THE EFFECT OF SOCIALISM ON THE ENTREPRENEURIAL
ABILITIES OF CUBAN-AMERICANS
Luis Locay and Jorge Sanguinetty

The transformation of centrally planned economies
into market economies has met with varying degrees
of success. In several countries the process of economic reform has not gone very far or it has stalled,
and in some instances it is even in danger of being reversed.1 High on many observers’s lists of possible
important causes for the difficulties encountered in
turning centrally planned economies into market
economies is the general lack of understanding of
how market economies work. According to this argument, years of unchallenged Marxist indoctrination
about the evils of capitalism, together with no experience of living under capitalism, have left the populace of many transition economies with widespread
prejudices and misconceptions of all aspects of a market economy. Commenting on the situation in Russia, Alexander Solzhenitsyn (1991) states:
After seventy years of propaganda our brains have
been instilled with the notion that one must fear private property and avoid hired labour as though they
were the work of the devil: that represents a major
victory of ideology over our human essence.

The citizens of these previously socialist societies often do not understand the importance of even the
basic institutions of market economies, such as private property and contract law, or how market

friendly reforms can benefit them. Their prejudices
against the “market” and their ignorance of how it
functions makes them more susceptible to manipulation by political demagogues.2 This is the basic thesis
in Sanguinetty (1995), who argues that decades of
socialism in Cuba have hardened anti-market attitudes and led to great ignorance as to how markets
function. The author views such biases and attitudes
as a significant obstacle to successful market reform
in current transition economies and in a future Cuba. Successful economic reform in Cuba, he further
argues, should be accompanied by a campaign of
public economic education.
Confirmation that anti-market views are common in
socialist or transition societies comes from a survey
conducted in New York City and Moscow in 1990.
The survey was conducted by an American economist (Robert J. Shiller), a Soviet economist (Maxim
Boycko) and a Soviet sociologist (Vladimir Korobov). Most of their questions were aimed at determining attitudes, but a few attempted to gauge understanding of how markets work. The authors
found concerns, especially with fair prices and income inequality, that “might help prevent change to
a market economy.”

1. Even in Russia itself, the main challenger to Yeltsin in the mid-June elections, Gennady A. Zyuganov, proposed an economic program which would bring back many features of the Soviet-era economy, including protectionist trade policies, price and wage regulation and control of production. See Shogren (1996).
2. By the “market” we refer to an economic systems where for the most part individuals own the means of production and goods and
services are voluntarily traded.
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The most surprising finding by Shiller et al (1991),
however, is that the views expressed by Muscovites
were no less market friendly than those of New Yorkers. The authors conclude that the concerns that
many observers had expressed that the pace of economic reform was significantly constrained by antimarket sentiments, is probably exaggerated.3

have atrophied over decades of very limited use? If
the recuperation is quick there is no need for concern. If the recuperation of market skills is a slow
process, then it should be seriously considered in any
transition strategy for previously socialist societies.5

Even if anti-market attitudes in transition economies
are not an important obstacle to successful economic
reform, poor market skills may be. It seems plausible
that life under communism can create a mind set
that is not alert to profit opportunities. After all, entrepreneurship is likely to be, at least to some extent,
an acquired skilled. The impressions of most observers is that the levels of market skills in transition
economies, especially entrepreneurial skills, are low.
In their concluding section, Shiller et al give an example of a soap shortage in the Soviet Union in 1990
that went unexploited by would-be entrepreneurs.
They believed the soap example was typical of the
sort of problem economic reform was encountering
in the then Soviet Union. Such failure to exploit an
apparently clear profit opportunity may have been
due to a regulatory climate not conducive to enterprise, or it may have been due atrophied entrepreneurial abilities, the most important type of market
skill.4

Our ultimate aim is to gauge the impact that decades
of socialism in Cuba may have had on the entrepreneurial skills of its population. This paper is a first
step in achieving that aim. The work presented here
is very preliminary and it is primarily descriptive and
exploratory in nature. We approach the problem indirectly by looking at the self-employment rate of
Cuban immigrants to the United States. We view
self-employment as being related to entrepreneurial
skill, and we will look to see if the likelihood that a
Cuban immigrant is self-employed is negatively related to the amount of time the immigrant spent in
Cuba after 1959. The main advantage to studying
this group is that it allows us to abstract from the effect of a regulatory environment hostile to
enterprise—a problem that would be encountered
by any study looking at entrepreneurship in a socialist or a transition economy. The main drawback is
that the process of emigration is likely to select people in a way that is not independent of their entrepreneurial skills.

