CUBAN TOURISM IN 2007: ECONOMIC IMPACT

Nicolds Crespo and Santos Negrén Diaz!

Our objectives in this paper are to carry out a study
to evaluate recent trends in the tourism industry, an-
alyze Cuba’s perspectives and quantify the economic
impact of tourism policy and activities on the island’s
economy. The task entailed not only an assessment
of Cuba’s specific conditions, but also positioning
Cuba within the broader Caribbean context and the

major trends and perspectives affecting the industry.

The economic impact of tourism is a key component
of the study. In order to arrive at a conclusion, we
analyzed the income and employment generating ca-
pacity of the industry and the fiscal resources which
it generates. The conclusion arrived at in the study is
that the operation of tourism, hotels, motels and oth-
er related assets represents a growing major contribu-
tion to both foreign currency income generation and
employment in Cuba and that it will play a major
role in the coming years based on the number of ho-
tel rooms under development, the investment re-
quired and the potential impact on the economy dur-

ing construction and operation.

Cuba’s tourism industry is faced with challenges aris-
ing from new competitors and from a rapidly chang-
ing global tourism industry. This report suggests that
Cuba could position itself to face these challenges
successfully and generate major economic benefits
for its economy through coherent demand and sup-

ply-side policies.

However, Cuba’s tourism industry is not demand
driven. The Cuban authorities determine what and
when new supply will be developed, sometimes with
unorthodox criteria. Demand for these products is
expected to be created by the foreign operators and
wholesalers.

Using the available official figures as the base for the
tourism strategy, we attempt in this report to esti-
mate the economic impact of the island’s tourism in-
dustry ten years from today, in 2007, according to
two scenarios. The first scenario assumes continua-
tion of the current political and economic situation,
perhaps with minor changes. The second scenario
contemplates the complete elimination of political
and economic barriers in a free capitalistic economy
where American citizens and residents as well as Cu-
ban citizens will be able to invest, operate, visit, and
enjoy any of Cuba’s tourism facilities.

The report suggests that there is an abysm between
the two scenarios. However, it also indicates the tre-
mendous opportunity that Cuba has to benefit all
players, including the Cuban people, by improving
its current political, economic and labor policies and
allowing free enterprise and demand to lead the
growth and success of its tourism industry.

TOURISM AND THE GLOBAL ECONOMY

International tourism has been a major contributor
to the expansion of the world economy in recent
years. According to the World Tourism Organiza-
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tion (WTQO), international tourist arrivals increased
by 3.6% in 1995 and by 4.5% in 1996, and will con-
tinue growing by 4.6% per year until the year 2010,
while international tourist expenditures measured in
U.S. dollars rose 13.1% in 1995 and 7.6% in 1996.
Tourism expenditures will grow at a pace of 6-8%
above inflation.

The Organization for Economic Cooperation and
Development (OECD) points out that tourism is
one of the three main sectors of trade in international
services, as higher education, more leisure time and
consistent growth of employment and personal in-
come are inducing more people to travel and to ex-
plore new regions.

Although most European countries are highly indus-
trialized economies where manufacturing, agriculture
and services play a balanced economic role, the ratio
of tourism expenditures (revenues) to the Gross Na-
tional Product is quite significant in most of them:
6.6% in Austria, 4.5% in Spain and 4.1% in Greece.
The world’s top tourism destinations in 1996 were
France, United States, Spain, Italy and China. Inter-
national tourist arrivals in France reached 61.5 mil-
lion, 44.8 million in the United States, 41.3 million
in Spain, 35.5 million in Italy, and 26.0 million in
China.

There is a clear consensus among world tourism or-
ganizations, travel industry associations and macro-
economic consulting firms regarding the future of
tourism and world travel. Steady and sustained
growth is anticipated for 1997 and the foreseeable fu-
ture extending to the year 2000. In a revised forecast
announced mid-1996, the WTO predicts that inter-
national tourists, which amounted to 566 million in
1995, will grow to 702 million in 2000 and to 1,018
million in 2010, while tourist international expendi-
tures will climb from $393 billion in 1995 to $526.5
billion in 2000 and $620.5 billion in 2010.

In a report entitled International Tourism Forecast to
2005, The Economist Intelligence Unit came to the
following conclusions:

* During the period 1995-2000 world tourism
measured in terms of trips, real spending or
nights abroad, will grow faster than in the period
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1989-1995. The latter period was negatively in-
fluenced by the 1991-1992 world economic re-
cession.

*  During the period 2000-2005 the expansion of
world travel will decelerate somewhat but still re-

main faster than in the period 1989-1996.

