed an informal sector as did other Latin American 

nations (Ritter 2005). Cuba by then already had a fairly large formal sector which 

favored formal employees at the expense of seasonal labors (Mesa-Lago 1981). Having 

taken power in 1959, the revolutionary government waged campaigns of nationalization 

and agrarian reform, and finally established the soviet-style planned economy system by 
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late 1960s. During the Revolutionary Offensive campaign in 1968, all urban petty private 

businesses were confiscated, either incorporated into public sector or closed down 

(Mesa-Lago 1969). Up until late 1970s, though self-employment was criminalized in 

most sectors and by 1978 around 95% of labor force worked in the state public sector 

(Mesa-Lago 1981), the second economy prevailed in the society, mainly taking forms of 

black market, barter, bribery and some petty trade of agricultural products (Pérez-López 

1995). In the late 1970s, several economic activities were permitted within the private 

sector, especially in the case of agricultural free market. Nevertheless, this ephemeral 

tendency toward the market was interrupted by the Rectification Process in 1986, in 

which market elements were decried as profiteering middlemen and were removed 

again from the national economy (Pérez-López 1995). 

The multi-dimensional crisis of the 1990s with the collapse of Socialist Bloc, which was 

labeled as ‚The Special Period in Time of Peace‛ by Cuban authorities, forced the Cuban 

government to take several reformist measures, including opening to foreign investment, 

development of tourism, decriminalization of the circulation of US dollars, and self-

employment in certain sectors. Ever since then, the self-employed sector has been an 

important presence in the Cuban labor force, especially given its context oas a country 

dominated by planned economy for about half a century. In 2009, 143,800 out of the five-

million working population in Cuba were cuentapropistas (ONE 2010). It is important to 

note that statistics from the Oficina Nacional de Estadisticas (ONE) include only the 
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licensed self-employed. While the size of this population fluctuates with state policy 

concerning the sector, the actual size of the underground self-employed population is 

likely to remain the same or to increase. Many people combine their state job and 

individual part-time jobs as income generating strategy. Moreover, informal practices 

exist widely in the formal sector. Therefore, statistics of employment status largely 

underestimate the scale of informality in the Cuban economy. 

While official publications have not specified demographic components of self-

employed sector, some scholars did surveys that extracted helpful information (Smith 

1999, Izquierdo et al. 2003, Scarpaci 2009) but with questionable representativeness due 

to the very limited number of samples. The age structure of the self-employed sector has 

important implications for understanding the dynamics of the sector, since it suggests 

the endowments (in terms of human capital and previous experience) and aspirations of 

individuals in the sector. Smith (1999) in his 1997 survey found that the majority of the 

cuentapropistas were middle-aged (37.5 years old). This means that many of the self-

employed were previously employees in the formal sector. 73% of the registered 

cuentapropistas were male in 2003 (Izquierdo et al. 2003). However, women play an 

important role in the sector. Generally speaking, their role as breadwinner is increasing, 

because most of the business can only be conducted at home. They enjoy less autonomy 

than men as self-employed and at the same time they must deal with gendered roles 

assigned to them (e.g. domestic housework). 
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Smith also found that the most common educational category of self-employed was 

technical, pre-university vocational training for such careers as electrician or accountant. 

More than 50% of the registered cuentapropistas, according to Izquierdo et al. (2003), 

enjoy an education level of secondary school. One striking feature of the self-employed 

sector in Cuba is the significant presence of individuals from high education level (Smith 

1999). This trend reflects the gradual relaxation of bans against university graduates’ 

participation in self-employment since 1995. Though this group is also found in 

activities such as artisanry, they are usually overqualified for the activities they engage. 

Heterogeneity exists within the informal sector in terms of economic activity (clientele 

pursued), conditions and compliance with laws/ regulations. While some actively 

participate in the tourism sector (house-renting, family restaurant or interpreter), others 

take advantage of the structural inefficiencies of the state planned economy (petty trade, 

black market etc.). Generally speaking, incomes generated through self-employed 

activities are an important complement to salaries from formal employment, and thus to 

family income. Many of these self-employed, especially those who deal with tourism, 

can earn significantly more than professionals such as professors or doctors. Smith 

found that the average monthly income of self-employed is $135, which was several 

times higher than that of state sector professions such as doctors and teachers. 

One of the major peculiarities of self-employment in Cuba is the presence of an intrusive 

state. The state has had tight control over many aspects of self-employment, such as 
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kinds of activities practiced, licenses, sources of input, business spaces, recruiting of 

employees and regressive taxes that may exceed the raw revenues of self-employed 

(Smith 1999). Ever since the legalization of self-employment in 1993, the government 

waged several large-scale campaign aimed at eliminating ‚illegal profiteering‛ (Pérez-

López 1995, Smith 1999). However, many authors question the effectiveness of such 

campaigns. While the confiscation of business and the arrest of ‚economic criminals‛ 

can deter the population from certain illegal practices, many return to the same work 

soon after such campaigns. Actually, as long as structural factors such as shortages in 

the formal sector and underemployment exist, such illegal practices will persist; in 

addition, many regulations are not enforceable (i.e. in the past, owners of the family 

restaurants had to prove that they got all inputs from the state sector instead of the black 

market). Such regulations usually achieve nothing more than pushing many legal 

businesses into illegality or underground. On the local level, corruption of inspectors is 

prevalent, given that they also need to feed their family and thus are willing to collude 

with the self-employed. In the following chapters I will explore how informality is used 

in Havana as a response to these particular institutional constrains. Ritter (2005) and 

Scarpaci (2009) identify diverse types of illegality in the informal economy, ranging from 

thefts of state property to bribery. Cuentapropistas are usually highly rational in terms 

of compliance with regulations. ‚Partial legality‛ is the choice of the majority. Due to the 

blurred reality of enforcement of law and regulations, Philips (2005) theorized the state-

individual relations in self-employment as ‚negotiation‛. 
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As many authors have concluded, cuentapropismo is an important component of a 

larger picture of socioeconomic transition in Cuba. It has generated several positive 

consequences, especially in terms of creating job opportunities (Smith 1999) by 

providing some services that the public sector does not offer (Scarpaci 2009) and 

contributing to sectors such as transportation and tourism, as well as improving 

productivity. Taxes levied on the self-employed sector also contribute fiscal revenues. 

Self-employment has also served as a safety valve for the state in the most critical 

moment of the crisis. 

However, some consequences are also worrisome for the Cuban government.  

Ideologically speaking, cuentapropismo is seen by many cadres as evil and inconsistent 

with the socialist ideology (Raúl Castro 2010). The self-employed sector is attracting 

increasing number of individuals with high education levels, which generates a 

domestic ‚brain drain‛. Inequality increased between those who are in favorable 

positions of self-employment and those who solely depend on state job salaries. Racial 

inequality in terms of socioeconomic status is also enlarged with the expansion of 

cuentapropismo. Since self-employment requires certain initial capital such money and 

business space, white people are generally better off because they are more likely to 

enjoy remittance from relatives abroad and house for business space inherited from the 

pre-revolutionary generation. Whites are also less likely to be harassed by police on the 

street (Mesa-Lago 2002). 
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According to Izquierdo et al. (2003), in 2003, 18% of the licensed cuentapropistas  had 

been state workers before entering the self-employed sector; another 23.9% were retirees. 

Those who previously worked in the state sector experienced fundamental 

transformation in terms of identity in daily experience. Descriptive studies have been 

done in sectors such as family restaurants (Scarpaci 2001), artisan markets (Philips 2005) 

and jineteros (Marrero 2003). On the one hand, they have more autonomy since they 

control their own time (e.g., they do not have to participate in political campaigns at 

working center). On the other, the scale of such autonomy may actually be limited, as 

they are directly or indirectly involved with fluctuations in the global economy 

(especially in the tourism sector) and domestic economic conditions. They have to adopt 

a new working ideology (Sacchetti 2009) and learn how to deal with uncertainty and 

mobilize resources, i.e. deal with the market. The high turn-over rate among 

cuentapropistas is a signal of job insecurity, and they generally work very long hours 

(Smith 1999). However, as consumers, they possess significantly higher purchasing 

power and are more likely to afford a consumerist style of life, where many of them 

flaunt brand-name shoes, recreations in night clubs, and better food and drink. This 

consumer culture is quite conspicuous in the Cuban society and profoundly affects 

people’s perceptions of the prestige of occupations. 

These implications are not static. Scarpaci (2009) compared his 1998 and 2008 surveys 

and found important changes in terms of cuentapropista’s perceptions of major business 
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challenge. People were increasingly concerned with the burden of regulations and taxes, 

and increasingly troubled by the absence of a whole-sale market. This is probably the 

outcome of the business cycle, since the expansion of business requires purchase of 

inputs in large quantities. However, age, although not a thoroughly discussed topic in 

the self-employed sector, may also be an important variable in explaining the new 

dynamics. While the majority of cuentapropistas are previous state employees, it is 

likely that in about ten to fifteen years those who were born in the Special Period will 

enter the sector with a different worldview and aspirations to their fathers. Though 

research has been done on the transformation of youth culture in Cuba, the role that 

generation and age play in cuentapropismo is understudied. My study raises the 

importance of discussing the relations between youth culture and aspirations of 

cuentapropistas. 

The political implications of the self-employed sector are a sensitive topic which has 

been discussed by many. While those who take market economy for granted for Cuba’s 

future may place hope on this sector because it challenges the establishment and the 

planned economy (Pérez-López 1995), others conclude that cuentapropistas are not 

politically active. They are more eager to preserve their material conditions and defend 

what they have gained. They share a general sense of victim, but their collective identity 

has not produced any organized opposition to the Cuban state. The cuentapropista 
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sector remains composed of atomized individuals (Smith 1999). At best, they resist 

passively the unjust regulations by evading them. 

It is quite clear that self-employment is not consistent with the functioning of a planned 

economy. While most observers from abroad would agree upon the necessity of 

liberalizing the old economic model - either in a gradualist way or through shock 

therapy - current economic reality persists in the short-medium term. In his address in 

the Asamblea Nacional in December 2010, Raul Castro repeated the bottom-line that 

planned economy will not be abandoned and current reforming measures are 

‚actualizations of the socialist model‛. 

1.3. Research Methods 

To explore the way current theories do not fit the context of Cuba, I will do a normative 

analysis of structural and institutional factors, which involves a critical review of current 

literature on Cuba as well as content analysis of official documents. 

As for social dimensions and individual experiences, I will mainly rely on the product of 

my one-month fieldwork in Havana between December 2010 and January 2011. In this 

field trip, I did fifteen in-depth interviews with cuentapropistas from diverse economic 

activities across Havana city, including house renters, street venders, jineteros, souvenir 

sellers, taxi drivers, private tutors and rubbish pickers. I also interviewed foreign 

tourists, several Cuban scholars, and some university students. Moreover, I did a 
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participant observation working in an illegal family restaurant for about two weeks, 

mainly selling coffee, serving tables and cleaning dishes. 

Though I entered the field with the plan of conducting a survey, I abandoned this idea 

as I found I underestimated the prevalence of informal economic activities in Cuba. 

Thus I decided to do conduct semi-structured interviews to extract insights and 

experience rather than collect quantitative data. Interviews with local officers in most 

cases were not productive, surprisingly. I was told in many occasions: ‚we were super-

busy at this time of a year. Ask me about future policy? I myself don’t know!‛ The local 

level of the system was waiting for orders from above. 

Generally speaking, my Asian face helped me to gain considerable confidence among 

interviewees. In not a few cases, people were eager to ask me about socialist reforms in 

China, and were surprised that the Chinese model is so different from the Cuban one. 

Mutual interest and the surprise at finding a Chinese Spanish speaker improved the 

frankness of the interviews. However, in some occasions, people also felt reluctant to 

talk as they suspected my genuine intention of interview. A vendor of pirate DVDs 

reluctantly showed me his license, asked me whether I was the inspector sent by the 

state, and refused to be interviewed. 

Most interviews offered me a chance to reconstruct personal experiences and insights, 

which I use to model individual adjustments in the sector-change process. However, I 

am totally aware that due to the limited number of interviews I did, it is dangerous to 
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reach general conclusions. Thus, I will pay more attention to triangulating my findings 

with works of scholars, journalists and travelers. 

I studied in the Havana University for eight months between 2006 and 2007. This 

experience helped me to enter the field quickly, and also helped me to judge the 

reliability of the accounts from other people. 

1.4. Chapter Organizations 

The first chapter offers a description of research questions and methods. Chapter 2 

presents four major theories of informal economy based on the market economy: dualist, 

institutionalist, neoclassic and structuralist. These theories provide given 

complementary or contradicting answers to issues such as: what is the nature of the 

informal economy? What are the mechanisms of individual sector choice and how do 

people operate their business in the informal economy? What are the determinants of 

the size of the informal sector?  Some of these conclusions that these theories reached are 

transferable to the case of Havana, such as people’s rationality when adopting 

informality, and the gender roles assigned to self-employment. This is the outcome of 

the universality of individual behavioral pattern in the market, as well as a culture that 

unites Cuba and other Latin American countries. 

Chapter 3 discusses the peculiarity of Cuba’s socioeconomic and political context and in 

what aspects existing theories of the informal economy do not fit the Cuban case. The 



18 
 

legacy of a highly centralized planned economy and an equalitarian social welfare 

system has had a profound impact on the way people operate their business as 

cuentapropistas. The unique structural and institutional conditions, including a dual 

monetary system, market segregation, and an intrusive state, all pose significant 

constraints to the population, and generate distinct relations between the formal and the 

informal sectors. 

Chapter 4 explores how individuals, having quit a formal state job or combined a formal 

one with an informal one, adjust themselves to the market conditions, which implies a 

transformation of work-place culture from the state formal employment to self-

employment. While most of them adopt informality to different degrees as strategy, they 

actually adopt three useful instruments that informality contains: overexploitation, 

invisibility, and informal networks, which are not features of jobs of the formal sector. 

The adaptation of these three instruments allows individual adjustments from formal 

state sector to the self-employed sector. It is this adjustment process that makes 

entrepreneurship viable in the adverse structural and institutional conditions and 

creates space for future expansion and development of the business. 

