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Briefing sheet
Editor: Mark Keller

Forecast Closing Date: June 2, 2020

Political and economic outlook

The novel coronavirus (Covid-19) pandemic will slow the ongoing constitutional reform
process and reduce real GDP significantly. The economic crisis makes it likely that Cuba will
default on its Paris Club obligations, although punitive sanctions may be avoided.
A constitutional reform has divided executive power between the president, the prime minister
and the chair of the ruling party. This limits the president's ability to execute rapid change, but
it also raises risks to political stability, as different figures vie for authority.
Despite changes to the executive structure, the revolutionary leader and former president, Raúl
Castro (2008-18), will remain the country's most influential figure through his position as chair
of the ruling party and his close connections with the armed forces.
Economic liberalisation will be put on hold amid the current pandemic, but should be resumed
when the threat of the virus passes. However, reforms will advance cautiously. The private
sector will suffer amid a collapse in tourism, but will expand in 2021-24.
The Economist Intelligence Unit expects that fallout from US sanctions on Cuba and Venezuela,
along with the impact of Covid-19, will cause an 8.3% contraction of GDP in 2020. Positive
growth will return in 2021-24, but will remain subdued amid continued challenges.
Currency reform will continue to be a crucial facet of the reform agenda, but is unlikely to be
undertaken within the 2020-24 forecast period. This will continue to distort the economy,
making it difficult to measure GDP or price levels adequately.

Key indicators
 2019a 2020b 2021b 2022b 2023b 2024b

Real GDP growth (%) 0.5 -8.3 4.0 2.2 1.5 1.7

Consumer price inflation (av; %) 5.6 4.2 6.0 5.9 5.9 5.3

Government balance (% of GDP) -6.3 -9.5 -5.4 -4.7 -3.8 -3.2

Current-account balance (% of GDP) 1.4 0.7 0.9 0.3 0.1 0.2

Unemployment rate (%)c 3.1 3.4 3.7 3.9 4.0 4.2

Exchange rate CUC:US$ (av; official rate) 1.00 1.00 1.00 1.00 1.00 1.00
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts. c The official definition of

unemployment includes only those laid off from employment who are registered as seeking work.
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Key changes since May 1st

In May Cuba officially requested relief on repayments until 2021 on its Paris Club debt, as
outlined in the 2015 agreement. We believe that such a request will be forthcoming, but will
adjust our forecasts when details become clearer; the 2020 payment is due in October.

The month ahead

TBC—Constitutional reforms: Following the ratification of a constitutional reform in 2019, the
government will implement elements of it over the coming years. The reforms will devolve more
power to the local level, and will reduce obstacles to domestic business operations and
processes for foreign investors.
TBC—Economic recovery plans: Amid a strict lockdown that has shut the economy to
foreigners and halted most economic activity, the Cuban economy will suffer a sharp
contraction in 2020. In the coming months, the government will present plans for an economic
recovery.

Major risks to our forecast
Scenarios, Q2 2020 Probability Impact Intensity

Cuba defaults on Paris Club debt, triggering reinstatement of arrears High
Very

high
20

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

Donald Trump wins a second term as US president and institutes harsher

sanctions
Moderate

Very

high
15

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

shortages
High Moderate 12

Poor infrastructure quality and maintenance increase operating costs 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 2020-24

Political stability
The government is instituting constitutional reform while managing a difficult international and
economic environment amid hostile relations with the US and the outbreak of the novel
coronavirus (Covid-19). Cuba first reported cases of the virus in mid-March, and there were a
cumulative 2,083 confirmed cases at end-May, with 83 deaths. The government has implemented
social distancing measures and has closed the border to foreign arrivals. Tourism (a significant
contributor to foreign exchange and the island's private sector) was suffering from US sanctions
before the virus; the associated lockdown and loss of tourist income will tip the country into an
even deeper recession than the Economist Intelligence Unit had anticipated before the
coronavirus crisis.

Amid this difficult environment, the government will proceed cautiously in implementing a
constitutional reform that significantly changes Cuba's political and economic structure. In
December 2019 the National Assembly appointed Manuel Marrero as Cuba's first prime minister
since 1976, following his selection by the president, Miguel DíazCanel, who has been in office
since 2018. The prime minister will lead the cabinet in the daily running of the country, whereas
the role of president will become more ceremonial. A third pillar of power is the chair of the ruling
Partido Comunista de Cuba (PCC). This role was traditionally coterminous with that of the
president, but is currently held by Raúl Castro, who is the previous president (200818), a
revolution-ary leader and the current head of the government's coronavirus response. Mr Castro
is expected to step down at the next PCC congress (in 2021), and the title is likely to pass to Mr
DíazCanel. As Mr Castro and his contemporaries exit the scene, new leaders will compete for
authority (especially given the more decentralised power structure), which will increase risks to
stability.

Despite the political changes, social reforms will be gradual, owing to the government's wariness
of the destabilising effects of liberalisation. However, access to information and to social media is
growing amid increased mobile and internet penetration, permitting greater citizen communication
with the leader-ship and stronger demands for accountability. The difficult economic situation
raises risks to political stability, but we do not believe that this will result in regime change in the
2020-24 forecast period. The government is skilled at defusing dissent through the domestic
security apparatus and through neigh-bourhood monitoring groups, and the state media are
effective at rallying support through propaganda.

Election watch
Cuba's one-party system will remain largely unchanged in 2020-24. National and provincial
elections are held every five years, most recently in March 2018. Candidates are nominated
through municipal councils and by members of official "mass organisations", including labour
unions and organisations for students, women and farmers. Ultimately, the final decision rests
with the PCC's candidates' commission. Although it is not a requirement, most of the candidates
are PCC members. Only one candidate is nominated for each seat in National Assembly elections,
but nominees must be approved by a majority of voters. The National Assembly chooses the
president, who is limited to two five-year terms.
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International relations
Relations with the US will remain sour as long as the US president, Donald Trump, remains in
office. The president has authorised the implementation of Title III of the 1996 Helms-Burton Act,
which allows US citizens with claims to property confiscated by the Cuban government following
the 1959 revolution to sue companies currently "trafficking" in that property. This subjects
foreign firms operating in Cuba to lawsuits in US courts. The US has announced restrictions on
workers' remittances from Cuban-Americans and several new sanctions on US tourism to Cuba.
These measures are in addition to US trade sanctions that have been in place since 1960 (which
can be removed only by the US Congress). We would expect a friendlier relationship with the US
if the Democratic candidate, Joe Biden, were to win the US 2020 election. However, a full lifting of
sanctions is unlikely in the forecast period.

A more hostile US will produce sympathy among other partners. Ties with the EU will warm
(following a formal reinstatement of relations in 2017), and the bloc will continue to be an
important partner for investment and development finance. Cuba will remain a staunch defender of
the Venezuelan regime of Nicolás Maduro, which continues to supply oil to Cuba and is an
important market for Cuban services exports. Given diminishing aid from Venezuela, Cuba is
developing investment and commercial ties with other nations, including China, Russia, Japan,
Angola and Algeria. Cuba's medical diplomacy (through which it sends medical aid to poorer
countries) will also help the government to curry favour during the ongoing coronavirus
pandemic.

Policy trends
US sanctions, combined with the coronavirus crisis, will complicate the five-year economic
policymaking framework that was set out at the PCC congress in April 2016. The demands of the
pandemic are likely to include a temporary pause in further liberalising measures and the return of
the state to areas in which it sought to reduce its role. In April the government increased the use
of rationing to ensure social distancing and the fair distribution of products. Although Cuba's
health system is comprehensive, it suffers from shortages, and the country's demographic profile
leaves it vulnerable to the outbreak (20% of the population is over 60 years old).

Reforms are likely to resume when the threat of the virus has passed, but the transformation from
a communist to a mixed economy will be gradual and will not result in fully fledged capitalism in
the forecast period. Risks to economic liberalisation are substantial, given the state's half-hearted
commitment to independent enterprise and hardliners' resistance to reforms. We expect activity in
the non-state services sector to contract sharply in 2020, owing to slower tourism and domestic
consumption growth. However, activity should rebound slightly in 2021-24. Non-state jobs will
still be concentrated in restaurants, hotels and other tourism services, but will eventually expand
into construction, business services and other sectors.

Cuba 5

Country Report June 2020 www.eiu.com © Economist Intelligence Unit Limited 2020



Fiscal policy
The impact of the coronavirus pandemic will lift the fiscal deficit temporarily, but it will decline
gradually thereafter. We expect the deficit to widen, to 9.5% of GDP in 2020, from an estimated
6.3% of GDP in 2019, owing to revenue shortfalls amid reduced economic activity, and increased
costs of healthcare and wage guarantees. We anticipate a slightly narrower deficit in 2021, of 5.4%
of GDP, and further gradual progress thereafter; the deficit will shrink to 3.2% of GDP in 2024, as
state support rolls back and revenue recovers. This contraction will be necessitated by the
government's meagre 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. Given the wider
deficit amid the crisis, the government is likely to resort to greater monetisation. A recent spate of
large deficits (averaging 7.2% of GDP in 2015-19) means that the government may be close to
exhausting domestic sources of financing.

We expect Cuba to remain barred from membership of multilateral institutions, such as the World
Bank and the Inter-American Development Bank, as long as US sanctions remain in place, given
US veto power in both organisations. In May Cuba requested a reprieve on repayments due for
2019-21 under its 2015 agreement with the Paris Club of bilateral creditors, citing the scale of the
coronavirus-related economic crisis. Given the extraordinary circum-stances, we believe that a
reprieve will be granted, such as the agreement reached with the G20 in April to suspend bilateral
debt payments to lower-income countries. This could help Cuba to avoid the deal's punitive
measures in case of default.

Monetary policy
The large informal economy and the existence of different markets with divergent prices and
exchange rates complicate monetary management. The government currently operates in two
currencies—the convertible peso (CUC, which is set at CUC1:US$1) and the Cuban peso (CUP,
officially CUP1:CUC1, but with a parallel rate of CUP24:CUC1 for non-state transactions).
However, in response to significant liquidity challenges, the government has increasingly allowed
the use of foreign currency for electronic purchases (at the expense of the CUC), in an effort to
keep foreign-currency spending on imported consumer goods within Cuba. The government
officially aims to unify the two currencies by 2021, but recent developments suggest that it may be
encouraging a move away from the CUC, with plans to eliminate it altogether eventually. A clearer
picture should emerge in the months before the 2021 party congress.