*  Long-haul travel to the Caribbean, which grew
at an average annual rate of 6.5% during the
1989-1995 period, will accelerate to 8.2% in the
period 1995-2000, reflecting a 6.3% average an-
nual growth rate.

*  During the period 1995-2000 long-haul trips to
the Caribbean will grow 8.2% per year, a rate
which will be surpassed only by Australia/New
Zealand (11.7%) and North America (9.8%).

* The Caribbean’s share of total long-haul travel
will increase, mainly due to significant rise in
travel from European countries, especially Aus-
tria, Germany, Italy, Spain, the Netherlands and
Switzerland, this compensating for a slight de-
cline of travel to the region from Canada and the
United States.

* Longer term trends in Europe and the United
States should favor continued growth of travel to
the Caribbean during 2006-2010, as growing in-
comes and increased leisure time enlarge the
pool of potential travelers.

However, the ability to capture a rising share of this
growing pool of travelers will depend on continued
improvement in attractions, as competing locations
around the world will be vying for a larger market
share.

For a country to remain competitive in the interna-
tional tourist market, its public authorities and the
leading components of the private sector (hotels, rec-
reational facilities, airlines, transportation systems,
advertising agencies, etc.) must adapt to the challeng-
es of the changing macroeconomic situation, envi-
ronmental and security issues, higher emphasis on to-
tal quality of tourist services, diversification of tourist
products and increasing competition among coun-
tries and destinations.
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Quality of tourism has become a dominant strategic
element. It means improved tourism supply, better
educated staff and more efficient distribution of
tourism flows both in time and space. Moreover,
tourism has become a carefully planned economic ac-
tivity that demands inputs from all sectors of society.
For instance, the French government regards tourism
as a separate economic sector with all the features of
an industry. This has led to a complete reorganiza-
tion of tourism activities in France, oriented by three
priorities: a strategy to facilitate growth of French
tourist products, the implementation of a policy to
support tourist enterprises and full coordination of
actions abroad.

THE CUBAN ECONOMY

For the purpose of this study we address the Cuban
economy only with regard to the tourism industry
and its ramifications into other activities.

As a result of the demise of the Soviet Union, signifi-
cant changes occurred in all the countries of the Sovi-
et bloc in Eastern Europe. The economic support
provided by the Soviet bloc to Cuba dried up, forc-
ing the Cuban government to declare a “special peri-
od” and to change its approach to the new situation.
The full employment policy could not continue
without the Soviet support.

The Cuban regime saw in the development of tour-
ism an opportunity to use an enormous labor force,
qualified, but idle. Even today, Cuba’s work force is
45% unemployed or under-employed. Two principal
advantages of the switch to tourism as a major eco-
nomic activity are: 1) the tourism product is renewed
every 24 hours with minimal additional investment;
and 2) tourism is a labor-intensive industry whose
workers in the majority perceive directly or indirectly
incentive remuneration in addition to a base wage or
salary. This is a unique change in Cuba after many
years of repudiation of the “gratuity” or propina as
counter-revolutionary.

Badly needed resources were dedicated to the con-

struction and rehabilitation of tourism installations
and lodging facilities. Several joint ventures with for-
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eign hotel companies were arranged through diplo-
matic channels and directly. Many carper baggers
flocked to take advantage of the confusion and the
lack of experience of the authorities on tourism mat-
ters. The vertical reporting and decision making sys-
tem of the Cuban regime, on the other hand, pro-
voked desperation, frustration, and great expense to
the bonafide business person. However, once the re-
lationship was established and a sense of trust devel-
oped, the subsequent negotiations became quasi/nor-
mal and effective for both parties.

Tourism in 1996 surpassed the sugar industry as a
source of hard currency in Cuba. This is due to the
dramatic increase in activity indicators in the tourism
industry and to concurrent decrease in production in
the sugar industry. The 1996 total tourism revenue
amounted to $1.4 billion, while hard currency re-
ceipts from the sugar industry in the same period

were about $1.2 billion.

Table 1 presents Cuban Ministry of Tourism statis-
tics on number of available hotel rooms, visitors and
total annual revenue received from tourism. Cuba’s
performance during the 1990-1997 period regarding
growth in rooms inventory, visitors, and gross tour-
ism revenue, although all following an upward trend,
grew at different rates as indicated below: 18.45%
average annual increase in the number of rooms,
31.61% average annual increase in the number of
visitors, and 73.53% average annual increase in gross
tourism revenue. These statistics are indicative of im-

proved performance by Cuba as a tourist destination.