Chapter 5, as the concluding chapter, summarizes the findings of previous chapters, and 

discusses briefly the future of cuentapropismo in the country. I argue that under current 

structural conditions of the country’s economy, the actual size of the self-employment 

will continue to expand. The general relaxation of many previous regulations will not 
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effectively reduce the size of informality, since they were never enforceable. The current 

reformist measures contribute to relaxed tensions between the formal and informal 

sectors, and they are irreversible, unlike previous waves of economic liberalization in 

the country. 
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Chapter 2: Current Theories of Informal Economy 

To understand how people operate their businesses and what impacts informal 

entrepreneurship has on a society requires a critical application of existing theoretical 

instruments.  Available instruments consist of diverse theories of informal or ‚second‛ 

economy. However, the Havana case is the outcome of a transitional society where 

considerable tensions exist between planned economy and the market. Neither the 

informal economy theories (based on capitalist market economy), nor second economy 

(based on traditional planned economy) fit today’s Cuba. These diverse theories offer 

useful insights, perspectives and reference points. Moreover, the Cuban case can 

contribute to our understanding of informality. The meaning of ‚informal‛ has been 

transformed and expanded across the past decades, due to the changing structural 

conditions and shifting academic paradigms. Whereas previous dualist theorists 

deemed the ‚informal‛ to be an attribute of a segmented sector in labor market, now the 

literature of structuralists and neo-classists recognizes the pervasiveness and 

functionality of ‚informality‛, and more often uses the term ‚informal economy‛. 

Ever since the early 1970s, students of the informal economy have studied thoroughly 1) 

the conceptual framework of informal sector and measurement of its scale; 2) the 

structural and institutional conditions that generate and maintain an informal economy 

in a society, and the relations between formal and informal sector; 3) individuals’ 

motivation to work in informal sector, their strategies and identities, and the dynamics 
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of household, gender and education; 4) heterogeneity within the informal sector; and 5) 

public policy concerning improving the conditions of informal sector. This chapter 

presents a critical examination of diverse perspectives concerning these issues, and 

offers a review of existing literature on informal economy, centering on two themes: 1) 

approaches that various theories take and their arguments about the nature of informal 

economy; 2) topics most debated in these theories. 

2.1. Conceptual Framework and Measurement 

Theoretical interest in the informal economy originated from scholars’ observation of the 

influx of rural migration and their strategies of survival during the post-war era in 

developing countries. The first analysis of this phenomenon was done by Marxists and 

students of marginality (Portes and Shauffler 1993). They saw rural migrants as a 

marginal mass, whose status was no more than the excess reserve army of the labor 

force. However, the fact that these migrants were able to achieve survival and moderate 

economic prosperity cannot be explained by marginalization theory. The concept of the 

informal economy was first raised in the ILO Kenya Report by anthropologist Keith Hart, 

in his analysis of Ghana’s urban ‚working poor‛. The idea of creating this category of 

economy was aimed at differentiating the informal sector from the previous idea of 

marginalized mass. Hart (1973) was aware of the dynamic flexibility within the informal 

sector. In Latin America, the concept of informality soon generated great repercussion 

(Portes 1993), as it revealed one of the major characteristics of Latin American societies 
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in the era of Import Substituting Industrialization (ISI), when large-scale influx of rural 

migration occurred and the issue of ‚over-urbanization‛ was debated. At least four 

models (dualist, institutionalist, structuralist and neoclassical) aimed at understanding 

the phenomenon and contributing to policy-making. As the following discussion will 

show, despite their attempts of reaching generalized explanations of the phenomenon, 

they are actually complementary as they reveal deep heterogeneity within the sector. 

Concerning the nature of the informal economy, dualists assert that the informal sector 

means low productivity due to lack of access to modern technology and administration. 

The proliferation of the informal economy in Latin American societies is due to the 

incapacity of the formal sector to absorb a growing labor force due to rural-urban 

migration (Portes 1993). Informality is a residual of the pre-capitalist mode of 

production that is excluded from the progress and development of the time, and is 

highly related to poverty. The vigor and dynamics of the informal sector presented in 

the original work of Hart was missing in dualist theories. Other three models forego the 

productivity and poverty approach and return to Hart’s tradition of regulation and 

irregularity approach. All three of these models define the informal economy as 

economic activities outside the state regulatory framework that provide legal goods and 

services by illicit means. They all critique the dualist perspective of equating the 

informal sector to poverty and low productivity. 
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Institutionalist theory goes to the opposite extreme by claiming that the informal sector 

is a pool of entrepreneurship of independent petty entrepreneurs. These entrepreneurs 

suffer discrimination and hostility from elites in big cities, who are protected by a 

‚mercantilist state‛ (De Soto 1987). Excessive regulations enforced by an inefficient and 

corrupt state impose a huge burden on these entrepreneurs, who choose to evade 

regulations. 

Structuralists emphasize on the internal diversity of the informal sector, which was 

largely overlooked by the institutionalists and dualists. Alejandro Portes (1985) pointed 

out that the informal sector embraces three important sub-strata: informal employees, 

self-employed and micro-entrepreneurs. While informal employees may be exploited 

due to their lack of social security coverage and exposure to precarious working 

conditions, informal entrepreneurs enjoy considerable autonomy, flexibility and the 

possibility of achieving upward social mobility. One important contribution of this 

school is the analysis of the relationship between the formal and informal sectors. 

Structuralists see the informal economy as a new phenomenon which has its roots in 

history (Portes 1995). It is not the equivalent of poverty and marginalization as claimed 

by the dualists, since the sector participates actively in the urban economy and supports 

the formal economy in terms of providing cheap, unprotected labor force, cheaper goods 

and services, as well as cheap distributional networks. On the other hand, the formal 

sector does not merely play a repressive and hostile role against the informal sector, as 
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institutionalists argue. The formal sector, for example, provides the informal with a 

market. The informal sector is functional to the formal sector, and individuals in the 

informal sector largely depend on their positions in the linkage. Structuralists also focus 

on how the restructuring of the global economy in the era of globalization has affected 

the relationship between the two sectors and thus the informal sector itself. 

Subcontracting is a good example of this dynamic. 

Neoclassical theory focuses on labor market dynamics and individual sector-choice. 

Using quantitative methods, this approach questions some traditional wisdom 

concerning the informal sector. Both sectors offer different ‚package of costs benefits‛ 

(Maloney 2006). The core is that individual sector choice is based on rationality, 

including calculation of costs and benefits, constraints of individual endowments, 

available options, and individual expectations. Generally speaking, income levels in the 

informal sector are lower than the formal sector, but the causal factors are more complex 

than merely the state distortion of the labor market. It is more attributable to the lower 

level of human capital in the informal sector. Neoclassical theory is powerful when it 

comes to tracing relations between macroeconomic conditions and the size of informal 

sector. For example, it challenges the structuralist claims of the extent to which the 

informal sector is reshaped by global economic restructuring, and argues that 

subcontracting may not be as influential in the informal sector as structuralists claim 

(Maloney 2006). 
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The informal economy is very difficult to measure. This is largely due to the fact that the 

sector operates at the margin of law and remains unreported in many cases. Also, 

individuals may work in both formal and informal sectors. However, scholars have 

developed several methods aimed at approximating the size of informality by 

measuring the extra-circulation of currency or physical input (Portes 1993). 

These diverse conclusions and arguments elaborated by different theoretical approaches 

are often both complementary and contradictory. What we can draw from these 

approaches is that the heterogeneity of the sector makes generalizations impossible. This 

is especially true when it comes to individual motivations for entering the informal 

sector and the relationship between informal sector and various structural factors, which 

I discuss below. It is important to systematize how heterogeneity affects the discussion 

of various parameters, such as the size of informal economy, the business cycle, 

motivations for entering the sector, and so forth. 

2.2. What Factors Determine the Size of the Informal Sector? 

2.2.1. Individual sector choices. 

Individuals make rational choices for available job opportunities, which is the theoretical 

approach taken by neo-classical economists (Maloney 2006). But dualists and 

institutionalists present an oversimplified picture of sector choice. Dualists claim that the 

informal sector is composed of rural migrants with scarce resources and low skill levels, 
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and the formal sector is not big enough to absorb them. Thus, this group, excluded from 

modern sector of the economy, picks up whatever income-generating activities it can to 

survive. One important assumption of this school is that the informal sector has a 

distinct rationale. The sector does not try to maximize profits but attempt to survive 

(Portes 1993), and thus operates in certain ways and occupies certain sectors (a claim 

similar to Oscar Lewis’s ‚culture of poverty‛). Institutionalists, on the other hand, claim 

that individuals enter the sector as a response to excessive regulations and bureaucracy. 

In other words, the costs of formality are not affordable to the informal sector. 

These two theories allow little space for heterogeneity within the sector. For example, in 

the neoliberal era, it is questionable whether the formal sector can offer better conditions 

than informal sector as dualists claim. On the other hand, formality does not only 

impose costs, but also brings benefits, which challenges the assertion of institutionalists. 

One should not take for granted that individuals enter the sector automatically; rather, 

they calculate it rationally. Several variables should be considered. First, the formal and 

informal sectors are neither static nor homogeneous. In the past, the formal sector 

mainly referred to large enterprises and industries and the public sector, and the 

informal sector referred mainly to small enterprises of poor productivity. It was 

assumed that the former was superior in terms of both productivity and rewards, which 

reflected elite’s preference and ideology during the ISI era. The deterioration of the ISI 

model and of Keynesian economics further undermined advantages of the formal sector. 
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The Chilean case reveals a decline of formal employment in terms of wages, working 

conditions and job security (Winn 2004), while informal sector shows advantages like 

flexibility and relative autonomy. The informal sector is not monolithic. Structuralists 

presented a useful typology for the sector: informal worker, self-employed and small 

entrepreneurs. The welfare and conditions of individual is not pre-determined by being 

informal, but rather by the position that individual occupies in the relations between 

formal and informal sectors (Portes and Castells 1989). 

Both the formal and informal sectors can be examined from a cost-benefit perspective. 

The main benefits that the formal sector offers are access to legality, credit, public 

services and security coverage, whereas costs involve inflexibility and financial burdens 

of compliance with regulations (including tax-paying obligations). The informal sector 

offers more flexibility, mechanisms for dealing with economic fluctuation, and 

mechanisms for avoiding tax and regulatory burdens; however, it involves risks of being 

punished by the state and has limited room for further expansion (due to lack of access 

to formal civic institutions). Concerning individual income levels, informal 

entrepreneurs are generally better off than self-employed and formal workers, whereas 

informal employees are in the worst conditions (Portes 1985). 

Second, while not denying the importance of human and financial capital of individuals 

in sector-choice, dualists and institutionalists often overlook the importance of family/ 

gender roles and the life cycle, which are not only constraints but also determinants of 
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individual expectations (Roberts 1994). Traditional gender ideology in Latin America 

has discouraged women from leaving home to work, sine the husband should be the 

breadwinner. Women are supposed to do domestic work such as cooking and child-

bearing, and thus are assumed to have a stronger preference to jobs closer to home with 

more flexibility. The life cycle also makes a difference. Young males who just finish 

schooling have less professional experience; thus they often prefer to work as 

overexploited informal/ formal workers to accumulate experience (Maloney 2006). More 

than a means of survival, a job has additional meaning as professional training and 

social networking. Once they achieve enough experience, they quit for better jobs, and 

usually become self-employed or independent entrepreneurs (this trajectory is different 

from the assumption of dualists). Middle-age males with previous experience in formal 

sector, on the other hand, may find their professional preparation outdated and useless 

for new jobs in manufacturing, and may take service jobs in the informal sector. A 

change in household composition (for example, a family member migrates to the United 

States) produces external shocks to all breadwinners (loss of labor force which puts a 

burden of income-generating on other family members, or remittances as capital to 

initiate a small business) (De la Rocha 2001). In the incipient stage, informality may be 

preferable since it is a means of reducing costs, but once the business expands, formality 

may be more valuable as it provides access to credit and less bigger risk. 
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It is important to note under current conditions, available job opportunities (formal or 

informal) can be scarce. The flexibility of the informal economy is subject to structural 

factors, and therefore international migration or criminal activities are, in many cases, 

attractive alternatives. Nevertheless, when people are able to make choices, the informal 

mechanism is essentially a rational-choice model supported by the neoclassical theory. 

This mechanism involves great heterogeneity both in terms of benefits/costs offered by 

job opportunities in different sectors, and of individual’s preparation, social roles, and 

expectations. The point is that an individual takes a job in the formal sector not because 

it is labeled as formal, but because formality can bring him/her benefits that superior to 

informal sector. This is important for the discussion of the Cuba case. 

2.2.2. Macro level determinants 

Macroeconomic conditions 

On the economic side, two issues are widely discussed: 1) how are the formal and 

informal sectors related? and 2) how do macroeconomic conditions impact the informal 

economy? 

As for the relations between formal and informal sectors, while dualists and 

institutionalists presented a homogeneous picture (the former: marginalization; the 

latter: confrontation), structuralist and neoclassical theories have thoroughly studied the 

complexity of such relations, though from different approaches (the former more 
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qualitative and the latter more quantitative). There are three ways that the informal 

economy is related to its formal counterpart: exclusion, confrontation, or cooperation. 

Exclusion is discussed by dualists but is seldom the case (even garbage pickers are 

‚disguised proletarians‛ according to structuralists) (Portes and Castells 1989). 

Structuralists describe how the informal sector actively participates in the urban 

economy, and thus is functional to the formal sector. The informal sector provides the 

formal sector with a cheap, non-unionized labor force that bears the burden of business 

fluctuations, with a cheap distribution chain, and with cheaper consumption goods and 

services for low income populations (Portes 1995). On the other hand, the formal sector 

provides the informal sector with a market and potential technological transfers. Sub-

contracting is an example. However, this broad picture does not deny tensions between 

the two sectors. Sometimes the two sectors are complementary, but in other cases they 

compete with each other over resources and market. The formal sector tends to have 

advantages in terms of access to credits and policy preference, while their competitors in 

the informal sector use overexploitation and flexibility as strategies to compete. Different 

enterprises perceive such competition differently, and in many cases competition from 

the informal sector becomes a primary preoccupation of the formal enterprises 

(González and Lamanna 2007). 

