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Briefing sheet
Editor: Mark Keller

Forecast Closing Date: January 31, 2019

Political and economic outlook

A planned constitutional reform will limit the powers of the president, Miguel DíazCanel, who
took office in April 2018. The reform will decentralise power from the executive, raising risks to
political stability as different figures compete for authority.
The revolutionary leader and former president, Raúl Castro (200818), will retain control as head
of the ruling party and will remain an influential figure among the armed forces. The military will
continue to be an important political and economic powerbroker.
US-Cuba relations are likely to remain cool as long as Donald Trump is the US president,
although warmer relations are expected later in The Economist Intelligence Unit's 2019-23
forecast period. Ties with the EU will improve under a new bilateral co-operation accord.
Moves towards economic liberalisation will be cautious. The government will entrench existing
reforms rather than introduce major new ones. The non-state sector will expand, but we expect
the government to limit its pace of growth.
Cuts in Venezuelan aid, lower exports and austerity measures will keep GDP growth low in the
first half of the forecast period. It will pick up notably in 2021-23, helped by better access to
financing, growth in tourism and progress on economic reforms.
The authorities will unify the Cuban and convertible pesos in preparation for the eventual
removal of the convertible peso from circulation. The process is unlikely to begin before 2021.
We expect any transition to be gradual.

Key indicators
 2018a 2019b 2020b 2021b 2022b 2023b

Real GDP growth (%) 1.2 0.7 0.3 3.5 3.8 3.9

Consumer price inflation (av; %)c 6.9 5.4 4.6 5.1 6.7 6.4

Government balance (% of GDP) -8.2 -5.3 -4.1 -3.7 -3.1 -2.6

Current-account balance (% of GDP) 1.2 2.0 1.8 0.4 -0.8 -1.2

Unemployment rate (%)d 2.8 3.1 3.4 3.7 3.9 4.0

Exchange rate CUC:US$ (av)e 1.00 1.00 1.00 1.00 1.00 1.00
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts. c EIU estimate, based on

official data. d The official definition of unemployment includes only those laid off from employment who are

registered as seeking work. e Official rate.
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Key changes since January 10th

The US government has hinted that it may end its suspension of Title III of the Helms Burton
Act, which would permit US nationals to sue companies "trafficking" in confiscated properties
in Cuba. We have introduced this risk into our forecasts.
In the light of sanctions put on the Venezuelan state oil company, PDVSA, by the US
government, we have reduced our real GDP forecasts for 2019 and 2020, on the assumption that
Venezuela will be unable to continue sending oil supplies at current levels.

The month ahead

February 24th—Referendum on constitutional reform: Cubans will vote on the constitutional
reform that was passed by the National Assembly in late December. The measure will certainly
pass, but we expect that the government will allow a narrower margin of victory than usual, to
give the vote a democratic appearance.
March 2nd—US Helms Burton Title III suspension expires: On January 16th Mr Trump,
suspended Title III of the Helms Burton Act, as every US president has done since 1996.
However, he did it for 45 days rather than the usual six months, and hinted that further
suspensions may not be forthcoming.
TBD—Outcome of the Venezuela crisis: Our baseline forecast for Cuba is based upon our
assumption that the Venezuelan government and opposition will form a unity government this
year. However, a different outcome would cause us to alter our Cuba forecasts, with potential
downgrades to our real GDP growth forecasts.

Major risks to our forecast
Scenarios, Q4 2018 Probability Impact Intensity

Venezuela's economic crisis results in a sudden collapse of oil supply and

demand for Cuban service exports
High High 16

Weather-related shocks cause extensive damage to infrastructure High High 16

Eventual currency reform creates monetary instability Very high Moderate 15

An ageing population, net emigration and "brain drain" add to skilled-labour

shortages
High Moderate 12

Businesses suffer losses owing to theft High Moderate 12

Note. Scenarios and scores are taken from our Risk Briefing product. Risk scenarios are potential

developments that might substantially change the business operating environment over the coming two

years. Risk intensity is a product of probability and impact, on a 25-point scale.
Source: The Economist Intelligence Unit.
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Outlook for 2019-23

Political stability
The government will continue its transition to a new generation of leadership, amid a cautious
economic reform process and more challenging external environment. Political changes will be
codified via the constitutional reform, which was approved unanimously by the National
Assembly in December and will be put to public referendum on February 24th. The Economist
Intelligence Unit expects the reform to be approved, given the state's control over the electoral
apparatus. As the new president, Miguel DíazCanel, lacks the historical cachet of his
"revolutionary" predecessors, he will seek legitimacy by being seen to listen to the population.
For example, he rescinded unpopular new restrictions on the private sector and a proposed
legalisation of same-sex marriage, following public outcries. It is therefore possible that the
authorities may permit a larger degree of opposition in the constitutional referendum than is the
norm in popular votes, to give it a more democratic appearance.

The new constitution will decentralise the power structure among many stakeholders, rather than
investing executive authority in the hands of a single, powerful leader, as has been the case since
the 1959 revolution. It will re-introduce the role of prime minister (which was eliminated in 1976).
The prime minister, chosen by the president, will lead the cabinet in the day-to-day running of the
country, while the role of president will become more ceremonial.

Mr DíazCanel's predecessor, the revolutionary leader Raúl Castro (200818), will remain influential
as head of the ruling Partido Comunista de Cuba (PCC) and the Politburo, Cuba's highest
decision-making body, until the next party congress in 2021. Mr Castro retains significant
influence within the armed forces, an important political and economic powerbroker in Cuba.
As Mr Castro and the "revolutionary" generation exit the scene, new leaders will vie for authority
—especially given the more decentralised power structure—which will raise risks to stability.

Despite the political changes, economic and social reforms are likely to be only gradual, owing to
the government's wariness of the destabilising effects of liberalisation. Social protest could rise if
economic reforms fail to generate more opportunities and better living standards, or if the more
challenging external environment (brought on by tighter US sanctions and declining aid from
Venezuela) leads to social privation. Regardless, the government will maintain tight control over
institutions, and the security apparatus will prevent major unrest.

Election watch
Cuba’s oneparty system will largely remain unchanged in 201923. National and provincial
elections are held every five years and were last held in March 2018. Candidates are nominated
through municipal councils (elected every twoandahalf years) and by members of official “mass
organisations” (including labour unions, and organisations for students, women and farmers),
although the final decision rests with the PCC's candidates commission. Candidates are not
required to be PCC members, but most are. Although only one candidate is nominated for each
seat in National Assembly elections, nominees must be approved by a majority of voters.
The National Assembly chooses the president who, under the proposed constitutional reform, will
be limited to two five-year terms.
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International relations
US policy towards Cuba has grown more hostile since the start of 2019. The US government has
considered enforcing parts of the 1996 Helms Burton Act that would allow US nationals with
claims to property confiscated by the Cuban government after the 1959 revolution to sue
companies currently "trafficking" in that property. This could complicate the operations of many
foreign businesses operating in Cuba. Besides this, US trade sanctions in place since 1960 (which
can only be removed by the US Congress), and claims for embargo-related damages (by Cuba),
will continue to complicate the relationship. Given weak popular support for the embargo in the
US, our baseline forecast assumes that sanctions will be lifted once the US president, Donald
Trump, leaves office. Our current forecasts favour a Democratic victory in the 2020 US presidential
election, meaning this would be likely to occur in 2021. However, risks to this forecast are
extremely high, and an end to sanctions is unlikely as long as Mr Trump remains president.

Ties with the EU will improve, following the formal reinstatement of relations in November 2017,
and the EU will remain an important investment and lending partner. Cuba will remain a staunch
defender of the Maduro regime in Venezuela, as the country remains an import market for Cuban
services exports and a supplier of oil, but a reduction in aid, related to Venezuela's economic crisis,
will damage Cuba's economy. Cuba is expanding investment and commercial ties with other
nations, including China, Russia, Japan and Algeria.