International assumptions
 2019 2020 2021 2022 2023 2024

Economic growth (%)

US GDP 2.3 -4.0 2.4 2.2 2.0 1.8

OECD GDP 1.6 -5.5 2.8 2.1 1.9 1.8

World GDP 2.2 -4.2 3.7 2.9 2.8 2.7

World trade 0.9 -24.8 20.9 4.0 3.8 3.8

Inflation indicators (% unless otherwise indicated)

US CPI 1.8 0.6 1.5 1.7 2.0 1.9

OECD CPI 1.9 0.9 1.5 2.0 2.1 2.1

Manufactures (measured in US$) -1.4 -2.0 3.5 3.9 3.5 3.1

Oil (Brent; US$/b) 64.0 38.1 44.0 58.5 65.0 62.5

Non-oil commodities (measured in US$) -6.3 -3.2 3.9 2.2 3.2 2.1

Financial variables

US$ 3-month commercial paper rate (av; %) 2.2 1.2 0.8 0.5 0.9 1.4

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

Exchange rate US$:€ (av) 1.12 1.10 1.12 1.17 1.21 1.24

Economic growth

The impact of the coronavirus: global and regional
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assumptions

The Economist Intelligence Unit's forecasts are built on a series of epidemiological assumptions
about the novel coronavirus (Covid-19). Without rapid access to a vaccine, we expect that the
disease will eventually infect up to 30% of the world's population. We assume that about 15% of
symptomatic cases will be severe and that up to 1% of symptomatic cases will prove fatal. Death
ratios will depend on a country's ability to detect, track and contain the virus, and the capacity of
the national health system. Governments are lifting restrictions on freedom of movement gradually
in countries where the number of cases is falling and where there is sufficient spare capacity in the
healthcare system. Some countries may be forced to re-impose measures if cases spike again.
Based on previous viral outbreaks and the progress made on other coronavirus vaccines (such as
that for severe acute respiratory syndrome—SARS), we expect a vaccine to be available by end
2021.

In economic terms, we forecast that global output will contract by 4.2% year on year in 2020 and
that global trade will decline by 24.8%. Global GDP will not recover to pre-coronavirus levels
before at least 2022; 2020 and 2021 will be lost years for growth. Real GDP will contract in all
regions of the world, but the drop in output will be especially severe in OECD countries. All G7
countries and almost all G20 countries will experience a full-year recession in 2020. We expect
China's real GDP growth to slow sharply to 1% this year, and forecast a full-year recession in the
US, with a contraction of 4%. We assume that oil prices will decline by more than 40% this year, to
average US$38/barrel. Most countries have responded with huge fiscal expansion to support
businesses and households, raising the risk of sovereign debt crises in the medium term. Central
banks have cut interest rates and, more importantly, have stepped up as buyers of last resort for
government and corporate debt.

The infection curve in Latin America is about four to six weeks behind that of European countries
and about two to three weeks behind that of the US. Most countries in the region, with a few
notable exceptions, responded swiftly to the public health threat and implemented strict
containment measures. However, by and large, governments were unable to use the time bought
by the lockdowns to adequately test, trace and isolate those infected. As a result, Latin America is
emerging as a new epicentre for the virus; although the region makes up just over 8% of the
world’s population, it accounts for close to 14% of confirmed coronavirus cases globally. Despite
this, even as the coronavirus caseload continues to grow, policymakers have been left with little
option but to evaluate possible exit strategies. The sudden stop to activity has precipitated a
dramatic economic collapse, and most governments lack the fiscal space and the institutional
capacity to provide support to consumers and business during a more protracted lockdown.
Although exit strategies will vary from country to country, most governments are phasing out
restrictions in a gradual manner to ensure that the numbers of coronavirus cases and deaths
remain under control, health services can cope and public confidence in the handling of the crisis
remains strong. Nonetheless, there is a high risk that even a gradual and phased easing will
expose countries to a second wave of infections (as has happened in Singapore and South
Korea).

The coronavirus pandemic will have a severe economic impact. We forecast a Latin American
recession in 2020, with an aggregate contraction of over 7% and output in all of the major
economies contracting by 4-10%. Some Caribbean countries, which depend on tourism, will be hit
even harder. Quarantine measures will result in a sharp supply-side shock, hitting working hours
and productivity, and manufacturers will suffer from a disruption to global supply. Supply-side
disruptions will be short-lived, but demand effects will be long-lasting. A decline in confidence is
likely to persist after quarantine measures are lifted. For fear of contagion, people may continue to
avoid public spaces, and tourism may not resume immediately. Households will limit their
consumption in response to a loss of income, and businesses will delay investment.

The longer-lasting political and geopolitical impact of the crisis will be significant. The pandemic
has resulted in an extraordinary expansion of executive powers, with limited parliamentary
oversight. Elections have been cancelled, or delayed, in some countries. When the pandemic has
passed, governments will face intense scrutiny on their response. A failure to address the
humanitarian crisis triggered by the coronavirus could further erode trust in national institutions.
A severe global economic crisis, followed by renewed fiscal austerity and large-scale
unemployment, will fuel a new wave of popular protests. The crisis may encourage support for the
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nation state and a backlash against globalisation and open borders. The competition for global
leadership between China and the US will intensify as a result of the crisis, and a realignment of
geopolitical spheres of influence may ensue in Europe, Africa and other regions. This will provide
a challenging environment for Latin America over the medium term as the region tries to grapple
with the debt overhang from the extra spending measures and the hit to revenue, as well as lower
potential growth rates, owing to the damage to productive sector value chains, particularly small
and medium-sized enterprises (SMEs).

Economic growth

The economy will remain under strain in the short term, owing to limited access to foreign
exchange as a result of reduced aid and oil shipments from Venezuela, harsher US sanctions, and
the coronavirus pandemic. In the face of these challenges, and given Cuba's decision to close its
borders in late March, we forecast a contraction in real GDP of 8.3% in 2020. Lower tourist arrivals
and lockdown measures will severely batter tourism and domestic consumption (the private sector
depends on both of these), and depress domestic economic activity. A dramatic increase in
government consumption and lower oil prices will provide some relief.

Growth will rebound to 4% in 2021, but this statistical rebound will mainly reflect a low base of
comparison, and economic conditions will remain weak. Growth will be muted in 2022-24,
averaging 1.8% per year, as US sanctions and unstable Venezuelan oil shipments limit both the
growth of the tourism sector and the oil supply for economic activities ranging from agriculture
to manufacturing.

Upside risk would come from a Democrat victory in the US presidential race in 2020, in which case
we would expect trade and investment to improve, with annual growth in 2022-24 about
2 percentage points higher per year. However, measuring the size of the Cuban economy is
difficult, given various exchange rates and a 1997 base year for Cuban GDP data, which fails to
account for structural changes to the economy in recent years.

Downside risks to our GDP forecast are substantial and stem from the prospect of further US
sanctions on Cuba, or the possibility of regime change in Venezuela bringing a sudden halt in aid
to Cuba. Weather-related risks also pose a persistent risk to our forecasts.

Economic growth
% 2019a 2020b 2021b 2022b 2023b 2024b

GDP 0.5 -8.3 4.0 2.2 1.5 1.7

Private consumption 1.9 -7.0 4.0 4.2 1.5 1.5

Government consumption 0.1 4.7 3.1 2.7 1.4 1.2

Gross fixed investment 2.5 -20.0 -1.2 5.0 2.1 3.0

Exports of goods & services -7.6 -15.2 5.8 6.3 3.1 1.7

Imports of goods & services -2.8 -4.2 0.4 4.0 3.2 1.1

Domestic demand 1.6 -6.4 3.0 3.9 1.6 1.6

Agriculture 1.9 -2.5 2.0 2.0 2.0 2.0

Industry -0.5 -3.5 1.1 2.5 2.4 2.3

Services 0.8 -10.0 5.0 5.0 1.3 1.6
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts.

Inflation
In the absence of reliable official data, we expect lower oil prices and suppressed domestic
demand to lead to weaker inflation in 2020, averaging 4.2%. This will increase to 6% in 2021 as
economic activity resumes, shortages arise and tourism once again puts pressure on local prices.
Inflation will average 5.7% in 2022-24.

Concerned about the inflationary impact of last year's large wage increases, the authorities have
administered unorthodox measures (such as price freezes), which are likely to exacerbate
shortages and perpetuate price distortions, ulti-mately intensifying price pressures. Still, we
expect these to be extended during the pandemic. The inflationary impact of price liberalisation
will prompt the authorities to implement the policy cautiously in 2021-24, but its effect should be
partly cushioned by firmer competition and expanded output amid the govern-ment's export
promotion drive.
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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 the Cadeca rate of CUP24:CUC1, used for personal transactions and
in the nonstate sector. 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.

Officially, the authorities intend to unify the two currencies. Given the recent introduction of the
US dollar and other foreign currencies into parts of the economy in October 2019, we now
consider unification unlikely in 2020-24. The prevalence of the dollar (at the expense of the CUC)
is likely to increase; anecdotal evidence suggests that the CUC is already selling at a rate of
CUC1.2:US$1 on the black market. It now appears more likely that the authorities will eliminate the
CUC in favour of a mixture of the CUP and foreign currency.

External sector
The coronavirus-led collapse in tourism will put pressure on Cuba's external sector, which was
already facing challenges from US sanctions and a decline in Venezuelan oil. The government will
be able to moderate the effects of these through import compression, domestic rationing and
suspending or delaying some payments on foreign debt; lower oil prices will also provide some
support. Nevertheless, the current-account surplus will decline, from an estimated 1.4% of GDP in
2019 to an average of 0.8% of GDP in 2020-21. A decline in services income (mostly from tourism)
will drive the fall, despite support from the increased sale of medical services abroad. The surplus
will shrink thereafter (averaging 0.2% of GDP in 2022-24) as oil prices rise and Cuba  resumes
payment of external debt obligations, but growth in workers' remittances will keep the current
account in surplus.

Amid the coronavirus pandemic and effects of Helms-Burton, foreign direct investment (FDI)
inflows will fall in 2020, but we expect them to pick up later in the forecast period. The authorities
do not publish data on international reserves; we estimate an end-2019 level of US$9.8bn (ten
months of import cover), although it could be significantly lower, as recent challenges in meeting
external debt obligations may show. Looking ahead, we expect Cuba's reserves coverage to
decrease significantly, amid pressure on the country's ext-ernal sector. This is particularly true
later in the forecast period, as the cost of servicing rescheduled debt increases and as oil prices
rise, but we estimate reserves coverage to remain above five months.
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Forecast summary
Forecast summary
(% unless otherwise indicated)

 2019a 2020b 2021b 2022b 2023b 2024b

Real GDP growth 0.5 -8.3 4.0 2.2 1.5 1.7

Industrial production growth -0.5 -3.5 1.1 2.5 2.4 2.3

Gross agricultural production growth 1.9 -2.5 2.0 2.0 2.0 2.0

Unemployment rate (end-period) 3.1 3.4 3.7 3.9 4.0 4.2

Consumer price inflation (av) 5.6 4.2 6.0 5.9 5.9 5.3

Consumer price inflation (end-period) 5.7 3.8 6.5 5.9 5.9 5.0

General government balance (% of GDP) -6.3 -9.5 -5.4 -4.7 -3.8 -3.2

Exports of goods fob (US$ bn) 2.4 2.2 2.2 2.4 2.4 2.5

Imports of goods fob (US$ bn) 10.6 9.0 9.5 10.7 11.6 11.8

Current-account balance (US$ bn) 1.5 0.7 1.0 0.4 0.2 0.3

Current-account balance (% of GDP) 1.4 0.7 0.9 0.3 0.1 0.2

External debt (year-end; US$ bn) 29.4 28.7 28.2 28.1 27.5 27.1

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

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

CUP:CUCc 24.00 24.00 24.00 24.00 24.00 24.00
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts. c Cadeca rate.