As for the impacts of macroeconomic conditions on the informal sector, economists 

capture the cyclicality of the informal sector using quantitative methods (cross-sectional 
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data analysis) (Bosch and Maloney 2008, Loayza and Rigolini 2006). Though these data 

should be examined cautiously (measurement of the informal sector is problematic as 

discussed previously) and the causal relations are unclear, some interesting patterns 

have been uncovered. One popular image of the informal sector is the safety-net of the 

formal sector: when the economy is in recession, labor surplus goes to the informal 

sector to seek refuge. Quantitative data suggest that certain pro-cyclicality exits between 

the formal and informal sector. But in deep recessions both sectors suffer similar 

negative external shocks, which is consistent with Gonzalez de la Rocha (1994)’s 

argument of poverty of resources within the informal economy. While not denying the 

informal sector’s functions as an alternative, this function is not unconstrained. After all, 

the influx of economically active population into the informal sector increases the 

competition within the sector, and both the supply chain and the market of the informal 

sector are affected by the structural crisis. During the expansion of the formal economy, 

the informal sector may become larger instead of being absorbed by the formal sector. 

This is consistent with the previous assertion that people enter the informal sector 

voluntarily as a strategy for reducing costs in the incipient stage of business. Other data 

also found that the level of such cyclicality largely depends on the enforcement of 

regulations and quality of public service. 

The current wave of economic restructuring produces unbalanced impacts on the 

informal sector. As Roberts (2005) points out, the urban labor market in Latin America 
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experienced profound transformation since the neoliberal reform of 1980s: 

manufacturing sector shrank, while commerce and production service sectors increased. 

In the era of globalization, cheap East Asian imports threaten small workshops that 

manufacture local consumption goods. The advent of big super markets such as Wal-

Mart undermines the space for street vendors. Subcontracting, on the other hand, 

expands as transnational corporations disperse its manufacturing process. The service 

sector in and for high-income walled communities also expands (Caldeira 1995); in the 

era of income polarization, elites in Latin America have created new ways of segregating 

themselves from the poor. 

Regulatory framework 

In terms of the impact of regulations, previous discussions tend to conclude that 

regulations create incentives for people to evade them, which is why the informal sector 

emerges. But this assertion may not be accurate, as Maloney (2006) points out, since 

many developed economies are highly regulated, but the informal sector is not large. As 

mentioned above, regulations per se are not the enemy of small business, because the 

regulatory framework involves both costs as well as access to certain benefits. In Latin 

America, the problem is that the low quality of public service largely nullifies the 

benefits of being regulated. The inefficient enforcement of regulations reduces the risk of 

being exposed to state persecution. Distrust of the state is pervasive. Thus it is appealing 

to remain out of the regulatory framework, especially when starting a business. 
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Tokman (1992) explores the extra-legality of the informal sector in Latin America. 

According to him, being formal implies two costs: entry and maintenance. The entry 

costs involve registration and requirements of work place conditions and maintenance 

costs involve tax and social security payments. Informality in terms of being out of the 

regulatory framework lies along a continuum rather than a dichotomy. Individuals in 

the informal sector strategically minimize costs and risks by playing with regulations. 

They may be registered so they can pretend to exist legally when state inspectors come, 

but do not comply with tax and other requirements (sanitary conditions and labor 

codes). 

Labor market 

Previous sections raise the question whether we need a new framework to analyze 

today’s labor market. It seems that the dichotomous discourse of formal and informal 

sector is losing its theoretical value.  I would argue that, although big enterprises 

increasingly adopt informal practices, some traditional features ascribed to the formal 

sector, such as labor protected by codes, business operating legally and access to credit, 

formal market and technology transfers, still remain useful reference points in 

discussions of conditions of individuals and enterprises. 

A new framework is appealing. On the individual level, Pérez Sainz (2001), among 

others, uses the concept of ‚employability‛ to understand an individual’s condition in 

labor market. Employability refers to human capital in terms of not only knowledge and 
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experience, but also aspiration and ability of risk-taking. The Havana case also reflects 

the utility of this concept: education and previous working experience can be helpful, 

but the mismatch between educational preparation and previous career experience in 

the formal sector means that a successful management requires risk-taking, i.e., 

creatively mobilizing all available resources to create and to sustain a business in a time 

of crisis, since competition in the market is unprecedented in a socialist planned 

economy. 

On the macro level, the job market, whether in the formal or informal sector, is 

characterized by insecurity (Tokman 2007). New concepts, such as decent work (ILO) 

and social cohesion (Tokman), offer new reference points for public policy to achieve. I 

would argue that informality is still an important concept to refer to the self-employed 

and to petty entrepreneurs who confront insecurity and costs. Whereas in the past large 

scale internal migration resulted in the informal ‚sector‛, now the shrinking and 

deterioration of the formal sector itself accounts for the pervasiveness of informality in a 

society (‚informalization‛). 

Three processes - integration, exclusion and self-generation - take place in a labor market. 

Whereas in the ISI era, integration was the main theme of the formal sector, which 

expanded and absorbed rural migrants, the current labor market is characterized as 

exclusionary, and in many cases the only available option is to create employment on 

one’s own account. Tokman (2007) analyzed structural factors that impact the labor 
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market. For example, labor codes are relaxed, traditional social welfare and protection 

deteriorate (‚Gaps in labor law became problem high in the agenda‛); employment 

tenure is shorter and labor turnover rates are higher (in Latin America, though losing a 

job is more affordable compared to Europe, the unemployment state was shorter). The 

formal sector, especially public sector employment, shrinks, which keeps people from 

entering the sector or forces people to leave the sector (exclusion). Markets are open to 

cheap Asian imports, and the business cycle increases risks. In terms of public 

perception on the employment security, worry and fear are widely spread. The sense of 

instability is actually greater than what is actually happening (Tokman 2007). 

2.3. Conditions of the Informal Sector and How People Operate in the Sector 

Informality is both a condition and an instrument. For individuals who work as informal 

salaried employees, informality may be closely related to poverty and the lack of social 

protection. For small informal enterprises it means lack of access to credits and 

constrains of development. Informality is also an instrument. For individuals, it is an 

instrument that generates job opportunities in a context where such opportunities are 

scarce. It is widely used to reduce costs and as a response to business fluctuation, the 

costs of labor rights and access to formal credit system. 

The instrumentality of informality is embodied in three interrelated aspects: 1) 

overexploitation, 2) invisibility, and 3) informal social networks. Invisibility is used to 

avoid being involved in the regulatory framework. This is abnormal, since the state 
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should play the role of regulator and service provider in the classic capitalist market 

economy. The deterioration of the formal sector transforms the regulatory framework 

into a burden to participants in the sector, and thus, becoming informal means reducing 

certain types of costs. Informality is also used to hide overexploitation. Because 

informality is concentrated in labor-intensive industries and the service sector, 

technology innovation and increase in capital investment are not available to raise 

productivity. Overexploitation, expressed as capricious, prolonged working hours 

without adequate compensation, abnormal contracts and precarious payments and 

working conditions, can increase the output of production and reduce costs of 

fluctuation. Overexploitation is made possible by the scarce opportunities in the labor 

market (structural factors), and facilitated by invisibility and the use of informal ties 

(such as kinship) in the business. Using informal social networks is an attractive 

alternative to the lack of flexibility and autonomy of the formal system, as well as 

solution to lack of access to formal credits and marketing.  Kinship, common rural 

origins, previous friendship etc, compose a pool that Gonzalez de la Rocha (1994) 

labeled as resources of poverty. Though not unlimited and subject to various structural 

factors, resources of poverty can provide a possibility for those who possess more 

employability to achieve certain level of prosperity in a general environment of hardship. 

But if structural conditions decay, the resources of poverty, which is based on 

reciprocity, may also deteriorate. 
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This discussion on the instrumentality of informality does not involve a moral judgment, 

however. The informal economy involves considerable moral ambiguity. The invisibility 

of the informal sector is a silent resistance to statecraft, but it can also be appropriated by 

the criminal sector for dealing in illegal goods on the other hand. As Zaluar (2000) points 

out, networks used by the informal sector in the neighborhood can be harnessed by 

criminal organizations (e.g. drug trafficking). Invisibility also poses a serious obstacle to 

public policy aimed at protecting labor rights or macroeconomic adjustment. 

Overexploitation can be deemed as individual’s efforts to achieve improvements in 

material hardship, but also implies abuse of power, especially of informal salaried 

workers. Informal networks that rely on kinship and friendship are desirable in many 

cases, but expansion of the business depends more on larger, impersonal relations. 

It is obvious that many legitimate rights that industrial workers gained through labor 

movements in late nineteenth century and first half of the twentieth century have been 

lost (Portes 1995). While the possibility of upward mobility does exist in the informal 

sector, it is true that labor rights are largely ignored. To make matters worse, fear and 

insecurity are pervasive in the informal sector. Many subcontracted piece workers fear 

to be organized, or even to be identified, which makes public policy targeting them 

difficult. They fear that once identified by a state agency, they may lose contracts. It is 

clear that in terms of citizenship, informalization of the society is ambiguous: while 
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people may enjoy more ‚autonomy‛, they often prefer to be isolated and atomized in 

exchange for minimum chance of survival. 

2.4. Public Policy Targeting at Informal Economy 

Different theoretical approaches offer different rationales for different and in many cases 

contradictory public policies. Dualists, for example, with their strong bias against 

informal sector and small enterprises, propose the expansion of large industry and 

modern enterprises to absorb the informal sector. With the current crisis of formal sector 

and neoliberal policy this policy seems nonviable. Institutionalists, with their strong bias 

against state intervention and conviction in the entrepreneurship of the informal sector, 

support the idea of de-regularization. As Portes argues (1995), this policy is questionable. 

The removal of regulations will informalize the whole economy. While in the past the 

major advantage of the informal sector was the flexibility and overexploitation, under 

such a radical agenda will also eliminate this advantage and the informal sector will find 

it more difficult to survive or develop. 

Many authors support the idea of reforming previous inflexible and inefficient social 

security systems in Latin America (Portes 1993, 1995; Tokman 2007). A new social 

security system can emphasize on a more efficient division of responsibility between the 

state, the employer and employees. However, it is questionable whether this is practical 

under current structural conditions. They also espouse a partial relaxation of labor codes 
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(to reduce unemployment rates) and poverty-reducing social policy targeted the most 

needed population. 

2.5. How Current Theories of Informal Economy May Explain the 

Cuentapropismo in Havana? 

The theories presented above can explain some features of the cuentapropista sector in 

Havana. The primary reason for such applicability is individual rationality in the market, 

which refers to the principle of maximizing benefits and minimizing costs. Though, as 

shown in Chapter 3, the legacy of the planned economy and a centralized equalitarian 

social welfare system may impact individual expectations, rationality is shown in at 

least two aspects. First, people enter the self-employed sector after calculating costs and 

benefits. Abundant examples of people working in a sector in which they are 

overqualified reflect this assertion. Were it not for material benefits, people are unlikely 

to work in sectors in which they are significantly overqualified. Second, cuentapropistas 

are generally rational in terms of compliance with regulatory frameworks. They adopt 

different levels of illegality as compromises between risks and costs. Rationality is thus 

the outcome of competition in the market, as well as the adverse structural and 

institutional environment. However, existing theories of informal economy do not 

capture individual transformation from a ‚socialist worker‛ to a ‚capitalist 

entrepreneur‛. Individual adjustments by adopting overexploitation, invisibility and 

informal social network reflect the nature of informality. 
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The informal sector is highly heterogeneous. Some subsectors of the informal sector, 

especially petty entrepreneurs, generally earn more than formal employees, according to 

structuralists. The Cuban case presents a fairly radical pattern, in which self-employed 

can earn much more than professionals such as doctors and university professors. Given 

the universality of the social security system in Cuba, this advantage that favors the self-

employed sector is even larger. 

The self-employed sector is not marginalized in the Cuban society, and it is closely 

related with the formal state sector. The existence of the cuentapropista sector takes 

advantage of the structural inefficiency of the planned economy and new opportunities 

emerged in the tourist sector. For the formal state, the presence of cuentapropistas in 

several sectors, such as transportation, releases it from the financial burden of delivering 

these services at local level. By transferring employees to the self-employed sector, the 

burden of subsidies to achieve full-employment is reduced in the formal state sector. 

However, as shown in the next chapter, the relations between the formal and the 

informal sectors are highly complex. 
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Chapter 3: Discrepancies between the Current Theories and the 

Havana Case 

The primary reason why the diverse theories of informal economy do not fit the context 

of Cuba lies in the transitional nature of its economy, which I define as the coexistence of 

a planned economy and a market economy, where both economies occupy significant 

portions of the national economy. Since the policy and the official discourse still strongly 

favor the centralized planned economy, the development of a market economy which 

allows space for the private sector is not through state-led reforms as occurred in China 

in the early 1980s, but instead is the outcome of negotiations between state authorities 

and the population who struggle to survive the enduring economic crisis. In this context, 

I do not assert that ‚Cuba is moving toward a market economy‛, but rather, I will 

discuss self-employment in Havana based on the contradictions between the logics of 

the planned economy and those of the market economy. As I show in this chapter, some 

of the discrepancies between theories and the Cuban case are the outcomes of both 

regulatory frameworks and structural conditions. In sum, the Cuban case is unique in 

terms of its structure of social classes, social demography, relationship between the 

formal and the informal sectors, as well as the way the informal sector participates in the 

globalization. 
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3.1. A Particular Class Structure 

There is a growing literature that discusses the new class dynamic and social 

stratification in Cuba after its partial marketization in 1990s. Though this discussion 

appears problematic as Cuba is still a socialist country where a private exploiting class 

does not exist, most people agree that the country is experiencing a process of intensified 

social stratification as a result of the crisis and reforms. Some scholars see 

cuentapropistas as a new, emerging class or, as Mayra Espinas puts (2004, 2008), as a 

‚petty or medium bourgeoisie‛. Studying the class structure of Cuba and discussing 

whether cuentapropistas now make up a new class helps to contribute to our 

understanding of the collective interests and the possibility of collective actions of this 

group. However, this task is not easy since discrepancies exist on the definition of class, 

not to mention the application of these conceptual frameworks to the Cuban case. 

