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Briefing sheet
Editor: Robert Wood

Forecast Closing Date: September 27, 2020

Political and economic outlook

Raúl Castro is likely to resign as chair of the Partido Comunista de Cuba (PCC) at its 2021
congress and be succeeded by the president, Miguel DíazCanel. Risks to stability will rise amid
a more decentralised power structure, but the PCC should be able to retain power.
Economic liberalisation has been put on hold but is likely to resume when the coronavirus
(Covid-19) pandemic eases. However, reforms will move slowly. The private sector will suffer
amid a collapse in tourism but will recover later in the 2021-25 forecast period.
The fallout from US sanctions on Cuba, along with the impact of the pandemic, will hamper the
pace of recovery following a sharp recession in 2020. Stronger GDP growth is only likely in
2023-25 amid an easing of sanctions under a new US administration.
Unification of the two official Cuban currencies—the convertible peso (CUC) and the Cuban
peso (CUP)—is crucial to tackling economic distortions but is unlikely in 202125. It appears
increasingly likely that the CUC will be phased out in favour of a foreign currency.
The current account will remain slightly in surplus in 2021-22, as still low oil prices and import
compression will offset weak earnings from tourism. The Economist Intelligence Unit expects a
narrow deficit in 2023-25 as an easing of US sanctions sucks in imports.

Key indicators
 2020a 2021b 2022b 2023b 2024b 2025b

Real GDP growth (%) -8.3 2.3 2.9 3.3 3.8 4.2

Consumer price inflation (av; %) 4.2 6.0 6.1 6.3 6.0 5.6

Government balance (% of GDP) -9.5 -5.5 -4.7 -3.7 -2.9 -2.1

Current-account balance (% of GDP) 0.3 0.4 0.3 -0.5 -0.4 -0.2

Unemployment rate (%) 3.4 3.7 3.9 4.0 4.2 4.4

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.
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Key changes since August 15th

Fresh restrictions have been introduced in the capital, Havana, following a spike in new
coronavirus cases. Our macroeconomic projections remain on hold, but there are growing
downside risks to our 2021 forecasts.

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—Renewed restrictions: The recent spike in Covid-19 cases has prompted the
introduction of measures in affected areas, including in Havana. Our forecasts remain
unchanged given that the new restrictions fall short of a broad-based lockdown, but we will
continue to monitor the situation closely.

Major risks to our forecast
Scenarios, Q3 2020 Probability Impact Intensity

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

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

high
15

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 2021-25

Political stability
The Cuban government is instituting constitutional reform while managing a difficult international
and economic environment, amid hostile relations with the US and the coronavirus (Covid-19)
pandemic. Despite a robust public health response, there has been a fresh spike in cases in recent
weeks, resulting in new restrictions in the capital, Havana, where most new cases have been
recorded. Even assuming that the government manages to prevent a damaging and extensive
second wave of the virus, the country will suffer an economic blow, which will affect the political
and economic situation during the early part of the 2021-25 forecast period. The ongoing difficult
economic situation raises some risks to political stability, but The Economist Intelligence Unit
does not believe that this will result in regime change in 2021-25. The government is skilled at
defusing dissent through the domestic security apparatus and through neighbourhood
monitoring groups, and the state media are effective at rallying support through propaganda.

Against this difficult backdrop, the government will proceed cautiously in implementing a
constitutional reform that changes Cuba's political and economic structure significantly. 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 the previous president, Raúl Castro (200818), a revolutionary
leader who remains influential in the role of elder statesman. Mr Castro is expected to step down at
the next PCC congress (in April 2021), and the title of chair 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, reforms will proceed gradually, 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.

Election watch
We expect Cuba's one-party system to remain largely unchanged in 2021-25. National and
provincial elections are held every five years and are next due in 2023. 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 decision rests with the
PCC's candidates' commission. Although it is not a requirement, most 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
Cuba has faced a more hostile US while the US president, Donald Trump, has been in office.
However, based on our expectation of a change of government in the US after the upcoming
November presidential election, the bilateral relationship is likely to improve. Mr Trump 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. Under Mr Trump, the US has also announced restrictions on
workers' remittances and fresh sanctions on US tourism to Cuba. These measures add to US trade
sanctions that have been in place since 1960 (which can be removed only by the US Congress). If
the Democratic candidate, Joe Biden, wins the November poll, some elements of the 2014-17
rapprochement that took place under the former US president, Barack Obama (2008-16), would be
likely to be restored, particularly those concerning travel, investment and remittances. However,
even assuming some easing in policy under the next US government, we currently assume that
trade sanctions will remain in place.

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 (albeit in reduced quantities) and is an important market for Cuban services exports. Given
diminishing aid from Venezuela, Cuba will continue to cultivate invest-ment and commercial ties
with other countries such as China, Russia, Japan, Angola and Algeria.

Policy trends
More liberalising measures are possible at the next party congress in April 2021, but the
transformation from a communist to a mixed economy will be gradual and will not result in fully
fledged capitalism in the 2021-25 forecast period. The demands of the pandemic mean that some
measures may even be rolled back as the state returns to areas in which it had sought to reduce its
role, including rationing and distribution of food. However, we believe that this will prove
temporary and that the government will increase efforts to push through some reforms in the
medium term. It will support greater import substitution (particularly in agriculture, given that an
estimated 80% of Cuba's food is imported) and will seek to allow state-owned enterprises greater
autonomy in decision-making and business planning. In addition, the government has said
that it will expand the categories for self-employment and allow private-sector enterprises and co-
operatives to import and export outside the state monopoly. However, in view of the state's past
half-hearted commitment to independent enterprise and hardliners' resistance to reforms, the risks
to economic liberalisation remain substantial.
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Fiscal policy
The fiscal deficit is forecast to narrow steadily during 2021-25, albeit from a wide point; the deficit
has expanded sharply in 2020 as a result of the pandemic and will reach an estimated 9.5% of GDP,
reflecting revenue shortfalls amid reduced economic activity and the increased costs of healthcare
and wage guarantees. We forecast a narrower deficit in 2021, of 5.5% of GDP, on the assumption
that revenue will stay weak but that spending commitments will ease. As economic activity
strengthens in the second half of the forecast period, fiscal revenue is likely to pick up more
firmly, aided by government efforts to increase tax collection. The government will continue long-
running efforts (which were interrupted by the pandemic) to roll back state support, resulting in a
steady decline in the expenditure/GDP ratio. We expect the fiscal deficit to narrow to 2.1% of GDP
in 2025.

