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Briefing sheet
Editor: Fiona Mackie

Forecast Closing Date: December 6, 2021

Political and economic outlook

Cuba's economy is heavily managed by the state, whose foreign-currency earnings are mainly
dependent on tourism and healthcare exports. Currency reform implemented in 2021 is causing
short-term price instability, but will boost medium-term competitiveness.
Regime change is unlikely, despite recent protests and a shift in political leadership. Increased
public pressure will present challenges for the ruling Partido Comunista de Cuba (PCC), but is
unlikely to alter its hold on power. Raúl Castro is no longer chair of the PCC, but advises his
handpicked successor, the president, Miguel DíazCanel.
The government will continue to pursue liberalising economic measures cautiously in the 2022-
26 forecast period. The covid-19 pandemic led to a landmark currency reform introduced in early
2021, but in general liberalising reforms have materialised only gradually over the past 30 years,
and the state will be wary of the destabilising effects of liberalisation.
Cuba's economic recovery will be slow; real GDP will not return to pre-pandemic levels until
2024. Stronger growth is likely in 2023-26 amid an easing of some restrictions by the US, but the
fallout from the pandemic and US sanctions will dampen the initial recovery.
Currency reform is being accompanied by tighter price controls, but prices will still climb
considerably. Substantial economic dislocation will occur, disrupting economic activity and
creating hardship for some.
The government remains on track to achieve widespread immunisation coverage by early 2o22.
It will look to update its domestically produced vaccine to try to counter the new Omicron
variant and will offer a booster programme to the most vulnerable.
EIU has long highlighted that rising internet penetration will increase demands for freedoms
and accountability; ongoing attempts by the government to suppress dissent raise the risk that
the US will refrain from easing restrictions on Cuba.

Key indicators
 2021a 2022b 2023b 2024b 2025b 2026b

Real GDP growth (%) 0.1c 3.4 4.9 3.8 3.5 3.6

Consumer price inflation (av; %) 739.6 88.8 6.7 6.0 5.6 5.1

Government balance (% of GDP) -17.6c -13.6 -10.2 -7.1 -3.8 -0.3

Current-account balance (% of GDP) -0.1 0.8 0.6 1.1 1.2 1.3

Unemployment rate (%) 3.7 3.9 3.5 3.3 3.1 2.9

Exchange rate CUC:US$ (av; official rate) 24.00c 24.00 24.00 24.00 24.00 24.00
a EIU estimates. b EIU forecasts. c Actual.
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Key changes since August 30th

Following reports of hyperinflationary conditions in informal markets in mid-2021, we have
revised up our estimate of average consumer price inflation to 740% (from 424% previously).
We also estimate very high inflation to persist for longer in 2022, owing to supply problems in
global markets and the entrenching of inflationary expectations among ordinary Cubans.
Average inflation in 2022 is now forecast at 89% (from 32% previously).
We have again revised down our economic growth projections for 2021-22 because of
the corrosive effects of faster inflation and the persistence of pandemic-era restrictions.
We now estimate fractional growth of 0.1% in 2021 and a slower recovery of 3.4% in 2022.

The quarter ahead

TBC—Arrival of the Omicron variant: As at early December, no cases of the Omicron variant
had been detected in Cuba. However, we believe that, with the tourism sector now open again,
it will only be a matter of time until the variant reaches the country. The economic impact
depends on how easily the variant is transmitted. We will incorporate this into our forecasts as
soon as more information is known.

Major risks to our forecast
Scenarios, Q3 2021 Probability Impact Intensity
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Authorities fail to manage the economic dislocation from the unification of

the dual exchange rate
Very high

Very

high
25

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

high
20

Privation related to the economic crisis leads to domestic unrest High
Very

high
20

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

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: EIU.

Outlook for 2022-26

Political stability
As demonstrated by the island's largest protests in decades in July 2021, Cuba's government
faces challenges on multiple fronts that will test ability to retain power. On the domestic front, the
twin health and economic crises caused by the coronavirus pandemic have not abated, which
contributed to the nationwide discontent with the regime that was visible in July. Covid-19
infections have been high for most of 2021, leading to another lost year for the critical tourism
sector. The successful rollout of a domestically manufactured vaccine, which had enabled 82% of
people to be fully vaccinated as at early December, resulted in the reopening of borders in
November. However, entry requirements were tightened soon after following the discovery in
southern Africa of the new Omicron variant. In the first half of 2022 at least, failure to control the
pandemic will heighten economic anxieties that had already been aggravated by the unification of
Cuba's dual exchange-rate regime, which entails considerable economic dislocation. Even
assuming that the government's vaccination campaign keeps cases in 2022 below the levels
recorded in 2021, EIU expects risks to political stability to be elevated as the domestic economy
struggles.

Although the government is now without a Castro at the helm for the first time since 1959—Fidel
Castro was head of state in 19592008 and was succeeded by his brother, Raúl, who remained
influential as chair of the Partido Comunista de Cuba (PCC) after serving as head of state from
200818—it will continue to proceed cautiously in implementing changes to Cuba's political and
economic structure. In April, at the eighth congress of the PCC, Raúl Castro stepped down as
chair. The president, Miguel DíazCanel, who has been in office since 2018, assumed the role, but
Raúl Castro will continue to exert influence as an advisor, auguring a steady transition.
Nevertheless, as Raúl Castro and his revolutionary contemporaries leave the scene, new leaders
will compete for authority (especially given the more decentralised power structure after the 2019
constitutional reform), which will augment risks to stability.