Traditional Marxist criteria of class designation consist of 1) control over means of 

production and 2) modes of distribution in sharing production.  However, the top class 

according to such criteria will only count for no more than 1 percent of total population 

in most peripheral countries (Portes 1985).  Portes noted that societies in Latin America 

are the outcome of the superimposition of capitalist economy on many traditional 

organizations, and asserts that the typical pattern of a class society like Europe and 

North America does not fit the reality of Latin America. For example, the region’s 

heterogeneous informal sector cannot be simply classified as proletarian or capitalist. 
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The definitional criteria for social class adopted by Portes include control over 

production, control over labor, and the mode of remuneration.  Portes offers a five-fold 

classification of social classes: dominant, bureaucratic-technical, formal proletariat, 

informal petty bourgeoisie, and informal proletariat. It is important to note that the latter 

two categories (informal bourgeoisie and informal proletariat) share similarities with 

their formal counterparts in terms of control over labor and control over means of 

production but differ in terms of legality (in terms of compliance with regulatory 

frameworks and forms of contract). Another major distinction of these informal social 

classes consists in the means of remuneration. Whereas the informal bourgeoisie 

depends on irregular profits, the informal proletariat lives on irregular, casual wages 

and direct subsistence such as food distributed in the working place. The conditions of 

the informal proletariat are the worst of all the five social classes. 

The Cuban case is a variation on these conclusions. In the first place, there are 

discrepancies concerning the conceptual framework of class structure in the Cuban 

society. For example, some scholars would conceptualize the proletariat as an 

occupational category, or a social group. Yet the recent socioeconomic dynamics of the 

country, namely the contraction of manufacturing sector and the expansion of service 

and tourism sectors, makes it difficult to define proletariat (Temas 2009).  However, it 

will still be helpful to compare the pattern of social classes of Cuba with the general 

description provided by Portes.  Although the ‚dominant class‛, namely big capitalists, 
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does not exist in Cuba, the country’s overall class structure according to occupational 

categories is increasingly similar to that of other Latin American countries, especially in 

terms of modes of remuneration. There is a professional class of managers emerging 

from the new vibrant tourist sector and joint ventures. There are also a growing number 

of workers enjoying salaries in national peso and bonuses in convertible pesos. 

There are additional important differences between the Cuba and other nations in the 

region.  First, a powerful national private sector does not exist.  Legal constraints are 

imposed on the private sector; for example, the self-employed are not allowed to 

participate in the manufacturing sector except for some light handicrafts, and the ban 

against employing non-family member was in place until 2011 (Ministerio de Trabajo y 

Securidad Social 2010; Ministerio de Finanzas y Precios 2010, 2011). Thus, most 

cuentapropistas are self-employed, rather than petty employers or informal employees. 

Nevertheless, petty employers and informal employees exist because the ban against 

hiring non-family member employees is not enforceable. Even hiring family members 

involves tax payment. The owner of the Paladar (family restaurant) where I worked 

complained about having to pay taxes for hiring his son as a helper, which is one of the 

reasons why he preferred to operate the business underground (‚This is ridiculous. In 

your country, do you also need to pay tax for a family worker?‛).  Legal and regulatory 

frameworks effectively impede the stratification of the cuentapropista sector. Though 

incomes among cuentapropistas vary largely with their positions in the ties between the 
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formal and the informal sector, the basic means and the way of production are highly 

homogeneous. Thus, sub-groups, instead of independent classes, exist within among 

Cuban cuentapropistas. 

The official discourse is that cuentapropistas cannot be equated to the informal sector in 

other Latin American countries, because the former are not unprotected (Meneses and 

Betancourt 2010). Quite the opposite:  the universal and egalitarian social welfare system 

supposedly covers most of the self-employed sector (except those irregular rural 

migrants from rural areas).  This means that in Cuba, an individual who enters the 

informal sector does not necessarily forgo social protection.  One may well argue that 

the Cuban social safety net has been deteriorating since the 1990 crisis.  However, the 

expectations in the cuentapropista sector differ from their counterparts in other Latin 

American countries. The Cuban cuentapropistas do not lose their access to free 

education, medical service, and basic ration systems. Therefore, their earnings are not 

aimed at long-term accumulation or social mobility (such as for the education of their 

children), but rather for short-term consumption, either in terms of food stuff or the 

pursuit of a consumerist lifestyle. 

Recently, hiring labor in the cuentapropista sector has been legalized as long as the 

employer pays for social security for the employees. This new and more complex hiring 

relationship will doubtless contribute to the heterogeneity of the sector. Because the 

employer has to pay social security, it is likely that a new sector of informal employees 
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will emerge, as their employers evict such obligations. The new internal structure of the 

cuentapropista sector will likely start to resemble that of other Latin American countries, 

although at a slow pace. 

3.2. The Social Demography of the Cuentapropista Sector 

In terms of the social demography of the cuentapropista sector, most members of this 

sector are not rural migrants, but rather are urban residents who quit the state sector or 

combine a formal job with an informal one, and/or urban youth who do not go to college 

or prefer not to work for state (Izquierdo et al. 2003). 

An astonishing feature of the Cuban case is the significant presence of professionals who 

abandon their careers and enter the self-employed sector. They are apparently 

overqualified for the new sector.  The case of Havana challenges traditional assertions 

on the relationship between individual human capital and income level. Whereas 

Maloney (2006) attributed such income differentials between the formal and the 

informal sectors to the superiority of human capital in the formal sector, the self-

employed sector in Cuba occupies an advantageous position: as the national economy is 

segregated into two parts, one operating on national peso and the other on hard 

currency, the latter is far more vibrant than the former.  Working in the sector operating 

on hard currency automatically implies much better income-generating opportunities. 

Such a condition produces two consequences. First, individual income level seems to be 

affected less by education level or human capital and more by the sector in which the 
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individual works. Second, working conditions are separate from one’s income level. A 

jinetero works to exhaustion every day and bears the harassment of the police and 

uncertainty, but may still earn more than a university professor (Temas 2011).  It is true 

that in other countries of the region, the shrinking of public sector urges functionaries or 

professionals to quit previous sector and initiate self-employment.  But in the Cuban 

case, it is the mismatch of professional preparation and incomes particularly astonishing. 

Previous experience and education may prove useless. In Chapter 4 I discuss individual 

employability and transformations of working culture. 

Another important component of the cuentapropistas is retirees. Quite different from 

their counterparts in other Latin American countries, they receive pensions and enjoy 

social security. It is the deterioration of the safety net, especially the devaluation of 

purchase power of the peso that undermines their living conditions. They are obliged to 

enter the informal sector to seek employment opportunities or to support their families. 

While some of them may take advantage of home ownership for businesses like house 

renting or family restaurants, many of them look for any opportunities, such as street 

venders selling matches, newspapers, or trash pickers. Their age does not allow them to 

work as hard as young cuentapropistas, and they are not able to shift to more lucrative 

formal sectors such as tourism. They are more likely to be ‚condemned‛ to the structural 

deterioration of the country. 
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While Cuba is a highly urbanized country (urbanization rates exceeds 75% in 2005, 

according to United Nations Population Division), some push and pull factors of rural-

urban migration still exist, given the deterioration of living conditions in rural areas and 

the relatively abundant income-generating opportunities in  Havana. In my first visit to 

Cuba in 2006, I interviewed several construction cooperative teams composed of 

migrants from central provinces such as Camagüey and Ciego de Avila. They were 

contracted by the state for restoration projects in Old Havana. In my fieldwork in 2010, 

however, a homeless informant from Santiago de Cuba told me that the state no longer 

permit Cubans without an address in Havana to get a formal job. 

‚I’m Santiaguero, and I was a picker of coffee, working in a plantation. The 

living conditions there are extreme severe now. My only relative in Santiago is 

my mom. I told her, mom, don’t worry, I’ll go to Havana to seek opportunities, 

and I managed to buy a train ticket to come here. Before I came here I knew 

nothing about the new regulation that forbids people without an address in 

Havana to find a job. I have no relatives in Havana. Soon my money dries up 

since in Havana everything is expensive. I could find nothing to do. I’m a 

Catholic, and the church offered me some assistance. They are great people and 

offered me soup, and these clothes. I have nowhere to live, and sleep under the 

platform of the baseball field. Sometimes the police came to ask me to leave but 
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they are generally nice with me. They did not beat me. Now I just want to go 

back home.‛ 

Havana currently has many rural-origin migrants (though no statistics exist concerning 

their number or origin) who move illegally to Havana seeking opportunities. Many of 

them are ‚bici-taxista‛ in Old Havana, who assemble tricycles and live by transporting 

both Cubans and foreigners. As Espina confirmed with me in the interview, these 

migrants in many ways resemble their counterparts in other Latin American countries. 

They do not enjoy free medical service and ration system as do other Havana residents. 

They even have built shacks at the periphery of the city, which are called Llega y Pon 

(arrive and put) in the popular language. In some cases they are sent back to their home 

origin by the state but then usually return because assembling a tricycle is not a hard 

task for them. This group of self-employed are totally exposed to the forces of the 

market and do not have any safety-net as other Habaneros. 

Recent regulations will allow people to hold a self-employment license at their home but 

operate a business in other parts of the country (fieldwork interview 2011). This policy 

will increase the spatial mobility of small entrepreneurs in the country, and will be likely 

to increase the numbers of cuentapropistas of rural origins. 
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3.3. The Relations between the Formal and Informal Sectors 

First, it is necessary to point out the distinct nature of ‚formal economy‛ in Cuba. 

Whereas the formal sector in other countries includes large numbers of big private 

enterprises or transnational corporations, these do not exist in Cuba. The ‚formal sector‛ 

in Cuba mainly refers to state enterprises (operating in both the command economy and 

the market economy), and joint ventures (in the market economy). 

The state enterprises in the command economy, however, follow a logic different from 

private enterprises. Managers take commands from directors instead of actively seeking 

opportunities in the market on their own account. Though in many cases they also 

improvise alternatives when they are not able to complete plans by making informal 

deals with other enterprises (Pérez-López 1995), they neither have incentives nor legal 

permission to deal with the private sector.  Joint ventures and foreign companies in the 

Export Processing Zone may have incentives to deal with the informal sector by hiring 

informal employees and subcontracting them part of the production. However, these 

enterprises are rigorously regulated by the Cuban state, have little autonomy in terms of 

labor hiring, and are basically insulated from the rest of the national economy (Zimbalist 

2000). Thus the formal sector cannot generate the same kind of opportunities for, or 

demands to, the informal sector as in other Latin American countries. 

Second, the state only allows the private sector to participate in a very limited number of 

sectors, thereby reducing the interdependency between the formal and informal sector. 
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While the informal sector in other countries can provide products and services ranging 

from manufacturing goods and distribution, in Cuba, such relations have been 

artificially weakened. The state segregates the formal sector from the informal sector by 

denying legal access to the later, and thus creating enclaves of informality.  

Manufacturing is not open to the private sector except to some light handicrafts, though 

manufactured goods largely rely on imports. The potential of the informal sector, thus, 

has been severely constrained.  Recent reforms allow 178 categories of activities for 

private participation. This seems to widen the participation of cuentapropistas in the 

national economy, while the state will withdraw from some sectors (especially in terms 

of local services).  However, this institutional change may not reduce the scale of 

informality, since people would prefer to engage in underground activities to evade 

taxes and inspections. One informant in the field commented: 

‚You can read the list of these activities. This is absurd. Who’s going to apply for 

a license to be a babysitter? Who will apply for these licenses? No matter 

whether you’re making money, you’ll have to pay taxes and fees. I would prefer 

to do these kinds of businesses underground. For example, when something is 

broken in my house, I ask a technician to come to repair. We close the door, and 

who knows that you are a cuentapropista technician and charge me for your 

service? I dare say that this ‘reform’ is the strategy of the government to appease 

external political pressures.‛ 
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These comments reveal one important insight on the recent reformist measures: 

permitting private participation in new sectors may be more symbolic (discourse of 

economic policy) than meaningful. Artificial segregation of the informal and formal 

sector still persists as long as the command economy is supported by the state. 

Nevertheless, the informal sector still supports the formal sector in three indirect but 

important ways. The first is derived from the shortcomings of the command economy. 

Different from other Latin American countries, Cuba has a highly segregated 

distribution system.  After the Revolution, the ration system, state stores and petty 

peasant fairs (ferias) became the three major formal distribution channels. These systems 

are characterized by price controls, shortages and a limited variety of goods. The ration 

system, for example, was designed to satisfy subsistence demands. However, with 

employment available to almost everyone, people have money in cash and want to 

consumer goods which the state cannot provide (Mesa-Lago 1981). This is one of the 

roots of the black market in socialist countries: people exchange what they do not need 

but acquire from the ration system, or barter for goods they get from foreign friends 

(Pérez-López 1995). The Cuban crisis of 1990 paralyzed the ration system and the state 

stores, and there was a moment when the majority of economic activities in the country 

were carried out through the black market (Togores and García 2004). The reformist 

policy introduced in 1990s diversified the forms of market activities. Stores operating 

with hard currency were introduced to sell a wider range of products and gather hard 
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currency into the hands of the state.  Nevertheless, petty street vendors, legal or illegal, 

help to satisfy consumers’ needs in terms of diversity of goods, such as pirate DVDs, 

stationary, religious goods, toys, etc.  These goods are usually cheaper than those in the 

dollar stores.  In some cases, they are not cheaper but more convenient to acquire. 

During my fieldwork, a retiree told me that he buys matches and glue from the dollar 

store and resells them at a slightly higher price.  ‚Why do people buy it? Sometimes they 

may need it in urgently‛.  In the transportation sector, máquina (literally ‚machine‛, a 

private taxi that follows a fixed route and charges a flat rate, usually 10 or 20 pesos) and 

bici-taxi complement and compete with the state-run guaguas (omnibus, usually 

charging only 40 cents) by providing faster and more comfortable, personalized  service. 

Second, in the case of tourism, cuentapropistas actively support state enterprises or joint 

ventures by providing personalized accommodation, gastronomic service, 

transportation and souvenirs. These diversified services also attract tourists (as a Dutch 

tourist told me: ‚I want to live in a Cuban family instead of in a hotel; I don’t like 

Varadero since there I only see foreign tourists‛). Given the purchase power and 

preferences of foreign tourists and the limited capacity of hotels, the state tolerates the 

private house renting industry, though it levies an extremely high tax on house renters 

to extract the majority of their revenues. 