Democracy Index: Cuba
Cuba's score declined for a second straight year in The Economist Intelligence Unit's 2018
Democracy Index, from 3.31 in 2017, to 3.00, leaving it firmly classified as an "authoritarian"
regime. The score decline largely relates to harassment of opposition candidates in the 2018
municipal elections, and the lack of transparency in the handover of presidential power in April
2018. Cuba ranks in last place regionally in democracy, and is one of Latin America's three
authoritarian regimes (along with Nicaragua and Venezuela). Globally, Cuba ranks 142nd out of
167 countries (down by 11 places from its 2017 ranking). Cuba ranks in the neighbourhood of
authoritarian regimes, such as the Communist government of Vietnam (139th), Russia and
Kazakhstan (tied at 144th), and absolute monarchies such as Oman (140th) and Swaziland (141st).

Democracy Index
 Regime type Overall score Overall rank

2018 Authoritarian 3.00 out of 10 142 out of 167

2017 Authoritarian 3.31 out of 10 131 out of 167

2016 Authoritarian 3.46 out of 10 =128 out of 167

Political transition unlikely to lead to further
democratisation

Cuba's poor score relates to a particularly low score in electoral process and pluralism, given the
one-party state and elections that are neither free nor fair. The government describes its political
system as participatory, in contrast to the representative model of liberal democracy. However, the
scope for debate is set by the political leadership. In 2018 Cuba saw the transfer of executive
power away from a member of the Castro family for the first time since the 1959 revolution, with
Miguel DíazCanel elected as president by the National Assembly in April. However, the elections
process that led up to this handover saw dissident candidates who tried to stand for local
elections intimidated, harassed or otherwise disqualified by the authorities. The transfer of power
has not resulted in a greater opening or a real change in authority. Although the revolutionary
leader, Raúl Castro, has left the presidency, he will continue to exercise power as chairman of the
ruling Partido Comunista de Cuba (PCC) until the next party congress in 2021. This assures his
continued control of the Politburo, Cuba's highest decision-making body. A constitutional reform,
introduced in August and approved by the National Assembly at year-end, allows some popular
participation, but enshrines the role of the ruling PCC and does not envisage greater political
opening or liberties such as direct election of the president. The reform will be voted on via
referendum in February 2019.

Cuba's also scores poorly for civil liberties. Opposition activities are suppressed by the Cuban
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authorities, under laws forbidding “enemy propaganda”, “disrespect” and “acts against the
independence or territorial integrity of the state”, as well as publicorder legislation. This is
unlikely to change in the future, given the strong domestic security apparatus, which will be
sensitive to any hint of instability. The government has denied holding political prisoners, but
human-rights groups insist that there are dozens in detention.

Political participation is relatively strong

Cuba's scores relatively well in other categories, including functioning of government, political
culture and political participation. This reflects highly centralised policymaking and the relative
lack of official corruption at high levels. There is a system of popular consultation, which
supports participation in national policy debates, as was demonstrated in the public consultation
period for the constitutional reform presented in late 2018, which has engendered some public
debate. Still, top political and ruling party leaders control decision-making. With the expansion of
access to the internet and a gradual relaxation in official views on freedom of expression, the
space for debate is growing, but no real political opposition is allowed. Institutions should be
strengthened via the constitutional reform, which will enshrine economic reforms, as well as
promote a separation of powers between the PCC and the government and a gradual
decentralisation of authority to the provincial level. Still, there is unlikely to be a major
improvement in Cuba's democracy score in the short term.

Democracy Index 2018 by category
(On a scale of 0 to 10)

Electoral

process

Functioning of

government

Political

participation

Political

culture
Civil liberties

1.08 3.57 3.33 4.38 2.65

A free white paper containing the full index and detailed methodology, can be downloaded from
www.eiu.com/democracy2018

Note on methodology

There is no consensus on how to measure democracy, and definitions of democracy are
contested. Having free and fair competitive elections, and satisfying related aspects of political
freedom, is the sine qua non of all definitions. However, our index is based on the view that
measures of democracy that reflect the state of political freedom and civil liberties are not "thick"
enough: they do not encompass sufficiently some crucial features that determine the quality and
substance of democracy. Our index therefore also includes measures of political participation,
political culture and functioning of government, which are, at best, marginalised by other
measures.

Our index of democracy covers 167 countries and territories. The index, on a 0-10 scale, is based
on the ratings (0, 0.5 or 1) for 60 indicators grouped in five categories: electoral process and
pluralism; civil liberties; functioning of government; political participation; and political culture.
Each category has a rating on a 0-10 scale, and the overall index of democracy is the simple
average of the five category indices.

The category indices are based on the sum of the indicator scores in the category, converted to a
0-10 scale. Adjustments to the category scores are made if countries do not score a 1 in the
following critical areas for democracy:

whether national elections are free and fair;
the security of voters;
the influence of foreign powers on government; and
the capability of the civil service to implement policies.

If the scores for the first three questions are 0 (or 0.5), one point (or 0.5 points) is deducted from
the index in the relevant category (either electoral process and pluralism or functioning of
government). If the score for question 4 is 0, one point is deducted from the functioning of
government category index.

The index values are used to place countries within one of four types of regime:

full democracies—scores greater than 8;
flawed democracies—scores greater than 6, and less than or equal to 8;
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hybrid regimes—scores greater than 4, and less than or equal to 6;
authoritarian regimes—scores less than or equal to 4.

Policy trends
Policymaking is forged in line with "guidelines" issued at PCC congresses held every five years.
The most recent guidelines, from the April 2016 congress, differ little from those unveiled at the
2011 congress, which introduced liberalising reforms to create more efficient markets and improve
productivity, and which suffered from weak implementation. The policies have fostered the
emergence of a non-state sector and a greater openness to foreign investment. More liberalising
measures are possible at the next party congress in 2021 (when Mr Castro will step down as PCC
chairman), but the transformation of Cuba's communist economy into one that is mixed will be
gradual, and will not result in full-blown capitalism in the forecast period.

Risks to economic liberalisation are substantial, given the state's half-hearted commitment to
independent enterprise, resistance from hardliners to reforms, and Cuba’s lack of experience with
financial and business regulation. Official unemployment was low in 2017, at 2.6% (latest available
figure), underscoring caution in reducing the state payroll. The non-state sector appears to be
absorbing workers dismissed by the state (almost a third of workers are employed in the private
sector), but private-sector expansion will be slow. In the short term, non-state jobs will remain
concentrated in restaurants, hotels and other tourism services, but will eventually expand into
construction, business services and other sectors. Foreign investment will rise in line with
government aims, but will fall short of the government's goal of US$2.5bn a year until later in the
forecast period.

Fiscal policy
Revenue and spending will fall as a share of GDP in 2019-23 as the public sector shrinks. The
government has planned a narrowing of the deficit, from a reported 8.2% of GDP in 2018, to 5.3%
of GDP in 2019. We believe that deficits will remain large, but will gradually narrow over the
remainder of the forecast period, reaching 2.6% of GDP by 2023. The narrowing will be
necessitated by the government's scant access to external finance, and limited sources
of domestic finance: up to 70% of the deficit is reportedly financed by bonds purchased by state-
owned banks (drawing on savings by citizens and state-owned companies), with the remainder
monetised. Following four years of relatively high deficits (averaging 7.4% of GDP in 2015-18),
the government may be close to exhausting domestic financing sources, and wary of resorting to
greater monetisation.

We expect Cuba to remain barred from membership in multilateral institutions such as the World
Bank and Inter-American Development Bank as long as US sanctions remain in place, given US
veto power in both institutions. However, lending from other multilateral institutions, such as the
Development Bank of Latin America (CAF) and the Central American Bank for Economic
Integration, remains possible, particularly for investment projects. We also expect some renewed
bilateral lending from the EU, following a debt rescheduling agreement with the Paris Club.