Despite shifts in power and heightened risks to stability owing to an unsteady economy, we
believe that regime change is unlikely in our 2022-26 forecast period, given the government's
ability to defuse dissent through its domestic security apparatus and neighbourhood monitoring
groups, and to rally support through state media propaganda. (These powers were demonstrated
in November when a planned day of protest and social unrest was suppressed by  the security
forces.) Nonetheless, frustrations with the government and economic hardship will continue to
proliferate over the internet, which now plays a major role in the organisation of anti-government
sentiment. Increased social media use will permit greater citizen communication with the PCC
leadership, giving rise to stronger, more visible demands for accountability and freedoms, which
will raise pressure on the government. We expect the government to maintain a cautious approach
to economic reforms, which will invite further pressure; undercurrents of social opposition are
likely to boil over again in the future.
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Election watch
We expect Cuba's one-party system to remain largely unchanged in 2022-26. 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
We expect US-Cuba relations to improve under the current US president, Joe Biden, relative to
under his predecessor, Donald Trump (2017-21), but the pace of this improvement will be slow.
The dimensions of the shift in the US's Cuba policy will be determined by the domestic policies of
the Cuban government, which will become more complex as it quells increasingly visible dissent
on the island. However, we expect Mr Biden to restore some elements of the rapprochement that
took place in 2014-17 under a former US president, Barack Obama (2009-17), and were later
reversed by Mr Trump, especially those concerning travel, investment and remittances. Mr Biden
can use executive orders to reverse many of Mr Trump's policies, but, given Mr Biden's need to
court the Cuban-American population in Florida (who oppose this course of action) ahead of the
2022 mid-terms in November, we do not expect a need for any substantial movement on the issue
until 2023.

In the second half of his term, we consider it likely that Mr Biden will suspend Title III of the 1996
Cuban Liberty and Democratic Solidarity (Libertad) Act, also known as the Helms-Burton Act,
which Mr Trump activated in 2019. The legislation subjects foreign firms operating in Cuba to
lawsuits in US courts by allowing US citizens with claims to property confiscated by the Cuban
government after the 1959 revolution to sue companies currently "trafficking" in that property.
However, even assuming some easing of policy under Mr Biden, there is a risk that he maintains
some of the decisions made by the Trump administration in response to the Cuban government's
efforts to defuse demands for freedoms. We expect the trade sanctions that have been in place
since 1960 to endure, as they can only be removed by the US Congress.

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 supplies oil to Cuba (albeit
in reduced quantities) and is a core market for Cuban services exports. Given diminishing aid from
Venezuela, Cuba will continue to cultivate investment and commercial ties with other countries
such as China, Russia, Japan, Angola and Algeria, albeit with only modest success.
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Policy trends
Piecemeal liberalising measures will continue to be introduced over the forecast period, but the
transformation from a communist to a mixed economy will be unhurried and will not result in a
market economy by 2026. The demands of the economic fallout from the pandemic and the need to
cushion the impact of the currency adjustment mean that some measures will be rolled back while
other reforms are implemented. For example, the government partly liberalised the labour market in
February 2021 to allow private-sector employment in almost 2,000 professions (reserving 124 of
the most strategic activities for state involvement) and announced the immediate legalisation of
the creation of small and medium-sized enterprises (SMEs) in August. However, the state will find
it difficult to achieve its aim of reducing its role in some areas, including rationing and distribution
of food. The unification of the dual exchange-rate system has been accompanied by more
extensive price controls to contain the impact on inflation, although we believe that the tightening
of controls will be temporary and that the government will continue its efforts to gradually allow
the private sector to play a larger role in the economy.

In the short term, the government is likely to support greater import substitution (particularly in
agriculture, given that an estimated 80% of Cuba's food is imported) through production
incentives. We expect the government to seek to  allow state-owned enterprises more autonomy
in decision-making and business planning. It will also implement reforms allowing private-sector
enterprises and co-operatives to import and export outside the state monopoly. However, given
the state's half-hearted commitment in the past to independent enterprise, and hardliners'
resistance to reforms, risks to economic liberalisation are substantial.

Fiscal policy
We forecast that the fiscal deficit will narrow steadily in 2022-26 but remain wide, after ballooning
to more than 18% of GDP in 2020. We project a slightly narrower deficit in 2021, of 17.6% of GDP,
on the assumptions that revenue remained weak and that spending commitments will remain
elevated. The threat of new coronavirus variants and the ongoing dislocation caused by the
currency realignment will ensure another year of weak revenue and another wide deficit, of 13.6%
of GDP in 2022. As economic activity strengthens in 2023—buoyed by an easing of US sanctions
and coronavirus restrictions—fiscal revenue is likely to pick up more firmly, aided by government
efforts to increase tax collection and a resumption of long-running efforts (which were interrupted
by the pandemic) to reduce state support. We expect the fiscal deficit to narrow to 0.3% of GDP in
2026.

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 wider than usual deficits in 2020-22, we
consider it likely that the government is resorting to increased monetisation, but this will not be
feasible in the long run, as it will put further pressure on inflation and cause broader economic
problems.
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Monetary policy
Cuba's large informal economy, small banking sector, and the existence of different markets with
divergent prices and exchange rates have long complicated monetary management, but the
unification of the dual currency system will begin to straighten out some of these distortions over
the forecast period.

However, significant liquidity challenges will persist; the government has increasingly allowed the
use of foreign currency, and in mid-2020 increased the scope for the use of US dollars in an
ongoing attempt to keep more hard currency in the country. Dollar liquidity challenges will slow
government efforts to withdraw the convertible peso (CUC) from circulation entirely. This will
aggravate price instability and could risk slowing the currency unification as the authorities
employ a mix of heterodox measures to temper a rise in prices, including the use of distortionary
direct controls on foreign exchange, prices, wages and credit.

Assuming that the authorities eventually bring inflation down after the initial price shock,
monetary policy should shift gradually towards indirect measures, with increasing use of market-
led financial institutions and instruments. However, the banking sector is small, which will limit the
effectiveness of monetary policy management.