Fiscal retrenchment will be necessary, partly because the government has 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 estimated deficit in 2020, we
consider it likely that the government is resorting to greater monetisation, but this will not be
feasible in the long run, as it will pressurise inflation and cause broader economic problems at a
time when the authorities are trying to address price and currency dislocations.

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, 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. In July the government increased the scope for the use of US dollars in an
ongoing effort to keep more hard currency in the country. The move essentially makes the CUC
redundant, suggesting that, instead of unifying the two currencies, the government may be
encouraging a move away from the CUC, with the eventual goal of eliminating it altogether. A
clearer picture should emerge in the run-up to the April 2021 party congress.

International assumptions
 2020 2021 2022 2023 2024 2025

Economic growth (%)

US GDP -5.3 4.0 2.6 2.3 2.0 2.0

OECD GDP -6.5 4.1 2.6 2.2 2.0 1.8

World GDP -5.2 4.5 3.3 3.1 2.8 2.7

World trade -16.2 9.2 4.9 4.1 4.0 3.8

Inflation indicators (% unless otherwise indicated)

US CPI 0.7 1.7 1.9 2.2 1.9 1.8

OECD CPI 1.1 1.7 2.0 2.2 2.1 2.1

Manufactures (measured in US$) -1.8 2.6 4.7 4.6 2.7 2.5

Oil (Brent; US$/b) 42.2 45.0 55.5 60.0 57.0 51.0

Non-oil commodities (measured in US$) -2.4 3.1 2.3 0.4 1.9 1.0

Financial variables

US$ 3-month commercial paper rate (av; %) 0.6 0.2 0.2 0.9 1.4 1.5

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

Exchange rate US$:€ (av) 1.13 1.15 1.14 1.19 1.21 1.23
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Economic growth
In 2021-25 real GDP will stage a gradual recovery following a sharp coronavirus-induced
contraction (estimated at 8.3% in 2020), although we do not expect real GDP to return to 2019
levels until 2024. The pace of the recovery will be subject to several structural constraints, mainly
US sanctions, which have a direct impact on investment and trade but also an indirect impact on
government consumption (as low levels of fiscal income limit the government's ability to inject
stimulus and to engineer a rapid recovery). Reduced aid and oil ship-ments from Venezuela will
cause additional problems, and a reduction in tourism will affect service sector activity, at least
during 2021.

We forecast that economic activity will grow weakly in 2021, before picking up pace gradually
over the course of 2022-25. This is based on our expectation that a Biden administration will
restore elements of the rapprochement introduced under Mr Obama. This will provide a boost to
private consumption, investment and export growth at a time when the economy is already
benefiting from a cyclical upturn amid a global economic recovery from the pandemic (assuming
that the tourist sector picks up more firmly from 2022). However, it will also draw in imports, given
Cuba's limited agricultural and manufacturing capacity, tempering the overall pace of growth. We
expect real GDP growth to pick up from 2.3% in 2021 to 4.2% in 2025.

Downside risks to our GDP forecast are substantial and stem from the prospect of a second term
for Mr Trump (with additional sanctions on Cuba), a weaker than expected recovery in tourism or
the possibility of regime change in Venezuela bringing about a sudden halt in aid to Cuba.
Weather-related issues and continued disruption to the tourism sector also pose a persistent risk.

Economic growth
% 2020a 2021b 2022b 2023b 2024b 2025b

GDP -8.3 2.3 2.9 3.3 3.8 4.2

Private consumption -7.0 1.5 2.4 5.3 4.6 5.1

Government consumption 4.4 -0.4 1.1 1.7 1.1 1.9

Gross fixed investment -20.0 7.0 4.5 8.1 6.1 7.2

Exports of goods & services -15.1 6.1 11.2 4.8 4.1 5.1

Imports of goods & services -4.6 2.9 8.3 13.1 4.8 7.2

Domestic demand -6.5 1.8 2.4 4.8 3.9 4.7

Agriculture -2.5 2.0 2.4 2.6 3.0 3.5

Industry -3.5 1.4 2.3 3.0 3.1 3.7

Services -10.0 2.6 3.1 3.5 4.1 4.5
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts.

Inflation
There is no official inflation data available; we estimate that despite greater monetisation of the
fiscal deficit, lower oil prices (Cuba is a net fuel importer) and suppressed domestic demand have
brought about weaker inflation this year, averaging an estimated 4.2%. We forecast that inflation
will rise to 6% in 2021 as economic activity starts to recover, shortages increase and tourism starts
to put pressure on local prices. Inflation will average 6% in 2022-25 as demand increases amid an
easing of US restrictions.

The authorities have administered unorthodox measures such as price freezes and rationing to
deal with the pandemic. These are likely to remain in place next year, aggravating shortages and
perpetuating price distortions, ultimately intensifying price pressures. The inflationary impact of
price liberalisation will prompt the authorities to implement loosening cautiously in 2021-25, but
the effect of liberalisation should be partly cushioned by firmer competition and increased output
amid the government's export promotion drive.
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Exchange rates
Rationalising the dual exchange-rate system will remain the greatest challenge in 2021-25. 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 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. 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, with speculation in the international
press that this could happen as soon as end-2020. However, in our view, given the introduction of
the US dollar and other foreign currencies into parts of the economy in October 2019 and the
liberalisation of dollar transactions in July 2020, unification is unlikely in the 2021-25 forecast
period. The use of the dollar at the expense of the CUC is likely to increase, making the CUC
redundant. It appears more likely that the authorities will eliminate the CUC in favour of a mixture
of the CUP and foreign currency. However, this will not address distortions arising from the use of
more than one currency in the domestic economy.