Monetary policy
The large informal economy and different markets with divergent prices and exchange rates
complicate monetary management. The authorities will seek to balance demand and supply of the
two currencies, the convertible peso (CUC, set at CUC1:US$1) and the Cuban peso (CUP, officially
CUP1:CUC1, but unofficially set at CUP24:CUC1), in preparation for elimination of the CUC.
The authorities occasionally hint at plans for currency unification, but no official timeline has
been laid out. Given the constitutional reform process and external challenges, we do not foresee a
unification of the two currencies beginning until at least early 2021. Should the authorities
withdraw the CUC earlier than we currently forecast, they would address price instability with
heterodox measures, including controls on foreign exchange, prices, wages and credit. After the
initial shock, authorities would shift towards indirect measures, using increasingly market-led
financial institutions and instruments.

Cuba 7

Country Report February 2019 www.eiu.com © Economist Intelligence Unit Limited 2019



International assumptions
 2018 2019 2020 2021 2022 2023

Economic growth (%)

US GDP 2.9 2.3 1.3 1.7 2.0 1.8

OECD GDP 2.3 1.9 1.5 1.8 2.0 1.9

World GDP 3.0 2.8 2.5 2.9 2.9 2.9

World trade 4.3 3.4 2.8 4.0 3.7 3.9

Inflation indicators (% unless otherwise indicated)

US CPI 2.6 2.4 1.6 1.8 1.7 1.8

OECD CPI 2.6 2.6 2.1 2.0 2.0 2.1

Manufactures (measured in US$) 6.2 3.7 2.8 2.6 3.7 3.0

Oil (Brent; US$/b) 71.1 66.0 60.5 69.8 75.6 75.0

Non-oil commodities (measured in US$) 1.9 -1.1 3.9 2.0 1.5 0.6

Financial variables

US$ 3-month commercial paper rate (av; %) 2.1 2.9 2.3 2.3 2.8 3.2

Official exchange rate CUC:US$ (av) 1.00 1.00 1.00 1.00 1.00 1.00

Exchange rate US$:€ (av) 1.18 1.19 1.22 1.21 1.24 1.24

Economic growth
The economy will remain under strain in the short term, owing to continued limited access to
foreign exchange, resulting from reduced aid and oil shipments from Venezuela, the re-imposition
of commercial and tourism restrictions by the US, and lower prices for Cuba's commodity exports
(mainly nickel and sugar). Given the imposition of US sanctions on PDVSA, we have reduced our
growth expectations for 2019, as oil shipments from Venezuela are likely to decline significantly,
placing strain on an economy already suffering from hard currency shortages and uncertainty
resulting from US sanctions. We now believe that growth will slow from an estimated 1.2% in 2018
to 0.7% in 2019. Growth will then slow to 0.3% in 2020, as a forecast economic slowdown in the US
in 2020 will dampen growth in remittance flows from Cuban workers there and reduce worldwide
tourism growth (especially from Canada, Cuba's main source of tourists). Growth could come in
lower if the US were to introduce the clauses in Helms Burton that allow US nationals to sue
companies "trafficking" in property confiscated by the Cuban state, which would spook foreign
investors.

GDP growth will accelerate from 2021, assuming a lifting of US sanctions that year, which will spur
trade, tourism and investment. We forecast average annual real GDP growth of 3.7% in 2021-23.
Our forecasts assume that economic reforms will slowly advance, access to international finance
and trade will improve, and state sector rationalisation will generate efficiency gains. Private
consumption will be supported by remittances and the transfer of activity from the state to the
private sector. Gradual economic liberalisation will encourage private investment. Remittances will
be the chief source of financing for small businesses. However, the banking system will expand,
assuming a larger role in financing investment and, partly, consumption.

Economic growth
% 2018a 2019b 2020b 2021b 2022b 2023b

GDP 1.2 0.7 0.3 3.5 3.8 3.9

Private consumption 1.1 0.9 0.5 4.9 5.3 5.2

Government consumption 2.4 -1.8 -0.7 4.1 0.6 1.1

Gross fixed investment 3.2 1.1 0.8 6.3 9.1 8.2

Exports of goods & services -6.1 -3.3 -2.7 8.6 8.3 8.5

Imports of goods & services -4.1 -6.2 -3.1 18.9 14.3 13.3

Domestic demand 1.7 0.3 0.3 4.9 4.8 4.8

Agriculture -5.5 6.1 1.6 3.8 4.5 3.7

Industry 2.1 -0.4 -0.7 4.7 5.1 4.4

Services 1.3 0.8 0.5 3.2 3.5 3.8
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts.
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Inflation
In the absence of official data, we estimate that inflation will slow to 5% at end-2019 and to 4.6% at
end-2020, driven by lower domestic demand. Inflation will increase to an average of around 6% per
year in 2021-23, assuming higher levels of domestic demand amid currency unification and the
lifting of US sanctions. The effect of currency unification is difficult to forecast, as there
are different price sets in various markets, with some basic goods substantially out of line with
market values. The Banco Central de Cuba (the central bank) will use indirect instruments to curb
inflation, while the Ministry of Finance will contain administered prices and wages. Concerns
about the inflationary impact of currency unification and price liberalisation will prompt
the authorities to implement the policy over a period of many years, but the effect should be partly
cushioned by firmer competition and expanded output.

Exchange rates
The CUP is used for salaries and locally produced goods, and the CUC is used in hard-currency
retail outlets, for imports and by tourists. The CUC is fixed at CUC1:US$1. There are nine exchange
rates between the two currencies, the two principal ones being the “official” rate of CUP1:CUC1,
used in the state sector, and an unofficial but legal rate of CUP24:CUC1, used for personal
transactions and in the nonstate sector (the “Cadeca” rate). Some sectors of the economy (such
as the Mariel Special Development Zone—a manufacturing and port complex—and agricultural
sales to the tourism sector) use intermediate rates of CUP10:CUC1 or CUP11:CUC1. The system is
distortionary, making it difficult to measure the economy’s size or calculate costs and prices.

The authorities intend to unify the two currencies, and are preparing by building up international
reserves. There is no timetable for unification, and we do not expect the process to be undertaken
until early 2021, when a lifting of US sanctions will ease access to external finance. From 2021
we believe that there will be a gradual strengthening of the Cadeca exchange rate (although
officially this will be a devaluation of the CUP1:CUC1:US$1 rate), settling around CUP15:CUC1,
after which the CUC will be removed from circulation. If the process provokes extreme instability,
it could be prolonged.

External sector
The current-account surplus will increase from an estimated 1.2% of GDP in 2018, to 2% of GDP in
2019. This will owe to a narrower trade deficit, as the sugar harvest recovers from its 2018 collapse,
supporting export revenue, and as the import bill declines alongside reduced need to import
construction materials, following the recovery from Hurricane Irma in 2017. However, the current-
account surplus will slowly dwindle over the remainder of the forecast period, before shifting into
deficit in 2022. As a percentage of GDP, the trade deficit will narrow in 2018-20, largely owing to
compression of the import bill in the light of shortages of foreign currency, before expanding in
2021-23 amid a projected lifting of US sanctions.

The deterioration of the current-account surplus will largely be due to a narrowing of the services
surplus—despite rising tourism income—as a result of dwindling medical and other professional
services sales to Venezuela. The primary income deficit will widen, driven by profit repatriation by
foreign companies and debt interest payments, but it will be more than offset by a growing
secondary income surplus, reflecting strong remittance inflows.