International assumptions
 2021 2022 2023 2024 2025 2026

Economic growth (%)

US GDP 5.5 3.8 2.2 1.9 2.0 1.8

OECD GDP 5.0 3.8 2.2 2.0 2.0 1.8

World GDP 5.4 4.0 3.0 2.8 2.7 2.6

World trade 9.0 5.9 4.8 4.1 4.0 3.9

Inflation indicators (% unless otherwise indicated)

US CPI 4.6 3.8 2.2 2.2 2.2 2.2

OECD CPI 3.4 3.1 2.2 2.1 2.1 2.1

Manufactures (measured in US$) 6.8 1.0 2.1 1.9 2.2 2.3

Oil (Brent; US$/b) 71.7 78.5 66.0 61.0 55.5 53.5

Non-oil commodities (measured in US$) 36.7 2.0 -5.1 -10.8 0.0 0.7

Financial variables

US$ 3-month commercial paper rate (av; %) 0.1 0.2 1.1 2.0 2.2 2.4

Official exchange rate CUC:US$ (av) 24.00 24.00 24.00 24.00 24.00 24.00

Exchange rate US$:€ (av) 1.19 1.17 1.15 1.18 1.22 1.24

Economic growth

Covid-19 and the Omicron variant

The emergence in late November of a new covid-19 variant, Omicron, poses substantial risks to
the global economy and introduces uncertainty into the EIU’s forecasts. In a context of low
vaccine coverage in many parts of the world, our forecasts have long taken into account the
likelihood of new variants emerging, along the lines of the Delta variant, which spread widely in
2021. However, the emergence of a more virulent, vaccine-resistant variant would prompt
significant further revisions to our global and Latin America forecasts.

In this regard, the emergence of a highly mutated variant like Omicron is a cause for concern. It
will take some weeks to assess Omicron’s transmissibility and vaccine resistance. If Omicron is
able to evade vaccines more easily than Delta, we would expect to see a spike in infections,
probably peaking in the first quarter of 2022.

A bigger than expected covid wave in 2022 would increase the strain on healthcare systems,
putting pressure on countries to impose fresh social distancing restrictions and extend new
economic support measures. Although there has been a high degree of economic adaptation to
the reality of covid-19 over the past two years, new restrictions would still weigh on the global
economy. Fiscal and monetary support would help to cushion the blow, but many governments
are overstretched, and creditworthiness concerns would proliferate in 2022, particularly in
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emerging markets.

The effect on the US and China would be especially important for Latin America: in the US,
monetary policy normalisation could be put on the back burner, and in China, a more subdued
outlook could feed through quickly into import demand and commodity prices. These
developments would have serious implications for Latin America in the shape of a weaker outlook
for GDP, a return to economic stimulus (to the extent possible) and growing concerns about
creditworthiness.

This is a bad combination, auguring ever greater pressure from voters that could raise the risk of
political instability, generate stronger anti-incumbency sentiment at the ballot box and increase
appetite for more populist policy solutions to the problems caused by covid-19.

For now, our forecasts do not take these risks into account. However, clearer evidence in the next
few weeks that Omicron is as virulent and transmissible as feared would prompt us to incorporate
them into our projections.

Economic growth

Real GDP will recover gradually in 2022-26, following a sharp contraction in 2020; we do not expect
real GDP to return to 2019 levels until early 2024. The pace of the recovery will be constrained in
the short term by the currency adjustment (which has triggered months of sky-high inflation that
has reduced the purchasing power of ordinary Cubans), US sanctions and a stop-start recovery in
tourism. The imposition of new restrictions on visitor arrivals to keep the Omicron variant at bay
will have a direct impact on investment and trade, and an indirect effect on government revenue,
limiting the authorities' ability to inject stimulus and engineer a rapid recovery.

We forecast that the initial recovery from the 2020 recession will be slow; we estimate real GDP to
have grown by a meagre 0.1% in 2021. Growth is likely to be constrained in 2022 by the
continuation of high inflation, and its effects on domestic spending power and further disruption
from the pandemic, so that it averages just 3.4% in that year. Economic activity will gain
momentum thereafter. This forecast is based on various assumptions, including the expectation
that the Biden administration will restore elements of the rapprochement introduced under Mr
Obama. This should boost private consumption, investment and export growth at a time when the
economy is already benefiting from a cyclical upturn amid a global recovery from the pandemic.
Given Cuba's limited agricultural and manufacturing capacity, the need for inputs for these sectors
will draw in imports, tempering the pace of growth. We expect real GDP growth to average 4% in
2023-26.

Downside risks to GDP are substantial and stem from a weaker recovery in tourism, dislocation
owing to the currency unification process and the possibility of regime change in Venezuela (not
our baseline forecast) leading to a halt in aid to Cuba. Weather-related issues and continued
disruption to the tourism sector also pose persistent risks.

Monetary realignment: adjustments to GDP estimates
and forecasts

January 1st 2021 was the longawaited día cero (day zero) for a radical exchangerate reform. On
that day the official value of the Cuban peso (CUP) was devalued substantially, from CUP1:US$1
to CUP24:US$1. Such an abrupt currency reform—a 96% devaluation of the official rate—is clearly
a major economic shock, and is proving highly inflationary and disruptive. However, the unique
features of Cuba's monetary system mean that the effect of such a radical devaluation will
be unconventional.

Inflation and nominal GDP

Prior to the reform there were two legal exchange rates: the official one was used only in the state
sector (by state-owned enterprises and public administration), whereas the Cadeca rate, which
was already CUP24:US$1, was used by Cuban households and in the private sector. The most
severe impact of the unification will therefore be felt by state enterprises, but the government is
attempting to manage prices and wages. Average state wages (and benefits) were increased
fourfold in December 2020. Meanwhile, price increases are being restrained in an attempt to
control inflation, with transitional subsidies during the restructuring to mitigate the rate of layoffs.
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Private-sector prices are expected to adjust, but the process is being monitored, with penalties for
profiteering. Increased competition in the expanding private sector will also help to mitigate
inflationary pressures. EIU expects the reform to result in nearly a 750% increase in retail price
inflation in 2021, with the inflationary leap reflected in a sevenfold rise in nominal GDP. Owing to
the dramatic devaluation, nominal US dollar GDP will—by contrast—fall sharply, from US$107.4bn
in 2020 to US$35.5bn in 2021. Nonetheless, under our current forecasts, the combined effect of
inflation and a real GDP recovery in the coming years should bring nominal US dollar GDP back to
US$97bn by 2026.

Real GDP

The process of managed adjustment is a difficult one, involving sharp changes in relative
incomes, the creation of new economic distortions and opportunities for black markets. However,
our forecast is based on the assumption that the state is able to keep limited control of the
process. We expect that this—together with the beginning of an upturn in international arrivals
and remittances—will be sufficient to enable the economy to begin growing again in 2022.
Thereafter, the unified exchange rate will feed through to economic restructuring and efficiency
gains.