Low levels of market skills will result in a slower and
more difficult transition to a market economy, increasing the chances the full transition will never take
place. The key question is how long does it take for a
people to rebuild to normal levels market skills that

In the next section we describe the data and discuss
briefly some of the relationships it suggests. Then we
perform some descriptive estimation. We conclude
with a brief summary and some thoughts on future
work.

3. We are skeptical of the basic finding of Shiller et al (1991) that attitudes toward the market are very similar in socialist and market
economies. We cannot consider here all our reasons for our reservations. We only mention that we do not believe that New York and
Moscow are representative of the respective populations. Moscow was a center of political and economic reform in 1990, and we would
be surprised if attitudes there were not more favorable to markets than was typical of the rest of the Soviet Union. New York may well
be the “business and financial ‘capital’ of the United States,” as the survey authors refer to it, but that does not mean that a large portion
of its residents are business persons or professionals in financial firms. We suspect that other characteristics of New City, such as its large
welfare population, its high proportion of minorities, and its liberal voting record, makes it likely that its residents have attitudes toward
the market more hostile than the rest of the United States.
4. Shiller et al consider only the former explanation. The question then arises why such a regulatory system was then in place? The
conclusion they draw from their survey is that the explanation was not that in the Soviet Union the population was more anti-market
than in market economies.
5. If recovery of market skills is slow, incorporating economic and business education into the reform plan may be of considerable value.
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Table 1.

Basic Data on Self-Employement by Cuban-Americans
Total

Born in U.S.
Age of immigration less than 10

Fraction Self-employed
Excluding Medical and Law

0.113
0.131

0.101
0.118

0.246
0.195
0.140

0.230
0.184
0.135

0.250
0.222
0.181

0.237
0.216
0.177

0.131
0.149
0.153
0.180
0.172

0.120
0.147
0.152
0.179
0.172

20+ years of age in 1959:
Year of immigration 1960-65
Year of immigration 1965-75
Year of immigration 1975+
10-20 years of age in 1959:
Year of immigration 1960-65
Year of immigration 1965-75
Year of immigration 1975+
10 or less years of age in 1959:
Age of immigration 10-15
Age of immigration 15-20
Age of immigration 20-25
Age of immigration 25-30
Age of immigration 30+

DESCRIPTION OF THE DATA
Our data are taken from the Public Use Microdata
Samples of the 1980 and 1990 U.S. Census of Population and Housing. In keeping with the preliminary
nature of this work, we restricted our sample to men
residing in the state of Florida. To be included in our
sample a man had to be of Cuban origin, and be between the ages of 16 and 65. He had to be employed,
not in the military, and could not be a student. We
also excluded any man reporting non-zero farming
income or farming as his occupation.

Table 1 presents some basic data on self-employment
for various groups of Cuban-Americans. Column 2
provides total self-employment rates, which includes
both incorporated and non-incorporated businesses.
Column 3 excludes medical professionals and lawyers, two occupations with high rates of self-employment. We have divided the sample into mutually exclusive, but not exhaustive, groups, representing
different levels of exposure to life under socialism. In
going from top to bottom the groups roughly increase in exposure to life in post-1959 Cuba.

Neither the 1980 or the 1990 census records what
country an immigrant came from. We assume
throughout that every foreign born man in our sample came to the United States directly from Cuba.
This is, of course, not true, but we believe the biases
it introduces in the case of Cuban immigrants to the
U.S. is small. Another difficulty is that both censuses
report year of immigration as falling in a range. We
used the midpoint of each range as the year of immigration in computing time in the United States and
time in Cuba in our statistical work.6 In future work
we will avoid such an imputation.7

Let us first consider the group of immigrants whose
members were more than 20 years old in 1959.
Among them we see the pattern we would expect to
find if living under socialism reduced one’s entrepreneurial skills. Earlier immigrants have substantially
higher rates of self-employment than later immigrants. A similar pattern can be seen among immigrants who were between 10 and 20 years of age in
1959. Other explanations, of course, are possible.
The various immigrant cohorts, for example, differ in
the amount of time they have been in the United
States. If the likelihood of becoming self-employed