There is no doubt that the Cuban regime is commit-
ted to the further development of the tourism indus-
try. Not only is Cuba committing substantial addi-
tional funds, including contributions by joint
venture partners, but is also introducing new prod-
ucts to diversify the supply segments in preparation
to an eventual opening to new markets, including
North America and this region’s enormous source of
tourism demand. The goal regarding availability of
hotel rooms in the year 2000 of Cuba’s Ministry of
Tourism is 49,556 rooms.
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Table 1. Cuba: Available Rooms, Number of Visitors and Gross Annual Revenue, 1990-1997
Hotel Rooms Annual Visitors Annual Revenue Annual %
Year Available % Change (in 000s) % Change (in $000s) Change
1990 12,866 - 340 — 243 —
1991 16,638 29 424 25 387 59
1992 18,662 12 461 9 567 46
1993 22,139 18 546 18 720 27
1994 23,254 5 619 13 850 18
1995 24,233 4 742 20 1,100 29
1996 26,878 11 1,004 35 1,400 27
Est. 1997 31,878 18 1,200 20 1,675 20
Average Annual % Change 18.45 31.61 73.53

Source: Based on statistics of the Cuban Ministry of Tourism.

FUTURE GROWTH OF TOURISM ACTIVITY
IN CUBA: 1997-2007

In an effort to analyze tourism industry activity in
Cuba and its impact beyond the Cuban Ministry of
Tourism’s goal for the year 2000, we have considered
two defined scenarios.

»  First Scenario: Assumes the continuation through
the year 2007 of current political and economic
system, perhaps with minor changes of minimal

impact.

»  Second Scenario: Contemplates the complete
elimination of political and economic barriers,
both internal and external. A free capitalistic
economy where American citizens and residents
as well as Cuban citizens are able to invest in, op-
erate, visit and enjoy any of Cuba’s tourism facil-
ities and to develop any enterprise to support the
tourism industry in particular, and to satisfy the
growing consumer demand for better products
and services.

The two scenarios are defined in more detail in an ac-
companying box.

Why 20072 We believe that ten years from today is
far enough into the future to achieve sufficient
changes to modernize the obsolete planned economy
and political system where government owns and ex-
ploits all resources in the Island, including its human
resources. Moreover, we chose to project ten years
into the future to avoid the analysis of the numerous
variables, issues, theories, and suggestions for effect-

ing changes in Cuba. This way we do not cloud the
purpose and methodology of our study with political
issues.

Table 2 presents a comparison of the estimated
growth of tourist arrivals to the Caribbean as fore-
casted by the World Tourism Organization versus
ours through the year 2007. Cuba’s share of the visi-
tors to the Caribbean, 7.5% in 1997, will double by
the year 2007 to 15.9%. This suggests that visitors to
Cuba will not only grow in terms of number of
persons—to an estimated four million by the year
2007—but that Cuba will penetrate the market
more intensively than its fair market share. These
projections do not contemplate the opening of the
U.S. market. This means that Cuba continues taping
the European and Latin American markets.

The projected growth in the number of hotel rooms
(Table 3) reflects the Cuban Ministry of Tourism’s
goal of 50,000 rooms by the year 2000. In order to
achieve this goal, Cuba will have to build more than
5,000 hotel rooms each year during the years 1997
through the year 2000. Our projection of new hotel
rooms through 2007 averages 2,800 hotel rooms
openings per year.

The rush to create a critical mass of tourism rooms is
a priority in the Cuban Ministry of Tourism’s strate-
gy. It is obvious that in recent years Cuba has experi-
enced difficulty in obtaining long range financing
due, in part, to its failure to perform timely in on-go-
ing loans. Short term financing at a higher cost is a
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Definition of the Two Scenarios

First Scenario

Second Scenario

According to article 15 of the Constitution of 1992, the following are
socialist state property “belonging to all people”:

a The land not belonging to small farmers or to cooperatives formed
by them, the subsoil, the mines, the living and non-living natural
resources, existing within the maritime economic zone of the
Republic, the forests, the waters and the arteries of communication;

b The sugar mills, factories and fundamental means of transportation,
all enterprises, banks and installations nationalized and expropriated
from the imperialist, large landowners and the bourgeoisie, as well as
factories, enterprises and economic installations; and

¢ Scientific, social, cultural and sport centers fomented or acquired by
the State and those that it will build, foment or acquire in the
future.

The property of these assets may not be transmitted to natural or
juridical persons, except in the exceptional cases in which their partial
or total transmission may be destined to the development of the
country and do not affect the political, social and economic bases of the
State, subject to the prior approval of the Council of Ministers or its
Executive Committee.