Economic growth
% 2021a 2022b 2023b 2024b 2025b 2026b

GDP 0.1 3.4 4.9 3.8 3.5 3.6

Private consumption 1.6 2.0 5.5 4.6 5.1 6.1

Government consumption -23.8 2.2 9.3 2.7 -2.2 -7.3

Gross fixed investment 3.0 4.5 8.1 6.1 7.2 7.2

Exports of goods & services 17.8 8.1 4.8 3.8 2.7 3.4

Imports of goods & services -8.5 3.6 16.0 7.3 5.7 4.8

Domestic demand -4.3 2.5 6.7 4.5 4.1 3.9

Agriculture 2.1 3.0 2.6 3.0 3.5 4.2

Industry -1.7 2.6 3.1 3.2 3.7 3.8

Services 0.5 3.7 5.5 4.1 3.5 3.6
a Actual. b EIU forecasts.

Inflation
Currency unification and its accompanying adjustments caused a surge in inflationary pressures
in 2021; we estimate that inflation soared from 9.5% in 2020 to 740%. To compensate for the
significant devaluation of the peso, the government increased state salaries and pensions by four
to five times their previous level (about two-thirds of Cuban workers are employed by the state).

So far, the government has struggled to prevent an inflationary spiral from taking hold, with price
rises in informal settings increasing to four figures, compounded by rising import costs owing to
supply-related problems in the global economy. However, we believe that access to foreign
currency will improve as services exports rebound, easing shortages of goods and enabling
inflation to slow in 2022, albeit only as far as 89% because of base effects and the continued
impact of kinks in global supply chains.

Thereafter, inflation will slowly approach business-as-usual levels, averaging 5.9% per year in
2023-26. Nonetheless, there is a risk that inflation could remain persistently high if the government
is unable to resolve the underlying problems of goods shortages and a dearth of foreign-exchange
inflows.
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Exchange rates
On January 1st 2021 the authorities unified the dual exchange rate. The official exchange rate was
devalued by 96%, from CUP1:CUC1:US$1 to CUP24:US$1. The CUC (which was used in hard-
currency retail outlets, for imports and by tourists) will be phased out. The Cuban peso (CUP,
used for salaries and locally produced goods) will remain as the sole local currency. This process
will take time to implement, given a lack of dollar liquidity.

Although the move will be positive for the economy in the long run, as it reduces economic
distortions and increases efficiency, the short-term consequences have proved difficult to manage
(both economically and politically) and painful, with salaries in the private sector falling far short
of the increase in the cost of living. The government has intervened to mitigate the negative
shock to supply chains, employment, inflation and the social safety net during the adjustment
period. That said, it has been cognisant of the fact that large adjustments risk slowing the shift
and delaying the benefits of improved competitiveness.

External sector
Over the forecast period the unification of the dual exchange-rate system will moderate balance-
of-payments risks stemming from the current account. The steep devaluation of the currency will
curb import volumes and support export volumes. The backdrop of domestic rationing and the
suspension or delay of some payments on foreign debt will help to offset weak services exports
(owing to low tourism earnings) in the short term. Assuming that US sanctions ease—thereby
boosting the domestic economy—import demand will rise, but the currentaccount balance will
post a string of surpluses in the second half of the forecast period, aided by a recovery in services
export earnings.

The authorities do not publish data on international reserves; we estimate an end-2021 level of
US$7.2bn (nine months of import cover), although it could be significantly lower. Looking ahead,
we expect Cuba's reserves coverage to fall. 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 just about comfortable, ending the forecast period at 4.5 months in 2026.
Nonetheless, reserves coverage could fall in response to intervention in the foreign-exchange
market.

Forecast summary
Forecast summary
(% unless otherwise indicated)

 2021a 2022b 2023b 2024b 2025b 2026b

Real GDP growth 0.1 3.4 4.9 3.8 3.5 3.6

Industrial production growth -1.7c 2.6 3.1 3.2 3.7 3.8

Gross agricultural production growth 2.1 3.0 2.6 3.0 3.5 4.2

Unemployment rate (end-period) 3.7c 3.9 3.5 3.3 3.1 2.9

Consumer price inflation (av) 739.6c 88.8 6.7 6.0 5.6 5.1

Consumer price inflation (end-period) 1,221.8c 11.6 6.6 5.6 5.4 4.9

General government balance (% of GDP) -17.6 -13.6 -10.2 -7.1 -3.8 -0.3

Exports of goods fob (US$ bn) 1.6 1.8 1.9 2.0 2.1 2.2

Imports of goods fob (US$ bn) 9.0 9.6 10.7 10.9 11.4 11.9

Current-account balance (US$ bn) 0.0c 0.5 0.4 0.9 1.1 1.3

Current-account balance (% of GDP) -0.1c 0.8 0.6 1.1 1.2 1.3

External debt (year-end; US$ bn) 29.2c 29.0 28.5 28.2 27.7 27.5

CUC:US$ (av) 24.00 24.00 24.00 24.00 24.00 24.00

CUC:US$ (end-period) 24.00 24.00 24.00 24.00 24.00 24.00

CUP:CUCd 24.00 24.00 24.00 24.00 24.00 24.00
a Actual. b EIU forecasts. c EIU estimates. d Cadeca rate.
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Data and charts

Annual data and forecast
 2017a 2018a 2019a 2020a 2021a 2022b 2023b

GDP        

Nominal GDP (US$ m) 96,851 100,050 103,428 107,352 35,330 69,050 76,988

Nominal GDP (CUC m) 96,851 100,050 103,428 107,352 847,919 1,657,189 1,847,706

Real GDP growth (%) 1.8 2.2 -0.2 -10.9 0.1 3.4 4.9

Expenditure on GDP (% real change)        

Private consumption 1.7 2.2 -0.9 -8.7 1.6 2.0 5.5

Government consumption 2.2 1.3 3.9 -10.1 -23.8 2.2 9.3

Gross fixed investment 0.2 4.8 -1.0 -5.9 3.0 4.5 8.1

Exports of goods & services 0.0 -2.4 -4.6 -20.5 17.8 8.1 4.8

Imports of goods & services -1.6 -2.0 -2.9 -7.6 -8.5 3.6 16.0

Origin of GDP (% real change)        