Third, self-employment also supports the state sector in terms of absorbing redundant 

labor from the formal sector. Since the labor policy of Cuba has always been full 
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employment (actually over-employment) for social and political concerns, it has long 

suffered from inefficiencies and the financial burden of subsidies. One taxi-driver 

commented: ‚In your country, how many directors does a department have? You have 

one. Here in Cuba you visit a factory, and you’ll see they have director, vice-director, 

adviser, and so on. That’s why our industry is so inefficient.‛ The transfer of labor to the 

cuentapropista sector may help the state by reducing inefficiencies and improving 

productivity.  This policy change was also announced by Raul Castro in 2010, in which 

he claimed that Cuba has half million redundant labors (Malkin 2010, Harnecker 2011). 

The only place to relocate them is the cuentapropista sector. Cuban authorities 

confirmed that by the end of January 2011, 113,618 new licenses had been issued, 

according to Harnecker (2011). 

Competition exists between the formal and the informal sector.  In the service sector, 

due to the low price of most public services provided by the state, the private sector 

cannot compete in price, but can do so in availability, quality or diversity.  One case is 

an apartment renter I interviewed in January 2011. The apartment is located on the 

seventh floor of a residential building occupied for the most part by retired or elderly 

persons. Elevators are necessary for their daily life, as (for the renter) was safety. Though 

the state is responsible for maintaining and repairing the elevator, the three renters 

living in this apartment thought that it would be safer for them to hire a private 
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technician to check the elevator on a weekly basis. They hired a retired (unlicensed) 

technician to do so and shared the fees among them. 

In Cuba, the formal sector (economic power) and the state (political power) are the same.  

The state is both the owner of businesses and arbiter of market activities. The 

asymmetric power relationship between the state, the formal sector, and the self-

employed, informal sector, is significant. The state possesses significant power to punish 

the private sector, avoid any undesirable competition, and extract financial resources 

from the latter. This power is multi-dimensional in that it places ideological propaganda 

in the media, undertakes campaigns, and can harass and even confiscate property 

(especially in the case of house renters).   One sandwich vendor complained that 

previously she had sold her goods in front of a government building and that business 

had been good. But then the state ‚learned her manner‛ and asked her to leave, and 

allowed a state vendor to operate in the same place (Peters 2006). 

The fundamental reason for this asymmetric power relationship is Cuba’s peculiar 

arrangement of private property rights and its enforcement. The state can endow 

property rights to certain entities according to its needs, but retains firm control over the 

property. Private property rights are at best incomplete.  For example, individuals could 

not sell houses or cars though they are the owners; the state can easily confiscate private 

property under the guise of economic crime. The fear of confiscation of property can be 

perceived in interviews, especially among house renters and family restaurant owners, 
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since they use their house/apartment as places of business. Recent policies that allow 

purchasing a house or car may partly alter this asymmetric power relationship. Still, the 

state actively seeks to prevent the private sector from expanding.  Restrictions on the 

scale and place of the business, as well as on hiring practices, reveal state’s intent to keep 

cuentapropistas atomized and thus controllable. 

In other Latin America countries the formal sector frequently adopts informal practices 

to exploit workers in the informal sector. In Cuba, ironically, it is individuals in the 

formal state enterprises who exploit the formal sector, since the public ownership in 

such enterprises produces the ‚tragedy of the commons‛. Many articles have mentioned 

the theft of public goods in Cuban state enterprises.  In a conversation I had with a 

house renter, he commented: 

‚You want to buy Cuban coffee? Why didn’t you let us know, so that we can 

manage that? I have friends who have access to the store and can sell it to you at 

a lower price... If you want tobacco, also let me know< In this mafia cubana, 

everyone steals; but you have to know how are you can go.  If you work in the 

state restaurant, you can of course ‘bring’ some food stuff home. But don’t resell 

them in the market. They’ll catch you one day.‛ 

Another case is the black market for cigars. According to an informant who is an 

economist for a cigar factory and who also sells cigar in black on the informal market, 

the factory sometimes gives workers cigars without the fancy wrappers found in tourist 
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stores but of high quality as gifts. Workers then sell them in the informal network they 

have developed. Others steal cigars from the factory and sell them to tourists. 

Apart from theft from state enterprises, which is a radical scenario, many do make use of 

the state as a pool of informal resources. An employee of the Cubana de Aviación 

commented that she used her job to establish many useful networks with foreign 

travelers and to sell them cigars. A mechanic may work part time as a technician (legally 

or underground) and use equipment from his workplace. 

In sum, the relationship between the formal and informal sector is distinctive if not 

unique in Cuba. Since the state is both the owner of formal enterprises and the arbiter of 

the market, it possesses the power to punish and control the cuentapropista sector. On 

the one hand, the state artificially seeks to reduce the organic relationship between the 

formal and informal sectors, especially when the latter threatens the functioning of the 

formal command economy. On the other hand, the cuentapropista sector is functional 

for the state since it provides both a pool of employment opportunities for laid-off 

workers as well as diversified service, thereby allowing the state to withdraw from these 

sectors. The cuentapropista sector actively supports the development of tourism and 

contributes considerable financial resources through taxes. Cuentapropistas, though 

clearly in a disadvantageous position in the relationship between the formal and 

informal sectors, seek various strategies to keep their businesses going. The formal 

economy, in the context of common property rights, gives people opportunities to obtain 
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goods and to establish informal social networks. Current reformist measures, including 

changes in property rights arrangements and legalization of private participation in 

certain sectors, may gradually empower the cuentapropista sector. However, there have 

been no structural changes to shift relations between the formal and informal sectors, 

and it is difficult for the informal sector to take advantage of opportunities in the 

national economy. Also, the intrusion of the state may deter many private entrepreneurs 

and push them to the underground economy. Until these two major problems are solved, 

the cuentapropista sector will continue in its asymmetric and disadvantageous position 

vis-à-vis the formal, state sector. 

3.4. The Relations between the Informal Economy and Globalization. 

The Cuban economy has been re-inserted into the global market since the collapse of the 

Soviet Union and Eastern Bloc. Before the 1990 crisis, the Soviet Union offered Cuba a 

package of preferential policies, including a guaranteed market and preferential prices 

for sugar, Cuba’s major agricultural product and source of hard currency, a guaranteed 

oil supply and preferential prices, and technical assistance. The original goals of the 

Revolutionaries - industrialization and economic independence - did not materialize due 

to the island’s scarce resources and poor management. The Cuban economy became 

highly dependent on trade with other socialist countries (Mesa-Lago 1973). This model 

collapsed with the disappearance of the socialist bloc.  Cuba lost 85% of its foreign trade 

during the first three years of the crisis.  Its refusal to repay its debt to the Paris Club in 



59 
 

the 1980s and the persistent embargo imposed by the US government further 

exacerbated its isolation and economic difficulties. Without adequate maintenance of 

equipments and technical assistance, the Cuban economy also suffered as its industrial 

stock deteriorated. 

Twenty years have passed and now Cuba has more balanced trade partners. Reliance on 

the monoculture has been reduced to a certain degree. Due to the de-capitalization of 

agriculture, the sugar industry has lost its position as the promoter of the national 

economy. Tourism, mining (nickel) and biotechnology have become new export leaders 

and hard-currency generators. As discussed earlier, the impact of globalization on the 

informal economy depends on how the local informal sector is related to the global 

economy. Some in the informal sector lose due to the influx of cheap Asian imports, 

while others win as they take advantage of opportunities from the restructuring of the 

global economy. In Cuba, those who are involved in the tourism sector have benefited 

from the country’s opening to the global tourism sector. Tourists, as well as foreign 

personnel from joint ventures, bring foreign goods to the country (cell phones, electronic 

appliance etc.).  Culturally speaking, the presence of foreign tourists in Havana, the 

transmission (often illegal) of foreign television programs, as well as information from 

relatives abroad, all contribute to the transformation of identities and expectations of 
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Cubans3. The desire for a consumer life-style has intensified among Cuban youth (Chase 

2008), which motivates them to search for for hard-currency for consumer spending. 

However, the Cuban case presents some important particularities. In other countries, the 

impacts of globalization on the informal sector are contextualized in the liberalization of 

economic policy, including free trade and de-regularization of the national economy, as 

well as openings for foreign investment.  In the Cuban case, however, the state 

monopolizes all imports and exports, which effectively separates the self-employed 

sector from the global market. In other countries, formal private enterprises often take 

advantage of the informal sector by subcontracting parts of production or services to the 

latter, in order to reduce risks and costs. This transformation has taken place during the 

wave of global economic restructuring, and has generated considerable opportunities for 

the informal sector. In the Cuban case, joint ventures are limited in certain sectors such 

as mining and tourism, but even in these sectors they are not allowed to buy 

intermediary products from the private sector. 

In other words, state-private, formal-informal relations result in particular ways of 

participation by the informal sector in globalization. Generally speaking, the private 

sector is an indirect participant in globalization but a direct victim of the external shocks 

produced in the process.  Most cuentapropistas cannot participate in foreign trade, nor 

can they directly participate in export processing manufacturing. Thus the people who 

                                                           
3 See Weinreb’s discussion (Weinreb 2009) on identities of consumers in the ‚late socialism‛.  



61 
 

have benefited most from the recent partial economic liberalization are kept away from 

globalization.  The only space that allows the direct private participation in the global 

economy is the tourism sector.  The private sector can provide services like 

accommodations, food, tour guides, souvenir selling and transportation. 

Cuentapropistas in this sector earn more than people in other sectors, and their business 

actively complements the formal, state sector.  However, even in this sector the 

cuentapropistas are limited to certain kinds of activities. They can neither produce 

manufactured goods for joint ventures, which tend to be lucrative, nor can they be hired 

directly by these enterprises. 

The planned economy has a centralized mechanism to purchase imported goods, given 

the absence of private foreign trade companies. In a community meeting in which a 

neighborhood discussed the new party line that would be presented in the Asamblea 

Nacional in April 2011, people expressed their discontent with the inefficient import 

institution: ‚Those who are in charge of importing should make careful calculation and 

respect our demands.  Now they import many things that we do not need at all.‛ 

Under such conditions, potential entrepreneurs lose the chance to import goods 

consistent with demand in the market. Everyone lives in the distorted distribution 

system where shortages are commonplace. My own experience with buying powdered 

milk is illustrative. One day, it appeared on the shelves of supermarkets. I did not buy it. 

But three days later when I wanted to buy a package for the family where I stayed, I 
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could not find it in more than twenty dollar stores.  A manager in one of these stores 

told me: 

‚Each time a ship with imported goods enters the bay, and we have merchandise 

available in the store, soon people know it and then se acabó (It’s over)< How 

people know that? You know in Cuba, it’s very cheap to make a phone call.  We 

Cubans are very chismoso (gossipy).   Soon everyone knows that this, or that, item 

is available and then it’ll be sold out in three days.‛ 

In these dollar stores, merchandise is relatively more diversified and abundant. This part 

of the market was designed to collect hard currency and suppress black market activities.  

It was a success in terms of collecting large amounts of hard currency from sources like 

remittance, and such financial resources are redirected to other public sectors of the 

economy. One measure the state uses to extract hard currency and finance the public 

sector is a sales tax of up to 132% (Togores and García 2004).  The blockade that the US 

government has imposed on the country creates further constraints on Cuban foreign 

trade. The restriction on US citizen’s travelling to Cuba (with exception of Cuban 

Americans) has also reduced the number of tourists who can visit the country. Thus, 

Cuba does not enjoy the cheap consumer goods that other countries of the region do.  

Rather, its insertion into the global economy raises the cost of living for Cubans, both 

monetarily costs and in terms of time needed to acquire goods. In an inflexible but 
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universally accessible distribution system, everyone bears the same burden of the cost of 

living. 

Remittances in Cuba, as in other parts of Latin America, play an increasingly important 

role in supporting people’s lives and their businesses. In Cuba, given the general 

conditions of low wages, moderate remittances can solve many material problems. This 

is especially true in Havana, where a high proportion of the population has relatives 

abroad (Eckstein 2004). Though the amount and frequency of remittances vary 

according to individuals, they serve as a safety net for many cuentapropistas. More 

importantly, foreign relatives represent not only monetary resources but also a business 

network (discussed in the next chapter). 

 

In sum, the Cuban case presents several important differences from what traditional 

theories predict and conclude about the in formal sector. The reason for Cuba’s 

distinctiveness is the insufficient development of the market economy in a transitional 

economy.  The multi-dimensional segregation, including limits posed on inter-sector 

labor mobility, limits on hiring labor, limits on the scale of businesses, limits on how 

cuentapropista can participate,  seriously constrain the potential of the cuenatapropistas 

as entrepreneurs. Though demand may lead to the emergence of some cuentapropista 

activities, the intrusion of the state often obliges cuentapropistas to operate 

underground, and thus limits their expansion.  Until this moment, the state holds firm 
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control over most cuentapropistas in terms of extracting resources from them and 

keeping them from expanding Since the state is both the owner of the enterprise and the 

arbiter of the market, it exercises almost unlimited power. Cuentapropistas remain in 

some enclaves of the economy, without the freedom to participate in the expanding 

globalization process. They do, however, support the formal, state sector by providing 

complementary services and serving as a pool of excess labor.  In the next chapter, I 

examine how the cuentapropista sector struggles to survive and develop in this 

distorted institutional environment, and to articulate their illegality with 

entrepreneurship. 
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Chapter 4: How Informality Is Articulated to Entrepreneurship 

As discussed in Chapter 2, there are two basic approaches to conceptualize informality. 

The first equates it to low productivity, and the second defines it as extra-legality. The 

former is problematic, since the informal sector is not necessarily marginalized and 

condemned to low productivity, but rather, it often actively supports the formal, large 

enterprises by overexploiting its unprotected labor force, in addition to being an 

important component in the global economy. Many scholars agree that the informal 

economy allows individuals to develop and in this process creates demands for legality. 

Generally speaking, though the informal sector has difficulty in terms of access to credit, 

market and modern technology, it is not condemned to subsistence and instead allows 

for individual progress.  This is the reason why many scholars see the extra-legality of 

the informal economy as a means of encouraging small businesses. The motivation of 

many individuals to work within the informal sector is not merely subsistence, but to 

demonstrate their talents for entrepreneurship. 

Entrepreneurship refers to the capacity of seeking profitable opportunities in the market. 