Any Cuban may invest, own and operate hotels and any tourism
asset. The government privatizes all its tourism assets.

In the privatization, a formula to create capital in the hands of the
people, is able to incentivize and reinstate the concepts of saving,
investing, and ownership denied to the Cubans. Otherwise, very few
Cubans would be able to acquire shares of the privatized enterprises.

The State would maintain the ownership of natural resources, such as
rivers, waters, forests, etc. in order to preserve the ecological balance.
However, within a sustainable development plan, could grant
concessions under the best conditions to private persons and entities
to develop them for tourism purposes.

The role of the State will be minimal and only for necessary
regulatory and policing purposes.

The Cuban Government is the only entity in Cuba allowed to invest,
own, operate all tourism assets. Joint ventures, leases, management
contracts, and other form of contracting with foreigners are permitted
but only with a government entity. Cubans are not permitted to own,
operate, lease, manage similar assets.

Foreigners as well as Cubans will enjoy the same rights to invest,
own, lease, develop and operate tourism assets.

The Cuban Government is the only entity in Cuba that is allowed to
create industries to support the tourism activity.

Any Cuban or foreign person or entity may own, develop this type of
industry or commerce.

The Cuban Government is the only employer of Cubans. A foreign
entity has to obtain its personnelfrom a government agency. This
agency pays the salaries of the employees and is reimbursed by the
foreign enterprise in hard currency at the official rate of US$1 to 1
peso. The employee receives only pesos.

There is freedom to contract directly any person at freely agreed
compensation. Private employmentagencies could facilitate hiring by
providing an ethical service. Unions of any form of association will
provide assistance and protection to the labor groups without any
dependence or influence from the government. Salaries would be
stated in a convertible currency, perhaps the Peso, therefore avoiding
the present inequity.

Current U.S. legislation precludes U.S. citizens and legal residents
from investing, operating, leasing or doing any remunerative activity in
Cuba. Travel restrictions prohibit expending money in Cuba or limits
its quantity per day. Special license needs to be obtained from the State
Department to justify traveling to Cuba. Cuban community travels to
Cuba under tremendous stress caused by regulations, high prices,
limitation of personal gifts and donations to relatives in the island, etc.

In our ideal scenario, all restrictions, internal and external are
eliminated. Free travel for U.S. citizens and residents as well as for the
Cuban community permits unrestricted visits. U.S. persons and
entities may invest, develop, lease, operate, franchise, or any other
method of commercialization in any tourism asset or activity with
minimum necessity of regulatory legislation. Rights and taxation are
equal for foreign and nationals.

The taxation system is designed to discourage the independent
entrepreneur. You can only succeed if you violate the law by paying off
the authorities that are supposed to control and collect your taxes.
Examples are: the paradores, room rentals at private homes, and the
independent professional services.

Taxes are levied to cover the expenses of regulation or to promote the
business activities they are collected from.

The new attitude is pro-business, which eventually will increase tax
revenues and benefit all participants.

problem that Cuba has to manage promptly. Table 4
presents the estimated cost of new rooms additions at
the time of their opening to the tourist public. Costs
are calculated based on general information of the

154

Cuban Ministry of Tourism adjusted by inflation.
The cost of new properties will increase with the im-
provement in the quality of such new products. The
planned addition of 22,678 new rooms during the



Table 2. Estimated Number of Visitors to
the Caribbean and Cuba’s Market

Share, 1995-2007

Visitors to the

Caribbean Visitors to Cuba  Cuba’s Market
Year (million) (million) Share (%)
1995 14.7 0.742 5.0
1996 15.3 1.004 6.6
1997 16.1 1.200 7.5
1998 16.8 1.440 8.6
1999 17.6 1.730 9.8
2000 18.4 2.000 10.9
2001 19.2 2.320 12.1
2002 20.1 2.640 13.1
2003 21.1 2.950 14.0
2004 22.0 3.240 14.7
2005 23.0 3.500 15.2
2006 241 3.770 15.6
2007 25.2 4.000 15.9

Source: Based on World Tourism Organization, The Miami Herald.

period 1997-2000 will have a total estimated cost of
$1.901 billion at an average annual expenditure of
$475 million. For the period 2001-2007 the addi-
tion of new rooms will grow at a slower rate. The ad-
dition of 19,444 new rooms is estimated to cost
$1.904 billion, which represents an annual average

investment of $272 million.