Agriculture -1.4 2.7 -11.0 -22.9 2.1 3.0 2.6

Industry 2.2 2.5 -3.6 -8.2 -1.7 2.6 3.1

Services 2.1 2.1 1.4 -11.2 0.5 3.7 5.5

Population and income        

Population (m) 11.3 11.3 11.3 11.3c 11.3c 11.3 11.3

GDP per head (US$ at PPP) 13,126c 13,743c 13,978c 12,609c 13,060c 13,897 14,979

Recorded unemployment (av; %) 1.7 1.7 1.3c 2.3c 3.7c 3.9 3.5

Fiscal indicators (% of GDP)        

Public-sector revenue 56.7 56.7 56.8 50.9 58.1 60.4 62.2

Public-sector expenditure 65.7 65.4 63.2 69.2 75.7 74.1 72.4

Public-sector balance -9.0 -8.7 -6.5 -18.3 -17.6 -13.6 -10.2

Net public debt 48.4c 53.5c 55.6c 65.4c 101.6c 62.6 63.7

Prices and financial indicators        

CUC:US$ (official rate; end-period) 1.00 1.00 1.00 1.00 24.00 24.00 24.00

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

Consumer prices (av; %) 5.5c 6.9c 5.6c 9.5c 739.6c 88.8 6.7

Stock of money M2 (% change) 94.1 7.3 6.2 21.9 386.1 87.2 11.2

Current account (US$ m)        

Trade balance -7,508 -8,786 -7,545 -5,472 -7,371 -7,738 -8,749

 Goods: exports fob 2,704 2,742 2,392 1,783 1,621 1,831 1,901

 Goods: imports fob -10,212 -11,527 -9,937 -7,255 -8,993 -9,569 -10,650

Services balance 10,281c 10,747 9,206c 6,173c 7,481c 8,019 8,403

Primary income balance -1,354 -1,475c -1,129c -858c -1,196c -1,513 -1,440

Secondary income balance 479 711c 1,740c 658c 1,047c 1,766 2,235

Current-account balance 1,899c 1,197c 2,273c 500c -40c 534 448

External debt (US$ m)        

Debt stock 30,388c 30,904c 30,212c 29,234c 29,205c 29,009 28,499

Debt service paid 1,863c 2,096c 2,014c 2,037c 2,068c 2,142 2,173

 Principal repayments 954c 1,139c 1,082c 1,148c 1,152c 1,162 1,157

 Interest 909c 957c 933c 889c 916c 979 1,015

International reserves (US$ m)        

Total international reserves 11,353c 10,853c 9,753c 8,253c 7,203c 6,553 6,253
a Actual. b EIU forecasts. c EIU estimates.
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

11.3m (2020, World Bank 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

On January 1st 2021 the official exchange rate changed from CUP1:CUC1:US$1 to CUP24:US$1.
The authorities are in the process of removing the convertible peso (CUC) from circulation.
Previously, there were two domestic currencies: the Cuban peso (CUP), in which prices and wages
are denominated within the domestic economy, and the CUC, used in hard-currency retail outlets,
and for imports and tourist expenditure. In both the CUP and CUC, 1 peso is equal to 100
centavos. The exchange rates, used in national income and fiscal accounting aggregates, were
CUP1:CUC1 and CUC1:US$1. There were 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

Time

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

Public holidays

January 1st (Liberation Day); January 2nd (Victory Day); April 2nd (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 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

Marta Sabina Wilson González
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Recent analysis
Generated on December 18th 2021

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

Omicron forces reimposition of travel restrictions in Cuba

December 9, 2021: Economic growth

Event

On December 4th, less than a month after easing air travel restrictions, the government
reintroduced health protocols for international travellers in order to prevent the spread of the
Omicron variant of covid-19.

Analysis

On November 15th Cuba ended one of the longest national lockdowns in the region. The
government lifted air travel restrictions, eliminated the quarantine period for international arrivals,
reopened schools and permitted most domestic economic activities to resume. However, the
conditions of the reopening were adjusted in early December, following the discovery of the
Omicron variant. The new measures include proof of vaccination, negative tests and a seven-day
quarantine for arrivals from eight countries in southern Africa. People arriving from a group of
other countries where the variant has already been detected require two negative tests. Despite
this caution, the first case of the Omicron variant in Cuba was detected on December 8th. The
patient had recently returned from Mozambique.

Cuba has run a successful vaccination campaign so far—82% of the population had been fully
vaccinated as at December 8th—using domestically developed vaccines. The covid19 infection
rate and the mortality rate have been falling sharply since the third quarter of the year. Dr Eduardo
Martínez Díaz, director of BioCubaFarma, the state biotechnology company, recently stated that
the country was already working to boost the effectiveness of existing vaccines against new
variants.

Vaccinations are the most important element of the Cuban government's plan to restart the vital
tourism industry. Since lifting restrictions on air travel in mid-November, the island has slowly
resumed connections with its main sources of inbound tourists, namely Canada and western
Europe, as well as important destinations for Cubans, including Mexico, Panama and Colombia.
For the authorities, maintaining the relevance and claimed effectiveness of the three locally
developed vaccines is a priority if they are to remain potential exports. In September the Cuban
government announced deals to sell its Abdala vaccine to the governments of Venezuela and
Vietnam, and a vaccine being produced in Iran uses a formula developed in Cuba.