Cuba 10

Country Report June 2020 www.eiu.com © Economist Intelligence Unit Limited 2020



Data and charts

Annual data and forecast
 2015a 2016a 2017a 2018a 2019b 2020c 2021c

GDP        

Nominal GDP (US$ m) 87,133 91,370 96,851 100,023 106,343 103,613 114,024

Nominal GDP (CUC m) 87,133 91,370 96,851 100,023 106,343 103,613 114,024

Real GDP growth (%) 4.4 0.5 1.8 2.3 0.5 -8.3 4.0

Expenditure on GDP (% real change)        

Private consumption 7.4 4.1 1.7 2.2 1.9 -7.0 4.0

Government consumption 0.0 -0.2 2.2 1.3 0.1 4.7 3.1

Gross fixed investment 18.3 7.5 0.2 4.8 2.5 -20.0 -1.2

Exports of goods & services -0.1 -19.7 0.0 -2.4 -7.6 -15.2 5.8

Imports of goods & services 10.1 -10.6 -1.6 -2.0 -2.8 -4.2 0.4

Origin of GDP (% real change)        

Agriculture 2.5 5.8 -1.4 2.6 1.9 -2.5 2.0

Industry 8.8 -1.9 2.2 2.5 -0.5 -3.5 1.1

Services 3.2 1.2 2.1 2.1 0.8 -10.0 5.0

Population and income        

Population (m) 11.3 11.3 11.3 11.3 11.3 11.3 11.3

GDP per head (US$ at PPP) 12,474b 12,656b 13,120b 13,746b 14,075 13,100 13,781

Recorded unemployment (av; %) 2.4 2.4 2.6 2.8b 3.1 3.4 3.7

Fiscal indicators (% of GDP)        

Public-sector revenue 57.4 56.5 57.2 57.1 56.4 59.5 56.7

Public-sector expenditure 63.4 63.3 65.7 65.4 62.7 69.0 62.1

Public-sector balance -6.0 -6.8 -8.5 -8.3 -6.3 -9.5 -5.4

Net public debt 40.3b 42.7b 46.7b 51.0b 51.9 59.2 57.8

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; %) 4.6b 4.5b 5.5b 6.9b 5.6 4.2 6.0

Stock of money M2 (% change) 9.3 13.1 8.1 13.1 3.3 -6.5 7.4

Current account (US$ m)        

Trade balance -8,173 -7,756 -7,508 -8,785 -8,248 -6,796 -7,276

 Goods: exports fob 3,572 2,546 2,704 2,742 2,364 2,164 2,193

 Goods: imports fob -11,745 -10,302 -10,212 -11,527 -10,612 -8,960 -9,469

Services balance 10,509b 10,220b 10,281 10,722b 9,194 7,450 7,951

Primary income balance -1,119 -1,284 -1,173b -1,065b -1,214 -970 -1,135

Secondary income balance 219 616 1,191b 1,659b 1,740 1,057 1,486

Current-account balance 1,436b 1,796b 2,790b 2,531b 1,472 741 1,027

External debt (US$ m)        

Debt stock 30,327b 29,891b 29,891b 29,890b 29,439 28,671 28,234

Debt service paid 1,826b 4,366b 1,801b 2,007b 1,950 1,993 1,996

 Principal repayments 964b 3,524b 954b 1,139b 1,082 1,148 1,152

 Interest 862b 842b 847b 868b 868 845 844

International reserves (US$ m)        

Total international reserves 11,803b 12,003b 11,353b 10,853b 9,753 8,253 7,303
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 (2018 estimate)
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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, 1 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 parallel 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. In October 2019 the government legalised the use of the US
dollar and other foreign currencies for electronic transactions at hard-currency stores

Time

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

Public holidays in 2020

January 1st (Liberation Day); January 2nd (Victory Day); April 10th (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; it is led by the prime minister (nominated
by the president). The president, the vice-president and the secretary of the Council of Ministers
serve on the Executive Committee of the council

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
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National elections

Provincial and National Assembly elections last held in March 2018; next due in 2023

National government

The organs of the state and the Partido Comunista de Cuba (PCC) are closely entwined, and
power devolves principally from the Executive Committee of the Council of Ministers

Main political organisation

The 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 republic: Miguel DíazCanel Bermúdez

Prime minister: Manuel Marrero Cruz

Vicepresident: Salvador Valdés Mesa

Secretary of the Council of Ministers: Homero Acosta Álvarez

President of the National Assembly: 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 Barreiro

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: Juan Carlos García Granda

Transport: Eduardo Rodríguez Dávila

Central bank president

Irma Martínez Castrillón
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Recent analysis
Generated on June 28th 2020

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. 

Economy

Forecast updates

US sanctions put further pressure on remittances

June 9, 2020: External sector

Event

The US Department of State has added Fincimex, the Cuban military-controlled enterprise that
processes all foreign money transfers and credit card transactions in Cuba, to its Cuba Restricted
List as part of its campaign to apply "maximum pressure" on the Cuban government.

Analysis

Fincimex is a subsidiary of Cimex, which is part of GAESA (a conglomerate controlled by Cuba's
armed forces). The company processes all workers' remittances to Cuba and is the exclusive
representative of Western Union on the island. It operates 420 branches with the Western Union
logo, which Cubans use to receive cash transfers from abroad, including remittances.

We estimate that US$4bn (3.8% of GDP) was sent to Cuba in remittances in 2019, making them the
country's third source of hard currency after the leasing of "professional services" (mainly
doctors and nurses) and tourism. In normal times, more than one-third of remittances make it to
Cuba via informal channels (mainly Cuban-American visitors to the country). However, such
channels have become more difficult given the increasingly harsh US restrictions on Cuba,
including a reduction in flight frequency, including charter flights. Cuba's closed border, owing to
the coronavirus since March, has added to the strain.

Before this announcement, the flow of remittances to the island had already been stymied.
In October last year, the administration capped remittances at US$1,000 per quarter and limited
transfers to direct family members. In February Western Union cancelled all money transfers to
Cuba except from the US, citing the increased regulatory burden of US sanctions.

The immediate effect of the announcement has caused panic among Cubans, but the financial
ramifications are still unclear. There is a slim possibility that existing US business with Fincimex
could be grandfathered in, allowing Western Union to continue to partner with Fincimex. If not,
the new sanctions effectively challenge the Cuban government to use a non-military company to
process remittances. The government may do this, but even so there is no guarantee that the
US government would not also sanction the newly created company.

Impact on the forecast

Further details on the regulations will be forthcoming. The worst case scenario for the island
would see formal remittances be cut off all together. Should this happen, two of the island's three
pillars of foreign exchange—tourism and remittances—would generate negligible hard currency
this year. In such circumstances we would revise down our economic forecasts. Political stability
would also be substantially undermined.

Analysis

Latam coronavirus weekly brief: GDP results and outlook

June 2, 2020
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First-quarter GDP data are now available for most of Latin America's big economies and they
paint a gloomy picture. They are, moreover, a hint of worse to come in the second quarter, with
available data for April and May (ranging from trade, production, and retail sales data to more
real-time data on traffic congestion and daily energy consumption) suggesting the decline in
activity will be worse in the second quarter than the first.
The first-quarter data do show substantial variation, with Peru and Argentina particularly
badly hit, and Brazil and Mexico shrinking by less. To a large extent this reflects the timing
and robustness of containment measures; broadly speaking, where containment measures
have been quick and strict, the drop in first-quarter GDP was most evident.
However, looking ahead to coming quarters, other factors apart from containment measures
will come into play, such as the extent and composition of macroeconomic support measures,
confidence in government, and policy effectiveness. The Economist Intelligence Unit expects
that these factors will ultimately be crucial in determining which countries recover fastest
and strongest from the economic shock of coronavirus.
Taking all this into account, we continue to believe that the likes of Chile, Peru and Colombia
will have the scope for faster recovery in 2021, while Brazil, Mexico and Argentina lag
behind.

Containment measures were put in place in most of the region rapidly as Covid-19 spread to Latin
American countries. This is reflected in data for March, when, for most countries, lockdown went
into effect. Monthly activity indices show declines for March (in seasonally adjusted month-on-
month terms) ranging from 10.4% in Peru, 9.8% in Argentina and 8.2% in Colombia, to a less-steep
5.8% for Chile, 4.3% in Mexico and 3% in Brazil. The differences here largely reflect the exact
timing of quarantine measures—and their robustness. The first four of these countries have all
put in place strict quarantine measures to protect health systems that are (to varying degrees)
unprepared for for the onslaught of Covid-19. 

Notably, though, federal governments in Mexico and Brazil have not imposed formal lockdown
measures, out of an apparent unwillingness to bear the political cost of crippling the two
economies; instead, the Brazilian president, Jair Bolsonaro, has shifted the burden of quarantine
measures to state and local governments, forcing them to bear the political brunt of lockdown
measures—which have been unsuccessful precisely because of a lack of buyin from the
president. Meanwhile, in Mexico, the president, Andrés Manuel López Obrador, has taken a
largely hands-off approach to the management of the crisis; his government put in place some
"suggested" quarantine measures but compliance with non-mandatory measures has clearly been
weak.

Looking ahead to Q2 and beyond

Notwithstanding the varied results in March and in the first quarter of 2020, it seems clear that the
April data will be much worse across the board. This is partly because March data do not fully
take account of containment measures put in place around mid-month. And even for the likes of
Mexico and Brazil, activity will be hit harder in April in the face of plummeting business and
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investor confidence. With the full force of the crisis hitting hardest in April-May, we expect the
trough in activity in Latin America to be apparent in the second-quarter GDP data.

We expect the second-quarter data to be similar to the first, in the sense that Mexico and Brazil
will, relatively speaking, register a better second-quarter performance than the likes of Colombia,
Peru and Argentina. Argentina is of course in the midst of a deep debt crisis that will drag the
economy down with it; Colombia is particularly vulnerable as a big oil producer. Peru will continue
to pay a heavy economic price its stringent but not-that-effective containment measures, despite
its substantial space for fiscal stimulus. This reflects its structural economic and institutional
weaknesses, which are complicating the government response despite substantial macroeconomic
firepower.

But looking even further ahead, our forecasts assume that Brazil and Mexico will start to lag
behind in the recovery phase of the crisis, reflecting the damaging impact of a failure to contain
the pandemic itself, which will keep consumer and business activity subdued for longer than in
other parts of the region. Other factors will of course be at play. We have previously written about
the importance of health policy, macroeconomic policy, economic structure (for example, the level
of labour informality and commodity dependence) and the political environment in determining
Latin America's outlook for recovery from the Covid-19 shock. Taking all of these factors into
account, the recovery is looking to be "nike-swoosh" shaped for most of the region. However, we
have pencilled in a slower recovery in Mexico and Brazil than for the likes of Peru, Colombia and
Chile, reflecting weaknesses in Mexico and Brazil in many of these areas.