Table 5 presents simulations of gross revenues and
earnings of Cuban tourism activities, compared with
the estimated cost to develop the planned new room
additions. We beg the reader’s indulgence as it is ob-
vious that the timing of the elements and activities in
the chart are not concurrent. However, the chart
demonstrates that the new rooms could be financed
from the cash flow produced by the existing proper-
ties. It is expected that, due to more imminent needs
of funds in other economic sectors, the Cuban Gov-
ernment would re-invest less than the totality of the
cash flow in the tourism sector. This would cause
short term borrowing and increase in the final cost of
future units and in the operation of the existing
units. The two levels of profits are used to provide a
range of “normal results” in the industry. The esti-
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Table 3. Cuban Hotel Rooms: Actual 1990-
1996 and Estimated 1997-2007

Number of Year-to-Year  Percent Increase

Year Rooms Increase (%)

1990 12,866

1991 16,638 3,772 29

1992 18,662 2,024 12

1993 22,139 3,477 18

1994 23,254 1,115 5

1995 24,233 979 4

1996 26,878 2,645 11

1997 31,878 5,000 18

1998 37,778 5,900 18

1999 46,678 5,900 16

2000 49,556 5,878 13

2001 53,000 3,444 7

2002 56,000 3,000 6

2003 59,000 3,000 5

2004 61,500 2,500 4

2005 64,000 2,500 4

2006 66,500 2,500 4

2007 69,000 2,500 4

Source: Based on data from Cuban Ministry of Tourism and Granma

International.

Table 4. Investments in New Hotel Rooms:

Estimated 1997-2007

Number of New

Year of Opening Rooms Million US$
1997 5,000 400
1998 5,900 486
1999 5,900 501
2000 5,878 514
SUBTOTAL 1997-2000 22,678 1,901
2001 3,444 310
2002 3,000 278
2003 3,000 287
2004 2,500 246
2005 2,500 253
2006 2,500 261
2007 2,500 269
SUBTOTAL 2001-2007 19,444 1,904
TOTAL 1997-2007 33,122 3,805

Source: Based on data from Cuban Ministry of Tourism and Granma

International.
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Table 5. Estimated Cash Flow from Operation of Existing Hotel Rooms vs. Investment
Requirements for New Hotel Rooms, 1997-2007 (In million U.S. dollars)
Annual Investment
Year Gross Operating Revenue Estimated Profits at 25%  Estimated Profits at 20% Requirement
1997 1,675 419 3352 400
1998 2,065 516 4132 486
1999 2,559 640 512 501
2000 3,046 762 609 514
2001 3,640 910 728 310
2002 4,265 1,066 853 278
2003 4,911 1,228 982 287
2004 5,655 1,389 1,11 246
2005 6,180 1,545 1,236 253
2006 6,861 1,715 1,372 261
2007 7,500 1,875 1,500 269

Source: Based on data from Cuban Ministry of Tourism, Granma International, Business Tips on Cuba.

a.  Insufficient cash flow.

Table 6. Cuba’s Estimated Tourism Statistics, Year 2007

First Scenario

Second Scenario

Increase in Units Increase in %

Rooms 69,000
Annual visitors 4 million
Annual tourism revenue $7.50 billion
Annual room nights available 25.185 million
Annual room nights occupied 16.798 million
Annual occupancy 66.7%
Average number of days of stay 4.2 days
Expenditure per visitor $1,875
Daily expenditure per visitor $446
Direct number of employees 138,000
Indirect number of employees 130,000
Total number of employees 268,000

69,000
5 million 1 million 25
$11.25 billion $3.75 billion 50
25.185 million - -
21.004 million 4.206 million 25
83.4% 16.7% 25
4.2 days - -
$2,250 $375 20
$536 $90 20
103,500 -34,500 -25
180,000 50,000 39
283,500 15,500 6

mates reflect results before payment of management
fees and share of profits to join venture partners.

Table 6 presents our estimate of tourism statistics in
the year 2007. They have been developed under the
two defined scenarios and the difference in units and
percentage of each activity indicator.

MEASUREMENT OF THE ECONOMIC
IMPACT OF TOURISM IN CUBA

No matter how much disagreement we may find in
regards to the significance of the contribution of in-
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ternational tourism strategy to the solution of Cuba’s
economic woes—or as to the real intentions behind
such a big push—there is no doubt about the fact
that Cuban authorities have made a strong, concert-
ed effort to expand both the supply and the demand
sides of the tourism market.

Since we lack the basic data to do a cost benefit anal-
ysis of Cuba’s bet on international tourism as a spear-
head of economic development and a substantial
source of foreign exchange, at least we may identify
several qualitative elements that will determine Cu-



ba’s opportunity to come out favorably in this eco-
nomic adventure. Tourist expenditures generate sev-
eral benefits:

* Since they are classified as exports of services,
they may improve the balance of payments of the
country.