External sector
The current account is forecast to remain in slight surplus in 2021-22, before slipping into deficit in
2023-25. The coronavirus-led collapse in tourism has put pressure on Cuba's external sector,
which was already facing challenges from US sanctions and a decline in Venezuelan oil. However,
we believe that a combination of import compression, domestic rationing, the suspension or delay
of some payments on foreign debt, as well as lower oil prices will continue to offset weak services
exports in 2021 (arising from still low tourism earnings). The current account will shift into deficit
in 2023-25 as the trade deficit widens amid an easing of US restrictions, which will lift import
spending. Higher international oil prices will also be a factor.

Given the coronavirus pandemic and the effects of the Helms-Burton Act, we estimate that foreign
direct investment (FDI) inflows fell in 2020 to less than 1% of GDP, although we expect inflows to
pick up later in the forecast period as US sanctions are eased. The authorities do not publish data
on international reserves; we estimate an end-2020 level of US$8.3bn (9.7 months of import cover),
although it could be significantly lower. Looking ahead, we expect Cuba's reserves coverage to
decrease significantly. This will be particularly true later in the forecast period as the cost of
servicing rescheduled debt increases and import levels rise, but we expect reserves coverage to
remain comfortable (at just under five months in 2025).
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Forecast summary
Forecast summary
(% unless otherwise indicated)

 2020a 2021b 2022b 2023b 2024b 2025b

Real GDP growth -8.3 2.3 2.9 3.3 3.8 4.2

Industrial production growth -3.5 1.4 2.3 3.0 3.1 3.7

Gross agricultural production growth -2.5 2.0 2.4 2.6 3.0 3.5

Unemployment rate (end-period) 3.4 3.7 3.9 4.0 4.2 4.4

Consumer price inflation (av) 4.2 6.0 6.1 6.3 6.0 5.6

Consumer price inflation (end-period) 3.8 6.5 6.2 6.6 5.6 5.4

General government balance (% of GDP) -9.5 -5.5 -4.7 -3.7 -2.9 -2.1

Exports of goods fob (US$ bn) 2.2 2.2 2.5 2.8 3.0 3.2

Imports of goods fob (US$ bn) 9.1 9.7 11.3 13.3 14.0 14.8

Current-account balance (US$ bn) 0.3 0.4 0.4 -0.6 -0.5 -0.3

Current-account balance (% of GDP) 0.3 0.4 0.3 -0.5 -0.4 -0.2

External debt (end-period; US$ bn) 28.7 28.3 28.2 27.8 27.6 27.2

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.
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Data and charts

Annual data and forecast
 2016a 2017a 2018a 2019b 2020b 2021c 2022c

GDP        

Nominal GDP (US$ m) 91,370 96,851 100,023 106,343 103,562 111,740 121,658

Nominal GDP (CUC m) 91,370 96,851 100,023 106,343 103,562 111,740 121,658

Real GDP growth (%) 0.5 1.8 2.3 0.5 -8.3 2.3 2.9

Expenditure on GDP (% real change)        

Private consumption 4.1 1.7 2.2 1.9 -7.0 1.5 2.4

Government consumption -0.2 2.2 1.3 0.1 4.4 -0.4 1.1

Gross fixed investment 7.5 0.2 4.8 2.5 -20.0 7.0 4.5

Exports of goods & services -19.7 0.0 -2.4 -7.6 -15.1 6.1 11.2

Imports of goods & services -10.6 -1.6 -2.0 -2.8 -4.6 2.9 8.3

Origin of GDP (% real change)        

Agriculture 5.8 -1.4 2.6 1.9 -2.5 2.0 2.4

Industry -1.9 2.2 2.5 -0.5 -3.5 1.4 2.3

Services 1.2 2.1 2.1 0.8 -10.0 2.6 3.1

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) 12,647b 13,110b 13,731b 14,065 12,961 13,480 14,127

Recorded unemployment (av; %) 2.4 2.6 2.8b 3.1 3.4 3.7 3.9

Fiscal indicators (% of GDP)        

Public-sector revenue 56.5 57.2 57.1 56.4 59.5 58.1 57.8

Public-sector expenditure 63.3 65.7 65.4 62.7 69.0 63.7 62.5

Public-sector balance -6.8 -8.5 -8.3 -6.3 -9.5 -5.5 -4.7

Net public debt 42.7b 46.7b 51.0b 51.9 59.2 59.0 57.9

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; %) 4.5b 5.5b 6.9b 5.6 4.2 6.0 6.1

Stock of money M2 (% change) 13.1 8.1 13.1 3.3 -6.5 5.3 6.2

Current account (US$ m)        

Trade balance -7,756 -7,508 -8,785 -8,248 -6,889 -7,458 -8,750

 Goods: exports fob 2,546 2,704 2,742 2,364 2,210 2,220 2,547

 Goods: imports fob -10,302 -10,212 -11,527 -10,612 -9,099 -9,679 -11,297

Services balance 10,220b 10,281 10,722b 9,194 7,450 7,951 8,843

Primary income balance -1,284 -1,173b -1,065b -1,214 -952 -1,144 -1,479

Secondary income balance 616 1,191b 1,659b 1,740 658 1,047 1,766

Current-account balance 1,796b 2,790b 2,531b 1,473 267 396 380

External debt (US$ m)        

Debt stock 29,891b 29,891b 29,890b 29,439 28,698 28,276 28,235

Debt service paid 4,366b 1,801b 2,007b 1,950 1,996 2,000 2,084

 Principal repayments 3,524b 954b 1,139b 1,082 1,148 1,152 1,162

 Interest 842b 847b 868b 868 848 848 922

International reserves (US$ m)        

Total international reserves 12,003b 11,353b 10,853b 9,753 8,253 7,303 7,403
a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts.
Source: IMF, International Financial Statistics.