6. Such imputed values will sometimes result in a negative age of immigration. In those cases we assumed the individual migrated in
his first year of life.
7. In future estimation we will include each possible year of immigration in our likelihood functions, with each possibility weighted by
the fraction of Cuban immigrants for the relevant period entering the United States that year.
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Potential U.S. Work Experience of Self-Employed
Fraction Self-Employed/Potential U.S. Work Experience

Born in U.S.
Age of immigration less than 10

0-5

5-10

10-15

15-20

20-25

25+

0.022
0.043

0.104
0.104

0.102
0.166

0.241
0.253

0.153
0.184

0.180
0.200

NA
NA
0.104

NA
0.137
0.129

NA
0.165
0.138

0.231
0.207
0.000

NA
0.237
0.143

0.227
NA
0.185

NA
NA
0.103

0.182
0.185
0.207

0.103
0.185
0.157

0.243
0.229
0.353

0.229
0.266
0.100

0.290
NA
0.167

0.040
0.036
0.027
0.082
0.107

0.093
0.167
0.176
0.203
0.225

0.136
0.111
0.310
0.273
NA

0.181
0.207
0.182
NA
NA

0.209
0.400
NA
NA
NA

NA
NA
NA
NA
NA

20+ years of age in 1959:
Year of immigration 1960-65
Year of immigration 1965-75
Year of immigration 1975+
10-20 years of age in 1959:
Year of immigration 1960-65
Year of immigration 1965-75
Year of immigration 1975+
10 or less years of age in 1959:
Age of immigration 10-15
Age of immigration 15-20
Age of immigration 20-25
Age of immigration 25-30
Age of immigration 30+

rises with years in the U.S., later immigrants will be
less likely to be self-employed because they have been
here a shorter amount of time, and not necessarily
because they have lower entrepreneurial skills
Time in the United States is an observable characteristic, and we are able to control for it. This is done in
Table 2, where each group is further divided according to potential U.S. work experience. Potential U.S.
work experience is defined as age minus the largest of
the following: age of immigration, years of education
plus six, or 16. As expected, self-employment rates
tend to rise with potential U.S. work experience, especially in the earlier years.8 Table 2 also suggests
that age may have an independent effect. In the first
column, corresponding to 0-5 years of potential
work experience, the highest self-employment rates
are among groups that would tend to have higher average ages.
Returning to Table 1 and looking across all groups
we see a pattern which is not supportive of the hypothesis that life under socialism reduces the likelihood of being self-employed. All immigrant groups
have higher rates of self-employment than CubanAmericans born in the United States. Among immigrants, those with the least exposure to socialism, i.e.,

those who migrated under the age of ten, have the
lowest self-employment rates. Of course, the groups
in Table 1 differ more than in just exposure to socialism. The various groups differ in terms of several observable variables such as education, English proficiency, and age, that may contribute to the group
patterns observed in Table 1. Table 3 shows group
means for potential U.S. work experience, age, education and English proficiency, variables that likely
to be associated with self-employment. As can be
seen, those born in the United States tend to have
low potential work experience and tend to be younger, both of which would lead that group to have lower self-employment rates. They also tend to have
higher education and speak English well, characteristics we will see below are negatively related to selfemployment. Two other groups which also had low
self-employment rates in Table 1—those who immigrated under the age of 10 and those who were less
than 10 in 1959 and immigrated between the ages 10
and 15—have similar average values to those of the
U.S. born. In the next section we will see to what extent these variables account for the observed differences in self-employment rates.

8. The pattern is not perfect across cells, but that is probably due some of the cells having few entries.
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Table 3.

Characteristics of Self-Employed
Sample Averages
Potential U.S.
Work Experience

Born in U.S.
Age of immigration less than 10

Age

Education

Speaks English
Well

9.5
9.01

26.4
28.0

12.8
12.9

1.00
0.98

21.5
15.2
11.7

54.7
53.9
56.1

11.8
9.4
9.2

0.65
0.35
0.35

21.1
15.4
9.5

41.8
43.4
44.5

13.0
10.8
10.6

0.92
0.56
0.40

11.0
9.8
8.2
7.9
6.0

29.8
28.4
30.9
35.5
39.0

12.6
11.1
11.1
11.0
11.1

0.97
0.75
0.50
0.45
0.34

20+ years of age in 1959:
Year of immigration 1960-65
Year of immigration 1965-75
Year of immigration 1975+
10-20 years of age in 1959:
Year of immigration 1960-65
Year of immigration 1965-75
Year of immigration 1975+
10 or less years of age in 1959:
Age of immigration 10-15
Age of immigration 15-20
Age of immigration 20-25
Age of immigration 25-30
Age of immigration 30+