*  Generate revenues for the government in the
form of departure taxes, hotel occupancy rates,
taxes on tourist expenditures, import duties, cor-
porate repatriation (toll-gate) taxes, and so forth.

*  Expand the income and employment opportuni-
ties of local citizens and induce a multiplier ef-
fect that benefits commercial, financial, industri-
al and service concerns all over the economy.

*  Government revenues, business and personal in-
come and savings, generated in tourism may be
used to improve infrastructure (roads, airports,
telecommunications, etc.) as well as economic
infrastructure for all kinds of economic activities,
which in turn contributes to overall economic
development.

On the other hand, the development of tourism ac-
tivity requires substantial expenditures to keep
abreast with competing destinations in the world
economy:

* Education and training of human resources to
meet the high quality service standards of inter-
national tourism.

*  Promotion and publicity costs that should com-
pete in style and quality with those of world class
destinations.

*  The cost of capital to develop the portion of the
supply side controlled by government (hotel
construction, equipment, maintenance require-
ments, etc.).

*  Expenditures abroad to attract foreign investors
and foregone government income in case that tax
incentives are used to attract foreign firms.

NS
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* Environmental costs of new tourism develop-
ments. Being essentially beach oriented in the
Caribbean region, the building of tourist hotels
sometimes is done at the expense of prime habi-
tat for animals, some of them endangered spe-
cies, coral reefs, water tables and underground
waters.

*  Tourism may be accompanied by undesirable so-
cial problems such as drug traffic, illegal gam-
bling, illegal trading of commodities and prosti-
tution.

Several important elements could be added to the
benefit and cost lists just enumerated but the essen-
tial elements have been pointed out and the research
problem is quite clear: How can we develop reliable
data to conduct a cost-benefit analysis of Cuba’s in-
ternational tourism initiative, in order to evaluate its

progress so far and project its future impact?

Given the severe budgetary constrains that the Cu-
ban government faces, especially regarding hard cur-
rency, and the frantic pace of investment in tourism
infrastructure and hotel facilities, it seems to be that a
substantial portion of those operations are being fi-
nanced by revenues obtained from tourism, given the
high priority assigned to this economic activity in the
present, critical phase of the Cuban economy. Any
departure from this priority, which remains a strong
possibility given Cuba’s awesome set of social, health
and housing needs (and the strong preference for
military expenditures that has characterized the Cu-
ban government since the inception of the Revolu-
tion), may slow down the pace of investment in tour-
ism. It is estimated that tourism activity is
contributing $300-$350 million in net revenues to
the Cuban government, but such calculation seems
to obey accounting costs and does not take into ac-

count the social environmental cost of such activity.2

In her research, Maria Dolores Espino has developed
a very important argument in regards to the multipli-
er effect of tourism expenditure in Cuba: the present
policy of keeping the tourism activity separate from

. DevTech Systems, Cuba Monthly Economic Report (May 1997), p. 2.
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Table 7. Economic Impact of Tourism in Cuba for 2007 Estimated on the Basis of Puerto

Rico’s Multipliers (million U.S. dollars, except number of employees)

First Scenario Second Scenario Increase
Employment Multipliers
Gross Revenue 7,500 11,250 3,750
Direct Employment 114,225 171,337 57,112
Indirect Employment 203,320 304,979 101,659
Induced Employment 239,700 359,550 119,850
Production Multipliers
Gross Revenue 7,500 11,250 3,750
Production Generated in the Rest of the Economy 7,650 11,475 3,825
Income Multipliers
Type | 8,325 12,487 4,162
Type Il 18,525 27,787 9,262

the rest of the economy hinders both the expansion-
ary effect of the income (we may add and the employ-
ment) multiplier and discourages linkages between
tourism and other industries.? It seems that Cuba
lacks an input-output matrix that may allow to calcu-
late reliable income and employment multiplier ef-
fects. Using data for 1988, Espino makes several
mathematical calculations that lead her to the con-
clusion that “the total impact of tourist expenditures
on the Cuban economy is probably not much larger
than the direct income and employment that these
expenditures create.” Of course, this remains a pre-
liminary statement until harder, much more detailed
data is available. Using Puerto Rico’s employment,
production and income multipliers for tourism ho-
tels,* derived from the 1982 input-output table, the
impact of economic impacts of the two scenarios can
be calculated. As is clear from Table 7, the differenc-
es in the two scenarios is vast in all categories, with
the second scenario providing much more positive

results.