One outlier in the region is Chile, which appears to have conditions in place both to contain the
economic decline relative to its regional peers, and to recover fairly robustly. In the first quarter,
its GDP actually rose in seasonally adjusted sequential terms, but this reflects base effects, as the
fourth quarter of 2019 was badly affected by social unrest. In the first quarter of 2020, GDP
recovered but remained below the third-quarter 2019 baseline. Looking ahead, though, it seems
likely to be able to contain the drop in output, relatively speaking, with a combination of robust
containment measures that facilitate a successful exit strategy from lockdown; substantial space
for macroeconomic stimulus and support; strong political institutions that enhance policy
implementation; and structural features of the economy that will leave it less vulnerable than other
countries in the region to decline (such as a relatively low level of labour informality).

In some other generally fast-growing economies in Latin America, Colombia and Peru, we also
expect a relatively quick recovery on the back of fiscal stimulus, although there is a strong chance
that the recovery in these countries (as in the rest of the region) will be bumpy, with potential
setbacks depending on second- or third-wave spikes in Covid-19 cases. The likes of Brazil,
Mexico and Argentina will lag behind. That said, none of the recoveries will be particularly quick:
on aggregate we do not expect Latin America's GDP to recover to 2019 levels until 2022; for many
economies the recovery will not be complete until 2023. 

There are, moreover, substantial risks to this subdued outlook. For the whole region, including
Chile, one of the big emerging risks to the recovery will be political, in the form of social unrest
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and weak political effectiveness, which could scupper recovery efforts. Although in the next few
weeks we will be watching data releases closely to see signs of a bottoming out of activity, we will
also be watching the political environment closely, to see whether political tensions that have
been simmering below the surface start to bubble up and create further policy complications and
obstacles to growth.

Busy Atlantic hurricane season forecast

June 3, 2020

The US National Oceanic and Atmospheric Administration (NOAA) announced in mid-May that
it expected an above-average Atlantic hurricane season in 2020. According to current estimates,
there is a 60% probability that the season will be above-normal, 30% that it will be near-normal
and only 10% that it will be below-normal. The prospect of an extreme hurricane season will add
to the woes of a region already suffering from a drastic decline in tourism owing to the novel
coronavirus (Covid-19) pandemic and related shutdowns. For some Caribbean countries, a
disastrous hurricane season could exacerbate the forecast contraction in real GDP and lead to
rapidly increasing public debt burdens in a region that already includes some of the most heavily
indebted countries in the world.

The NOAA anticipates that there will be 13-19 named storms in the upcoming season, of which 6-
10 could become hurricanes, and 3-6 of those major hurricanes (categories 3, 4 or 5). An average
hurricane season has 12 named storms, six hurricanes and three major hurricanes. This forecast is
based on several climate factors, including higher than average sea temperatures and weaker
tropical Atlantic trade winds. Climate factors have contributed to more active hurricane seasons
for several years now, increasing concerns that ongoing climate change is already leading to
greater severity and frequency of extreme weather events.

Hurricane impact on Florida and the Caribbean

This NOAA forecast is bad news for the Caribbean and southeastern parts of the US (particularly
the state of Florida). Both regions will be seeking to recoup some of their economic losses from
the coronavirus-related shutdown through a tourism revival later in the year. The hurricane
season lasts from June to early November, meaning that the region will have effectively
experienced an eight-month slowdown (from March to November) by the start of high season.

The region has suffered heavily from hurricanes in recent years. In September 2019 Hurricane
Dorian struck the Bahamas, causing an estimated US$4.7bn in damage; the storm also caused
significant damage in Florida and other southeastern US states. In addition, several islands in the
Caribbean are still struggling to recover from the devastating hurricanes (Irma and Maria) that hit
the region just weeks apart in September 2017, with Puerto Rico, Sint Maarten, Barbuda, Anguilla,
the British Virgin Islands and Turks and Caicos among those still in the reconstruction phase.

Being hit by similarly severe hurricanes would be disastrous for the Caribbean. The IMF already
forecasts that the region's GDP will contract by 6.2% in 2020 on the basis of the coronavirus-
induced shutdown; a severe hurricane season would pose further downside risks to this forecast.

Mitigation strategies

In the context of more active hurricane seasons, Caribbean countries have already sought to
mitigate the economic impact of future hurricane hits. This includes constructing more resilient
buildings, often as part of a redevelopment programme following previous hurricane damage.

For example, Dominica, which was damaged severely by Hurricane Maria in September 2017, has
combined its reconstruction programme with the aim of becoming the world's first "climate-
resilient" country. Part of this programme focuses on hurricane-resistant structures, but this is
part of a broader plan to address power grid resilience, utility provision and maintaining
community caches of basic food and communication devices in the event of being cut off
following a hurricane.

Dominica is only in the early stages of moving towards climate resilience, but this trend is being
seen across the Caribbean. The Resilient Caribbean initiative, spearheaded by the Caribbean
Community (Caricom), aims to co-ordinate efforts across the region, building on the US$1.3bn in
pledges and US$1bn in loans and debt relief following the 2017 hurricanes.
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In addition, Caribbean countries have sought to improve their fiscal resilience, rather than having
to rely on aid and debt relief. Much of this focuses on insurance, both private and sovereign
level; for instance, 18 Caribbean countries are members of the Caribbean Catastrophe Risk
Insurance Facility (CCRIF). Many countries can also draw on credit lines with institutions such as
the World Bank and the IMF. However, this option may be less available in 2020, with some
countries (such as Jamaica) having already negotiated loans with the IMF to address their
coronavirus-related economic problems.

Outlook remains grim

Despite some resilience building, there is little that Caribbean countries can do to prepare for an
above-average hurricane season that is not already under way. Governments may seek to
accelerate reconstruction and hurricane proofing ahead of the peak hurricane period in August
and September while continuing with the normal seasonal emergency preparedness procedures.

However, the prospect of a more severe hurricane season may discourage some hotels, tourism
businesses or even cruise lines from returning to business immediately. Some Caribbean countries
expect to begin reopening their tourism sectors from June, and Florida is already implementing a
phased reopening. However, this tentative resumption of activity could be undermined if some
businesses and tourists are deterred from returning to the Caribbean in the short term.

The hurricane season poses a downside risk to our GDP growth forecasts in the region beyond
our recent downward revisions. Any country that experiences a direct hit in the upcoming season
will face additional downgrades. The cost of hurricane reconstruction will strain fiscal balance
sheets and add significantly to public debt burdens. This will exacerbate debt stress in a region
that is already home to some of the world's most heavily indebted countries.

Latin America weekly coronavirus brief: currencies on the up

June 9, 2020

Latin America's currencies have been hit the hardest of all global currency markets this
year, reflecting concerns about the region's external vulnerabilities, its weak growth outlook
coming into the coronavirus (Covid-19) pandemic and the political capacity of certain
governments to manage the crisis.
However, in recent weeks there have been clear signs of renewed strength; even Brazil's
Real, the weakest currency in the world this year, has gained ground against the US dollar. At
present it looks as if the big coronavirus-related adjustments have been absorbed by the
markets, and The Economist Intelligence Unit expects there to be further moderate nominal
gains for regional currencies in the rest of the year, assuming recovery materialises as
expected.
Any gains are likely to take place against a background of volatility, and renewed weakening
pressures could take hold again. In this regard, clients should be looking out for
developments in commodity prices, in politics and in the path of the pandemic.
Clients should also bear in mind that the impact of this year's sharp currency depreciation
will be different in many ways to the norm, in that deflationary economic conditions will
sharply limit pass-through to domestic prices. In the short term at least, the inflation outlook
will not be a concern, and foreign-exchange controls are therefore much less likely than
might otherwise be the case.

Back in March we suggested that currencies would stabilise and that currency overshooting
would begin to reverse from around mid-year. In reality, for many major markets, stabilisation has
come even sooner. There are a number of reasons for this. Commodity prices, which are strongly
correlated with currency trends in many countries—including Colombia (oil), Mexico (oil) and
Chile (copper)—have started to come back from their March lows. For the likes of Mexico, access
to dollars via a swap line with the Federal Reserve (Fed, the US central bank) clearly helped to
stabilise the peso from April, after its rout in March. Most recently, investor risk aversion has
fallen, with some better than expected US data (for example) driving emerging-market (EM)
currencies back up amid generalised dollar weakness. This even allowed the Brazilian Real to start
to claw back some of the ground it lost following the sustained run on the currency that lasted
until mid-May.
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There are some good reasons to suspect that moderate nominal strengthening will continue in the
second half of 2020. Although fundamentals do not drive currency movements in the short term, it
is clear that most Latin American currencies are now substantially undervalued in real, trade-
weighted terms compared with their long-run average (with some exceptions, including the
Uruguayan peso and the Peruvian sol). Current-account deficits remain under control, with
dramatic import compression and a decline in profit remittances by multinationals offsetting the
short-term collapse in export earnings. There are already signs of green shoots in some of the
trade data, in the form of strong growth in export earnings to China.

Politics, prices and the pandemic

Looking ahead, our assumption that most currencies will see further moderate appreciation in the
second half of 2020 is subject to risks stemming from three main areas: politics, the path of the
pandemic and commodity prices. The trajectory of copper and oil prices will be crucial; any
surprises here would stem mostly from weaker than expected recoveries in demand in the China
and the US. 

Quite apart from these global trends, domestic politics clearly matters; the deep, sustained
depreciation of the Brazilian Real in April and early May reflected burgeoning concerns that
increased political polarisation and confrontation amid the pandemic would precipitate some sort
of institutional crisis. Although those fears have subsided somewhat for now, they could easily
re-emerge or take hold elsewhere in the region, for example in countries where efforts to control
the pandemic are running into complications. Across Latin America, failure to control the
pandemic poses risks not just to the political outlook, but also to the economic one, for example if
mismanagement precipitates new lockdown measures, persistently weak business and consumer
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confidence, or both. Such developments would weigh on the currency outlook.

One silver lining (relatively speaking) of the current crisis is the fact that Latin American
currencies have weakened this year in a deflationary environment, limiting price pressures. Early
data suggest that there has been little to no pass-through from currency depreciation to inflation,
allowing the region's central banks to push rates down to negative territory in real terms almost
across the board (with the notable exception of Mexico). In this environment, foreign-exchange
controls are also much less likely than they would be in a "normal" currency rout. Argentina is
one exception; its just-announced nationalisation of a major soybean exporter has several aims,
but one will be to access and control dollar inflows from soy exports more closely.