Besides differences in observable characteristics, men
in our sample also differ in unobservable characteristics that affect of self-employment rates. If those unobservable characteristics are correlated with observable ones, they will bias our estimates of the effect of
the latter on self-employment. We suspect that the
process of emigration from Cuba selects people who
tend to have high entrepreneurial skills. This can
happen for at least two reasons. First of all, entrepreneurs and would-be entrepreneurs would have been
among those who had the most to lose from confiscation of assets and from loss of livelihood, especially in
the early stages of the revolution.9 If entrepreneurial
skills are transferable, or if early immigrants managed
to take out some of their assets, they would have a
higher likelihood of being self-employed in the United States. It also seems possible, even probable, that
entrepreneurial skills are positively correlated with
characteristics, such as willingness to take risks, that
are associated with immigrants.
The hypothesis that emigration from Cuba has tended to select out persons with higher than average entrepreneurial skills is consistent with the difference
observed in Table 1 between immigrants and the

U.S. born, and it also accounts for some of the patterns among the immigrant groups. Consider first
those who were more than 10 years old in 1959.
Their self-employment rates are lower the later is the
period of their immigration, which is consistent with
the most entrepreneurial leaving first. For those who
were less than 10 years of age in 1959 we find that
self-employment rates rise with age of immigration.
This paradoxical pattern is also consistent with the
process of emigration selecting those with better entrepreneurial skills. The younger immigrants left
Cuba because their parents did. Whatever the selection process, it was operating on their parents, and
not on them. In any case, the selection by unobservable characteristics that the process of immigration
introduces into the data is a problem which must be
kept in mind. It is also one which may not be surmountable.
SOME DESCRIPTION OF ESTIMATES
We refer to the estimation we report on in this section as being “descriptive” because we do not wish at
this point to make claims to having identified chains
of causation. In Table 4 we present parameter estimates for some logit probability models. The logit

9. A similar point with respect to earnings is made by Borjas (1994).
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Parameter Estimates for Logit Probability Models

Variable

Constant
PUSWE - Potential U.S. Work Experience
PUSWE2
AGE - Age at Time of Census
AGE2
PUSWE X AGE
English Proficiency:
Well
Not Well
Not at All
Years of Education
MARIEL: Immigrated During 1980-81 at an Age of 16+
Mean Log-Likelihood
Number of Cases

I

-5.90**
0.74**
-0.20**
1.66**
-0.19**
0.06

-0.437
11958

Logit Estimation
Estimates
II
III

IV

-5.43**
0.96**
-0.19**
1.42**
-0.17**
0.02

-5.31**
1.03**
-0.19**
1.32**
-0.15**
0.02

-5.54
1.08**
-0.15**
1.35**
-0.15**
-0.03

0.11*
0.32**
0.25**
-0.10

0.10
0.30**
0.24*
-0.10
0.21**
-0.436
11958

0.09
0.29**
0.22*
-0.12
0.19*
-0.435
11958

-0.436
11958

** Significant at the 1% level.
* Significant at the 5% level.

was used for its simplicity of estimation, though it
may not be the best functional form for the problem
at hand. Column I gives the estimates for the set of
basic variables: potential U.S. work experience, age,
their squares, and an interaction term. As expected
the probability of self-employment rises with potential U.S. work experience and with age, but at a decreasing rate.10 Except for the interaction term, al the
other coefficients of the basic variables are significant
at the 1% level. These general features remain the
same when other variables are included in columns
II-IV.
Column II expands the set of variables to include English proficiency and education. Those who speak
only English or speak it very well make up the excluded English proficiency category. Interestingly,
the lower English proficiency categories are associated with higher rates of self-employment. The estimated coefficients do not change much when other
variables are included, though the significance levels
fall. Education is also negatively related to self-employment, though its coefficient is not significant at
conventional levels (it would be significant at 10%).
Tabulations not shown here suggest that the relation-

ship between education and self-employment may be
more complicated, and may be different for the various groups.
In column III we add a variable labeled MARIEL.
This is a dummy variable that takes on the value one
if a man immigrated to the United States in the interval 1980-81 and was at least 16 years old at the
time. The overwhelming number of Cuban immigrants in those years, of course, were those of the Mariel boat lift of 1980. It involved the immigration,
primarily to South
Florida, of a large number of individuals over a very
short period of time. Even though there is some evidence that the Mariel influx did not lower wages in
South Florida, there is the possibility that labor market pressures may have induced an unusually high
number to enter self-employment. This our justification for including the variable MARIEL. Its coefficient is indeed positive and significant in the two logits in which it was included.
Finally, column IV adds to the variables in column
III a set of dummy variables representing the groups
in Tables 1-3. The estimated coefficients for the

10. The units of potential U.S. work experience and age are tens of years.
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Table 5.