The shift into current-account deficit will coincide with gradually increasing foreign investment
and official lending, but even so, we project a decline in reserves cover. The authorities do not
publish data on international reserves; we estimate an end-2019 level of US$10.6bn (11.5 months
of import cover). Reserves coverage will decrease as currency unification gets under way, the cost
of servicing rescheduled debt increases and import levels rise, but it will remain above six months.
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Forecast summary
Forecast summary
(% unless otherwise indicated)

 2018a 2019b 2020b 2021b 2022b 2023b

Real GDP growth 1.2 0.7 0.3 3.5 3.8 3.9

Industrial production growth 2.1 -0.4 -0.7 4.7 5.1 4.4

Gross agricultural production growth -5.5 6.1 1.6 3.8 4.5 3.7

Unemployment rate (end-period) 2.8 3.1 3.4 3.7 3.9 4.0

Consumer price inflation (av) 6.9 5.4 4.6 5.1 6.7 6.4

Consumer price inflation (end-period) 5.3 5.0 4.6 5.5 7.1 6.3

General government balance (% of GDP) -8.2 -5.3 -4.1 -3.7 -3.1 -2.6

Exports of goods fob (US$ bn) 2.1 2.4 2.5 2.6 3.0 3.3

Imports of goods fob (US$ bn) 10.6 9.8 9.6 12.0 14.3 16.6

Current-account balance (US$ bn) 1.3 2.3 2.1 0.5 -1.1 -1.8

Current-account balance (% of GDP) 1.2 2.0 1.8 0.4 -0.8 -1.2

External debt (year-end; US$ bn) 29.7 29.2 29.0 29.7 30.4 30.6

CUC:US$ (av)c 1.00 1.00 1.00 1.00 1.00 1.00

CUC:US$ (end-period)c 1.00 1.00 1.00 1.00 1.00 1.00

CUP:CUCd 24.00 24.00 24.00 22.70 19.01 15.92
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts. c Official rate. d Cadeca rate.
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Data and charts

Annual data and forecast
 2014a 2015a 2016a 2017b 2018b 2019c 2020c

GDP        

Nominal GDP (US$ m) 80,656 87,133 91,370 96,851a 105,815 111,931 117,233

Nominal GDP (CUC m) 80,656 87,133 91,370 96,851a 105,815 111,931 117,233

Real GDP growth (%) 1.0 4.4 0.5 1.8a 1.2 0.7 0.3

Expenditure on GDP (% real change)        

Private consumption 4.6 7.4 4.1 1.3a 1.1 0.9 0.5

Government consumption -1.0 0.0 -0.2 2.2a 2.4 -1.8 -0.7

Gross fixed investment -4.9 18.3 7.5 1.3a 3.2 1.1 0.8

Exports of goods & services -2.8 -0.1 -19.7 0.0a -6.1 -3.3 -2.7

Imports of goods & services -1.5 10.1 -10.6 -1.6a -4.1 -6.2 -3.1

Origin of GDP (% real change)        

Agriculture 2.2 2.5 5.8 -1.4a -5.5 6.1 1.6

Industry -2.9 8.8 -1.9 2.2a 2.1 -0.4 -0.7

Services 2.3 3.2 1.2 2.1a 1.3 0.8 0.5

Population and income        

Population (m) 11.4 11.5 11.5b 11.5 11.4 11.4 11.4

GDP per head (US$ at PPP) 11,707b 12,334b 12,517b 13,003 13,327 13,664 14,056

Recorded unemployment (av; %) 2.7 2.4 2.4 2.6a 2.8 3.1 3.4

Fiscal indicators (% of GDP)        

Public-sector revenue 58.8 57.4 56.5 57.4a 54.5 53.6 52.9

Public-sector expenditure 60.8 63.4 63.3 66.0a 62.8 58.9 57.0

Public-sector balance -2.0 -6.0 -6.8 -8.6a -8.2 -5.3 -4.1

Net public debt 38.5b 40.3b 42.7b 46.7 48.3 49.0 49.4

Prices and financial indicators        

CUC:US$ (official rate; end-period) 1.00 1.00 1.00 1.00 1.00 1.00 1.00

CUP:CUC (secondary rate) 24.00 24.00 24.00 24.00 24.00 24.00 24.00

Consumer prices (av; %) 5.3b 4.6b 4.5b 5.5 6.9 5.4 4.6

Stock of money M2 (% change) 21.1 9.3 13.1 3.9 5.1 3.2 2.5

Current account (US$ m)        

Trade balance -7,952 -8,173 -7,756b -7,508 -8,533 -7,432 -7,128

 Goods: exports fob 5,149 3,572 2,546b 2,704 2,068 2,416 2,463

 Goods: imports fob -13,101 -11,745 -10,302b -10,212 -10,601 -9,849 -9,591

Services balance 11,899 10,509 9,804b 9,337 8,715 8,058 7,600

Primary income balance -1,054b -1,350b -1,399b -1,234 -1,213 -1,180 -1,178

Secondary income balance 219b 436b 1,254b 1,788 2,289 2,805 2,814

Current-account balance 3,112 1,422 1,903b 2,384 1,258 2,251 2,109

External debt (US$ m)        

Debt stock 29,913b 30,327b 29,891b 29,891 29,701 29,243 28,997

Debt service paid 1,540b 1,826b 4,366b 1,801 1,989 1,933 2,014

 Principal repayments 650b 964b 3,524b 954 1,139 1,082 1,148

 Interest 890b 862b 842b 847 850 851 866

International reserves (US$ m)        

Total international reserves 11,103b 11,803b 12,003b 11,353 10,953 10,553 9,753
a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts.
Source: IMF, International Financial Statistics.
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Annual trends charts
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Monthly trends charts
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Comparative economic indicators

Basic data

Land area

110,000 sq km: mainland 105,000 sq km; Isle of Youth (Isla de la Juventud) 2,000 sq km; keys 3,000
sq km

Population

11.2m (December 2015)
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Climate

Subtropical; average temperature 25°C, average relative humidity 81%

Weather in Havana (altitude 24 metres)

Hottest month, August, 2432°C (average monthly minimum); coldest months, January and
February, 1827°C; driest months, January and February, 38 mm average rainfall; wettest month,
September, 183 mm average rainfall

Weights and measures

Metric system; also old Spanish units. Sugar is often measured in Spanish tonnes (2,271 lbs), and
there is a Cuban quintal of 101.4 lbs, made up of 4 arrobas. For area measurement, one Cuban
caballería equals 13.4 ha or 33.16 acres

Currency

There are currently two domestic currencies: the Cuban peso (CUP), in which prices and wages
are denominated within the domestic economy, and the convertible peso (CUC), used in “hard
currency” retail outlets, and for imports and tourist expenditure. In both currencies, one peso is
equal to 100 centavos. The official exchange rates, used in national income and fiscal accounting
aggregates, are CUP1:CUC1 and CUC1:US$1. There are nine CUP:CUC exchange rates, the most
common being the unofficial but legal rate (known as the "Cadeca" rate) of CUP24:CUC1, used
mainly for personal transactions.

The government plans to eliminate the CUC, but has not given a date for the change, or the
proposed value of the Cuban peso. As part of the improvement in relations with the US, in March
2016 Cuba agreed to end a 10% commission charged for the exchange of US dollars within Cuba
(although this has not yet come into force); there is no such charge for the conversion of other
currencies into convertible pesos. Since 2002 euros have been accepted in some tourist resorts

Time

4 hours behind GMT (5 hours behind GMT in November-March)

Public holidays

January 1st (Liberation Day) and 2nd (Victory Day); April 19th (Good Friday); May 1st (Labour
Day); July 25th-27th (Anniversary of the Revolution); October 10th (War of Independence);
December 25th (Christmas Day); December 31st (New Year’s Eve)
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Political structure

Official name

Republic of Cuba

Form of government

Centralised political system, with close identification between the Partido Comunista de Cuba
(PCC) and the state

Head of state

The president, Miguel DíazCanel, took over from Raúl Castro on April 19th 2018.

The executive

The Council of Ministers is the highest executive body; its Executive Committee is composed of
the president, the first vice-president and the vice-presidents of the Council of Ministers

National legislature

National Assembly of People’s Power; 612 members elected by direct ballot. The full Assembly
meets twice a year, and extraordinary sessions can be called. National Assembly working
commissions operate throughout the year

Legal system

A People’s Supreme Court oversees a system of regional tribunals; the Supreme Court is
accountable to the National Assembly

National elections
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Provincial and national assembly elections were last held in March 2018. A new president was
chosen by the National Assembly in April.