Cuba 10

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



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

11.3m (2020 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; 605 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 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

Marta Sabina Wilson González
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Recent analysis
Generated on October 7th 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

Analysis

Covid19 to have a deep impact on LatAm’s consumer economy
October 1, 2020: Economic growth

The coronavirus (Covid-19) crisis has caused consumer demand to plummet across Latin
America and the Caribbean (LAC), as containment measures imposed by governments exacted a
severe toll on the regional economy. Most governments have sought to minimise the demand
shock through the implementation of various fiscal support measures; however, the policies have
largely served as palliatives and the consumer recovery has yet to fully take hold. Although
LAC governments are now in the process of reopening their economies, The Economist
Intelligence Unit expects labour market slack to remain high and the quality of employment
generated to be poor. Against this backdrop, we expect consumption to recover very gradually to
precrisis levels. The recovery will be uneven—creating both winners and losers at the country
and sectoral level—as the pandemic produces lasting changes to consumer behaviour and
purchasing habits.

Most LAC countries were at a structural disadvantage heading into the Covid-19 crisis.
According to the UN Economic Commission for Latin America and the Caribbean, 42% of
employment in the region is concentrated in high-risk (from a pandemic perspective), labour-
intensive sectors (including wholesale and retail trade, hospitality, real estate, and business and
administrative activities)—above the global average of 37%. Moreover, informal jobs account for
more than half of total non-farm employment in LAC. Because informal workers generally lack
basic labour protections, they are more likely to face a reduction in working hours, wage cuts and
layoffs during times of crisis. Finally, LAC economies are, by and large, ill-equipped to shift to
remote-working models. In a recent cross-country study of 86 countries published in the Journal
of Public Economics, Dingel and Neimanon (2020) found that the average share of "tele-
workable" jobs in LAC was only about 20%, significantly below the level seen in
industrialised economies.
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These vulnerabilities are clearly evident in the latest labour market data, which show job losses
have taken place at a massive scale since the onset of the Covid-19 crisis. In most LAC countries,
job losses hit their peak by May-June, by which time governments had begun easing restrictions
on economic activity. Generally speaking, efforts to reopen the economy did produce a relatively
strong rebound on the supply side. However, they did not translate into a significant
improvement on the demand side. Net job creation since the easing of quarantine measures has
been meagre, while the quality of employment has worsened. Looking at countries that publish
disaggregated labour market data on a monthly basis—including Chile, Peru and Mexico—it is
evident that recent job gains mask significant increases in both labour informality
and underemployment.

More headwinds in the offing as fiscal support unwinds

In the context of a weak recovery in aggregate demand, government support will remain a critical
lifeline for private consumption. Most LAC countries went into the Covid-19 pandemic with
relatively weak social safety nets. As at 2019, unemployment insurance was only available in six
countries in Latin America—Argentina, Brazil, Chile, Colombia, Ecuador and Uruguay—and two
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countries in the Caribbean—the Bahamas and Barbados. However, as the crisis unfolded,
governments across the region began deploying large stimulus packages (relative to their fiscal
capacities) in order to support the large consumer economy.

Governments have used a wide array of policy instruments to support employment and incomes,
including cash transfers, tax exemptions, tax deferrals, wage subsidies, government-backed loans
and food assistance programmes. In a few countries—namely Argentina, Colombia, El Salvador
and Panama—governments even opted for unorthodox price controls in order to regulate prices of
basic goods and to prop up households' purchasing power. However, the scope of these
measures differs considerably across countries; in Argentina, price controls are applicable to
approximately 2,300 mass consumer products, while in Panama they cover just 11 basic products.
In Brazil and Uruguay, governments refrained from outright price controls, seeking instead to
reach voluntary agreements with merchants, intermediaries and producers.

The stimulus measures that garnered the most media attention and political support, however,
were those that put money directly into people's pockets. In virtually all of LAC's major economies
—with the notable exception of Mexico—governments introduced emergency direct cash
transfers at the onset of the pandemic to provide income support to the most vulnerable segments
of the population, as well as to the recently unemployed. The generosity of the cash transfer
programmes varied significantly across countries; in Colombia a new "solidarity income" scheme
provided beneficiary households with US$43/month, while in Brazil the government provided
informal workers with cash transfers of US$115/month. 

By and large, the various fiscal support measures are intended to be transitory, aimed at
smoothing consumption as workers transition back into regular employment. In Brazil, for
instance, the government will slash cash transfers by half in October-December, to about
US$58/month. Other countries are similarly dialling down emergency support measures, while
scaling up efforts to reopen the economy and adjusting to a new normal. The withdrawal of policy
stimulus is largely a reflection of the binding budget constraints that many governments face, as
opposed to an improvement in the coronavirus caseload in any given country. Indeed,
governments that do have the fiscal space to sustain countercyclical policy, such as those in
Chile and Peru, will extend stimulus of some form into 2021.

The impending retrenchment of fiscal stimulus will complicate the outlook for private
consumption, given our assumption that employment will be slow to recover. This was, for
instance, the dynamic at play in the US, where official data show that job creation and consumer
spending slowed noticeably, while permanent layoffs actually increased, after stimulus measures
were allowed to lapse in July.

An unprecedented shock to consumer demand

In previous regional recessions, including the Tequila crisis (1994-95) and the global financial
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crisis (2008-09), private consumption was one of the more resilient components of GDP,
registering stable or positive growth. Indeed, in a typical business cycle recession, we would
expect consumption-smoothing behaviour to put a floor under the fall in economic activity.
However, this is evidently not the case in the ongoing Covid-19 crisis, where private consumption
is actually expected to be a major driver of the overall economic decline—contracting by an
estimated 9% year on year in 2020.

This owes in large part to the peculiarities of a pandemic-induced recession. Even as restrictions
on economic activity are lifted, a number of tertiary sector activities, which depend on
interpersonal contact, are unlikely to improve until the virus is brought under control. This will act
as a major impediment to job recovery in the region. Economies that are highly reliant on tourism,
including those in Central America and the Caribbean, will face an especially challenging outlook
as travel demand remains depressed until a vaccine for the coronavirus becomes widely available.