Extra-legality reduces costs for small business owners by avoiding regulations, labor 

codes and taxes. The famous saying, ‚Los cubanos vivimos inventando‛ (We Cubans live 

inventing) crystallizes two features of entrepreneurship: improvisation and sensitivity to 

opportunities. A typical example is with the jineteros. Their daily work is to seek certain 

types of tourists, approaching them and try to sell their own experience, information 
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and network to foreigners.  During my fieldwork, I witnessed how a graduate student, 

having observed the prevalence of DVD player in Havana residents, decided that 

renting pirate DVDs could be a profitable business.  He was right.  By going door by 

door along one street, he leased 20 DVDs (10 pesos each), and earned 200 pesos the first 

time he started this business venture, which equals half of the monthly salary of a 

professional in the state sector. 

These efforts of petty entrepreneurship often involve different degrees of informality.  

Informality is instrumental to entrepreneurship, but the two concepts mentioned above 

are not the same. This chapter presents a structured discussion on the relations between 

informality and entrepreneurship, and in particular how individuals harness informality 

to materialize opportunities – in other words, to practice entrepreneurship.  I argue that 

informality cannot be reduced to mere extra-legality or illegality. Some other elements of 

informality are equally important: overexploitation, invisibility, and social networking 

among them. Over- or self-exploitation serves as a compensatory mechanism for low 

productivity and unfavorable external conditions, such as business fluctuations and an 

intrusive state. Invisibility is a mechanism of self-protection from the intrusive state to 

avoid harassment or confiscation. Informal social networking generates important 

resources in terms of informal contracts and information/advertising networks, as a 

response to rigorous constraints imposed by the state on cuentapropistas. 
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Generally speaking, these three elements do not occur within formal employment.   

Therefore for many cuentapropistas who previously worked in the formal, state sector, 

adopting the three elements means a transformation of work culture as well as changes 

in the meaning of work. 

4.1. Overexploitation 

From the neo-classical perspective, factors of production include capital, labor and 

technology (land is a given). In Cuba, cuentapropistas meet particular constraints in 

capital investment and technology progress under current socioeconomic and political 

conditions.  Demands for capital vary according to the nature of the activity.  House 

renters, for example, need considerable funding to improve facilities of bathroom and 

kitchen, and to buy extra furniture. Technicians, on the other hand, may start a business 

with simple equipment that does not involve a large initial investment. Funding for 

initiating, maintaining and expanding a business may come from remittances or 

personal savings, given that there is no regular channel of micro-loans from the banking 

system. The 1990 crisis, which produced an unprecedented food shortage for most 

Cubans, has made expenditures for food the largest item in most household budgets. 

This is proved by surveys on the use of remittance in Havana, in which the bulk of 

remittance payments is directed toward short-term purchase of food and clothes, instead 

of being used as funding for investment in the business (Díaz-Briquets 2008). The use of 

advanced technology is also highly constrained, because (1) people cannot afford high-
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tech equipment, such as laptop or cell phone; (2) the manufacturing factor, where 

technology innovation is intensively used, is not open for private participation; and (3) 

the government imposes extra constraints on the use of modern communication 

technology.  For example, using the internet for advertising is highly desirable for house 

renters (many of them do possess computers at home), but internet access is denied by 

the government (the compensatory system is discussed in the following section). 

Generally speaking, under such condition labor is a factor available to all.  The issue of 

incentives to labor productivity has been an acute problem since the beginning of the 

Cuban Revolution4.  Though Che Guevara and other revolutionary leaders wanted to 

form a new mentality (Socialist New Men) among workers, this has never been 

genuinely achieved. The contradictions of socialist employment policy became apparent: 

as seasonal labor layoffs were abolished by the Revolution, absenteeism increased 

enormously (Mesa-Lago 1981). An emphasis on moral or material incentives has risen 

and fallen, according to the changing official versions of development strategies. Due to 

the needs of survival and new business opportunities, incentives of labor were relaxed 

in the cuentapropista sector5, as they were in the case of Chinese rural reform in the 

beginning of the 1980s. Consistent with the logic of ‚generating employment on one’s 

own account‛ (Pérez S{inz 2001), people mobilize resources available to them, and labor 

                                                           
4 For a systematic discussion on the inefficiency in the planned economy from a Cuban 

perspective, see Betancourt et al. (1990)   
5 In the case of Cuban agriculture production, it is also the private producer (UBPC) that enjoys 

the highest productivity (Domínguez 2004). 
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is one of the factors available to majority.  Although market mechanisms can provide a 

policy instrument vis-à-vis the chronic low productivity of the formal, state sector, such 

policies are not available in Cuba, at least at present. 

One of the most important issues here concern individuals’ adoption to the intensive use 

of their own labor. In cuentapropistas’ previous formal state jobs, working conditions 

(e.g. working hours) were regulated by labor codes and are enforced. People’s material 

lives were tied to wages (Espina 2004), and they had no incentive to dedicate extra hours 

to work.  They may engage in certain kinds of extra income-generating activities 

(technicians, for example), or in black market activities to meet their demands not 

satisfied by the ration system.  However, these second economy activities did not 

involve intensive self-exploitation (Roberts 1994). Though voluntary labor was once 

widely used by the state in sugar production, it was basically for political purposes, and 

has never been a sustainable economic model. 

Cuentapropismo often involves overexploitation, which maximizes the use of labor and 

bypasses labor codes. Since small private employers have not been an important 

component of the cuentapropista sector, the main objects of such exploitation consist of 

the cuentapropistas themselves. In the survey done by Izquierdo et al. in 2003, the 

interviewed cuentapropistas on average needed to work 8 to 12 hours each day. The 

intensity of such overexploitation often differs according to the nature of economic 

activities.  I offer the following typology: 
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(1) Intensify the use of one’s labor, especially in activities like raw-material 

recycling, family restaurants, private taxi drivers and jineteros (hustlers for tourists).  

The family restaurant is an exhausting business.  Many are open more than twelve hours 

per day.  The paladar where I worked was open from 9am to 21pm, but whenever there 

were clients, service was available.  This is a typical example of overexploitation as a 

compensatory mechanism in the cuentapropista sector, since employing labor outside 

the family was forbidden. The owner and family members were responsible for 

purchasing ingredients, cooking, cleaning and serving meals.  Seeking inputs in free 

markets or dollar stores is not easy (‚One day the TV news criticized the theft of flour in 

bodegas, and the next day there is no bread for retail in the bakery!‛). Vigilance against 

petty theft posed a constant problem for the owners (‚I can tell you all kinds of stories of 

these robberies. When I started twelve years ago theft was one of my biggest problems.  

Yu, be careful with the box of change. People may take it away easily‛). 

In the case of jineteros, although their earnings can even surpass the salaries of teachers, 

it involves a high risk of being persecuted by the state (fined, or even imprisoned), as 

well as business competition and uncertainty. As for jineteros, sometimes they can earn 

50 dollars a day, but sometimes they earn nothing for a week. The mechanism for coping 

with such uncertainty is to develop an extensive informal, social network.  However, the 

only way of applying such networks is to seek desperately potential customers among 

foreign tourists on the street. 
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Taxi drivers work extra hours as well, but given the relatively better conditions, they do 

not suffer from overexploitation as much as paladar owners or jineteros. Actually, many 

private taxi drivers in my interviews emphasized their autonomy rather than 

overexploitation (probably this is because the state does not levy as heavy a tax on these 

drivers as on house renters).   However, when asked if they would prefer to own a taxi 

and work as a cuentapropista, some state taxi drivers expressed ambiguity: 

‚Well, that’s definitely more lucrative. Now I get clients according as my jefe sees 

fit. It’s not lucrative at all.  If I work as cuentapropista, things are different.  If a 

client wants to go to Matanzas, I can drive him to Matanzas, and look how much 

you’ll earn!  A state taxi driver cannot do this. But I would prefer to work for the 

state as it is safer, and does not involve such fatigue and uncertainty.‛ 

(2) Combine several occupations or activities. This is the case of (a) those who 

work both as state workers and cuentapropistas, (b) technicians and others whose 

professional skills are applicable in various activities, and (c) those who subsist as casual 

laborers. Combining various activities is a rational strategy to ensure a constant flow of 

clients, to increase income, and to reduce risks. Jineteros, for example, often practice 

such a strategy. A warehouse guard works in his extra time in the black market selling 

stolen tobacco to tourists.  An elderly man sells newspaper on the Prado Street where 

tourists appear frequently. He also sells coins of three pesos (with the portrait of Che 

Guevara) to tourists for five Euros by exaggerating the coin’s historic value. He also 
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introduces chicas (girls) and illegally rents a house. A technician working in the Oficina 

de Milagro Social (responsible for repairing houses freely) told me that he worked as a 

photographer, masseur, watchmaker and ‚inventor‛. 

             (3) Reduce one’s spare time, especially in the case of house renters. House renters 

(or their family members) usually have to be at home because clients may show up at 

any time (maybe randomly brought by jineteros). This mechanism operates in response 

to the business environment of the island, which largely relies on personal social 

contacts instead of impersonal approaches such as the internet. 

In Havana, people still enjoy a modicum of autonomy and flexibility in their small 

businesses, which seemingly contradicts the experience of self overexploitation. This is 

an important sign of social transformation in Cuba.  They are released from the 

organized political life led by the state, including political learning groups and 

exhaustive meetings. The homogenization process, which was the mainstream goal of 

Revolutionary Cuba during the first thirty years of its history, is collapsing.  It is also the 

result of the perception that labor is paid what it is owed.  This is as well a reaction 

against the egalitarian distribution system of previous periods.  Although the state 

extracts the majority of income generated in the private sector, especially true in the case 

of house renting, this labor-reward correlation still functions, especially in the case of 

many underground cuentapropistas. 
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4.2. Invisibility 

Invisibility is a way of protecting oneself from the intrusive state and of not complying 

with regulations and taxes.  While in other countries the informal sector may also adopt 

such strategy, in Cuba it is a way of dealing with changes in economic policy. It basically 

takes two forms: concealing the production/business process and/or concealing one’s 

own assets. 

Hiding production is often done because the business involves in non-compliance with 

regulations.  It is clear that when the state partially legalized self-employment, it 

intended to take total control of the small business sector in order to control its social 

impacts and negate competition with the state enterprises.  According to these policies, 

paladar owners must present all receipts to inspectors to prove that they purchase all 

inputs from state stores instead of from black market. If these regulations are violated 

they face serious fines or even confiscation of property. House renters must send 

documents of tourists to the Migración (Immigration Office) to be checked, noting 

nationality, time length of the stay, number of visitors, etc. As a house renter told me in 

the interview: 

According to these regulations, we should note every Cuban visitor to the 

tourists. Then we send these names to Migration. The police station has a very 

sophisticated system: they put together visitors’ name from all casas particulares. 
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If they find a girl’s name appears in this house today, and in that house 

tomorrow, the police will suspect that she’s a prostitute. 

The original intent of the state was to control all aspects of all businesses. Since 

compliance with such regulations involves high costs (for example, purchasing all food 

in appointed stores), everyone is involved in different types of illegalities. 

For example, a jinetero, knowing that I lost my shoe and was going to buy another pair, 

told me that he had one at home and could sell it to me. He brought me to his home, 

carefully locked the door and spoke in low voice, ‚to avoid the molestia (harassment) of 

the police‛. An illegal house renter asked me not to sit on the balcony since this may 

expose me to any state inspectors who passed by. A house renter (a two-bedroom 

apartment) who rented two rooms to tourists only reported one room to reduce taxes. It 

was a two-bedroom apartment. The owner cleverly made a multi-functional cupboard in 

the kitchen: the upper half was used to put tableware, and the lower level was made up 

of drawers.  But the cupboard was one piece of wood that could be pulled out and serve 

as a bed. With this disguised bed, he could claim that he only rented one room to 

tourists. 

Invisibility is not the same as being completely underground as the case of many 

criminal activities.  Invisibility is often tolerated by society or by local level corruption, 

so that no one reports it. 



75 
 

‚I often do not report these girls who come to sleep with foreigners as long as 

they don’t make trouble. I know that life is tough for everyone because the 

economy is so bad. So why should I put them in a difficult situation?  But I will 

warn the tourists when they just arrived at my home against the possibility of 

being robbed by the girl.‛ 

The underground restaurant where I worked had a license for self-employment as a 

typing service. The owner used this license to operate a restaurant, since a license for 

typing service is much cheaper and taxed at a much lower rate. After the New Year 

holidays, he attached the typing service license to the window to facilitate inspection. He 

also prepared packages of beef and pork as bribes in case an inspector was serious. 

But of course invisibility limits the capacity and potential of the business; anonymity 

limits the size of the clientele.  Attitudes towards visibility and invisibility vary 

according to the nature of the activities. Some activities can only be operated invisibly, 

such as being a private teacher (Sánchez 2011). Education is not allowed to be offered 

privately, but there is a demand for extra-curricular education, such as private English 

tutoring, since foreign language skills are the key to success in the tourism sector, and 

schools often do not provide qualified or sufficient teaching of foreign languages. Such 

teaching activities can be done clandestinely. In contrast, other activities, such as house 

renting and family restaurants, require larger space. Invisibility thus impedes the 

expansion of a business. Operating underground for a period is a common strategy 
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adopted by cuentapropistas, especially in sectors where state taxes are high. Several 

informants reported that they did not want to stay underground as it involves too much 

risk of property confiscation. However, they could not afford the taxes imposed on them 

in the beginning of the business, and preferred to remain underground and accumulate 

sufficient capital to be formalized. As a house renter who was a musician in the state 

artist company commented: 

I’m going to open a studio. This is my dream because I’m a musician. I became a 

house renter only because I have to survive. Now we have solved the basic need 

in our life, and I’m thinking about opening a studio for other Cuban musicians to 

record music. These years thanks to my friends from all over the world, I have a 

computer and other equipment that is quite advanced by Cuban standards. I’m 

planning to turn the living room to the studio, using egg cartons to divide the 

space – they perfectly absorb noise! Apply for a license? No, I will not do that as I 

have no money to pay the tax. 

However, whether the invisibility is viable largely depends on the attitudes of neighbors 

and local level social control mechanisms. If the relations with neighbors or with the 

director of local CDR are bad, being an underground cuentapropista can be dangerous. 