Although some of the normal complications of currency depreciation appear to have been
avoided, some of the benefits are missing too. Latin America's big exporters will not get any
substantial boost from increased currency competitiveness in the near term in the absence of
demand and amid a bleak picture for fixed investment that will last at least until the end of 2020.
However, in our view, competitiveness gains will persist for some time, despite further nominal
strengthening this year. This could ultimately prove to be one catalyst for recovery in 2021-22.

Latin America enters the eye of the coronavirus storm

June 10, 2020: Highlights

In late May the World Health Organisation (WHO) declared Latin America the new "epicentre"
of the coronavirus (Covid-19) pandemic. Although most countries in the region responded swiftly
to the public health threat and implemented strict containment measures, they have struggled to
bring the virus under control. On June 9th two-fifths of new confirmed Covid-19 cases and new
coronavirus-related deaths globally came from Latin America. Nonetheless, in a context where
governments lack the fiscal capacity and the political capital to enforce a protracted lockdown,
policymakers are now grappling with the challenge of reopening their economies, even before
the epidemiological curve has reached its peak. All of this suggests that the road to economic
recovery will be bumpy and slow.

Latin America's recent emergence as a hotspot was expected, given the lag in transmission of the
virus; the infection curve in the region is about four to six weeks behind that of European
countries and about two to three weeks behind that of the US. Whether Latin America is actually
doing worse than other parts of the developing world such as Africa and southern Asia is an
open question, given that testing rates in those regions are lower on average. Nonetheless, in
absolute terms, the pandemic currently shows no signs of slowing down in Latin America.
According to the Institut de santé globale (ISG, the Institute of Global Health), the effective
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reproduction rate (Re) of the virus is above 1 in almost every country in Latin America. The virus
can only be suppressed when Re is brought below 1, i.e. when each infectious individual infects
less than one other person.

Winners and losers

Analysing the prevalence of the pandemic in Latin America is complicated by the striking
disparities in testing rates between countries. For instance, Chile and Peru have the highest rates
of per-head infections, but this also reflects the fact that they have the highest testing rates in the
region. To account for these discrepancies, the WHO recommends using the ratio of tests
conducted for each positive case to assess the on-the-ground situation. The WHO has suggested
a ratio of 10-30 tests per confirmed case as a general benchmark of adequate testing.
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By any metric, Uruguay stands out as a star performer in the region. According to the ISG, it is the
only major country in Latin America to have brought the effective reproduction rate to below 1,
and it managed to do so without enforcing a national lockdown. There were a number of factors
that worked to Uruguay's advantage going into the crisis, including its strong social safety net
and its relatively low population density. That said, the country's success is arguably due more to
its strong institutions, which have fostered confidence in government policy over the years and
encouraged Uruguayans to voluntarily adopt social distancing measures. Other countries that
benefit from low levels of population density, such as Paraguay and Argentina, have also
performed well relative to the regional average. However, lower levels of institutional trust in both
of those countries meant that governments were forced to implement strict quarantine measures to
ensure compliance with stay-at-home orders.

In our view, less densely populated countries have a natural advantage over their counterparts.
Nonetheless, population density does not, by itself, determine the Covid-19 trajectory in any
country. For instance, despite being one of the most densely populated countries in the region,
Colombia has managed to contain the virus better than its neighbours. This is partly due to the
efficiency of local governments; for instance, in Medellín—Colombia's most densely populated
city—public officials used big data and machine learning techniques to implement an effective
contact tracing strategy. This approach allowed local officials to make the most of the time bought
with the strict lockdown measures.

In other Andean states, the main constraints to flattening the epidemiological curve appear to be
structural. Owing to years of neglect, Peru has one of the region's weakest welfare states. This has
hampered the government's ability to provide economic support without inadvertently acting as a
vector of transmission to vulnerable populations. Similarly, in Chile, highly unequal access to
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healthcare—especially between the public and private health systems—has left large swathes of
the population exposed to the virus. Further complicating matters is the recent increase in public
mistrust towards the state's otherwise strong institutions, which has prompted low compliance
rates with mild restrictions on economic activity. In Ecuador, the spread of the disease was
exacerbated by intra-country disparities in health infrastructure, as well as poor planning of peri-
urban areas.

The risk of a disastrous public health crisis is perhaps most severe in Latin America's two largest
economies—Brazil and Mexico. The populist presidents of these two countries have been the
most prominent coronavirus deniers in the region, clashing frequently with mayors and governors
in their respective countries over the imposition of mandatory quarantine measures. Their
haphazard pandemic responses led to the rapid spread of the virus in both countries, pushing
their comparatively robust health systems to the brink. Despite this, neither leader appears to
have changed tack. In late May the Mexican president, Andrés Manuel López Obrador, began a
cross-country tour, even as his own health officials reiterated the need for continued social
distancing. Meanwhile, in Brazil, the administration of Jair Bolsonaro has doubled down on its
virus denialism, and in early June went as far as to suspend the publication of Covid-19 statistics
altogether. Critics viewed the move as an attempt to hide the true toll of the disease in Brazil, and
the suspension was later reversed by the country's Supreme Court.

A high-risk outlook

Although the coronavirus situation is not under control in most of Latin America, many countries
have already begun to implement their strategies for exiting lockdowns. Regional governments
have calculated that they lack the fiscal and institutional capacity to provide sustained support to
consumers and businesses, many of whom operate in the informal sector. Governments are also
facing increasing political pressure from their constituents to ease restrictions, especially as
Europe and the US emerge from their own lockdowns.

The approach taken to reopening has varied significantly across Latin America. However, by and
large, it is evident that any economic reactivation will be gradual, aimed at minimising the risk of a
more deadly second wave of infections. In Argentina, Colombia and Peru, governments are
adopting a phased approach to reopening the economy, with priority given to non-labour-
intensive industries and to activities in low-infection localities. In Ecuador and Mexico,
governments have adopted "traffic light" systems to determine which activities reopen in each
region, with local governments deciding on the most appropriate level of reopening. Similarly,
other governments in the region have implemented their own versions of "smart reopenings",
which involve staggered resumptions of economic activity based on pre-defined criteria. 

The success of the diverse exit strategies will depend on a number of factors, including
compliance with health and safety protocols, the effectiveness of government policy in helping
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businesses to stay afloat during the crisis and the structural resilience of the economies in
question. The pace of economic reopening in any country will also depend on the regulatory
hurdles imposed by the government, as well as businesses' ability to comply with them.
Implementation risk will be especially high in countries with weak bureaucracies. For instance,
Peru's Ministry of Economy and Finance noted that it was only able to authorise 11% of the
businesses that had applied for reopening permits to do so in May. This forced the government to
adapt its regulations in early June to allow businesses that had applied for permits and provided
the necessary documentation to reopen without having to wait for official approval.

Although governments will be flexible in terms of their reopening strategies, even in the best-case
scenario, we do not expect a return to "business as usual" anywhere in the region. Should the
reopening of economies lead to a resurgence in coronavirus cases, we believe that governments
are likely to enforce targeted measures in specific localities, rather than return to the more
draconian national lockdowns. This was the case in Chile, for instance, when the government
imposed mandatory quarantines for selected communes in the capital, Santiago, after a spike in
cases in May. 

However, even targeted, less restrictive measures would create a bumpy path to economic
recovery for Latin American countries. We are especially concerned that new waves of infections
—and new restrictions on activity—could come at a time when governments have already
expended the bulk of their fiscal firepower, leaving the regional economy in a much more
vulnerable position. We have incorporated such obstacles into our forecasts, which assume that
real GDP will not recover to pre-crisis levels for most Latin American economies until at least 2022
(and in several cases not until 2023 or even 2024). Nonetheless, we will closely monitor
developments on both the public health and economic fronts and make further revisions if
required.

Weekly brief: spotlight on Latam relations with US and China

June 17, 2020

The coronavirus (Covid-19) pandemic has shone a spotlight on relations between Latin
America and the Caribbean (LAC) and its major economic partners, the US and China. The
US has shown no sign of leadership on the health response to the coronavirus outbreak.
China, by contrast, has been a highly visible presence in the region in its "coronavirus
diplomacy".
These developments reinforce the impression that, for many countries in the region—
particularly in South America—China is becoming the more active, close and important
partner.
Looking ahead, the changing relationship between LAC and its two big economic partners will
have consequences in a number of areas, including debt relief, finance and foreign direct
investment (FDI) from China, US support for multilateral finance and the future of US foreign
assistance to the region.
Based on The Economist Intelligence Unit's assumption of a victory for Joe Biden in the US
presidential election later this year, US policy towards Cuba and Venezuela may change.
Some issues, however, are more bipartisan, and a critical point of contention will persist in
the form of China's role in developing fifth-generation (5G) networks in the region in the
coming years.

The increasing importance of China to Latin America is evident in the trade data. China already
displaces the US as the region's main trading partner once Mexico is excluded from the figures. In
2019 regional exports to China amounted to US$126bn. Exports to the US were much higher, at
US$470bn, but Mexico alone accounted for US$371bn of this (in contrast, Mexican exports to
China were just US$7bn). Those countries that trade the most with China—mainly the agricultural
and mining exporters in the Southern Cone and the Andean region—stand to benefit most from
the Chinese economy's quick transition into recovery mode following its early pandemic-induced
disruptions.
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For many (mainly South American) countries with strong trade relationships with China, exports
to that country have held up despite a collapse in trade to other regions. For example, Chile sends
over a third of its exports to China; in the first four months of the year exports to China expanded
by 6%. This contrasts with double-digit declines in exports to Mercosur (the Southern Cone
customs union comprising Argentina, Brazil, Paraguay and Uruguay) and the EU, as well as a
milder decline in exports to the US. Brazil, which sends a similarly large share of its exports to
China, saw these rise by an even more robust 9% in the same period, whereas its exports to the US
(its second-largest trading partner) fell by nearly a quarter. The trend was the same for all of the
region's major economies bar Colombia, which was hit by the collapse in the price of oil, the
country's main China-bound export product.

Medical diplomacy

Having emerged from the pandemic well before it hit Latin American shores with force, China has
been in a relatively strong position to flex its diplomatic muscles by providing medical support to
some of the region's worst-hit countries. China has donated millions of medical items including
personal protective equipment (PPE), infrared thermometers, test kits and more expensive
equipment, such as ventilators. Some of the first batches of equipment reached Venezuela in mid-
March. Since then, almost all Latin American countries have received medical aid of some kind,
financing, or another type of pandemic-related support, usually with considerable publicity. In
many cases, this has come after those same countries donated equipment earlier in 2020, before
the virus spread globally.

Meanwhile, the US has demonstrated little interest in strengthening collaborative efforts with its
Latin American partners and offered little in the way of economic support. Financial assistance to
LAC countries has fallen significantly in recent years, and this trend appears to have continued
so far this year. At the same time, there has been some controversy generated by US-owned
medical supply factories in Mexico; their production has been oriented entirely to export to the
US, despite local shortages. Mass deportations to the region from the US have declined during
the pandemic, but the US authorities have persisted with them despite criticism that deportees are
not being adequately tested for Covid-19. In the next few months the possibility of continued
social unrest in the US, along with the start of the presidential campaign, may keep the US
administration's focus on domestic matters, leaving the playing field open for China to be the
region's main source of external support.
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US revival?