Impact on the forecast

Despite Cuba's commendable development and rollout of vaccines, the emergence of the Omicron
variant has the potential to slow the return of inbound tourism, presenting downside risks to our
growth outlook for 2022.
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	Briefing sheet
	Political stability
	As demonstrated by the island's largest protests in decades in July 2021, Cuba's government faces challenges on multiple fronts that will test ability to retain power. On the domestic front, the twin health and economic crises caused by the coronavirus pandemic have not abated, which contributed to the nationwide discontent with the regime that was visible in July. Covid-19 infections have been high for most of 2021, leading to another lost year for the critical tourism sector. The successful rollout of a domestically manufactured vaccine, which had enabled 82% of people to be fully vaccinated as at early December, resulted in the reopening of borders in November. However, entry requirements were tightened soon after following the discovery in southern Africa of the new Omicron variant. In the first half of 2022 at least, failure to control the pandemic will heighten economic anxieties that had already been aggravated by the unification of Cuba's dual exchange-rate regime, which entails considerable economic dislocation. Even assuming that the government's vaccination campaign keeps cases in 2022 below the levels recorded in 2021, EIU expects risks to political stability to be elevated as the domestic economy struggles.

Although the government is now without a Castro at the helm for the first time since 1959—Fidel Castro was head of state in 1959-2008 and was succeeded by his brother, Raúl, who remained influential as chair of the Partido Comunista de Cuba (PCC) after serving as head of state from 2008-18—it will continue to proceed cautiously in implementing changes to Cuba's political and economic structure. In April, at the eighth congress of the PCC, Raúl Castro stepped down as chair. The president, Miguel Díaz-Canel, who has been in office since 2018, assumed the role, but Raúl Castro will continue to exert influence as an advisor, auguring a steady transition. Nevertheless, as Raúl Castro and his revolutionary contemporaries leave the scene, new leaders will compete for authority (especially given the more decentralised power structure after the 2019 constitutional reform), which will augment risks to stability.

Despite shifts in power and heightened risks to stability owing to an unsteady economy, we believe that regime change is unlikely in our 2022-26 forecast period, given the government's ability to defuse dissent through its domestic security apparatus and neighbourhood monitoring groups, and to rally support through state media propaganda. (These powers were demonstrated in November when a planned day of protest and social unrest was suppressed by  the security forces.) Nonetheless, frustrations with the government and economic hardship will continue to proliferate over the internet, which now plays a major role in the organisation of anti-government sentiment. Increased social media use will permit greater citizen communication with the PCC leadership, giving rise to stronger, more visible demands for accountability and freedoms, which will raise pressure on the government. We expect the government to maintain a cautious approach to economic reforms, which will invite further pressure; undercurrents of social opposition are likely to boil over again in the future.


	Election watch
	We expect Cuba's one-party system to remain largely unchanged in 2022-26. 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
	We expect US-Cuba relations to improve under the current US president, Joe€Biden, relative to under his predecessor, Donald Trump (2017-21), but the pace of this improvement will be slow. The dimensions of the shift in the US's€Cuba policy will be determined by the domestic policies of the Cuban government, which will become more complex as it quells increasingly visible dissent on the€island. However, we expect Mr Biden to restore some elements of the rapprochement that took place in 2014-17 under a former US€president, Barack Obama (2009-17), and were later reversed by Mr Trump, especially those concerning travel, investment and remittances. Mr Biden can use executive orders to reverse many of Mr Trump's policies, but, given Mr Biden's need to court the Cuban-American population in Florida (who oppose this course of action) ahead of the 2022 mid-terms in November, we do not expect a need for any substantial movement on the issue until 2023.

In the second half of his€term, we consider it likely that Mr€Biden will suspend Title III of the€1996 Cuban Liberty and Democratic Solidarity (Libertad) Act, also known as the Helms-Burton Act, which Mr Trump activated in 2019. The legislation subjects foreign firms operating in Cuba to lawsuits in US courts by allowing US citizens with claims to property confiscated by the Cuban government after the 1959€revolution to sue companies currently "trafficking" in that property. However, even assuming some easing of policy under Mr Biden, there is a risk that he maintains some of the decisions made by the Trump administration in response to the Cuban government's efforts to defuse demands for freedoms. We expect the trade sanctions that have€been in place since 1960 to endure, as they can only be removed by the US€Congress.

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 supplies oil to Cuba (albeit in reduced quantities) and is a core market for Cuban services exports. Given diminishing aid from Venezuela, Cuba will continue to cultivate investment and commercial ties with other countries such as China, Russia, Japan, Angola and Algeria, albeit with only modest success.


	Policy trends
	Piecemeal liberalising measures will continue to be introduced over the forecast period, but the transformation from a communist to a mixed economy will be unhurried and will not result in a market economy by 2026. The demands of the economic fallout from the pandemic and the need to cushion the impact of the currency adjustment mean that some measures will be rolled back while other reforms are implemented. For example, the government partly liberalised the labour market in February 2021 to allow private-sector employment in almost 2,000€professions (reserving 124 of the most strategic activities for state involvement) and announced the immediate legalisation of the creation of small and medium-sized enterprises (SMEs) in August. However, the state will find it difficult to achieve its aim of reducing its role in some areas, including rationing and distribution of food. The unification of the dual exchange-rate system has been accompanied by more extensive price controls to contain the impact on inflation, although we believe that the tightening of controls will be temporary and that the government will continue its efforts to gradually allow the private sector to play a larger role in the economy.

In the short term, the government is likely to support greater import substitution (particularly in agriculture, given that an estimated 80% of Cuba's food is imported) through production incentives. We expect the government to seek to€€allow state-owned enterprises more autonomy in decision-making and business planning. It will also implement reforms allowing private-sector enterprises and co-operatives to import and export outside the state monopoly. However, given the state's half-hearted commitment in the past to independent enterprise, and hardliners' resistance to reforms, risks to economic liberalisation are substantial.


	Fiscal policy
	We forecast that the fiscal deficit will narrow steadily in 2022-26 but remain wide, after ballooning to more than 18% of GDP in 2020. We project a slightly narrower deficit in 2021, of 17.6% of GDP, on the assumptions that revenue remained weak and that spending commitments will remain elevated. The threat of new coronavirus variants and the ongoing dislocation caused by the currency realignment will ensure another year of weak revenue and another wide deficit, of 13.6% of GDP in 2022. As economic activity strengthens in 2023—buoyed by an easing of US sanctions and coronavirus restrictions—fiscal revenue is likely to pick up more firmly, aided by government efforts to increase tax collection and a resumption of long-running efforts (which were interrupted by the pandemic) to reduce state support. We expect the fiscal deficit to narrow to 0.3% of GDP in 2026.