Managing social relations, the state and the market is challenging for the underground 

cuentapropistas. The formal, state employment does not often involve such deliberate 

invisibility. Workers take commands from supervisors and enjoy the legitimacy of work. 
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But such individuals are completely exposed to the bureaucratic structure of the formal 

sector. Individuals with previous experience in the second economy may find the 

transition relatively easy, but for other former state workers this is difficult, as an 

underground house renter put: 

‚I was a decorator in a state company. I found it very hard to adapt to this 

underground business. I ask you not to stand by the window and not to make 

too much noise, because this can cause trouble for me. I’m in a constant 

contradiction: on the one hand, I want to have as many people to live in my 

house as possible; on the other hand, I am always afraid if the tourist is from the 

US or Israel. Tourists from these two countries may be clandestinely followed by 

the authorities. If they are seen living in my apartment it’s going to be dangerous. 

When tourists live here I’m also worried. If something bad happens to them and 

they go to the police, the police will note where they live, and they’ll discover us. 

If the tourist bothers the neighborhood too much, neighbors may report us. Once 

I had a guest from Martinique. This guy was very badly educated. He had a 

spoilt child who broke two glass windows in the bedroom where you live now. I 

cannot afford to repair them because glass is expensive. So I asked him to 

compensate. This guy refused, and we had a bad quarrel. He then shouted on the 

street: ‚I know your business is illegal! I will report you!‛ And so many people 

heard it! You see, it’s an abuse of my poor condition! What could I do? I simply 
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let him go without paying for the windows. Sometimes the tourists throw a big 

noisy party and my neighbors blame me. I then have to please both sides, 

because both sides can report me. This is the reason why I want to have quiet 

person to live here. But it’s not easy.‛ 

4.3. Informal Social Networks 

Informal social networks have two important components: informal contracts and 

personal contacts. Formal social networking often involves formal, written contracts and 

modern communication technology, which are largely absent in the informal sector. But 

formal, impersonal networks allow the expansion of an enterprise. In the Havana case, 

however, the use of formal contract is rare, and for reasons that are similar to other Latin 

American cities. For example, as De Soto discussed in The Mystery of Capital (2001), the 

absence of property rights does not let the poor use their houses or other assets as 

collateral for a loan. The lack of access to a banking system obliges the poor to resort to 

personal acquaintances for loans. The norms and values knit into kinship and friendship 

regulate these transactions, rather than legal contracts or civil laws. 

In Cuba, using informal contracts is a necessity that is derived as a legacy from the 

command economy. First, contracting is not a common practice in the command 

economy, where working units only process commands with raw materials provided by 

the state. Managers do not negotiate with other enterprises in the market chain, and thus 

contracting is not irrelevant. 
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Second, though similar to their counterparts elsewhere, the self-employed sector in 

Havana lacks adequate private property rights for collateral.  This lack is not necessarily 

the outcome of low values of assets or of poverty and social marginalization, but rather 

of the incomplete legal framework of property rights in Cuba.  Individuals have 

usufruct of a house or automobile, but trading these properties was not legal until 2011. 

Demand for purchasing and selling properties is high, however. Transactions of 

property rights are always conducted informally. For example, a doctor has a car, but 

does not have enough time to run a private-taxi business. He may sell the car to a 

technician, who then refurbishes it and resells it to a ‚socio‛. This socio runs a private 

taxi business. However, the title of the car remains with the doctor. When stopped and 

checked by the police, the usual pretext is that the doctor is the driver’s ‚cousin‛ (similar 

story confirmed in Corbatt 2004). Housing is also traded. When people decide to migrate 

to other countries, they tend to risk illegality to sell the house in order to get hard 

currency.  Recent reforms may alter these dynamics. 

Third, and probably the most immediate, is that formal contracts expose small 

businesses to inspection by the state. Many Cubans do not deposit their money in banks 

because it is quite possible that the state will confiscate the saving when if illegality 

(illicit enriquecimiento) is claimed. Actually, the uncertainty of the state economic policy 

has largely affected cuentapropistas expectations and long-term planning. Many 

straightforwardly forego the formality citing previous anti-market campaigns such as 
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theRevolutionary Offensive (1968),the Rectification Process (1986) and the more recent 

Batalla de Ideas. When asked what opinion he held on the incoming reforms in the 

country, a taxi driver answered me:  ‛Changes are never positive in Cuba, believe me, 

never.‛ 

Ideal self-employment in the mind of Cuban authorities would generate income 

sufficient for subsistence and self-sufficiency. Profiteering is strongly condemned.  At 

the beginning of the legalization of self-employment, many small businesses operated in 

this supposed autarky. For example, souvenir shop owners both made and sold 

souvenirs, and operating the business involved no more than family members. 

Currently, family workers remain important since this is the safest way of hiring people 

(‚This is from my cousin‛ is actually the pretext when an illegal purchase was 

questioned by the police).  Family workshops still have a significant presence among 

souvenir sellers. Often, these souvenir shops sell not only standardized items (such as 

refrigerator magnets and little wooden sculptures) bought from intermediaries or 

artisans (sometimes these artisans are also family members or distant relatives in the 

provinces), but also souvenirs produced by the owner’s family, especially paintings and 

sculptures, items that carry competitive prices. 

‚My son is an artist.  His paintings once won a big prize in a competition in 

Puerto Rico. We sell some of his works.‛ 
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‚Our family is a family of artisans, and my uncle, my aunt, all of them, 

participate in making souvenirs.‛ 

Gradually, specialization takes place. Many vendors specializing in marketing enter the 

sector when a market chain is developed: peasants in the interior provinces sell 

processed or semi-processed (often standardized) souvenirs to intermediaries or 

vendors. A vendor told me that maracas may be processed by two artisans from 

different parts of the country: one makes the handle (and sells it at 0.25 CUC6 each), and 

the other makes the head. This vendor himself is an informal employee (‚helper‛, but 

not a family member). A similar example is with second-hand book sellers in Plaza de 

Armas, who sell books to tourists as souvenirs. In the past these sellers sought, stored, 

transported and sold books by themselves, but gradually these procedures became 

specialized and subcontracted to different individuals. An informant told me that 

transporting books costs him 1 CUC each time, and storing books in a private storehouse 

costs him 10 CUC per month. He also randomly contracts carpenters to maintain and 

repair the book shelves.  With the extension of business network and complication of 

labor relations, informal contracts are increasingly important.  Informal contracts 

involve norms and values among operators to reduce the uncertainty caused by the 

                                                           
6 CUC: Convertible Peso, one of the two official currencies in Cuba known as ‚divisa‛ (foreign 

currency). 1 CUC = 0.85 Euros when I was in Havana in January 2011. For discussion on the 

dollarization of the Cuban economy, see Kildegaard and Orro (2006). 
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absence of legal contracts. They are often tied to family obligations and friendships that 

regulate people’s behavior. 

Personal contacts are used to mobilize available resources, which is also the case of the 

informal sector in other parts of Latin America. Roberts (1968) recorded how rural 

migrants new to Guatemala City invaded a piece of land and then mobilized informal 

social relations to urge officials to issue land titles and to provide basic infrastructure 

and social services. Such relations are often based on common rural origins and 

friendship. In Cuba, however, personal contacts are different in two aspects. First, it has 

a strong print of the second economy in the previous centralized economy; and second, 

it is partly a compensatory mechanism to the anti-market constraints imposed by the 

state. 

Informal contacts are embodied through personal references and favors offered by 

acquaintance in local authorities. In terms of personal references, once I asked a house 

renter how he managed to find a technician when something is broken in the house. ‚I’ll 

ask a cuentapropista.‛  ‚How can you find one, since they usually do not advertise?‛  

‚We Cubans are very chismoso (gossipy). You go to the entrance of the mercado 

agropecuario (agricultural market), ask anyone whether he knows a technician who can 

repair the bathroom, he’ll refer you to one.‛ With the absence of advertising channels 

such as newspapers, face-to-face references are an efficient alternative. 
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A ‚favor‛ is one of the major techniques in the second economy. The appropriation of 

public property and rent-seeking behavior benefit some through kinship or friendship. 

In the partial marketization of Cuba today, favors play an important role for 

cuentapropistas, as complete compliance with state regulations implies that revenues 

will be extracted by the state and that the fortune of the business will be subject to the 

oscillation of the state’s economic policy. ‚Favors‛ effectively give individuals access to 

goods, and create a favorable environment for individual operators of small business, 

though it may harm the overall benefits of the society and contribute to local level 

corruption. 

One example is having acquaintances in the local fiscal office who can skillfully relax the 

tax burden on the cuentapropista. One of the house renters I interviewed reported that 

he has an acquaintance in such an office, and every year tells him how much tax he has 

to pay, which is a smaller sum compared to what the regulations dictate. When I 

conducted my interview at the end of 2010, he was sitting at the table, following the 

instructions of this friend and trying to manipulate the business record and make a 

‚correct sum‛ of his revenues. Another example is with the access to black market, 

which may reduce the costs of buying food. This is particularly important to owners of 

paladars. Other authors also report diverse kinds of favors that powerful and powerless 

groups exchange. The rigidity of the regulatory framework somehow dissolves at the 

local level in this way.  Another practice is bribing local inspectors. On my way back to 
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the Havana Jose Marti International Airport in January, 2011, the state taxi driver, 

knowing that I spoke Spanish, turned off the taximeter after driving several miles and 

detoured along a side road.  By doing so he could keep most of the charge.  He showed 

me a 5-CUC paper money bill in his folded license: if he meets an inspector he just 

passes the license with the petty bribery.  A house renter said: ‚Of course, not all 

inspectors are corrupt. But the inspectors are also human beings like you and me. They 

have their family to feed. Fidel pays them so poorly so why doesn’t he take this 

favorito?‛ 

It is important to note that the informal social network does not necessarily mean 

solidarity, but rather reciprocity.  It is similar to De la Rocha (1994)’s discussion of the 

resources of poverty.  Positive factors in the national economy, such as tourism and 

other opportunities in the emerging market economy, make the resources of poverty still 

available in a society where survival is not easy but possible. In my fieldwork of 2010, I 

heard several people comment on the loss of solidarity in the city of Havana: 

‚I went to the Holguin this year to visit my family. Havana is such an expensive 

city! Things here in Havana are three times more expensive than there. In the 

Oriente, people invite you home to eat and to drink. Though they have nothing, 

they are much more cordial and sincere. Havana is different; people only know 

money and are indifferent. There is so much delinquency, cheating, and robbery.  

We have very few genuine friends here.  You see, if you have nothing at home, 
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people don’t come to visit you.  One day if I get ham or cheese, or cooking oil, 

everyone would rush here!‛ 

Many respondents during my fieldwork expressed feelings of insecurity and 

deterioration of the social fabric beyond the uncertainty due to fluctuations in the 

economy. The owner of the family restaurant where I worked reported that at the 

beginning of his business, which is located in one of the poorest areas of the city, 

robbery was one of his major concerns (‚I was robbed more than ten times!‛). In my 

discussion with cuentapropistas on the issue of solidarity and mistrust, several of them 

pointed the phenomenon of the ‚degeneration‛ of youth. A house renter labeled the 

generation of the Special Period as ‚the lost generation‛.  These young people are 

described as: (1) consumerists who only want brand new shoes and cell phones without 

considering the economic conditions of the family, and (2) young girls who sleep with 

yumas (foreigners) and earn more than doctors. 

‚You can’t believe that these girls are only fourteen or fifteen years old. The way 

they are dressed up, their manners, the words they use are like prostitutes. If 

they don’t have money, fine, they simply go to the Malecón to hook up with a 

foreigner. We were robbed several times by girls coming to sleep with tourists. 

Once, a girl stole our cell-phone, which was a gift from a previous guest. Ever 

since then we installed fences and a camera at the top of the door, so even while 

we are in the bedroom we can see what’s going on with the living room.‛ 
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The atmosphere of mistrust is prevalent in Havana (which may not be the case in other 

Cuban cities). Nevertheless, informal, personal contacts are still based on a sense of 

economic rationality: cooperation is better than isolation, given the general hardship.  

When asked how his relations with other neighboring house renters are, the house 

owner who complained about the ‚lost generation‛ said: 

‚We are good with each other.  When our home is full, we usually refer guests to 

others’ houses, and next time they may do the same. Some people are bad with 

their neighbors, but they also lose important resources.‛ 

In the Cuban case, informal personal contacts work not only because it is cheap but 

because of the many artificial constraints imposed by the state.  A typical case is with the 

house renters.  Advertising to let potential customer know that a house is available is the 

key to a successful operation of the business. Many of the renters have computers at 

home, and have access to the official email service of the state. However, they cannot 

visit websites or post advertisements. Given the conflicts between the flat tax rates (200 

to 240 CUC per month for renting one room, varying with municipalities) and the 

seasonal characteristic of the tourism industry, registered house renters desperately try 

maintain a flow of clients (usually 25 to 35 CUC per night, so having the room rented 8 

to 10 days can only ensure the payment of taxes).  As discussed earlier, extra-legality 

(renting two rooms but only reporting one, serving breakfast at 3 CUC per day or 

providing laundry service without reporting) is a common strategy, but equally 



87 
 

important is widening the social network under the unfriendly institutions to ensure the 

flow of clients  Some possible alternatives include the following: 

(1) Being contracted to a state tourism enterprise that can post advertisement on the 

internet (websites such as www.cubacasaparticular.com), but this often involves a fee. 

Some houses are also listed in tourist guide books such as Lonely Planet.  This approach 

is the most professional, but is often costly and requires the house owner to operate the 

business formally (at least seemingly). 

(2) Having relatives abroad who can help to set up a website, post advertisement and 

arrange the business. 

(3) Having foreign friends and previous customers.  Such tourists can post positive 

comments of the house on foreign tourist websites, or help to create advertisement, and 

even refer friends to the house7. 

(4) Use foreign students and foreign residents in Havana for access to the internet.  

Neighbors may pay to use internet at a price much cheaper than in a formal hotel (such 

a hotel can charge 6 to 10 CUC per hour, which is prohibitive). 