US influence in the region may wane further should the president, Donald Trump, manage to win a
second term in the upcoming November election. However, we currently assume that Mr Biden is
better placed to win in November and take office in January 2021. We also assume that a Biden
administration will work to reverse the US's declining regional influence through a more proactive
agenda with its most important partners, mainly those with which it has free-trade agreements
(FTAs) or other strategic interests, such as security. A symbolic return to the sort of policy
followed by Barack Obama (2009-17) may also manifest itself in a second rapprochement with
Cuba, after relations soured considerably under Mr Trump.

A trickier issue will be Venezuela. Mr Biden has supported the head of the National Assembly,
Juan Guaidó, in his claim for the Venezuelan presidency and as a result, relations with the
administration of Nicolás Maduro are likely to remain tense, albeit less openly hostile than has
been the case under Mr Trump (particularly during John Bolton's hawkish stint as national
security adviser in 2018-19). Venezuela is not, at least, a major source of tension between the US
and China, given that China has stepped back from its financial support of the Venezuelan
government, leaving Russia as the main outside player.

An even trickier issue, which will remain a major source of tension regardless of who wins the US
presidency, is the question of 5G development. With the US-China trade war having evolved into
a tech war, governments throughout the region are having to grapple with the question of
whether to partner with China's telecoms giant, Huawei, to develop the technology. The US has
expressed clear concern that such a development represents a security threat and would threaten
the future of US-LAC relations, but many countries in the region have looked to Huawei to
provide low-cost solutions and have partnered with the company on rolling out 4G networks.
Moreover, regional governments will be wary of damaging increasingly close ties with China and
will find it difficult to manoeuvre around the issue. We do not expect Huawei to be frozen out of
5G development in the region, but the debate could open the door for other global players to
participate more than would otherwise be the case.
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More broadly, the economic influence of China in the region (which predates the Trump
administration) will not decline any time soon. In the past three years 18 countries in the region
have joined China's Belt and Road Initiative, including a number of the US's near neighbours in
the Caribbean and Central America. Even for major economies such as Brazil and Argentina, which
have not joined so far, the role of China as a trade partner and a source of FDI will not wane. 

China's economic influence in the region does not reflect US negligence per se, but rather a desire
on the part of Chinese companies to secure resources, even if this involves taking a lax position
on conditionality. To an extent, Chinese companies have, at times, appeared to ignore concerns
over issues such as contract rights, institutional strength and corruption that are likely in some
cases to be deterring other potential investors (Chinese investors do, in fact, appear to have
started paying more heed to such issues because of investment losses). In this context, there is
little that a Biden presidency could do to reverse China's growing economic presence in South
America. One possibility is a comprehensive policy effort to promote Latin America's presence in
regional supply chains via the United States-Mexico-Canada Agreement (USMCA) and other
FTAs, but obstacles to such efforts remain, including issues of cost, skills and logistics (we will
be exploring the potential for greater LAC participation in supply chains in an upcoming article). A
Biden administration could also be more proactive in developing plans for debt relief in LAC. 
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As for political influence, there is more room for manoeuvre, given that the US has much more
extensive historical and cultural ties with the region, and remains more heavily engaged in areas
such as security. However, this too will depend on the relative importance that the next US
administration attaches to Latin America as it seeks to develop relationships around the globe.
We assume that there will be some re-engagement, but there are risks to this outlook, stemming
not just from the US election cycle, but from Latin America's own election calendar for the next
two years; we will be monitoring all of these elections closely.  

Pandemic deals a blow to Latam’s remittances lifeline
June 25, 2020: Economic growth

The coronavirus (Covid-19) pandemic is causing a collapse in workers' remittances that poses
significant short- and medium-term risks for Latin America and the Caribbean. Remittances
have long been a stabilising force for many regional economies, especially in Central America
and the Caribbean, where they act as a resilient source of external financing and a steady driver
of private consumption. However, rising unemployment in sending countries, mainly the US, will
cause a sharp fall in remittances this year that will amplify economic recessions, raise balance-
of-payments risks, hurt fiscal revenue (through indirect channels), constrain liquidity in the
banking sector and have a profound social impact as poverty levels rise.

The pandemic presents an unprecedented challenge to countries with a strong dependence on
workers' remittances. Remittances have tended to be countercyclical in nature and have in the
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past supported macroeconomic stability during periods of economic stress. Amid shocks in
senders' countries of origin—such as economic recessions, natural disasters or political crises—
flows of remittances tend to increase as migrant workers support their families from abroad.
However, receiving countries will not be able to count on the remittances buffer during the Covid-
19 crisis. The simultaneity of lockdown measures and recessions across the world is a perfect
storm that will affect both senders and receivers, causing a significant collapse in remittance flows
that will compound coronavirus-induced recessions.

Central America and the Caribbean are the most
vulnerable

Some countries will suffer more than others. Central American countries (especially the Northern
Triangle) and Caribbean countries (mainly Haiti, Jamaica and the Dominican Republic) are the
most dependent on remittances, which represent a large share of their GDP (Haiti tops the list, at
39.1% of GDP in 2019). Countries in South America receive varying levels of remittances, but
inflows represent a smaller share of GDP (less than 3% everywhere other than Bolivia), meaning
that those countries are less at risk. Mexico, despite receiving the largest volume of remittances in
the region (US$36bn in 2019), is relatively insulated from a sudden drop in inflows, as they
represent only 2.9% of GDP. Nonetheless, the decline will deal an additional blow to an already
grim economic outlook (we expect the Mexican economy to contract by 9.2% in 2020).

A large bump in workers' remittances in recent years will make the collapse even more painful. The
US is the main source of remittances for Central America and the Caribbean (in El Salvador, they
represent 98% of the total), meaning that remittances in many countries are strongly tied to US
labour, migration and economic dynamics. Remittance flows have grown significantly since 2015
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owing to a strong US labour market and fear over deportations amid stricter immigration policies
under the current US administration, led by Donald Trump.

Immediate impact

Covid-19 lockdowns across the US have sharply reversed that trend. Rising unemployment has
taken a toll on the income and savings of migrants in the US, driving a fall in workers' remittances.
Lockdowns have had a disproportionate impact on Hispanic communities, who tend to live in
urban areas and are employed in sectors that have been hit particularly hard by the pandemic,
such as retail, hospitality and construction. They also tend to have more limited access to social
benefits, including healthcare and unemployment payments, which has further strained their
incomes.

US unemployment has soared since March, as lockdown measures have stifled economic activity;
in April, according to the US Bureau of Labour Statistics, total nonfarm payroll employment fell by
a huge 20.5m, pushing the headline unemployment rate to a record high of 14.7%, from 4.4% in
March. The situation recovered slightly in May, with the unemployment rate declining to 13.3%.
However, Hispanic unemployment remained significantly higher, at 17.6%.

The fall in remittances has been immediate and has been more pronounced in the Northern
Triangle, where remittances plummeted in April compared to 2019. Caribbean countries also
suffered, but—with some exceptions like the Dominican Republic, where remittances fell by 21.8%
—they have suffered weaker blows. Although both regions depend on the US as their main
source of remittances, it is likely that Caribbean remittances were more resilient because senders
generally have a more stable legal status (US citizenship or legal authorisation), which provides
better job prospects and access to state aid. In South America, inflows of remittances to Colombia
fell by 38.3%. Bolivia, where remittances represent less than 3% of GDP, saw inflows crash by
29.4% in April.

Some countries saw flows tick up in May. Monthly divergences in trends are not uncommon in
remittance flows, which can be affected by many factors depending on the country. The main
driver tends to be a crisis in the sender's country of origin. For instance, in the case of Haiti,
remittances have proven more resilient (they fell by only 4.3% year on year in April), probably
because recent political instability and social unrest in Haiti prompted workers in earning
countries to send more back to recipients. Other factors can also affect short- and long-term
trends. For instance, transmission costs affected flows to El Salvador; remittances ticked up in
May, probably owing to the waiving of fees by four large money transfer agencies. Currency
fluctuations can also play a big role, as senders move to increase the purchasing power of their
transfers. In Mexico, remittances jumped in March and remained relatively stable in April; peso
depreciation may have incentivised Mexicans in the US to send more, and some Mexicans
returning to Mexico as a result of job losses in the US may have taken their savings with them.

Ripple effects
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Notwithstanding these divergences, we expect remittances to contract significantly across the
region in 2020. We expect inflows to decline gradually throughout the year as a recession in
sending countries and skyrocketing unemployment take a toll on incomes and savings. We
forecast that US unemployment will average 11% in full-year 2020, as employment will be slow to
recover in the worst-affected industries, where many migrants are employed. Remittances are
likely to pick up in 2021 in line with a recovery in the US economy, but employment in some
services industries may not recuperate fully, which is likely to weigh on remittance flows.

In this context, the collapse in remittances will have a severe economic impact, mainly in Central
America and the Caribbean. Private consumption, which in countries such as Haiti represents over
100% of GDP, will be severely hit. Investment in small and medium-sized enterprises (SMEs) will
contract sharply, given that in many countries, remittances are one of the main sources of capital.
Banking sector risks will rise as liquidity tightens with subdued remittance flows, which are
usually channelled through the banking system. Fiscal revenue will also be constrained as
depressed private consumption hits value-added tax (VAT). Social pressures will mount as
poverty rises and the social safety net provided by remittances dissipates. External imbalances
will deteriorate as the buffer created by remittances falls, raising balance-of-payments risks.
Overall, falling remittances will have a significant impact on macroeconomic stability and will
represent a setback for economic development by reducing household investment in health,
sanitation and education. Our forecasts will take all of these effects into account.

The long-term outlook for remittances in Latin America will be largely dependent on migration
flows. In South America, the importance of remittances could increase as intraregional migration
to more developed economies (such as Chile) rises in the aftermath of economic recessions this
year. In addition, economic recessions could fuel renewed waves of migration from Mexico,
Central America and the Caribbean to the US. Nonetheless, more restrictive policies in the medium
term could curtail movement—and therefore remittances—in the long term.
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	Briefing sheet
	Political stability
	The government is instituting constitutional reform while managing a difficult international and economic environment amid hostile relations with the US and the outbreak of the novel coronavirus (Covid-19). Cuba first reported cases of the virus in mid-March, and there were a cumulative 2,083 confirmed cases at end-May, with 83 deaths. The government has implemented social distancing measures and has closed the border to foreign arrivals. Tourism (a significant contributor to foreign exchange and the island's private sector) was suffering from US sanctions before the virus; the associated lockdown and loss of tourist income will tip the country into an even deeper recession than the Economist Intelligence Unit had anticipated before the coronavirus crisis.