The cost of Cuba’s tourism is very difficult to quanti-
fy, given the lack of specific, item by item, figures.
Cuba has developed hotel and hospitality training
schools, has invested substantially in international
promotion and publicity campaigns, especially in
Canada and several European countries, and has es-
tablished at least 20 mixed enterprises and several
joint ventures with foreign companies to develop
tourism facilities. The broad, vague figures that Cu-
ban authorities use to describe their strategic actions
should not be taken at face value, but they are the
only information available, unless further research
discovers ways to gather more detailed and trustwor-
thy information.

Environmental costs are difficult to calculate even in
open, democratic societies, where sometimes both
the government and private companies share the
same nondisclosure tactics. We may guess that inter-
national environmental organizations making re-
search in Cuba may come out with information

about the environmental cost of developing tourism

3. Marfa Dolores Espino, “International Tourism in Cuba: An Economic Development Strategy?” In Cuba in Transition, p. 216. Mi-

ami: Florida International University, 1991.

4. The production multiplier indicates how much production (defined as intermediate plus final sales) is needed to satisfy one dollar of
final demand concerning any industry included in the input-output matrix. The employment multiplier shows the direct and indirect
employment generated in the economy for each direct employment created in a particular sector or industry. The income multiplier
shows the direct and indirect income generated by a unit of final deman required from a particular sector.
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activity at the apparently unsustainable rate that
Cuba has been following lately.

Finally, the social cost of tourism have been widely
discussed be Gert Oostindie,> Jaime Suchlicki,b and
other researchers and some policy statements by Cu-
ban government officials show a deep concern for the
socially undesirable effects of economic dualism,
which clearly discriminates against persons not hav-
ing access to dollars and depresses the incentive to
work of persons locked in the traditional socialist sec-
tor of the economy.

In sum, the economic assessment of Cuba’s interna-
tional tourism strategy is a major task that faces near-
ly impossible obstacles, but should be a top priority
in any research of the economic future of the coun-
try. On the basis of available information, there is no
way of telling if the strategy is going to prevail in the
future, but it is quite obvious that the Cuban govern-
ment has engaged in a high risk but potentially re-
warding business adventure. The short-run success of
the strategy so far seems to be based on low prices,
given the low salaries prevailing in Cuba, but such
competitive advantage may gradually disappear in
the future if local economic conditions improve and
workers begin to demand higher benefits for their ef-
forts. In the long-run, Cuba will need to upgrade sig-
nificantly the quality of its tourism services and facil-
ities in order to remain competitive in the tourism
market, even if it retains some degree of cost advan-
tage in regards to salaries and wages.

International tourism is a major accelerator of eco-
nomic and political change and an effective promoter
of knowledge about other cultures. In the long-run,
Cuba’s enclave approach to tourism may become a
limiting factor, especially if other types of tourism
activity—ecotourism, cultural tourism and adven-
ture tourism—which have been highly successful in
many other Caribbean destinations, are adopted as
strategies to boost tourism expenditures. Such new
trends require wider closer interactions of tourists
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with the local social and cultural environments,
which will translate into much higher income and
employment multiplier effects that will increase the
economic returns of tourism for the Cuban govern-
ment and for the population in general. If economic
rationality prevails, the future development of tour-
ism in Cuba may be not only a spearhead of econom-
ic development and significant source of foreign ex-
change, but also influence in the promotion of
political change towards the free exchange of ideas
and democracy,

SUMMARY HIGHLIGHTS

A market assessment and economic impact analysis
identified key factors about Cuba’s competitive mar-
ket position, forecast of future hotel supply and de-
mand trends, and economic impact of tourism in
Cuba. The forecast results contained herein are solely
the product of the author and participants in the
study and is significantly based on official informa-
tion derived from publications and the Cuban Min-
istry of Tourism. In this study we only compare two
economic scenarios limiting ourselves to the mini-
mum in our critique of the official data and activity
indicators that are neither consistent nor reliable.

The number of tourist arrivals to Cuba increased by
262,300, or 35%, between 1995 and 1996, to a total
0f 1,004,000 in 1996. The Cuban Ministry of Tour-
ism estimates an increase of 196,000 in 1997 to a to-
tal of 1,200,000 visitors, which represents an increase
of 20% over the previous year. Furthermore, by the
year 2000 the official estimate of visitors at
2,000,000 represents a 20% annual increment in the
number of tourist arrivals. Our estimates and profes-
sional experience indicate that by the year 2007,
Cuba will double its number of tourist arrivals and
will reach the 4,000,000 level.