Estimated Coefficients for Logit Probability Models
Coefficients for Group Dummies
I
II

Born in U.S. - Excluded Group
Age of immigration less than 10

NA
0.22

NA
0.22

0.22
0.13
0.04

0.15
-0.00
-0.16

0.19
0.23
0.26

0.14
0.10
0.03

0.04
0.43*
0.45*
0.49*
0.49*

0.02
0.26
0.18
0.21
0.24

20+ years of age in 1959:
Year of immigration 1960-65
Year of immigration 1965-75
Year of immigration 1975+
10-20 years of age in 1959:
Year of immigration 1960-65
Year of immigration 1965-75
Year of immigration 1975+
10 or less years of age in 1959:
Age of immigration 10-15
Age of immigration 15-20
Age of immigration 20-25
Age of immigration 25-30
Age of immigration 30+

* Significant at 5% level

group dummies appear in Table 5. Besides the group
dummies, the logit for column I of that table includes the basic variables (as in column I of Table 5).
Column II includes English proficiency, education,
and MARIEL, in addition to the basic variables. In
both columns of Table 5 the estimated coefficients
measure effects relative to the excluded group, the
one composed of those born in the United States. To
obtain the relative effect between any two groups,
one has to take the difference of the coefficients of
the respective groups. To get a feel for what the magnitudes of these coefficients means, consider the following numerical example. If the probability of a
U.S. born Cuban-American is 0.10, then an identical
man from another group with coefficient 0.20 would
have a predicted probability of self-employment of
about 0.119. If the group coefficient had been 0.50,
the predicted probability for the immigrant would be
about 0.154.
Most coefficients in both columns are positive, implying higher self-employment rates, but only four in
column I are significant at conventional levels. The
coefficients in column II are lower than their corresponding value in column I, and none are significantly different from zero. The differences across the
two columns appears primarily to be the result of the

inclusion of the variable MARIEL in column II (see
column IV of Table 4).
SUMMARY AND CONCLUSIONS
The raw data presented in table 1 did not offer strong
support for the notion that the entrepreneurial skills
of Cuban-Americans as measured by self-employment rates was adversely affected by exposure to socialism in Cuba. Even after controlling for some variables that we would expect to be important,
immigrants still tend to have higher self-employment
rates. Most problematic are the groups whose members were less than 10 years old in 1959. Not only do
they tend to have the highest self-employment rates
after other variables are controlled for (Table 5), but
within those groups there seems to be no tendency
for self-employment to decline with length of time in
Cuba. The most that can be said in support of the
original hypothesis is that when the Mariel influx is
controlled for, (1) the group effects are statistically
insignificant, and (2) for those over 10 years of age in
1959, the relative sizes of the group effects falls with
length of time in Cuba.
Our preliminary findings are consistent with emigration from Cuba selecting out those with greater entrepreneurial skill. The biases such selection implies
could, in principle, distort our estimates consider-

326

Cuba in Transition

·

ASCE 1996

ably. In some cases it may mask the effect we were
looking for. In others it may create a pattern that can
be mistaken for time in socialist Cuba leading to a
decline in self-employment in the United States. We
do not know whether we will eventually be able to
correct for this sample selection bias. The problem is
difficult because we have data only on those who migrated to the United States. In any case, the necessary
next step is to develop an explicit model of the decision to become self-employed in the United States
and to emigrate from Cuba. Such a model will have
to show how entrepreneurial ability develops over the
life cycle, and how it interacts with labor market con-

ditions in the United States and Cuba, as well as with
the emigration process. A more complicated choice
process, perhaps involving income determination,
may be considered.
One final note on the two hypotheses of entrepreneurial skills deteriorating under socialism, and the
most entrepreneurial emigrating from socialist Cuba.
Both result in a reduction the in entrepreneurial
skills of the population remaining on the Island. For
some purposes it may not be crucial to distinguish
between the two causes, but simply to measure the
combined effect.
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