Amid this difficult environment, the government will proceed cautiously in implementing a constitutional reform that significantly changes Cuba's political and economic structure. In December 2019 the National Assembly appointed Manuel Marrero as Cuba's first prime minister since 1976, following his selection by the president, Miguel Díaz-Canel, who has been in office since 2018. The prime minister will lead the cabinet in the daily running of the country, whereas the role of president will become more ceremonial. A€third pillar of power is the chair of the ruling Partido Comunista de Cuba (PCC). This role was traditionally coterminous with that of the president, but is currently held by Raúl Castro, who is the previous president (2008-18), a revolution-ary€leader and the current head of the government's coronavirus response. Mr€Castro is expected to step down at the next PCC congress (in 2021), and the title is likely to pass to Mr Díaz-Canel. As Mr Castro and his contemporaries exit the scene, new leaders will compete for authority (especially given the more decentralised power structure), which will increase risks to stability.

Despite the political changes, social reforms will be gradual, owing to the government's wariness of the destabilising effects of liberalisation. However, access to information and to social media is growing amid increased mobile and internet penetration, permitting greater citizen communication with the leader-ship and stronger demands for accountability. The difficult economic situation raises risks to political stability, but we do not believe that this will result in regime change in the 2020-24 forecast period. The government is skilled at defusing dissent through the domestic security apparatus and through neigh-bourhood monitoring groups, and the state media are effective at rallying support through propaganda.


	Election watch
	Cuba's one-party system will remain largely unchanged in 2020-24. National and provincial elections are held every five years, most recently in March 2018. Candidates are nominated through municipal councils and by members of official "mass organisations", including labour unions and organisations for students, women and farmers. Ultimately, the final decision rests with the PCC's candidates' commission. Although it is not a requirement, most of the candidates are PCC members. Only one candidate is nominated for each seat in€National Assembly elections, but nominees must be approved by a majority of voters. The National Assembly chooses the president, who is limited to two five-year terms.


	International relations
	Relations with the US will remain sour as long as the US president, Donald Trump, remains in office. The president has authorised the implementation of Title III of the 1996 Helms-Burton Act, which allows US citizens with claims to property confiscated by the Cuban government following the 1959 revolution to sue companies currently "trafficking" in that property. This subjects foreign firms operating in Cuba to lawsuits in US courts. The US has announced restrictions on workers' remittances from Cuban-Americans and several new sanctions on US tourism to Cuba. These measures are in addition to US trade sanctions that have been in place since 1960 (which can be removed only by the US Congress). We would expect a friendlier relationship with the US if the Democratic candidate, Joe Biden, were to win the US 2020 election. However, a full lifting of sanctions is unlikely in the forecast period.

A more hostile US will produce sympathy among other partners. Ties with the EU will warm (following a formal reinstatement of relations in 2017), and the bloc will continue to be an important partner for investment and development finance. Cuba will remain a staunch defender of the Venezuelan regime of Nicolás Maduro, which continues to supply oil to Cuba and is an important market for Cuban services exports. Given diminishing aid from Venezuela, Cuba is developing investment and commercial ties with other nations, including China, Russia, Japan, Angola and Algeria. Cuba's medical diplomacy (through which it sends medical aid to poorer countries) will also help the government to curry favour during the ongoing coronavirus pandemic.


	Policy trends
	US sanctions, combined with the coronavirus crisis, will complicate the five-year economic policymaking framework that was set out at the PCC congress in April€2016. The demands of the pandemic are likely to include a temporary pause in further liberalising measures and the return of the state to areas in which it sought to reduce its role. In April the government increased the use of rationing to ensure social distancing and the fair distribution of products. Although Cuba's health system is comprehensive, it suffers from shortages, and the country's demographic profile leaves it vulnerable to the outbreak (20% of the population is over 60 years old).

Reforms are likely to resume when the threat of the virus has passed, but the transformation from a communist to a mixed economy will be gradual and will not result in fully fledged capitalism in the forecast period. Risks to economic liberalisation are substantial, given the state's half-hearted commitment to independent enterprise and hardliners' resistance to reforms. We expect activity in the non-state services sector to contract sharply in 2020, owing to slower tourism and domestic consumption growth. However, activity should rebound slightly in 2021-24. Non-state jobs will still be concentrated in restaurants, hotels and other tourism services, but will eventually expand into construction, business services and other sectors.


	Fiscal policy
	The impact of the coronavirus pandemic will lift the fiscal deficit temporarily, but it will decline gradually thereafter. We expect the deficit to widen, to 9.5% of GDP in 2020, from an estimated 6.3% of GDP in 2019, owing to revenue shortfalls amid reduced economic activity, and increased costs of healthcare and wage guarantees. We anticipate a slightly narrower deficit in 2021, of 5.4% of GDP, and€further gradual progress thereafter; the deficit will shrink to 3.2% of GDP in 2024,€as state support rolls back and revenue recovers. This contraction will be necessitated by the government's meagre 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. Given the wider deficit amid the crisis, the government is likely to resort to greater monetisation. A€recent spate of large deficits (averaging 7.2% of GDP in 2015-19) means that the government may be close to exhausting domestic sources of financing.

We expect Cuba to remain barred from membership of multilateral institutions, such as the World Bank and the Inter-American Development Bank, as long as US sanctions remain in place, given US veto power in both organisations. In€May Cuba requested a reprieve on repayments due for 2019-21 under its 2015 agreement with the Paris Club of bilateral creditors, citing the scale of the coronavirus-related economic crisis. Given the extraordinary circum-stances, we believe that a reprieve will be granted, such as the agreement reached with the G20 in April to suspend bilateral debt payments to lower-income countries. This could help Cuba to avoid the deal's punitive measures in case of€default.


	Monetary policy
	The large informal economy and the existence of different markets with divergent prices and exchange rates complicate monetary management. The government currently operates in two currencies—the convertible peso (CUC, which is set at CUC1:US$1) and the Cuban peso (CUP, officially CUP1:CUC1, but with a parallel rate of CUP24:CUC1 for non-state transactions). However, in response to significant liquidity challenges, the government has increasingly allowed the use of foreign currency for electronic purchases (at the expense of the CUC), in an effort to keep foreign-currency spending on imported consumer goods within Cuba. The government officially aims to unify the two currencies by 2021, but recent developments suggest that it may be encouraging a move away from the CUC, with plans to eliminate it altogether eventually. A clearer picture should emerge in the months before the 2021 party congress.


	International assumptions
	Title
	 	2019	2020	2021	2022	2023	2024
Economic growth (%)
US GDP	2.3	-4.0	2.4	2.2	2.0	1.8
OECD GDP	1.6	-5.5	2.8	2.1	1.9	1.8
World GDP	2.2	-4.2	3.7	2.9	2.8	2.7
World trade	0.9	-24.8	20.9	4.0	3.8	3.8
Inflation indicators (% unless otherwise indicated)
US CPI	1.8	0.6	1.5	1.7	2.0	1.9
OECD CPI	1.9	0.9	1.5	2.0	2.1	2.1
Manufactures (measured in US$)	-1.4	-2.0	3.5	3.9	3.5	3.1
Oil (Brent; US$/b)	64.0	38.1	44.0	58.5	65.0	62.5
Non-oil commodities (measured in US$)	-6.3	-3.2	3.9	2.2	3.2	2.1
Financial variables
US$ 3-month commercial paper rate (av; %)	2.2	1.2	0.8	0.5	0.9	1.4
Official exchange rate CUC:US$ (av)	1.00	1.00	1.00	1.00	1.00	1.00
Exchange rate US$:€ (av)	1.12	1.10	1.12	1.17	1.21	1.24

	Economic growth
	Title
	The impact of the coronavirus: global and regional assumptions
The Economist Intelligence Unit's forecasts are built on a series of epidemiological assumptions about the novel coronavirus (Covid-19). Without rapid access to a vaccine, we expect that the disease will eventually infect up to 30% of the world's population. We assume that about 15% of symptomatic cases will be severe and that up to 1% of symptomatic cases will prove fatal. Death ratios will depend on a country's ability to detect, track and contain the virus, and the capacity of the national health system. Governments are lifting restrictions on freedom of movement gradually in countries where the number of cases is falling and where there is sufficient spare capacity in the healthcare system. Some countries may be forced to re-impose measures if cases spike again. Based on previous viral outbreaks and the progress made on other coronavirus vaccines (such as that for severe acute respiratory syndrome—SARS), we expect a vaccine to be available by end-2021.

In economic terms, we forecast that global output will contract by 4.2% year on year in 2020 and that global trade will decline by 24.8%. Global GDP will not recover to pre-coronavirus levels before at least 2022; 2020 and 2021 will be lost years for growth. Real GDP will contract in all regions of the world, but the drop in output will be especially severe in OECD countries. All G7 countries and almost all G20 countries will experience a full-year recession in 2020. We expect China's real GDP growth to slow sharply to 1% this year, and forecast a full-year recession in the US, with a contraction of 4%. We assume that oil prices will decline by more than 40% this year, to average US$38/barrel. Most countries have responded with huge fiscal expansion to support businesses and households, raising the risk of sovereign debt crises in the medium term. Central banks have cut interest rates and, more importantly, have stepped up as buyers of last resort for government and corporate debt.

The infection curve in Latin America is about four to six weeks behind that of European countries and about two to three weeks behind that of the US. Most countries in the region, with a few notable exceptions, responded swiftly to the public health threat and implemented strict containment measures. However, by and large, governments were unable to use the time bought by the lockdowns to adequately test, trace and isolate those infected. As a result, Latin America is emerging as a new epicentre for the virus; although the region makes up just over 8% of the world’s population, it accounts for close to 14% of confirmed coronavirus cases globally. Despite this, even as the coronavirus caseload continues to grow, policymakers have been left with little option but to evaluate possible exit strategies. The sudden stop to activity has precipitated a dramatic economic collapse, and most governments lack the fiscal space and the institutional capacity to provide support to consumers and business during a more protracted lockdown. Although exit strategies will vary from country to country, most governments are phasing out restrictions in a gradual manner to ensure that the numbers of coronavirus cases and deaths remain under control, health services can cope and public confidence in the handling of the crisis remains strong. Nonetheless, there is a high risk that even a gradual and phased easing will expose countries to a second wave of infections (as has happened in Singapore and South Korea).

The coronavirus pandemic will have a severe economic impact. We forecast a Latin American recession in 2020, with an aggregate contraction of over 7% and output in all of the major economies contracting by 4-10%. Some Caribbean countries, which depend on tourism, will be hit even harder. Quarantine measures will result in a sharp supply-side shock, hitting working hours and productivity, and manufacturers will suffer from a disruption to global supply. Supply-side disruptions will be short-lived, but demand effects will be long-lasting. A decline in confidence is likely to persist after quarantine measures are lifted. For fear of contagion, people may continue to avoid public spaces, and tourism may not resume immediately. Households will limit their consumption in response to a loss of income, and businesses will delay investment.