                                                           
7 A similar case is with souvenir vendors: ‚I made friends with some foreign students here in 

Havana. Each time when they go back home for vacations, they bring me important raw material, 

and I give them some souvenirs as gifts. You know here you should buy these materials in the 

dollar stores and the price is prohibitive.‛ (He then showed me a package of colorful ceramic 

beads for making religious bracelets. If he buys them from the dollar stores it will cost him 12 

CUC per kilogram. His Chinese friends brought this from China.) 
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(5) Mutual references among  house renters.  When one house is full, the owner often 

refers customers to other houses. Many expect that the next time those who benefited 

from this reference can do the same. A renter’s wife commented her husband’s business 

in this way: 

‚Yu, did you see his everyday activity? He is totally absorbed into this business. He has 

an album of business cards.  If he gets to know a potential customer but the room is not 

available, he will refer the guest to other renters. His daily activity is referring fulano to 

this apartment, mengano to that apartment. He doesn’t charge anything by doing this. 

The only reward he receives is that next time others will refer guests to him.‛ 

(6) Friends who work in government agencies, universities or airline agencies who may 

have foreign contacts.  When foreign friends plan to travel to the Havana, they often 

recommend accommodations. 

(7) Jineteros on the street who try to convince tourists that they know excellent places to 

stay.   I asked a house renter how the jineteros know about houses for renting.  He said: 

‚These jineteros are very, very capable. They make their own investigation in the 

barrios and are very clear about the location and conditions of the houses for 

renting. They bring the guest. This is a good thing. However, they often charge a 

commission of 5 CUC per day for the total days of the tourist’s stay! If you do not 

pay the commission, the jineteros will tell the tourist: ‘this apartment is bad and 
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the owner is mean’, and take the tourist somewhere else.  We are afraid of them 

sometimes.‛ 

References by jineteros can be helpful to some but counterproductive to others.  A renter 

complained when the reserved guest did not show up: 

‚This is not the first time that they take away my guests. There are jineteros on 

the street or taxi drivers who boast that they know cheaper and better houses. 

Since we don’t charge any reservation fee or deposit, some tourists betray us and 

just go with jineteros.‛ 

It is an example of competition producing chaos in the market. 

(8) Seeking opportunities on one’s own account. House renters often have business cards 

and present them to tourists in a shared-taxi or restaurant etc.; some renters may 

approach tourists and ask them if they are interested in staying with them. 

Winners in the house-renting industry are often able to mobilize several such networks, 

while those who only rely on jineteros and themselves tend to remain underground, as 

an unlicensed renter said: ‚My social contacts are very limited. Very few times people 

refer guests to our house. There is no stability with this business, and this is the reason 

why I didn’t apply for a license. We can’t afford the taxes.‛ 

These mechanisms partly cushion unfavorable regulatory constraints, as well as 

business fluctuations.  In the formal state sector, wages are the major income sources, 
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which are related to occupational categories and working experience rather than to 

informal networks. The shift from jobs in the formal sector to self-employment therefore 

requires creating and mobilizing informal networks, which is not an easy task. 

 

Cuentapropistas’ conditions vary according to the nature of the activity.  As mentioned 

in previous chapters, activities of cuentapropistas can be classified into two categories: 

one takes advantage of the inefficiency of the existing state production and distribution 

system (command economy), and the other harnesses the shift of development strategy 

of the country and Cuba’s insertion in the global economy. Cuentapropistas select an 

activity according to their experience, educational background and physical capital. For 

example, those who own a large apartment or house often find the idea of renting to 

tourists attractive. Those who have less capital and resources often have to improvise 

business opportunities, such as the case of jineteros. 

This process of discovering business opportunities requires entrepreneurial skills.  To 

materialize opportunities, a typical strategy that cuentapropistas often adopt is 

informality (i.e. non-compliance with regulations) as a response to the huge costs of 

formalization.  The need for formalization varies with the business cycle and with the 

nature of the business.  Some, such as private English tutors, do not require a status of 

formality for expanding their business, while others, such as house renting and family 

restaurants, necessitate legality for expansion. 
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Informality supports entrepreneurship by providing flexible compensatory mechanisms. 

This mechanism is not limited to the practice of extra-legality, which while reducing 

some costs also involves others:  the need for overexploitation, invisibility and informal 

social networks. They comprise effective compensatory mechanisms vis-à-vis anti-

market constraints imposed by the state and business fluctuations. 
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Conclusions 

This research focuses on an important part of the informal economy: the informal 

economy as the refugee or alternative for those who quit previous state jobs.  People quit 

the formal sector and enter the informal sector because (1) ISI-created state-sponsored 

enterprises may collapse, and/or (2) informal sector may allow for better income-

generating opportunities and flexibility than the formal enterprises.  The underlying 

structural reason for such dynamics is the decline of the Keynesian model of 

development and the overall global economic restructuring since the 1980s, during 

which transnational corporations replaced the state-led ISI enterprises as the main actor 

in the national economy in developing countries. The logic in the labor market has also 

changed. Originally, the state was the protagonist for the creation of employment, and 

the formal sector was widened to absorb labor. Under neoliberal reforms, the logic of the 

labor market was replaced by exclusionary opportunities that depended on one’s own 

efforts. 

Cuba presents a convincing example of how economic restructuring and the crisis of the 

formal sector can result in a flow of formal employees and professionals into the 

informal sector.  The Revolutionary government, thanks to Soviet subsidies and other 

socialist trading partners, offered to its citizens a social welfare system unprecedented in 

the Latin American context:  full-employment, free education and medical service, racial 

and gender equality, etc. This system largely deteriorated after the disintegration of the 
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Soviet Union. The socialist version of ISI model was paralyzed, with factories closing 

down and the service sector shrinking. The partial marketization of the country consists 

of several important components for the self-employed sector: (1) a shift from the sugar 

industry to tourism as the primary hard-currency generator; (2) the legalization of self-

employment in certain sectors; (3) the legalization and institutionalization of the use of 

the dollar and relaxation of restrictions on remittances.  These economic policies were 

aimed at the survival of the regime at minimum social and political costs.  However, 

they have profound impacts on both labor market and individual lives. 

New dynamics are present in the labor market. Today the basic rationale for seeking 

work  in the labor market is to have access to dollars, since the Cuban peso has been 

devaluated and has much less purchasing power. Tourism, joint ventures and self-

employment allow access to hard-currency and have become the new ‚prestigious‛ job 

options. Traditional incomes and wages in pesos have given way to bonuses in hard 

currency and to under the -table income such as tips. 

In Cuba, the self-employed sector encounters both extra opportunities and constraints 

imposed by the state. These opportunities are found in the inefficiencies of the socialist 

command economy and the country’s new insertion into the global economy (tourism). 

As distinct from their Latin American counterparts in other countries, cuentapropistas in 

Cuba are not totally unprotected, since they retain access to most basic social welfare 

services. Informality in Cuba, then, has less to do with marginalization and social 
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exclusion, but has a great deal to do with organizational forms of production. 

Individuals escape from collectivization and homogenization and can rely on their own 

labor, and thereby improve their lives. 

Yet cuentapropistas in Cuba face constraints that force them to remain ‚atomized‛ – 

operating strictly as individuals and not as a group - and prevent them from expanding. 

For example, private participation in certain sectors such as manufacturing, education 

and medical service is not legal; private property rights are largely incomplete and 

cannot be sold or bartered or serve as collateral; the state imposes rigorous regulations 

and severe, capricious punishment for minor incompliance, heavy flat-rate taxes, and 

restrictions on hiring and other important components of a business. 

Cuba participated in the globalization in a distinct if not unique manner.  After the 

disappearance of the Soviet subsidies and preferential policies, the Island now 

desperately seeks sources of hard currency by resorting to tourism and remittances, as 

well as diversifying trade partners. Existing literature has discussed the impacts of 

globalization on the informal economy and has concluded that it produces both winners 

and losers.  In the Cuban case, however, though some cuentapropistas may grasp 

opportunities generated by the tourism, such as renting house or becoming souvenir 

vendors, overall, informal workers cannot and does not take advantage of opportunities 

that might arise from globalization.  They are not allowed to be directly subcontracted as 

a part of joint ventures (except through the intermediation of the state, which retain the 



95 
 

majority of the money of the foreign partner) or to own an import - export business. In 

addition, the hard currency a cuentapropista can generate is largely extracted by the 

state through taxes, fees and state-run dollar stores to feed the formal state sector and 

social expenditure. As consumers, cuentapropistas do not enjoy the benefits of cheap 

imports but have to pay an extra consumption tax of 132% to the state. 

Such an hostile institutional environment, together with fluctuations in the tourism 

trade and scarcity of initial capital  for starting a business, places the self-employed in a 

disadvantageous position, in terms of constraints and uncertainty (going bankrupt, 

being fined, having materials confiscated).  They are atomized and are largely 

dependent on the formal state sector.  Despite income differentials existing within the 

cuentapropista sector that due to varying positions with the globalization and the formal 

sector, stratification is fairly limited. Within the cuentapropista sector there are different 

sub-sectors instead of different social classes, a there are in other Latin American 

countries. 

Though income inequality exists, entrepreneurship - in terms the capacity to seek 

opportunities in the market - is common within the cuentapropista sector.  My research 

addresses the question of how entrepreneurship is practiced and how it is influenced by 

being within the informal sector. Informality supports entrepreneurship not only by 

reducing the costs of doing business in terms of labor and compliance with the 

regulations, but also by providing a compensatory system that at least partially offsets 
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uncertainty created by structural fluctuations of the national economy and the adverse 

institutional environment. It also compensates for the inability to utilize factors available 

in modern, formal enterprises. This compensatory mechanism consists of three 

components: overexploitation, invisibility and informal social networking. Individuals 

mobilize resources available to them, such as their own labor and family network, to use 

the opportunities present in the global economy and to avoid the uncertainty brought by 

economic conditions and harassment by the authorities.  Labor is the cheapest factor 

available to the majority. By working extra time and combining different types of jobs, 

cuentapropistas over- and self-exploit by circumventing labor codes. As I observed, 

though they work in precarious conditions, their earnings may exceed those of a 

professional in the state sector. Invisibility hides or camouflages businesses from state 

inspectors to get around unwanted changes of policy and involvement with the banking 

system by managing neighborhood relations and corrupting local-level inspectors.  

Informal social networking relies on informal contracts and personal contacts to expand 

a business.  Such networking mobilizes available resources based on reciprocity instead 

of solidarity. 

Self-employment in Havana is largely a legacy of rent-seeking behavior in the public 

sector and taking advantage of the structural inefficiency of the socialist system. 

However, cuantapropismo does not often involve overexploitation since wages (often in 

dollars) have considerable purchasing power and may be the principal source of income 
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in a household. Self-employment, though often operating underground in Havana, is 

not necessarily a marginal part of the national economy. Under current conditions, the 

formal and informal sectors maintain close but asymmetric relations. The state originally 

wanted to create enclaves for cuentapropistas and to have a place for redundant labors. 

Having seen the expansion of the self-employed sector, the state then reduced the 

issuing of licenses and waged several campaigns against the sector under the discourse 

of egalitarianism and revolutionary ideology. Until very recently, cuentapropistas 

cannot support the formal sector by providing intermediary products.  However, they 

can reduce the burdens of the formal sector by providing local service if and when the 

state withdraws and by serving as a safety net for redundant labor. 

Cuentapropistas experience profound transformations in terms of identities and 

working culture if and when they quit a state job and enter the informal sector. 

Overexploitation, invisibility and informal social networking are not usually utilized in 

jobs in the formal sector.  Those who are able to adopt these instruments are often 

winners in their private businesses.  Through cuentapropismo, many Cubans earn a 

moderately good living, or acquire an important complementary income source. They 

gradually initiate a new wave of consumerism in Cuban society, since their money is 

most often spent in consumption and ‚life style‛, instead of long term investment in 

areas like education. Many industries (such as souvenir vendors), who once operated in 

autarky, have experienced considerable specialization, which symbolizes the 
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entrepreneurial spirit of the sector and which provides an indication that the informal 

sector will continue to expand. 

Currently, the state still maintains an advantageous and powerful position vis-à-vis the 

cuentapropista sector, but the latter nevertheless has developed a mature system that 

allows its members to survive and that often demonstrates higher productivity than the 

formal sector. My research recognizes that the state has political and social worries 

about the expansion of the cuentapropista sector. Such concerns sometimes outweigh 

any considerations about economic efficiency. Recent policies have brought several 

significant changes to the traditional Cuban socialist system. The state has recognized 

the importance and positive functions of the cuentapropistas in the national economy, 

and has admitted that the formal, state sector can no longer and should no longer 

provide all services.  Secondly, the state has now legalized private participation in 178 

activities, and (third) has reformed the legal framework of private property rights and 

allowed the purchase and sale of houses and automobiles. In addition, the state has 

relaxed restrictions on who can enter the cuentapropista sector and hire relatives and 

lastly, has released (or will release) up to half a million workers from the state sector. 

Though it is still not clear whether such an agenda is merely symbolic, it can be expected 

that the cuentapropistas will continue the current expansion and specialization. There is 

still room for more reforms, especially in terms of allowing the cuentapropista sector to 

be subcontracted to the state sector and to joint ventures, and developing a micro-loan 
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system for this group. Under the current political atmosphere of the Island, such reforms 

would doubtless undermine the control of the state over the economy, and are not likely 

to be implemented. My research has focused on how individuals shift from the formal to 

the informal sector, and I conclude that policies of promoting the informal sector should 

not only focus on the informal sector itself, but should also take into consideration the 

whole nature of formal-informal relations. In so doing it might be possible to create a 

more reciprocal and organic relations between the two sectors, if and when some sorts of 

shock therapy were to be introduced. 

This study is a first step toward understanding how the population of Havana manages 

to mobilize resources to start an informal sector and to practice entrepreneurship. Due to 

the limits of time and research experience, my  research can only offer a general 

description of the cuentapropista sector, and present a typology centering whether the 

cuentapropista depends on globalization (tourism) or on the inefficiency of the 

command economy. More specific research should be done on each occupation (house 

renters, family restaurants, rubbish pickers, street vendors etc.) andon and across  

generations (youth vs previous state worker). Generalized conclusions will be more 

convincing if they are based on cross-sector studies. 

Currenteconomic reforms, which are labeled as the ‚Actualization of the Socialist 

Model‛, involve significant changes in terms of private property rights, space for private 

participation, and degree of institutionalization of administration of cuentapropistas. 
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The impacts of, and the degree to which, these measures have generated results in Cuba 

is still not clear, given the recentness and speed of the new policy. Quantitative 

evaluation should be done on these impacts, in terms of tax burden, sector composition, 

income and working conditions. 
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