National government

The organs of the state and the PCC are closely entwined, and power devolves principally from
the Executive Committee of the Council of Ministers

Main political organisation

The Partido Comunista de Cuba (PCC) is the only legal political party. Official “mass
organisations” (including labour unions, and organisations for students, women and farmers) are
a feature of the Cuban political system

Key ministers

President of the councils of state & ministers: Miguel DíazCanel Bermúdez

First vicepresident: Salvador Valdés Mesa

Secretary of the Council of Ministers: Homero Acosta Álvarez

President of the National Assembly: Juan Esteban Lazo Hernández

Agriculture: Gustavo Rodríguez Rollero

Communications: Jorge Luis Perdomo Di-Lella

Culture: Alpidio Alonso Grau

Domestic trade: Betsy Díaz Velázquez

Economy & planning: Alejandro Gil Fernández

Education: Ena Elsa Velázquez Cobiella

Energy & mines: Raúl García Barreiros

Finance & prices: Meisi Bolaños Weiss

Foreign relations: Bruno Rodríguez Parrilla

Foreign trade & investment: Rodrigo Malmierca Díaz

Higher education: José Ramón Saborido Loidi

Industry: Alfredo López Valdés

Interior: Julio César Gandarilla Bermejo

Justice: Oscar Silveira Martínez

Labour & social security: Margarita González Fernández

Public health: José Ángel Portal Miranda

Revolutionary armed forces: Leopoldo Cintra Frías

Science, technology & the environment: Elba Rosa Pérez Montoya

Tourism: Manuel Marrero Cruz

Transport: Eduardo Rodríguez Dávila

Central bank president

Irma Martínez Castrillon
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Recent analysis
Generated on February 7th 2019

The following articles have been written in response to events occurring since our most recent forecast was
released, and indicate how we expect these events to affect our next forecast. 

Politics

Forecast updates

Canada reduces embassy staff, citing mystery attacks

February 5, 2019: International relations

Event

On January 30th Global Affairs Canada, the Canadian foreign ministry, announced that it would
withdraw half of its staff members from the Canadian embassy in Cuba, citing mysterious health
symptoms similar to those that affected US embassy staff in 2017.

Analysis

The announcement came after a 14th Canadian embassy employee or family member tested
positive for "unusual health symptoms". Canadian diplomats, like their US counterparts, began
reporting mysterious health problems in the first half of 2017. In total some 26 US diplomats and
intelligence operatives have reported being afflicted by the mystery health attack, the symptoms
of which include hearing loss, nausea, vertigo, headaches and memory loss. A plethora of
explanations have been put forward, including sonic attacks, microwave weapons, crickets, group
hysteria, and false flag operations.

Whereas the US government took the step of withdrawing most of its embassy staff (cutting
operations by 60% in September 2017), Canada has until now taken a more cautious approach.
Canada kept its embassy staff in place but withdrew family members of diplomats last April.

However, in light of the continued incidents, Global Affairs Canada decided to cut diplomatic staff
from 16 to a maximum of eight. The Canadian embassy in Havana will, however, continue to
provide full consular services. The Cuban ambassador to Canada, Josefina Vidal, said that Cuba
remains committed to strong bilateral ties, but said the move would jeopardise the relationship by
playing into the hands of US moves to isolate Cuba.

In contrast to relations with the US, Cuban-Canadian ties remain close. Canadians are major
investors in Cuba, particularly in mining, and bilateral trade between the two countries totalled
US$790m in 2017. Canada is also Cuba's most important tourism market, accounting for 23% of all
foreign arrivals in the country. Given this role and the close ties between the two countries, Global
Affairs Canada emphasised that Canadian travellers were not at risk of being attacked. This is in
contrast to the tack taken by the US, which raised the travel alert for US travellers to Cuba
between January and August 2018, warning of possible attacks.

Impact on the forecast

Although the withdrawal of staff will affect Canada's ability to carry out efforts to promote
Canadian interests and the monitoring of human rights in Cuba, we do not currently expect the
bilateral Cuban-Canadian relationship to suffer, and the economic relationship between the two
countries should remain strong. Our forecast therefore remains unchanged.
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Economy

Forecast updates

Tourist arrivals have another record year

February 5, 2019: External sector

Event

Unofficial figures from the Ministry of Tourism show that, year on year, visitors to Cuba reached
another record high in 2018, increasing by 0.9% to 4.7m.

Analysis

The increase was much slower than the double-digit growth rates achieved in 2015-17, but is
nevertheless notable given the difficult year faced by the Cuban tourism industry.

On the broadest level, Cuba bucked the regional trend, with the World Tourism Organisation
reporting that tourism to the Caribbean fell by 2.3% in 2018. Cuba was battered by the effects of
Hurricane Irma, which struck the island in late 2017. Although the Category 5 storm struck
important tourism zones, all major hotels were up and running by the first quarter of 2018. Still,
perceptions of damage dented bookings in the final quarter of 2017, leading to lower arrivals year
on year.

The tourism industry also faced new travel restrictions enacted by the US government from
November 2017, which made independent travel more difficult. Furthermore, from January to
August 2018 the US (the largest growth market in the last three years) also raised the travel
warning for the island to level 3 ("reconsider travel"), citing mystery health "attacks" on
diplomatic staff. Travel agencies were obligated to warn US holidaymakers of the risks of
travelling before purchasing flights or making hotel reservations, deterring some travellers.
Nevertheless, US (non-Cuban-American) visitors grew from 619,777 in 2017 to 638,365 in 2018.
However, most of this was driven by a doubling in visitors arriving by cruise ship (to 341,005 last
year), given that cruise companies are not subject to the US administration's restrictions.

Although visitors from Mexico, Russia and China posted significant increases, those from Canada
(Cuba's traditional primary tourist market) declined for a third consecutive year. This was
attributed to higher prices for accommodation, food and drink, owing in no small part to the boom
in US arrivals. Evidence shows that Canadians are increasingly frequenting other destinations
such as the Dominican Republic, where Canadian arrivals increased by 8% last year.

Impact on the forecast

We expect continued modest growth in arrivals in 2019, but do not expect annual overall arrivals
to exceed 5m this year or next. Moreover, given the US restrictions, earnings from tourism will be
less robust, as most new arrivals come via the less lucrative cruise industry. Our forecast therefore
remains unchanged.

Analysis

More aggressive US foreign policy casts a shadow on Cuba

February 5, 2019

Recent moves by the US have clouded Cuba's short-term outlook. In mid-January the US
government said that it would explore lifting the executive waiver on Title III of the 1996 Helms-
Burton Act that would allow US nationals to sue foreign companies operating in Cuba. If passed,
this would have a chilling effect on foreign investment in the country. The other factor affecting
the outlook is the tougher stance that the US government has taken against the regime of
Nicolás Maduro in Venezuela in the midst of that country's constitutional crisis. This will
probably further hamper the ability of Venezuela to provide aid and oil to Cuba.

The US administration has taken a tougher stance since the start of 2019 against those regimes
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that the US national security advisor, John Bolton, classified last year as "the troika of tyranny":
Cuba, Venezuela and Nicaragua. In the case of Cuba, in early January the US president, Donald
Trump, extended the waiver on Title III of the Helms-Burton Act, as each of his predecessors have
done since the act was passed by the US Congress in 1996. Title III is a provision that would
enable US nationals to sue foreign firms and individuals now "trafficking" (controlling or owning)
assets that were confiscated by the Cuban government following the 1959 revolution. This has
long been a demand of Cuban-Americans, many of whom fled Cuba in the wake of the revolution,
and whose property was thereafter expropriated by the state. Should Title III come into force, it
would open the way for Cuban-Americans to sue many companies now operating in Cuba.

Although Mr Trump extended the waiver, he did so for just 45 days rather than the customary six
months. The suspension is now due to expire in early March. Furthermore, Mr Trump took the
unprecedented step of saying that his administration would explore allowing the clause to come
into effect.

Title III would have a chilling effect on foreign investment

Title III would allow US nationals to sue companies operating hotels that were previously
expropriated or built on confiscated land, which could have a particularly chilling effect on Cuba's
tourism industry. US nationals would be able to sue companies using or paying tolls to port
terminals in Havana or Santiago (such as cargo or cruise ships), as both ports were formerly
privately owned. Havana's José Martí International Airport is built on land that was expropriated
after the revolution, meaning that air carriers could be subject to legal action if they operate out of
the airport. Around 6,000 cases have already been certified by US courts, totaling nearly US$9bn.
Allowing Title III to come into force would therefore open up the Cuban government to major
financial risks, since it would not be able to afford any compensation or settlement, even if it were
to reverse its decades-old policy and wish to do so.