The other major factor weighing on prospects for a consumption recovery is increased
precautionary savings behaviour. Healthcare coverage across the region is patchy and often tied
to formal employment. As a result, out-of-pocket expenditure accounts for 28% of total current
health spending in LAC, compared with the OECD average of 14%. Faced with the possibility of
incurring large, health-related expenses, consumers' marginal propensity to spend has fallen
significantly. The upshot of all this is that spending on essential goods will bounce back rapidly
as economies reopen, but spending on big-ticket items will remain subdued for much longer.
Although harmonised cross-country retail-sales statistics are not available, import data for the
major LAC economies clearly show a divergence in demand for non-durable and durable
consumer goods.

Winners and losers

Although demand for consumer durables and luxury goods will pick up gradually, it is likely to
remain below pre-crisis levels until at least 2022-23. This is partly because the pandemic is
reshaping consumer attitudes and purchasing habits in lasting ways. For one, consumers are
placing greater emphasis on convenience and affordability, and less on brand loyalty. As a result,
even among soft goods, premium categories will recover more gradually than others. A second
pattern that is emerging as a result of the pandemic is a focus on "buying local". This inward turn
is especially evident in Asia, where the policy focus has shifted to self-sufficiency. That said,
although the pandemic has spurred greater support for locally sourced products in LAC—
in Brazil, for instance, a digital initiative called "Compre do pequeno", which seeks to promote
small, local businesses, has taken off in recent months—we do not expect a more substantive shift
towards protectionism in the region (which remains highly dependent on foreign trade).

Finally, and potentially most importantly, Covid-19 is dramatically accelerating the shift from brick-
and-mortar retail to e-commerce. Although the internet penetration rate in LAC is reasonably high
—at 74% in 2019, compared with the OECD average of 86%—only about 6% of all retail
transactions are made online. However, the pandemic has inadvertently ushered in a new wave of
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digitisation. According to Visa Consulting and Analytics, the number of online retail-sales
transactions (made on Visa cards) in LAC in May 2020 was 23% above the average level in
January-February. A surge in e-commerce is also evident in the financial statements of tech giants
like the Argentinian firm, MercadoLibre, which has cemented its place as Latin America's most
favoured online marketplace. According to recently posted financial results, MercadoLibre saw its
commercial revenue rise by a whopping 80% year on year, to US$582m, in the second quarter of
2020. Although the e-commerce scene in LAC will continue to be dominated by tech
heavyweights including MercadoLibre, Amazon and Alibaba, there is considerable scope for
regional marketplaces such as B2W Digital and CNova to capitalise on a growing e-
commerce market.

The changing consumer landscape will inevitably have a negative impact on several distressed
retailers, many of whom will opt to liquidate stores or leave unprofitable markets entirely.
For instance, in mid-September Chilean retail chain, Falabella, announced its intention to reduce
its footprint in Argentina as the pandemic further eroded the company's financial outlook.
Nonetheless, the digitisation of retail has the potential to have a positive long-term impact on
private consumption by bringing in a new wave of fintech development that will ultimately
support consumption by giving access to credit for some of Latin America's huge
unbanked population.

A rocky road to recovery

As the pandemic rages on in most of the region, it is becoming increasingly evident that no
country can rely on a wave of "revenge consumption"—wherein an economic reopening is
accompanied by a release in pent-up consumer demand. Instead, consumer spending will trudge
along weakly to pre-pandemic levels in a context of extremely high economic uncertainty. Yet, the
pace of consumption recovery will vary considerably across LAC; it will depend on numerous
factors including improvements in public health outcomes, the breadth and duration of policy
stimulus, public investment in human capital and social safety nets, and government efforts to
improve digital infrastructure and financial inclusion.

Taking into account these diverse factors, we believe that—among LAC's largest economies—
real private consumption will return to pre-pandemic levels fastest in Colombia, Peru and Chile,
while it will lag behind in Argentina, Brazil and Mexico. Although the picture changes slightly
when looking at the recovery in nominal US dollar consumption—which is likely to be a key
consideration for several businesses—this is largely a reflection of inflation and exchangerate
dynamics, as opposed to economic fundamentals. All this said, there is a high degree of
uncertainty attached to our economic forecasts, and the risk of setbacks to the consumption
recovery in any given country will be high. We will continue to closely monitor consumer market
metrics and government policies, and make adjustments to our outlook as needed.

Government seeks to lift food production
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October 2, 2020

Local food shortages and spates of panic buying have prompted the government to prioritise
efforts to boost food production in its response to the economic impact of the coronavirus (Covid-
19) pandemic. However, at best, these efforts will lead to moderate improvements in agricultural
output. Foreign-exchange shortages will persist, as will US trade sanctions, which will severely
hamper prospects for the sector.

In the government's recently published economic response to the squeeze on foreign exchange—
owing to the coronavirus pandemic, combined with tightening US sanctions—boosting food
production appears as the number one priority. Food accounted for almost 20% of all import costs
in 2014-18 (the most recent five-year period for official, published trade data).

Expanding rationing

The public's current nervousness about possible food shortages has served to underline the
political and economic importance of boosting food production. To prevent hunger, the
government has increased the rationed and heavily subsidised distribution of the most basic
foods, while simultaneously expanding the total share of consumer goods—including food—sold
in state-owned hard-currency stores in order to collect foreign exchange. Both measures create
their own problems: the ration system relies on a supply chain that provides substantial
incentives and opportunities for theft and black-market distribution, while hard-currency stores
make more visible the gulf between those with access to hard currency and the majority, whose
peso incomes are of little value in hard-currency terms (an average of only about US$40 month) at
the CUP24:US$1 Cadeca exchange rate.

Fear of future shortages, owing to the uncertainty created by the pandemic, creates extra demand
and price pressures, and where the government attempts to cap prices the scarcity had led to
queuing. Black marketeers take advantage of the opportunities of buying cheap and selling at a
profit, adding to the sense of disadvantage among those on lower incomes. As such, boosting
domestic food production is important to reduce macroeconomic vulnerability to shocks, as well
as to meet the government's social objectives of guaranteeing food security and reducing
inequality. It is also a political imperative for the president, Miguel DíazCanel, who took over from
Raúl Castro in 2018, to prevent frustration and growing resentment.