The longer-lasting political and geopolitical impact of the crisis will be significant. The pandemic has resulted in an extraordinary expansion of executive powers, with limited parliamentary oversight. Elections have been cancelled, or delayed, in some countries. When the pandemic has passed, governments will face intense scrutiny on their response. A failure to address the humanitarian crisis triggered by the coronavirus could further erode trust in national institutions. A severe global economic crisis, followed by renewed fiscal austerity and large-scale unemployment, will fuel a new wave of popular protests. The crisis may encourage support for the nation state and a backlash against globalisation and open borders. The competition for global leadership between China and the US will intensify as a result of the crisis, and a realignment of geopolitical spheres of influence may ensue in Europe, Africa and other regions. This will provide a challenging environment for Latin America over the medium term as the region tries to grapple with the debt overhang from the extra spending measures and the hit to revenue, as well as lower potential growth rates, owing to the damage to productive sector value chains, particularly small and medium-sized enterprises (SMEs).

Economic growth
The economy will remain under strain in the short term, owing to limited access to foreign exchange as a result of reduced aid and oil shipments from Venezuela, harsher US sanctions, and the coronavirus pandemic. In the face of these challenges, and given Cuba's decision to close its borders in late March, we forecast a contraction in real GDP of 8.3% in 2020. Lower tourist arrivals and lockdown measures will severely batter tourism and domestic consumption (the private sector depends on both of these), and depress domestic economic activity. A dramatic increase in government consumption and lower oil prices will provide some relief.

Growth will rebound to 4% in 2021, but this statistical rebound will mainly reflect a low base of comparison, and economic conditions will remain weak. Growth will be muted in 2022-24, averaging 1.8% per year, as US sanctions and unstable Venezuelan oil shipments limit both the growth of the tourism sector and the oil supply for economic activities ranging from agriculture to manufacturing.

Upside risk would come from a Democrat victory in the US presidential race in 2020, in which case we would expect trade and investment to improve, with annual growth in 2022-24 about 2 percentage points higher per year. However, measuring the size of the Cuban economy is difficult, given various exchange rates and a 1997 base year for Cuban GDP data, which fails to account for structural changes to the economy in recent years.

Downside risks to our GDP forecast are substantial and stem from the prospect of further US sanctions on Cuba, or the possibility of regime change in Venezuela bringing a sudden halt in aid to Cuba. Weather-related risks also pose a persistent risk to our forecasts.

Economic growth
%	2019a	2020b	2021b	2022b	2023b	2024b
GDP	0.5	-8.3	4.0	2.2	1.5	1.7
Private consumption	1.9	-7.0	4.0	4.2	1.5	1.5
Government consumption	0.1	4.7	3.1	2.7	1.4	1.2
Gross fixed investment	2.5	-20.0	-1.2	5.0	2.1	3.0
Exports of goods & services	-7.6	-15.2	5.8	6.3	3.1	1.7
Imports of goods & services	-2.8	-4.2	0.4	4.0	3.2	1.1
Domestic demand	1.6	-6.4	3.0	3.9	1.6	1.6
Agriculture	1.9	-2.5	2.0	2.0	2.0	2.0
Industry	-0.5	-3.5	1.1	2.5	2.4	2.3
Services	0.8	-10.0	5.0	5.0	1.3	1.6
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts.

	Inflation
	In the absence of reliable official data, we expect lower oil prices and suppressed domestic demand to lead to weaker inflation in 2020, averaging 4.2%. This will increase to 6% in 2021 as economic activity resumes, shortages arise and tourism once again puts pressure on local prices. Inflation will average 5.7% in 2022-24.

Concerned about the inflationary impact of last year's large wage increases, the€authorities have administered unorthodox measures (such as price freezes), which are likely to exacerbate shortages and perpetuate price distortions, ulti-mately intensifying price pressures. Still, we expect these to be extended during the pandemic. The inflationary impact of price liberalisation will prompt the authorities to implement the policy cautiously in 2021-24, but its effect should be partly cushioned by firmer competition and expanded output amid the govern-ment's export promotion drive.


	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 the Cadeca rate of CUP24:CUC1, used for personal transactions and in the non-state sector. Some sectors of the economy—such as the Mariel Special Develop-ment 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.

Officially, the authorities intend to unify the two currencies. Given the recent introduction of the US dollar and other foreign currencies into parts of the economy in October 2019, we now consider unification unlikely in 2020-24. The prevalence of the dollar (at the expense of the CUC) is likely to increase; anecdotal evidence suggests that the CUC is already selling at a rate of CUC1.2:US$1 on the black market. It now appears more likely that the authorities will eliminate the CUC in favour of a mixture of the CUP and foreign currency.


	External sector
	The coronavirus-led collapse in tourism will put pressure on Cuba's external sector, which was already facing challenges from US sanctions and a decline in Venezuelan oil. The government will be able to moderate the effects of these through import compression, domestic rationing and suspending or delaying some payments on foreign debt; lower oil prices will also provide some support. Nevertheless, the current-account surplus will decline, from an estimated 1.4% of GDP in 2019 to an average of 0.8% of GDP in 2020-21. A€decline in services income (mostly from tourism) will drive the fall, despite support from the increased sale of medical services abroad. The surplus will shrink thereafter (averaging 0.2% of GDP in 2022-24) as oil prices rise and Cuba€€resumes payment of external debt obligations, but growth in workers' remittances will keep the current account in surplus.

Amid the coronavirus pandemic and effects of Helms-Burton, foreign direct investment (FDI) inflows will fall in 2020, but we expect them to pick up later in the forecast period. The authorities do not publish data on international reserves; we estimate an end-2019 level of US$9.8bn (ten months of import cover), although it could be significantly lower, as recent challenges in meeting external debt obligations may show. Looking ahead, we expect Cuba's reserves coverage to decrease significantly, amid pressure on the country's ext-ernal sector. This is particularly true later in the forecast period, as the cost of servicing rescheduled debt increases and as oil prices rise, but we estimate reserves coverage to remain above five months.


	Forecast summary
	Title
	Forecast summary
(% unless otherwise indicated)
€	2019a	2020b	2021b	2022b	2023b	2024b
Real GDP growth	0.5	-8.3	4.0	2.2	1.5	1.7
Industrial production growth	-0.5	-3.5	1.1	2.5	2.4	2.3
Gross agricultural production growth	1.9	-2.5	2.0	2.0	2.0	2.0
Unemployment rate (end-period)	3.1	3.4	3.7	3.9	4.0	4.2
Consumer price inflation (av)	5.6	4.2	6.0	5.9	5.9	5.3
Consumer price inflation (end-period)	5.7	3.8	6.5	5.9	5.9	5.0
General government balance (% of GDP)	-6.3	-9.5	-5.4	-4.7	-3.8	-3.2
Exports of goods fob (US$ bn)	2.4	2.2	2.2	2.4	2.4	2.5
Imports of goods fob (US$ bn)	10.6	9.0	9.5	10.7	11.6	11.8
Current-account balance (US$ bn)	1.5	0.7	1.0	0.4	0.2	0.3
Current-account balance (% of GDP)	1.4	0.7	0.9	0.3	0.1	0.2
External debt (year-end; US$ bn)	29.4	28.7	28.2	28.1	27.5	27.1
CUC:US$ (av)	1.00	1.00	1.00	1.00	1.00	1.00
CUC:US$ (end-period)	1.00	1.00	1.00	1.00	1.00	1.00
CUP:CUCc	24.00	24.00	24.00	24.00	24.00	24.00
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts. c Cadeca rate.

	Annual data and forecast
	Title
	€	2015a	2016a	2017a	2018a	2019b	2020c	2021c
GDP	€	€	€	€	€	€	€
Nominal GDP (US$ m)	87,133	91,370	96,851	100,023	106,343	103,613	114,024
Nominal GDP (CUC m)	87,133	91,370	96,851	100,023	106,343	103,613	114,024
Real GDP growth (%)	4.4	0.5	1.8	2.3	0.5	-8.3	4.0
Expenditure on GDP (% real change)	€	€	€	€	€	€	€
Private consumption	7.4	4.1	1.7	2.2	1.9	-7.0	4.0
Government consumption	0.0	-0.2	2.2	1.3	0.1	4.7	3.1
Gross fixed investment	18.3	7.5	0.2	4.8	2.5	-20.0	-1.2
Exports of goods & services	-0.1	-19.7	0.0	-2.4	-7.6	-15.2	5.8
Imports of goods & services	10.1	-10.6	-1.6	-2.0	-2.8	-4.2	0.4
Origin of GDP (% real change)	€	€	€	€	€	€	€
Agriculture	2.5	5.8	-1.4	2.6	1.9	-2.5	2.0
Industry	8.8	-1.9	2.2	2.5	-0.5	-3.5	1.1
Services	3.2	1.2	2.1	2.1	0.8	-10.0	5.0
Population and income	€	€	€	€	€	€	€
Population (m)	11.3	11.3	11.3	11.3	11.3	11.3	11.3
GDP per head (US$ at PPP)	12,474b	12,656b	13,120b	13,746b	14,075	13,100	13,781
Recorded unemployment (av; %)	2.4	2.4	2.6	2.8b	3.1	3.4	3.7
Fiscal indicators (% of GDP)	€	€	€	€	€	€	€
Public-sector revenue	57.4	56.5	57.2	57.1	56.4	59.5	56.7
Public-sector expenditure	63.4	63.3	65.7	65.4	62.7	69.0	62.1
Public-sector balance	-6.0	-6.8	-8.5	-8.3	-6.3	-9.5	-5.4
Net public debt	40.3b	42.7b	46.7b	51.0b	51.9	59.2	57.8
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; %)	4.6b	4.5b	5.5b	6.9b	5.6	4.2	6.0
Stock of money M2 (% change)	9.3	13.1	8.1	13.1	3.3	-6.5	7.4
Current account (US$ m)	€	€	€	€	€	€	€
Trade balance	-8,173	-7,756	-7,508	-8,785	-8,248	-6,796	-7,276
€Goods: exports fob	3,572	2,546	2,704	2,742	2,364	2,164	2,193
€Goods: imports fob	-11,745	-10,302	-10,212	-11,527	-10,612	-8,960	-9,469
Services balance	10,509b	10,220b	10,281	10,722b	9,194	7,450	7,951
Primary income balance	-1,119	-1,284	-1,173b	-1,065b	-1,214	-970	-1,135
Secondary income balance	219	616	1,191b	1,659b	1,740	1,057	1,486
Current-account balance	1,436b	1,796b	2,790b	2,531b	1,472	741	1,027
External debt (US$ m)	€	€	€	€	€	€	€
Debt stock	30,327b	29,891b	29,891b	29,890b	29,439	28,671	28,234
Debt service paid	1,826b	4,366b	1,801b	2,007b	1,950	1,993	1,996
€Principal repayments	964b	3,524b	954b	1,139b	1,082	1,148	1,152
€Interest	862b	842b	847b	868b	868	845	844
International reserves (US$ m)	€	€	€	€	€	€	€
Total international reserves	11,803b	12,003b	11,353b	10,853b	9,753	8,253	7,303
a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts.
Source: IMF, International Financial Statistics.
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