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 wider than usual deficits in 2020-22, we consider it likely that the government is resorting to increased monetisation, but this will not be feasible in the long run, as it will put further pressure on inflation and cause broader economic problems.


	Monetary policy
	Cuba's large informal economy, small banking sector, and the existence of different markets with divergent prices and exchange rates have long complicated monetary management, but the unification of the dual currency system will begin to straighten out some of these distortions over the forecast period.

However, significant liquidity challenges will persist; the government has increasingly allowed the use of foreign currency, and in mid-2020 increased the scope for the use of US dollars in an ongoing attempt to keep more hard currency in the country. Dollar liquidity challenges will slow government efforts to withdraw the convertible peso (CUC) from circulation entirely. This will aggravate price instability and could risk slowing the currency unification as the authorities employ a mix of heterodox measures to temper a rise in prices, including the use of distortionary direct controls on foreign exchange, prices, wages and credit.

Assuming that the authorities eventually bring inflation down after the initial price shock, monetary policy should shift gradually towards indirect measures, with increasing use of market-led financial institutions and instruments. However, the banking sector is small, which will limit the effectiveness of monetary policy management.


	International assumptions
	Title
	 	2021	2022	2023	2024	2025	2026
Economic growth (%)
US GDP	5.5	3.8	2.2	1.9	2.0	1.8
OECD GDP	5.0	3.8	2.2	2.0	2.0	1.8
World GDP	5.4	4.0	3.0	2.8	2.7	2.6
World trade	9.0	5.9	4.8	4.1	4.0	3.9
Inflation indicators (% unless otherwise indicated)
US CPI	4.6	3.8	2.2	2.2	2.2	2.2
OECD CPI	3.4	3.1	2.2	2.1	2.1	2.1
Manufactures (measured in US$)	6.8	1.0	2.1	1.9	2.2	2.3
Oil (Brent; US$/b)	71.7	78.5	66.0	61.0	55.5	53.5
Non-oil commodities (measured in US$)	36.7	2.0	-5.1	-10.8	0.0	0.7
Financial variables
US$ 3-month commercial paper rate (av; %)	0.1	0.2	1.1	2.0	2.2	2.4
Official exchange rate CUC:US$ (av)	24.00	24.00	24.00	24.00	24.00	24.00
Exchange rate US$:€ (av)	1.19	1.17	1.15	1.18	1.22	1.24

	Economic growth
	Title
	Covid-19 and the Omicron variant
The emergence in late November of a new covid-19 variant, Omicron, poses substantial risks to the global economy and introduces uncertainty into the EIU’s forecasts. In a context of low vaccine coverage in many parts of the world, our forecasts have long taken into account the likelihood of new variants emerging, along the lines of the Delta variant, which spread widely in 2021. However, the emergence of a more virulent, vaccine-resistant variant would prompt significant further revisions to our global and Latin America forecasts.

In this regard, the emergence of a highly mutated variant like Omicron is a cause for concern. It will take some weeks to assess Omicron’s transmissibility and vaccine resistance. If Omicron is able to evade vaccines more easily than Delta, we would expect to see a spike in infections, probably peaking in the first quarter of 2022.

A bigger than expected covid wave in 2022 would increase the strain on healthcare systems, putting pressure on countries to impose fresh social distancing restrictions and extend new economic support measures. Although there has been a high degree of economic adaptation to the reality of covid-19 over the past two years, new restrictions would still weigh on the global economy. Fiscal and monetary support would help to cushion the blow, but many governments are overstretched, and creditworthiness concerns would proliferate in 2022, particularly in emerging markets.

The effect on the US and China would be especially important for Latin America: in the US, monetary policy normalisation could be put on the back burner, and in China, a more subdued outlook could feed through quickly into import demand and commodity prices. These developments would have serious implications for Latin America in the shape of a weaker outlook for GDP, a return to economic stimulus (to the extent possible) and growing concerns about creditworthiness.

This is a bad combination, auguring ever greater pressure from voters that could raise the risk of political instability, generate stronger anti-incumbency sentiment at the ballot box and increase appetite for more populist policy solutions to the problems caused by covid-19.

For now, our forecasts do not take these risks into account. However, clearer evidence in the next few weeks that Omicron is as virulent and transmissible as feared would prompt us to incorporate them into our projections.

Economic growth
Real GDP will recover gradually in 2022-26, following a sharp contraction in 2020; we do not expect real GDP to return to 2019 levels until early 2024. The pace of the recovery will be constrained in the short term by the currency adjustment (which has triggered months of sky-high inflation that has reduced the purchasing power of ordinary Cubans), US sanctions and a stop-start recovery in tourism. The imposition of new restrictions on visitor arrivals to keep the Omicron variant at bay will have a direct impact on investment and trade, and an indirect effect on government revenue, limiting the authorities' ability to inject stimulus and engineer a rapid recovery.

We forecast that the initial recovery from the 2020 recession will be slow; we estimate real GDP to have grown by a meagre 0.1% in 2021. Growth is likely to be constrained in 2022 by the continuation of high inflation, and its effects on domestic spending power and further disruption from the pandemic, so that it averages just 3.4% in that year. Economic activity will gain momentum thereafter. This forecast is based on various assumptions, including the expectation that the Biden administration will restore elements of the rapprochement introduced under Mr Obama. This should boost private consumption, investment and export growth at a time when the economy is already benefiting from a cyclical upturn amid a global recovery from the pandemic. Given Cuba's limited agricultural and manufacturing capacity, the need for inputs for these sectors will draw in imports, tempering the pace of growth. We expect real GDP growth to average 4% in 2023-26.

Downside risks to GDP are substantial and stem from a weaker recovery in tourism, dislocation owing to the currency unification process and the possibility of regime change in Venezuela (not our baseline forecast) leading to a halt in aid to Cuba. Weather-related issues and continued disruption to the tourism sector also pose persistent risks.

