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Abstract: 
This paper presents research concerning unilateral economic sanctions imposed by the United States on Cuba.  
The various sanctions in place are identified and are discussed in terms of their underlying policy rationales 
and motivations.  The cumulative impact of these various sanctions is assessed from the perspective of the 
sanction target, Cuba, in both economic and social terms.  We then extend this analysis of sanction impact by 
identifying the impact on the sender country, the United States, and on third countries harmed and benefited by 
U.S. sanctions on Cuba.  The paper concludes by assessing the efficacy of current U.S. sanction policy on 
Cuba by highlighting economic as well as strategic costs and benefits of these sanctions and discusses 
implications of our assessments for future economic relations between the U.S. and Cuba. This paper is part of 
an ongoing research project on economic sanctions by the authors.  The ideas presented here were outlined at 
the BIE/CIBER Directors Annual Meeting in San Juan, Puerto Rico, June 27, 2002. 
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the United States, by allowing this breach of basic democratic principles, have created a credibility deficit with 
respect to demanding democracy for Cuba. 

Despite public statements by the Castro regime rejecting any retrenchment of socialist ideals and 
principles for Cuba (Wall Street Journal 2002b; Sandza and Remy 2002), most observers believe that some 
form of political and economic transition will occur in Cuba--either under Castro or, more likely, upon his 
death or cession of power.  Countries like Canada (Boehm 2002) have recognized the importance of working 
with Cuba now to plan for transition by providing assistance and training to shape the Cuban state 
administratively (and, potentially, politically and economically).  Canada has long provided such training and 
aid with the objective of forging an enduring partnership with, if not playing a future leadership role in, Cuba.  
The United States, on the other hand, lacks such leverage.  In summary we quote William Ratliff and Roger 
Fontaine (2000), who argue that “[U.S. sanctions policy toward Cuba is] so cluttered with contradictions and 
inconsistencies it has become a dishonest, embarrassing and pernicious policy unworthy of the United States.” 
 
Avoiding Bad Loans: A Small Blessing for U.S. Firms 
 

One clear, positive impact of sanctions for U.S. firms stems from restrictions on lending by U.S. 
financial institutions to Cuba.  Given the suspension of debt payments by Cuba in 1986 and the country’s 
inability to fully reschedule or renegotiate with the Paris Club, the likelihood of satisfactory resolution of 
claims by financial institutions against Cuba is low.  U.S. sanctions thus insulated U.S. financial institutions 
from what likely would have been a large-scale loss on bad debts in Cuba. 
 
 
THIRD-COUNTRY IMPACTS OF U.S. SANCTIONS AGAINST CUBA 
 

Many of the impacts of U.S. sanctions against Cuba are felt beyond the confines of the bilateral 
relationship.  Threats (and, occasionally, actual cases) of extraterritorial application of sanctions under Helms-
Burton are perhaps the most prominent of these third-country impacts.  We now highlight some of the more 
important impacts for particular countries. 
 
Caribbean Basin Countries 
 

The Caribbean basin countries are both blessed and cursed with sunshine and proximity to the United 
States.  Although favorable climates produce ideal conditions for growing tropical products (e.g., sugar, citrus, 
bananas, coffee, and tobacco) and attracting tourists, geography dictates that these nations are endowed with 
largely similar resources.  Other similarities, especially in cultural and political legacies, have resulted in 
common development paths focused on a reliance on monocrop exports (and, in countries like Cuba, Jamaica, 
and Trinidad & Tobago, mineral extraction). The imposition of trade sanctions on Cuba, a relatively large 
nation in the region, lessened competition for U.S. markets (and U.S. aid dollars) among Cuba’s neighbors.  
Should sanctions on Cuba be lifted, its Caribbean neighbors have the most to lose--especially in tourism and 
agriculture.  Of particular importance to many of these countries would be the redistribution of the U.S. sugar 
import quota, which would directly and immediately curtail their export earnings in this already beleaguered 
sector (Council on Foreign Relations 1999). 
 
Major Trade Partners 
 

Major exporters to Cuba that might be displaced by the United States if sanctions are lifted include 
Spain, Venezuela, Canada, France, and China.  Meanwhile, chief importers of Cuban goods--Russia, Canada, 
the Netherlands, Spain, France, China, and Japan--might have to pay higher costs for these products or find 
alternative suppliers (CIA 1999).  An assessment of potential market share/value shifts is beyond the scope of 
this exposition, however. 
 