A shift in approach?

The impact of agricultural reforms to date, including the distribution of idle lands to small private
farmers, has been disappointing. The share of the agricultural sector in national income has
declined over the past decade, and the latest agricultural output figures from ONEI (the national
statistical office) show a decline in most products in 2019. At first sight, the measures listed in the
latest policy document, the 'Economic-social strategy to boost the economy in response to the
global coronavirus crisis', seem to add little to existing calls to improve agricultural efficiency,
distribute more land and introduce more effective management. However, some of the measures
listed could potentially have far-reaching implications. If the government is genuinely ready to
"meaningfully transform the role of the state in agriculture", enable producers to retain hard-
currency earnings to buy imported inputs, and allow commercialisation only by entities—state or
nonstate—that can "guarantee the collection and payment for the products", then these
measures could herald a period of deeper reform that might lift agricultural efficiency from its
current, low level.

Although some of the measures listed could potentially signify a shift towards a more dynamic
agricultural sector, there is no strong evidence that this is starting to materialise, and resistance to
change within the sector remains strong. Ongoing trade sanctions by the US will also continue to
hamper the sector, through the impact on foreign-exchange availability and the scope for securing
imported inputs. With the outlook for the tourism sector (a key source of foreign exchange)
remaining depressed, foreign-exchange shortages are likely to remain heightened, which will
reduce farmers' scope to purchase imported inputs. Although we expect some changes under a
new US government in 2021, these are likely to involve a reintroduction of some of the measures
adopted by the US administration of Barack Obama (2008-16), including less stringent restrictions
on remittances and travel. A wholesale rolling back of trade sanctions, which would
fundamentally improve foreign-exchange availability and thus capacity for international trade,
remains unlikely. Conditions for the agricultural sector in Cuba are therefore unlikely to register

Cuba 22

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



dramatic improvements during the 2021-25 forecast period, although a return to growth (albeit
unspectacular) from 2021 will help to support a gradual recovery in overall GDP, after a sharp,
estimated contraction of 8.3% in 2020.
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	Briefing sheet
	Political stability
	The Cuban government is instituting constitutional reform while managing a difficult international and economic environment, amid hostile relations with the US and the coronavirus (Covid-19) pandemic. Despite a robust public health response, there has been a fresh spike in cases in recent weeks, resulting in new restrictions in the capital, Havana, where most new cases have been recorded. Even assuming that the government manages to prevent a damaging and extensive second wave of the virus, the country will suffer an economic blow, which will affect the political and economic situation during the early part of the 2021-25 forecast period. The ongoing difficult economic situation raises some risks to political stability, but The Economist Intelligence Unit does not believe that this will result in regime change in 2021-25. The government is skilled at defusing dissent through the domestic security apparatus and through neighbourhood monitoring groups, and the state media are effective at rallying support through propaganda.

Against this difficult backdrop, the government will proceed cautiously in implementing a constitutional reform that changes Cuba's political and economic structure significantly. 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 the previous president, Raúl Castro (2008-18), a revolutionary leader who remains influential in the role of elder statesman. Mr Castro is expected to step down at the next PCC congress (in April 2021), and the title of chair 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, reforms will proceed gradually, 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.


	Election watch
	We expect Cuba's one-party system to remain largely unchanged in 2021-25. National and provincial elections are held every five years and are next due in 2023. 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 decision rests with the PCC's candidates' commission. Although it is not a requirement, most 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
	Cuba has faced a more hostile US while the US president, Donald Trump, has been in office. However, based on our expectation of a change of government in the US after the upcoming November presidential election, the bilateral relationship is likely to improve. Mr Trump 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. Under Mr Trump, the US has also announced restrictions on workers' remittances and fresh sanctions on US€tourism to Cuba. These measures add to US€trade sanctions that have been in place since 1960 (which can be removed only by the US Congress). If the Democratic candidate, Joe Biden, wins the November€poll, some elements of the 2014-17 rapprochement that took place under the former US president, Barack Obama (2008-16), would be likely to be restored, particularly those concerning travel, investment and remittances. However, even assuming some easing in policy under the next US government, we currently assume that trade sanctions will remain in place.

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 (albeit in reduced quantities) and is an important market for Cuban services exports. Given diminishing aid from Venezuela, Cuba will continue to cultivate invest-ment and commercial ties with other countries such as China, Russia, Japan, Angola and Algeria.


	Policy trends
	More liberalising measures are possible at the next party congress in April 2021, but the transformation from a communist to a mixed economy will be gradual and will not result in fully fledged capitalism in the 2021-25 forecast period. The€demands of the pandemic mean that some measures may even be rolled back as the state returns to areas in which it had sought to reduce its role, including rationing and distribution of food. However, we believe that this will prove temporary and that the government will increase efforts to push through some reforms in the medium term. It will support greater import substitution (particularly in agriculture, given that an estimated 80% of Cuba's food is imported) and will seek to allow state-owned enterprises greater autonomy in€decision-making and business planning. In addition, the government has said that€it€will expand the categories for€self-employment and allow private-sector enterprises and co-operatives to€import and export outside the state monopoly. However, in view of the state's€past half-hearted commitment to independent enterprise and hardliners' resistance to reforms, the risks to economic liberalisation remain substantial.


	Fiscal policy
	The fiscal deficit is forecast to narrow steadily during 2021-25, albeit from a wide point; the deficit has expanded sharply in 2020 as a result of the pandemic and will reach an estimated 9.5% of GDP, reflecting revenue shortfalls amid reduced economic activity and€the increased costs of healthcare and wage guarantees. We€forecast a narrower deficit in 2021, of 5.5% of GDP, on the assumption that revenue will stay weak but that spending commitments will ease. As economic activity strengthens in the second half of the forecast period, fiscal revenue is likely to pick up more firmly, aided by government efforts to increase tax collection. The government will continue long-running efforts (which were interrupted by the pandemic) to roll back state support, resulting in a steady decline in the expenditure/GDP ratio. We expect the fiscal deficit to narrow to 2.1% of GDP in 2025.