Moreover, the legal risk would provide a major disincentive for foreign companies to operate in
Cuba, as they would be concerned about the potential to be subject to legal action in US courts.
This could also apply to companies already in Cuba, who could choose to withdraw rather than
face legal challenges. This would abruptly stem the flow of investment to Cuba, which has risen
sharply since former US president, Barack Obama (2009-17), initiated warmer relations with Cuba.
This would put considerable pressure on Cuba's weak economy, which is struggling to achieve a
steady GDP growth trajectory despite significantly higher foreign investment.

The threat alone of enforcing Title III is likely to at least temporarily suspend investment in Cuba,
as companies take a wait-and-see approach. Given the risks and judicial chaos that enforcement of
Title III would entail for the US (including an international outcry from allies in Europe and Latin
America, and counter-challenges from foreign and US companies being sued) this chill and ability
to affect Cuba's economy may be the US administration's primary aim. The tactic is likely to prove
successful, with a short-term cooling in economic activity.

Venezuela poses another risk

The US administration has taken a firm stance against the regime of Mr Maduro in Venezuela as
that country undergoes a constitutional crisis. To increase pressure on Mr Maduro's regime, in
late January the US government introduced sanctions on the Venezuelan oil company, PDVSA, in
an effort to cut off the regime's major source of hard currency. Given that Venezuela is Cuba's main
source of imported oil, and also of services income (in the form of professional sales of medical
and intelligence services), this could prove damaging to Cuba.

In the short term Venezuela is unlikely to be able to continue supplying Cuba with hard-currency
payments for its services, given that the sanctions will probably result in much-reduced income.
This will further exacerbate Cuba's hard-currency shortage. However, there are upside risks as
well. Given that less Venezuelan oil will now be sent to the US, it is possible that Cuba could see
an increase rather than decrease in Venezuelan oil sent to the country (the value of imports from
Venezuela in 2016 was nevertheless roughly 30% of what it was at the peak in 2010-14). In fact,
Cuba could arise as an intermediary to sell Venezuelan oil on the global market as it did during
2010-14, when oil exports accounted for almost half of Cuban export income, compared with 15%
in 2016 (latest available data).

Still, the risk highlights Cuba's dependence on the Venezuelan regime. Our forecasts for Cuba
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have long factored in our baseline forecast for Venezuela—that regime change would occur in
2019 as the Maduro government became unable to maintain its patronage network in a climate of
reduced oil revenue. But we assumed this would end in a mixed government between the ruling
Partido Socialista Unido de Venezuela (PSUV) and the opposition. Under this scenario, coupled
with Venezuela's ongoing economic crisis, we factored in a gradual but continued decline both in
services income and reduced oil shipments from Venezuela. However, with the crisis developing,
there are risks to our forecast, with other scenarios possible, including an outright toppling of the
PSUV-led government, which could see a much more drastic decline in Venezuelan aid or
payments to Cuba.

Cuba will continue to diversify relations

In the face of a more hostile US under the Trump administration and a more unstable Venezuela
under Mr Maduro, our long-time assumption on international and trade relations was that Cuba
would diversify trade partners and reach out to former cold war allies such as Russia and China
alongside the EU and Japan. This view remains unchanged. However, the threat of the
introduction of Title III or a different outcome in Venezuela than we currently anticipate presents
risks to our baseline forecast. We will continue to assess these as they develop.
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	Briefing sheet
	Political stability
	The government will continue its transition to a new generation of leadership, amid a cautious economic reform process and more challenging external environment. Political changes will be codified via the constitutional reform, which was approved unanimously by the National Assembly in December and will be put to public referendum on February 24th. The Economist Intelligence Unit expects the reform to be approved, given the state's control over the electoral apparatus. As the new president, Miguel Díaz-Canel, lacks the historical cachet of his "revolutionary" predecessors, he will seek legitimacy by being seen to listen to the population. For example, he rescinded unpopular new restrictions on the private sector and a proposed legalisation of same-sex marriage, following public outcries. It is therefore possible that the authorities may permit a larger degree of opposition in the constitutional referendum than is the norm in popular votes, to give it a more democratic appearance.

The new constitution will decentralise the power structure among many stakeholders, rather than investing executive authority in the hands of a single, powerful leader, as has been the case since the 1959 revolution. It will re-introduce the role of prime minister (which was eliminated in 1976). The prime minister, chosen by the president, will lead the cabinet in the day-to-day running of the country, while the role of president will become more ceremonial.

Mr Díaz-Canel's predecessor, the revolutionary leader Raúl Castro (2008-18), will remain influential as head of the ruling Partido Comunista de Cuba (PCC) and the Politburo, Cuba's highest decision-making body, until the next party congress in 2021. Mr Castro retains significant influence within the armed forces, an important political and economic powerbroker in Cuba. As Mr Castro and the "revolutionary" generation exit the scene, new leaders will vie for authority—especially given the more decentralised power structure—which will raise risks to stability.

Despite the political changes, economic and social reforms are likely to be only gradual, owing to the government's wariness of the destabilising effects of liberalisation. Social protest could rise if economic reforms fail to generate more opportunities and better living standards, or if the more challenging external environment (brought on by tighter US sanctions and declining aid from Venezuela) leads to social privation. Regardless, the government will maintain tight control over institutions, and the security apparatus will prevent major unrest.


	Election watch
	Cuba’s one-party system will largely remain unchanged in 2019-23. National and provincial elections are held every five years and were last held in March 2018. Candidates are nominated through municipal councils (elected every two-and-a-half years) and by members of official “mass organisations” (including labour unions, and organisations for students, women and farmers), although the final decision rests with the PCC's candidates commission. Candidates are not required to be PCC members, but most are. Although only one candidate is nominated for each seat in National Assembly elections, nominees must be approved by a majority of voters. The National Assembly chooses the president who, under the proposed constitutional reform, will be limited to two five-year terms.


	International relations
	US policy towards Cuba has grown more hostile since the start of 2019. The US government has considered enforcing parts of the 1996 Helms Burton Act that would allow US nationals with claims to property confiscated by the Cuban government after the 1959 revolution to sue companies currently "trafficking" in€that property. This could complicate the operations of many foreign businesses operating in Cuba. Besides this, US trade sanctions in place since 1960 (which can only be removed by the US Congress), and claims for€embargo-related damages (by Cuba), will continue to complicate the€relationship. Given weak popular support for the embargo in the US, our baseline forecast assumes that sanctions will be lifted once the US president, Donald Trump, leaves office. Our current forecasts favour a Democratic victory in the 2020 US presidential election, meaning this would be likely to occur in€2021. However, risks to this forecast are extremely high, and an end to sanctions is unlikely as long as Mr€Trump remains president.

Ties with the EU will improve, following the formal reinstatement of relations in November 2017, and the EU will remain an important investment and€lending partner. Cuba will remain a staunch defender of the Maduro regime in Venezuela, as the country remains an import market for Cuban services exports and a supplier of oil, but a reduction in aid, related to€Venezuela's economic crisis, will damage Cuba's economy. Cuba is€expanding investment and commercial ties with other nations, including China, Russia, Japan and Algeria.


	Democracy Index: Cuba
	Title
	Cuba's score declined for a second straight year in The Economist Intelligence Unit's 2018 Democracy Index, from 3.31 in 2017, to 3.00, leaving it firmly classified as an "authoritarian" regime. The score decline largely relates to harassment of opposition candidates in the 2018 municipal elections, and the lack of transparency in the handover of presidential power in April 2018. Cuba ranks in last place regionally in democracy, and is one of Latin America's three authoritarian regimes (along with Nicaragua and Venezuela). Globally, Cuba ranks 142nd out of 167 countries (down by 11 places from its 2017 ranking). Cuba ranks in the neighbourhood of authoritarian regimes, such as the Communist government of Vietnam (139th), Russia and Kazakhstan (tied at 144th), and absolute monarchies such as Oman (140th) and Swaziland€(141st).