Investor Nations 
 

Nations that have made investments in Cuba in sectors geared toward exports to the United States--
including big investors in tourism, agriculture, and cement production, such as Mexico, Canada, Australia, 
South Africa, Italy, Spain, and the Netherlands--stand to gain the most from the lifting of sanctions against 
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Cuba.  Secondary benefits would be enjoyed by firms in sectors benefiting from spill-overs from U.S. export 
sectors (upstream and downstream industries). 
 
Exile Community Linkages 
 

An open question concerns the potential role of the Cuban exile community in trading relations should 
sanctions be lifted.  Other than the United States, Venezuela and Spain have the largest Cuban diaspora 
communities.  It is possible that with further involvement by the U.S.-based exile community in the Cuban 
economy, heritage links could benefit Venezuela and Spain as well. 

We now turn our attention to conclusions we have drawn regarding the effectiveness of U.S. sanctions 
against Cuba. 
 
 
THE EFFECTIVENESS OF U.S. SANCTIONS AGAINST CUBA 
 

In our introduction, we argued for a disjunction of sanctions history at 1990 to reflect the involvement 
of the Soviet Union in the Cuban economy and Cuban affairs and, later, its withdrawal.  This disjunction is 
particularly important when assessing the effectiveness of sanctions.  For our purposes here, we argue that an 
effective sanction is one that, at a minimum, produces the intended result. 

In the 1960-1990 period, the stated objective of U.S. sanctions policy toward Cuba was to contain the 
threat and spread of communism in the Western Hemisphere.  Given the fact that every country in the 
Americas practices some form of democratic rule, the pre-1990 sanctions appear to have accomplished their 
objective (Council on Foreign Relations 1999).  Furthermore, the Soviet Union was believed to be spending 
half its foreign aid on Cuba, and this resource drain may have precipitated its fall and helped usher in 
democracy in the Soviet bloc. 

Once the Soviet Union collapsed, many (if not most) observers believed that a socialist Cuba’s days 
were numbered.  But national solidarity, coupled with policy flexibility, allowed Cuba to weather the storm in 
the “Special Period” following the fall of the Soviet Union.  The survival of the Castro regime and a socialist 
economic model in Cuba in the absence of Soviet support required a reassessment of U.S. sanctions policy.  
U.S. policymakers shifted gears, calling for a return to democracy in Cuba and, subsequently, protection of 
human rights as the “new” objectives of sanctions against Cuba.  An emerging form of “state capitalism” in 
Cuba, whereby limited economic activity is permitted to ensure the populace’s (and the Castro regime’s) 
survival, appears to be holding its own.  As recently as June 2002, Castro publicly declared, “Today we are 
taking another oath ... that we shall be unshakably faithful to the homeland, the revolution and to socialism, 
that imperialist domination and the capitalist system shall never return to Cuba” (Wall Street Journal 2002b). 

Most Americans believe the embargo against Cuba to have failed in reaching its stated objectives.  
The debate over the effectiveness of post-1990 sanctions on Cuba hinges on perceptions of whether sanctions, 
normalized relations, or enhanced engagement is most likely to produce a smooth, non-violent transition to 
democracy in Cuba.  U.S. policy elsewhere in the world, such as in China and Vietnam, favors enhanced 
engagement for achieving democratic ends.  Canada (among other countries) has chosen engagement with 
Cuba and is providing training and assistance to help shape and promote a transition to a democratic Cuba.  
Former U.S. President Jimmy Carter, along with many business, academic, and political observers, has called 
for the United States to adopt similar measures.  The success of the Cuban exile lobby in promoting a 
continued embargo has ensured that U.S. policy toward Cuba is unique in its insistence on a full return to 
democracy prior to lifting sanctions. 

Remittances, provided largely by the Cuban exile community to friends and family in Cuba, help 
explain the Cuban economy’s staying power.  Partly as a result, however, a dual economy has emerged in 
Cuba, creating extreme social tensions that are likely to produce one of two results.  The first scenario 
envisions a crackdown on economic liberalization to reduce disparities; the second involves some sort of 
violent overthrow pitting dollarized “haves” against peso-strapped “have nots.”  Given these scenarios, it 
appears that some sort of normalized relationship is in the best interest of the United States. 
 