Fiscal retrenchment will be necessary, partly because the government has 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 estimated deficit in 2020, we consider it likely that the government is resorting to greater monetisation, but this will not be feasible in the long run, as it will pressurise inflation and cause broader economic problems at a time when the authorities are trying to address price and currency dislocations.


	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, 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. In July the government increased the scope for the use of US dollars in an ongoing effort to keep more hard currency in the country. The move essentially makes the CUC redundant, suggesting that, instead of unifying the two currencies, the government may be encouraging a move away from the CUC, with the eventual goal of eliminating it altogether. A clearer picture should emerge in the run-up to the April 2021 party congress.


	International assumptions
	Title
	 	2020	2021	2022	2023	2024	2025
Economic growth (%)
US GDP	-5.3	4.0	2.6	2.3	2.0	2.0
OECD GDP	-6.5	4.1	2.6	2.2	2.0	1.8
World GDP	-5.2	4.5	3.3	3.1	2.8	2.7
World trade	-16.2	9.2	4.9	4.1	4.0	3.8
Inflation indicators (% unless otherwise indicated)
US CPI	0.7	1.7	1.9	2.2	1.9	1.8
OECD CPI	1.1	1.7	2.0	2.2	2.1	2.1
Manufactures (measured in US$)	-1.8	2.6	4.7	4.6	2.7	2.5
Oil (Brent; US$/b)	42.2	45.0	55.5	60.0	57.0	51.0
Non-oil commodities (measured in US$)	-2.4	3.1	2.3	0.4	1.9	1.0
Financial variables
US$ 3-month commercial paper rate (av; %)	0.6	0.2	0.2	0.9	1.4	1.5
Official exchange rate CUC:US$ (av)	1.00	1.00	1.00	1.00	1.00	1.00
Exchange rate US$:€ (av)	1.13	1.15	1.14	1.19	1.21	1.23

	Economic growth
	Title
	In 2021-25 real GDP will stage a gradual recovery following a sharp coronavirus-induced contraction (estimated at 8.3% in 2020), although we do not expect real GDP to return to 2019 levels until 2024. The pace of the recovery will be subject to several structural constraints, mainly US sanctions, which have a direct impact on investment and trade but also an indirect impact on government consumption (as low levels of fiscal income limit the government's ability to inject stimulus and to engineer a rapid recovery). Reduced aid and oil ship-ments from Venezuela will cause additional problems, and a reduction in tourism will affect service sector activity, at least during 2021.

We forecast that economic activity will grow weakly in 2021, before picking up pace gradually over the course of 2022-25. This is based on our expectation that a Biden administration will restore elements of the rapprochement introduced under Mr Obama. This will provide a boost to private consumption, investment and export growth at a time when the economy is already benefiting from a cyclical upturn amid a global economic recovery from the pandemic (assuming that the tourist sector picks up more firmly from 2022). However, it will also draw in imports, given Cuba's limited agricultural and manufacturing capacity, tempering the overall pace of growth. We expect real GDP growth to pick up from 2.3% in 2021 to 4.2% in 2025.

Downside risks to our GDP forecast are substantial and stem from the prospect of a second term for Mr Trump (with additional sanctions on Cuba), a weaker than expected recovery in tourism or the possibility of regime change in Venezuela bringing about a sudden halt in aid to Cuba. Weather-related issues and continued disruption to the tourism sector also pose a persistent risk.

Economic growth
%	2020a	2021b	2022b	2023b	2024b	2025b
GDP	-8.3	2.3	2.9	3.3	3.8	4.2
Private consumption	-7.0	1.5	2.4	5.3	4.6	5.1
Government consumption	4.4	-0.4	1.1	1.7	1.1	1.9
Gross fixed investment	-20.0	7.0	4.5	8.1	6.1	7.2
Exports of goods & services	-15.1	6.1	11.2	4.8	4.1	5.1
Imports of goods & services	-4.6	2.9	8.3	13.1	4.8	7.2
Domestic demand	-6.5	1.8	2.4	4.8	3.9	4.7
Agriculture	-2.5	2.0	2.4	2.6	3.0	3.5
Industry	-3.5	1.4	2.3	3.0	3.1	3.7
Services	-10.0	2.6	3.1	3.5	4.1	4.5
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts.

	Inflation
	There is no official inflation data available; we estimate that despite greater monetisation of the fiscal deficit, lower oil prices (Cuba is a net fuel importer) and suppressed domestic demand have brought about weaker inflation this year, averaging an estimated 4.2%. We forecast that inflation will rise to 6% in€2021 as economic activity starts to recover, shortages increase and tourism starts to put pressure on local prices. Inflation will average 6% in 2022-25 as demand increases amid an easing of US restrictions.

The authorities have administered unorthodox measures such as price freezes and rationing to deal with the pandemic. These are likely to remain in place next year, aggravating shortages and perpetuating price distortions, ultimately intensifying price pressures. The inflationary impact of price liberalisation will prompt the authorities to implement loosening cautiously in 2021-25, but the effect of liberalisation should be partly cushioned by firmer competition and increased output amid the government's export promotion drive.


	Exchange rates
	Rationalising the dual exchange-rate system will remain the greatest challenge in 2021-25. 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 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. 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, with speculation in the international press that this could happen as soon as end-2020. However, in our view, given the introduction of the US dollar and other foreign currencies into parts of the economy in October 2019 and the liberalisation of dollar transactions in July 2020, unification is unlikely in the 2021-25 forecast period. The use of the dollar at the expense of the CUC is likely to increase, making the€CUC redundant. It appears more likely that the authorities will eliminate the CUC in favour of a mixture of the CUP and foreign currency. However, this will not address distortions arising from the use of more than one currency in the domestic economy.