Democracy Index
€	Regime type	Overall score	Overall rank
2018	Authoritarian	3.00 out of 10	142 out of 167
2017	Authoritarian	3.31 out of 10	131 out of 167
2016	Authoritarian	3.46 out of 10	=128 out of 167

	Policy trends
	Policymaking is forged in line with "guidelines" issued at PCC congresses held every five years. The most recent guidelines, from the April 2016 congress, differ little from those unveiled at the 2011 congress, which introduced liberalising reforms to create more efficient markets and improve productivity, and which suffered from weak implementation. The policies have fostered the emergence of a non-state sector and a greater openness to foreign investment. More liberalising measures are possible at the next party congress in 2021 (when Mr Castro will step down as PCC chairman), but the transformation of Cuba's communist economy into one that is mixed will be gradual, and will not result in full-blown capitalism in the forecast period.

Risks to economic liberalisation are substantial, given the state's half-hearted commitment to independent enterprise, resistance from hardliners to reforms, and Cuba’s lack of experience with financial and business regulation. Official unemployment was low in 2017, at 2.6% (latest available figure), underscoring caution in reducing the state payroll. The non-state sector appears to be absorbing workers dismissed by the state (almost a third of workers are employed in the private sector), but private-sector expansion will be slow. In the short term, non-state jobs will remain concentrated in restaurants, hotels and other tourism services, but will eventually expand into construction, business services and other sectors. Foreign investment will rise in line with government aims, but will fall short of the government's goal of US$2.5bn a year until later in the forecast period.


	Fiscal policy
	Revenue and spending will fall as a share of GDP in 2019-23 as the public sector shrinks. The government has planned a narrowing of the deficit, from a€reported 8.2% of GDP in 2018, to 5.3% of GDP in 2019. We believe that deficits will remain large, but will gradually narrow over the remainder of the forecast period, reaching 2.6% of GDP by 2023. The narrowing will be necessitated by€the government's scant access to external finance, and limited sources of€domestic finance: up to 70% of the deficit is reportedly financed by bonds purchased by state-owned banks (drawing on savings by citizens and€state-owned companies), with the remainder monetised. Following four years of relatively high deficits (averaging 7.4% of GDP in 2015-18), the€government may be close to exhausting domestic financing sources, and€wary of resorting to greater monetisation.

We expect Cuba to remain barred from membership in multilateral institutions such as the World Bank and Inter-American Development Bank as long as US sanctions remain in place, given US veto power in both institutions. However, lending from other multilateral institutions, such as the Development Bank of€Latin America (CAF) and the Central American Bank for Economic Integration, remains possible, particularly for investment projects. We also expect some renewed bilateral lending from the EU, following a debt rescheduling agreement with the Paris€Club.


	Monetary policy
	The large informal economy and different markets with divergent prices and€exchange rates complicate monetary management. The authorities will seek to€balance demand and supply of the two currencies, the convertible peso (CUC, set at CUC1:US$1) and the Cuban peso (CUP, officially CUP1:CUC1, but€unofficially set at CUP24:CUC1), in preparation for elimination of the CUC. The€authorities occasionally hint at plans for currency unification, but no official timeline has been laid out. Given the constitutional reform process and€external challenges, we do not foresee a unification of the two€currencies beginning until at least early€2021. Should the authorities withdraw the CUC earlier than we currently forecast, they would address price instability with heterodox measures, including controls on foreign exchange, prices, wages and€credit. After the initial shock, authorities would shift towards indirect measures, using increasingly market-led financial institutions and instruments.


	International assumptions
	Title
	 	2018	2019	2020	2021	2022	2023
Economic growth (%)
US GDP	2.9	2.3	1.3	1.7	2.0	1.8
OECD GDP	2.3	1.9	1.5	1.8	2.0	1.9
World GDP	3.0	2.8	2.5	2.9	2.9	2.9
World trade	4.3	3.4	2.8	4.0	3.7	3.9
Inflation indicators (% unless otherwise indicated)
US CPI	2.6	2.4	1.6	1.8	1.7	1.8
OECD CPI	2.6	2.6	2.1	2.0	2.0	2.1
Manufactures (measured in US$)	6.2	3.7	2.8	2.6	3.7	3.0
Oil (Brent; US$/b)	71.1	66.0	60.5	69.8	75.6	75.0
Non-oil commodities (measured in US$)	1.9	-1.1	3.9	2.0	1.5	0.6
Financial variables
US$ 3-month commercial paper rate (av; %)	2.1	2.9	2.3	2.3	2.8	3.2
Official exchange rate CUC:US$ (av)	1.00	1.00	1.00	1.00	1.00	1.00
Exchange rate US$:€ (av)	1.18	1.19	1.22	1.21	1.24	1.24

	Economic growth
	Title
	The economy will remain under strain in the short term, owing to continued limited access to foreign exchange, resulting from reduced aid and oil shipments from Venezuela, the re-imposition of commercial and tourism restrictions by€the US, and lower prices for Cuba's commodity exports (mainly nickel and€sugar). Given the imposition of US sanctions on PDVSA, we have reduced our growth expectations for 2019, as oil shipments from Venezuela are likely to€decline significantly, placing strain on an economy already suffering from hard currency shortages and uncertainty resulting from US sanctions. We now believe that growth will slow from an estimated 1.2% in 2018 to 0.7% in 2019. Growth will then slow to 0.3% in 2020, as a forecast economic slowdown in the US in 2020 will dampen growth in remittance flows from Cuban workers there and reduce worldwide tourism growth (especially from Canada, Cuba's main source of tourists). Growth could come in lower if the US were to introduce the€clauses in Helms Burton that allow US nationals to sue companies "trafficking" in property confiscated by the Cuban state, which would spook foreign investors.

GDP growth will accelerate from 2021, assuming a lifting of US sanctions that year, which will spur trade, tourism and investment. We forecast average annual real GDP growth of 3.7% in 2021-23. Our forecasts assume that economic reforms will slowly advance, access to international finance and trade will improve, and€state sector rationalisation will generate efficiency gains. Private consumption will be supported by remittances and the transfer of activity from the state to the private sector. Gradual economic liberalisation will encourage private investment. Remittances will be the chief source of financing for small businesses. However, the banking system will expand, assuming a larger role in€financing investment and, partly, consumption.

Economic growth
%	2018a	2019b	2020b	2021b	2022b	2023b
GDP	1.2	0.7	0.3	3.5	3.8	3.9
Private consumption	1.1	0.9	0.5	4.9	5.3	5.2
Government consumption	2.4	-1.8	-0.7	4.1	0.6	1.1
Gross fixed investment	3.2	1.1	0.8	6.3	9.1	8.2
Exports of goods & services	-6.1	-3.3	-2.7	8.6	8.3	8.5
Imports of goods & services	-4.1	-6.2	-3.1	18.9	14.3	13.3
Domestic demand	1.7	0.3	0.3	4.9	4.8	4.8
Agriculture	-5.5	6.1	1.6	3.8	4.5	3.7
Industry	2.1	-0.4	-0.7	4.7	5.1	4.4
Services	1.3	0.8	0.5	3.2	3.5	3.8
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts.

	Inflation
	In the absence of official data, we estimate that inflation will slow to 5% at end-2019 and to 4.6% at end-2020, driven by lower domestic demand. Inflation will increase to an average of around 6% per year in 2021-23, assuming higher levels of domestic demand amid currency unification and the lifting of US sanctions. The effect of currency unification is difficult to forecast, as there are€different price sets in various markets, with some basic goods substantially out of line with market values. The Banco Central de Cuba (the central bank) will use indirect instruments to curb inflation, while the Ministry of Finance will contain administered prices and wages. Concerns about the inflationary impact of currency unification and price liberalisation will prompt the€authorities to implement the policy over a period of many years, but the effect should be partly cushioned by firmer competition and expanded output.