Total visitor expenditures in 1996 at $1.4 billion, in-
creased $300 million, or 27 percent over 1995. Total
visitor expenditures for 1997 is estimated at $1.675
billion by the Cuban Ministry of Tourism. Accord-
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ing to the study results, we projected visitor expendi-
tures to grow to $3.046 billion in the year 2000 and
$7.5 billion in the year 2007.

According to official estimates, 68,000 visitors seek
accommodations in private homes in a semi-clandes-
tine way. While this practice is legitimate in other
countries, the Cuban authorities consider it as “un-
fair competition against the hotels” and has initiated
a tax system that may eliminate many of the under-
ground hoteliers. Another entrepreneur that is op-
posed by the authorities and might be soon listed
within the endangered species is the buquenque, an
intermediary, ad lib travel agent, or broker that pro-
cures clients to the private homes. Although it is esti-
mated that these activities represents about $20 mil-
lion, we are not considering them significant enough
to affect our estimates and calculations.

We consider that Cuban citizen residing in Cuba
have no significant impact in the growth of partici-
pants or users of the tourism facilities. Under the first
scenario they will continue being excluded from the
tourism facilities as they are today.

The hotel room supply in Cuba, particularly in the
tourism sector, increased by 2,645 new hotel rooms
in 1996, or 11%, to a total of 26,878. For 1997 the
Cuban Ministry of Tourism is planning to develop
5,000 new hotel rooms. This effort, if sustained,
would make a reality of the Ministry’s goal of operat-
ing 50,000 hotel rooms by the year 2000. An average
of 5,900 new hotel rooms per year would need to be
constructed between 1997 and the year 2000 in or-
der to meet this ambitious goal. We estimate that an
annual average of 2,500 to 3,000 new hotel rooms
will result in an inventory of approximately 69,000
hotel rooms in the year 2007.

To calculate the average hotel occupancy in Cuba
from the official activity indicators is a difficult task.
Our review of a substantial number of official docu-
ments, publications, speeches, press releases, etc. do
not reveal reliable national data. Only the individual
hotel enterprises publish sporadic data, mainly when
it is good news. The properties operated by recog-
nized quality international operators normally enjoy
occupancies ranging between 75 and 90 percent, and
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in a few cases even higher. Our best professional esti-
mate indicates that at a national level, occupancies
have been approximated 64% in 1987, 73% in 1995,
and 75% in 1997. These occupancy rates will de-
crease as a result of the aggressive new hotel room
construction announced by the Cuban Ministry of
Tourism. They will level off after this construction
fever subsides. In our annual projections through
year 2007 we assumed occupancy rates of 66.7%.

The gross cost of development of a new hotel room
in the four and five star category was estimated by
the Cuban Ministry of Tourism at US$80,000. This
is a moderate figure by international standards, par-
ticularly in resort locations. Our estimate of the in-
vestment required to meet the planned increase of
hotel rooms inventory goal of 50,000 rooms in the
year 2000 amounts to $1.9 billion. This represents
an increase of 22,678 hotel rooms during the period
1996-2000. In addition, our estimate of growth for
the period 2000-2007 at 10,444 new hotel rooms re-
quires an additional $1.9 billion of investment.

The Government of Cuba is becoming one of the
largest hotel owning companies in the world. With-
out analyzing Cuba’s motivations and peculiar for-
eign investor arrangements and its labor, political,
and social ambiguities, it seems to be able to contin-
ue supporting its tourism industry growth. With a
current base of 174 hotels and 26,878 hotel rooms it
seems to be able to produce enough cash flow to sup-
port the ambitious development program, as it is
shown in this paper.

Comparing the current situation with a hypothetical
second scenario that contemplates a free enterprise
economic system where Cubans as well as any foreign
national have equal rights to travel, use the tourism
facilities, own, invest, manage, or any other form of
economic activity, without internal or external re-
strictions, we can reach the following conclusions:

*  Cuba, by maintaining its present socialist politi-
cal and economic system is shortchanging the
Cuban people from the opportunity to invest
and benefit from the exploitation of its national
resources. The monopolistic system precludes,
the Cuban people from enjoying and benefiting



from the economic multipliers and their ripple

effect that their work might create.

*  This situation is critical in the tourism industry
because of its particular intensive labor charac-

teristics.

*  Our analysis of the tourism activity indicators
for 2007 and a simulation using the Common-
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wealth of Puerto Rico’s income and employment
multipliers demonstrate a substantial lack of eco-
nomic benefits in the tourism activity in Cuba
when we compare the two scenarios.

To conclude, by maintaining the status quo, Cuba is
reducing its potential gain from international tour-
ism by at least several million U.S. dollars per day.
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