	External sector
	The current account is forecast to remain in slight surplus in 2021-22, before slipping into deficit in 2023-25. The coronavirus-led collapse in tourism has put pressure on Cuba's external sector, which was already facing challenges from US€sanctions and a decline in Venezuelan oil. However, we believe that a€combination of import compression, domestic rationing, the suspension or delay of some payments on foreign debt, as well as lower oil prices will continue to offset weak services exports in 2021 (arising from still low tourism earnings). The current account will shift into deficit in 2023-25 as the trade deficit widens amid an easing of US restrictions, which will lift import spending. Higher international oil prices will also be a factor.

Given the coronavirus pandemic and the effects of the Helms-Burton Act, we estimate that foreign direct investment (FDI) inflows fell in 2020 to less than 1% of GDP, although we expect inflows to pick up later in the forecast period as US€sanctions are eased. The authorities do not publish data on international reserves; we estimate an end-2020 level of US$8.3bn (9.7 months of import cover), although it could be significantly lower. Looking ahead, we expect Cuba's reserves coverage to decrease significantly. This will be particularly true later in the forecast period as the cost of servicing rescheduled debt increases and import levels rise, but we expect reserves coverage to remain comfortable (at just under five months in 2025).


	Forecast summary
	Title
	Forecast summary
(% unless otherwise indicated)
€	2020a	2021b	2022b	2023b	2024b	2025b
Real GDP growth	-8.3	2.3	2.9	3.3	3.8	4.2
Industrial production growth	-3.5	1.4	2.3	3.0	3.1	3.7
Gross agricultural production growth	-2.5	2.0	2.4	2.6	3.0	3.5
Unemployment rate (end-period)	3.4	3.7	3.9	4.0	4.2	4.4
Consumer price inflation (av)	4.2	6.0	6.1	6.3	6.0	5.6
Consumer price inflation (end-period)	3.8	6.5	6.2	6.6	5.6	5.4
General government balance (%€of€GDP)	-9.5	-5.5	-4.7	-3.7	-2.9	-2.1
Exports of goods fob (US$ bn)	2.2	2.2	2.5	2.8	3.0	3.2
Imports of goods fob (US$ bn)	9.1	9.7	11.3	13.3	14.0	14.8
Current-account balance (US$ bn)	0.3	0.4	0.4	-0.6	-0.5	-0.3
Current-account balance (% of GDP)	0.3	0.4	0.3	-0.5	-0.4	-0.2
External debt (end-period; US$ bn)	28.7	28.3	28.2	27.8	27.6	27.2
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
	€	2016a	2017a	2018a	2019b	2020b	2021c	2022c
GDP	€	€	€	€	€	€	€
Nominal GDP (US$ m)	91,370	96,851	100,023	106,343	103,562	111,740	121,658
Nominal GDP (CUC m)	91,370	96,851	100,023	106,343	103,562	111,740	121,658
Real GDP growth (%)	0.5	1.8	2.3	0.5	-8.3	2.3	2.9
Expenditure on GDP (% real change)	€	€	€	€	€	€	€
Private consumption	4.1	1.7	2.2	1.9	-7.0	1.5	2.4
Government consumption	-0.2	2.2	1.3	0.1	4.4	-0.4	1.1
Gross fixed investment	7.5	0.2	4.8	2.5	-20.0	7.0	4.5
Exports of goods & services	-19.7	0.0	-2.4	-7.6	-15.1	6.1	11.2
Imports of goods & services	-10.6	-1.6	-2.0	-2.8	-4.6	2.9	8.3
Origin of GDP (% real change)	€	€	€	€	€	€	€
Agriculture	5.8	-1.4	2.6	1.9	-2.5	2.0	2.4
Industry	-1.9	2.2	2.5	-0.5	-3.5	1.4	2.3
Services	1.2	2.1	2.1	0.8	-10.0	2.6	3.1
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)	12,647b	13,110b	13,731b	14,065	12,961	13,480	14,127
Recorded unemployment (av; %)	2.4	2.6	2.8b	3.1	3.4	3.7	3.9
Fiscal indicators (% of GDP)	€	€	€	€	€	€	€
Public-sector revenue	56.5	57.2	57.1	56.4	59.5	58.1	57.8
Public-sector expenditure	63.3	65.7	65.4	62.7	69.0	63.7	62.5
Public-sector balance	-6.8	-8.5	-8.3	-6.3	-9.5	-5.5	-4.7
Net public debt	42.7b	46.7b	51.0b	51.9	59.2	59.0	57.9
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; %)	4.5b	5.5b	6.9b	5.6	4.2	6.0	6.1
Stock of money M2 (% change)	13.1	8.1	13.1	3.3	-6.5	5.3	6.2
Current account (US$ m)	€	€	€	€	€	€	€
Trade balance	-7,756	-7,508	-8,785	-8,248	-6,889	-7,458	-8,750
€Goods: exports fob	2,546	2,704	2,742	2,364	2,210	2,220	2,547
€Goods: imports fob	-10,302	-10,212	-11,527	-10,612	-9,099	-9,679	-11,297
Services balance	10,220b	10,281	10,722b	9,194	7,450	7,951	8,843
Primary income balance	-1,284	-1,173b	-1,065b	-1,214	-952	-1,144	-1,479
Secondary income balance	616	1,191b	1,659b	1,740	658	1,047	1,766
Current-account balance	1,796b	2,790b	2,531b	1,473	267	396	380
External debt (US$ m)	€	€	€	€	€	€	€
Debt stock	29,891b	29,891b	29,890b	29,439	28,698	28,276	28,235
Debt service paid	4,366b	1,801b	2,007b	1,950	1,996	2,000	2,084
€Principal repayments	3,524b	954b	1,139b	1,082	1,148	1,152	1,162
€Interest	842b	847b	868b	868	848	848	922
International reserves (US$ m)	€	€	€	€	€	€	€
Total international reserves	12,003b	11,353b	10,853b	9,753	8,253	7,303	7,403
a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts.
Source: IMF, International Financial Statistics.
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