	Exchange rates
	The CUP is used for salaries and locally produced goods, and the CUC is used in hard-currency retail outlets, for imports and by tourists. The CUC is fixed at CUC1:US$1. There are nine exchange rates between the two currencies, the two principal ones being the “official” rate of CUP1:CUC1, used in the state sector, and an unofficial but legal rate of CUP24:CUC1, used for personal transactions and in the non-state sector (the “Cadeca” rate). Some sectors of the economy (such as the Mariel Special Development Zone—a manufacturing and port complex—and agricultural sales to the tourism sector) use intermediate rates of CUP10:CUC1 or CUP11:CUC1. The system is distortionary, making it difficult to measure the economy’s size or calculate costs and prices.

The authorities intend to unify the two currencies, and are preparing by building up international reserves. There is no timetable for unification, and we do not expect the process to be undertaken until early 2021, when a lifting of US sanctions will ease access to external finance. From 2021 we believe that there will be a gradual strengthening of the Cadeca exchange rate (although officially this will be a devaluation of the CUP1:CUC1:US$1 rate), settling around CUP15:CUC1, after which the CUC will be removed from circulation. If the process provokes extreme instability, it could be prolonged.


	External sector
	The current-account surplus will increase from an estimated 1.2% of GDP in 2018, to 2% of GDP in 2019. This will owe to a narrower trade deficit, as the sugar harvest recovers from its 2018 collapse, supporting export revenue, and as the import bill declines alongside reduced need to import construction materials, following the recovery from Hurricane Irma in 2017. However, the current-account surplus will slowly dwindle over the remainder of the forecast period, before shifting into deficit in 2022. As a percentage of GDP, the trade deficit will narrow in 2018-20, largely owing to compression of the import bill in the light of shortages of foreign currency, before expanding in 2021-23 amid a projected lifting of US sanctions.

The deterioration of the current-account surplus will largely be due to a narrowing of the services surplus—despite rising tourism income—as a result of dwindling medical and other professional services sales to Venezuela. The primary income deficit will widen, driven by profit repatriation by foreign companies and debt interest payments, but it will be more than offset by a growing secondary income surplus, reflecting strong remittance inflows.

The shift into current-account deficit will coincide with gradually increasing foreign investment and official lending, but even so, we project a decline in reserves cover. The authorities do not publish data on international reserves; we estimate an end-2019 level of US$10.6bn (11.5 months of import cover). Reserves coverage will decrease as currency unification gets under way, the cost of servicing rescheduled debt increases and import levels rise, but it will remain above six months.


	Forecast summary
	Title
	Forecast summary
(% unless otherwise indicated)
€	2018a	2019b	2020b	2021b	2022b	2023b
Real GDP growth	1.2	0.7	0.3	3.5	3.8	3.9
Industrial production growth	2.1	-0.4	-0.7	4.7	5.1	4.4
Gross agricultural production growth	-5.5	6.1	1.6	3.8	4.5	3.7
Unemployment rate (end-period)	2.8	3.1	3.4	3.7	3.9	4.0
Consumer price inflation (av)	6.9	5.4	4.6	5.1	6.7	6.4
Consumer price inflation (end-period)	5.3	5.0	4.6	5.5	7.1	6.3
General government balance (% of GDP)	-8.2	-5.3	-4.1	-3.7	-3.1	-2.6
Exports of goods fob (US$ bn)	2.1	2.4	2.5	2.6	3.0	3.3
Imports of goods fob (US$ bn)	10.6	9.8	9.6	12.0	14.3	16.6
Current-account balance (US$ bn)	1.3	2.3	2.1	0.5	-1.1	-1.8
Current-account balance (% of GDP)	1.2	2.0	1.8	0.4	-0.8	-1.2
External debt (year-end; US$ bn)	29.7	29.2	29.0	29.7	30.4	30.6
CUC:US$ (av)c	1.00	1.00	1.00	1.00	1.00	1.00
CUC:US$ (end-period)c	1.00	1.00	1.00	1.00	1.00	1.00
CUP:CUCd	24.00	24.00	24.00	22.70	19.01	15.92
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts. c Official rate. d Cadeca rate.

	Annual data and forecast
	Title
	€	2014a	2015a	2016a	2017b	2018b	2019c	2020c
GDP	€	€	€	€	€	€	€
Nominal GDP (US$ m)	80,656	87,133	91,370	96,851a	105,815	111,931	117,233
Nominal GDP (CUC m)	80,656	87,133	91,370	96,851a	105,815	111,931	117,233
Real GDP growth (%)	1.0	4.4	0.5	1.8a	1.2	0.7	0.3
Expenditure on GDP (% real change)	€	€	€	€	€	€	€
Private consumption	4.6	7.4	4.1	1.3a	1.1	0.9	0.5
Government consumption	-1.0	0.0	-0.2	2.2a	2.4	-1.8	-0.7
Gross fixed investment	-4.9	18.3	7.5	1.3a	3.2	1.1	0.8
Exports of goods & services	-2.8	-0.1	-19.7	0.0a	-6.1	-3.3	-2.7
Imports of goods & services	-1.5	10.1	-10.6	-1.6a	-4.1	-6.2	-3.1
Origin of GDP (% real change)	€	€	€	€	€	€	€
Agriculture	2.2	2.5	5.8	-1.4a	-5.5	6.1	1.6
Industry	-2.9	8.8	-1.9	2.2a	2.1	-0.4	-0.7
Services	2.3	3.2	1.2	2.1a	1.3	0.8	0.5
Population and income	€	€	€	€	€	€	€
Population (m)	11.4	11.5	11.5b	11.5	11.4	11.4	11.4
GDP per head (US$ at PPP)	11,707b	12,334b	12,517b	13,003	13,327	13,664	14,056
Recorded unemployment (av; %)	2.7	2.4	2.4	2.6a	2.8	3.1	3.4
Fiscal indicators (% of GDP)	€	€	€	€	€	€	€
Public-sector revenue	58.8	57.4	56.5	57.4a	54.5	53.6	52.9
Public-sector expenditure	60.8	63.4	63.3	66.0a	62.8	58.9	57.0
Public-sector balance	-2.0	-6.0	-6.8	-8.6a	-8.2	-5.3	-4.1
Net public debt	38.5b	40.3b	42.7b	46.7	48.3	49.0	49.4
Prices and financial indicators	€	€	€	€	€	€	€
CUC:US$ (official rate; end-period)	1.00	1.00	1.00	1.00	1.00	1.00	1.00
CUP:CUC (secondary rate)	24.00	24.00	24.00	24.00	24.00	24.00	24.00
Consumer prices (av; %)	5.3b	4.6b	4.5b	5.5	6.9	5.4	4.6
Stock of money M2 (% change)	21.1	9.3	13.1	3.9	5.1	3.2	2.5
Current account (US$ m)	€	€	€	€	€	€	€
Trade balance	-7,952	-8,173	-7,756b	-7,508	-8,533	-7,432	-7,128
€Goods: exports fob	5,149	3,572	2,546b	2,704	2,068	2,416	2,463
€Goods: imports fob	-13,101	-11,745	-10,302b	-10,212	-10,601	-9,849	-9,591
Services balance	11,899	10,509	9,804b	9,337	8,715	8,058	7,600
Primary income balance	-1,054b	-1,350b	-1,399b	-1,234	-1,213	-1,180	-1,178
Secondary income balance	219b	436b	1,254b	1,788	2,289	2,805	2,814
Current-account balance	3,112	1,422	1,903b	2,384	1,258	2,251	2,109
External debt (US$ m)	€	€	€	€	€	€	€
Debt stock	29,913b	30,327b	29,891b	29,891	29,701	29,243	28,997
Debt service paid	1,540b	1,826b	4,366b	1,801	1,989	1,933	2,014
€Principal repayments	650b	964b	3,524b	954	1,139	1,082	1,148
€Interest	890b	862b	842b	847	850	851	866
International reserves (US$ m)	€	€	€	€	€	€	€
Total international reserves	11,103b	11,803b	12,003b	11,353	10,953	10,553	9,753
a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts.
Source: IMF, International Financial Statistics.
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