Possible Areas for Normalization 
 

Property claims.  Normalizing relations with Cuba will necessitate resolving a significant sticking 
point: claims by U.S. corporations and citizens for properties nationalized or confiscated after the 1959 
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revolution.  The Cuban government estimates these claims to amount to roughly 50 years’ worth of exports by 
Cuba (Jatar-Hausmann 1999), while the United States Foreign Claims Settlement Commission values the 5,911 
certified claims at $1.85 billion, which includes a permitted interest accrual of 6% per annum (USCTEC 
2001c).  The Cuban government has settled claims raised in other countries, but argues that the negative 
economic effects of sanctions (which it estimates at $67 billion) must be offset against U.S. property claims.  
The Cuban American National Foundation (the pro-embargo lobby representing Cuban exiles) has stated 
publicly that private claims of houses can be released, but all commercial claims must be resolved (Hays 
2002).  An informal market reportedly is emerging in South Florida for buying claim rights of aging Cuban 
exiles at steep discounts, effectively monetizing these claims (Sanguinetty 2002). 

The situation appears ripe for some sort of brokering of key interests between the exile community, 
which seeks compensation for confiscated property, and the Cuban government, which wants to attract foreign 
investment and technology.  A mechanism whereby joint enterprise rights to former commercial holdings 
would be granted to former property owners might provide the currency needed to effect a workable solution 
on the property claims question. 

The joint enterprise rights would provide partial ownership of former commercial holdings that would 
become effective only upon rights holders investing a stipulated amount of capital, technology, or other 
valuable resources to the venture controlling the property.  Claimants could sell their joint enterprise rights to 
the highest bidder in an open market.  Cuba would gain infusions of capital and other important resources 
needed to reinvigorate lagging industry as well as create opportunities for new enterprise development.  As a 
nod to the need for human rights protection, a further stipulation might be the incorporation of some level of 
privatization for these joint enterprises, with potential entrepreneurial promotion within Cuba.  This sort of 
policy initiative to normalize economic relations with Cuba may be sufficient to satisfy the lingering concerns 
of the Cuban exile community in the United States. 

 
Travel and tourism.  Cuba welcomes visitors from the United States who spend dollars in the country.  

An inevitable result of travel by U.S. citizens in Cuba is an exchange of ideas and experiences.  Travel by 
professionals could promote the exchange of important information in areas such as biotechnology and organic 
agriculture, to the benefit of both nations.  By allowing for greater interaction between Americans and Cubans, 
a fuller understanding of each other’s economy and society is likely to result.  Common middle ground might 
be discovered--for example, the U.S. position could be modified to allow for an economic model in Cuba that 
arguably is capitalistic and perhaps, to a certain extent, democratic while relying heavily on socialist principles.  
Such hybrid models already exist in Scandinavian countries allied with the United States. 

We conclude that although the direct trade impact of sanctions on the United States and Cuba is small, 
many indirect effects will likely stay with both countries for a long time to come.  For the United States, Cuba 
will always remain a fairly insignificant trading partner in absolute terms, though certain sectors (such as 
agriculture) could stand to gain significantly from access to the Cuban market.  Despite the limited importance 
of trade considerations, the costs to U.S. political leadership in the region and beyond as well as the potential 
security interests in the region would indicate a need for the United States to consider normalizing relations 
with Cuba. 

The Cuban people clearly have a lot to gain from normalized trading relations with the United States.  
Cheaper, more varied, and higher-quality imported products would enhance the public welfare.  Export sales to 
a lucrative market such as the United States would provide Cuba with more resources to fund economic 
development.  Given the current regime’s adherence to an economic model that has not succeeded in producing 
economic prosperity and a stated policy of avoiding dependence on a single trading partner (even when such a 
partner represents the most viable and economically advantageous trading opportunities), it is questionable 
whether the potential economic gains from lifting sanctions would in fact be enjoyed by Cuba. 

Despite rhetoric and some actions to the contrary, Cuba is creeping toward market-based economic 
organization.  Whether the island is successful in fleshing out its emerging form of state capitalism in terms of 
providing prosperity and growth remains to be seen.  In the interim, economic hardships suffered by its citizens 
are conveniently attributed to U.S. sanctions, easing the regime’s ability to maintain control over the economy 
and society (Haass 1999). 
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