Monetary realignment: adjustments to GDP estimates and forecasts
January 1st 2021 was the long-awaited día cero (day zero) for a radical exchange-rate reform. On that day the official value of the Cuban peso (CUP) was devalued substantially, from CUP1:US$1 to CUP24:US$1. Such an abrupt currency reform—a 96% devaluation of the official rate—is clearly a major economic shock, and is proving highly inflationary and disruptive. However, the unique features of Cuba's monetary system mean that the effect of such a radical devaluation will be unconventional.

Inflation and nominal GDP

Prior to the reform there were two legal exchange rates: the official one was used only in the state sector (by state-owned enterprises and public administration), whereas the Cadeca rate, which was already CUP24:US$1, was used by Cuban households and in the private sector. The most severe impact of the unification will therefore be felt by state enterprises, but the government is attempting to manage prices and wages. Average state wages (and benefits) were increased fourfold in December 2020. Meanwhile, price increases are being restrained in an attempt to control inflation, with transitional subsidies during the restructuring to mitigate the rate of layoffs. Private-sector prices are expected to adjust, but the process is being monitored, with penalties for profiteering. Increased competition in the expanding private sector will also help to mitigate inflationary pressures. EIU expects the reform to result in nearly a 750% increase in retail price inflation in 2021, with the inflationary leap reflected in a sevenfold rise in nominal GDP. Owing to the dramatic devaluation, nominal US dollar GDP will—by contrast—fall sharply, from US$107.4bn in 2020 to US$35.5bn in 2021. Nonetheless, under our current forecasts, the combined effect of inflation and a real GDP recovery in the coming years should bring nominal US dollar GDP back to US$97bn by 2026.

Real GDP

The process of managed adjustment is a difficult one, involving sharp changes in relative incomes, the creation of new economic distortions and opportunities for black markets. However, our forecast is based on the assumption that the state is able to keep limited control of the process. We expect that this—together with the beginning of an upturn in international arrivals and remittances—will be sufficient to enable the economy to begin growing again in 2022. Thereafter, the unified exchange rate will feed through to economic restructuring and efficiency gains.

Economic growth
%	2021a	2022b	2023b	2024b	2025b	2026b
GDP	0.1	3.4	4.9	3.8	3.5	3.6
Private consumption	1.6	2.0	5.5	4.6	5.1	6.1
Government consumption	-23.8	2.2	9.3	2.7	-2.2	-7.3
Gross fixed investment	3.0	4.5	8.1	6.1	7.2	7.2
Exports of goods & services	17.8	8.1	4.8	3.8	2.7	3.4
Imports of goods & services	-8.5	3.6	16.0	7.3	5.7	4.8
Domestic demand	-4.3	2.5	6.7	4.5	4.1	3.9
Agriculture	2.1	3.0	2.6	3.0	3.5	4.2
Industry	-1.7	2.6	3.1	3.2	3.7	3.8
Services	0.5	3.7	5.5	4.1	3.5	3.6
a Actual. b EIU forecasts.

	Inflation
	Currency unification and its accompanying adjustments caused a surge in inflationary pressures in 2021; we estimate that inflation soared from 9.5% in 2020 to 740%. To compensate for the significant devaluation of the peso, the government increased state salaries and pensions by four to five times their previous level (about two-thirds of Cuban workers are employed by the state).

So far, the government has struggled to prevent an inflationary spiral from taking hold, with price rises in informal settings increasing to four figures, compounded by rising import costs owing to supply-related problems in the global economy. However, we believe that access to foreign currency will improve as services exports rebound, easing shortages of goods and enabling inflation to slow in 2022, albeit only as far as 89% because of base effects and the continued impact of kinks in global supply chains.

Thereafter, inflation will slowly approach business-as-usual levels, averaging 5.9% per year in 2023-26. Nonetheless, there is a risk that inflation could remain persistently high if the government is unable to resolve the underlying problems of goods shortages and a dearth of foreign-exchange inflows.


	Exchange rates
	On January 1st 2021 the authorities unified the dual exchange rate. The official exchange rate was devalued by 96%, from CUP1:CUC1:US$1 to CUP24:US$1. The CUC (which was used in hard-currency retail outlets, for imports and by tourists) will be phased out. The Cuban peso (CUP, used for salaries and locally produced goods) will remain as the sole local currency. This process will take time to implement, given a lack of dollar liquidity.

Although the move will be positive for the economy in the long run, as it reduces economic distortions and increases efficiency, the short-term consequences have proved difficult to manage (both economically and politically) and painful, with salaries in the private sector falling far short of the increase in the cost of living. The government has intervened to mitigate the negative shock to supply chains, employment, inflation and the social safety net during the adjustment period. That said, it has been cognisant of the fact that large adjustments risk slowing the shift and delaying the benefits of improved competitiveness.


	External sector
	Over the forecast period the unification of the dual exchange-rate system will moderate balance-of-payments risks stemming from the current account. The steep devaluation of the currency will curb import volumes and support export volumes. The backdrop of domestic rationing and the suspension or delay of some payments on foreign debt will help to offset weak services exports (owing to low tourism earnings) in the short term. Assuming that US sanctions ease—thereby boosting the domestic economy—import demand will rise, but the current-account balance will post a string of surpluses in the second half of the forecast period, aided by a recovery in services export earnings.

The authorities do not publish data on international reserves; we estimate an end-2021 level of US$7.2bn (nine months of import cover), although it could be significantly lower. Looking ahead, we expect Cuba's reserves coverage to fall. 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 just about comfortable, ending the forecast period at 4.5 months in 2026. Nonetheless, reserves coverage could fall in response to intervention in the foreign-exchange market.


	Forecast summary
	Title
	Forecast summary
(% unless otherwise indicated)
€	2021a	2022b	2023b	2024b	2025b	2026b
Real GDP growth	0.1	3.4	4.9	3.8	3.5	3.6
Industrial production growth	-1.7c	2.6	3.1	3.2	3.7	3.8
Gross agricultural production growth	2.1	3.0	2.6	3.0	3.5	4.2
Unemployment rate (end-period)	3.7c	3.9	3.5	3.3	3.1	2.9
Consumer price inflation (av)	739.6c	88.8	6.7	6.0	5.6	5.1
Consumer price inflation (end-period)	1,221.8c	11.6	6.6	5.6	5.4	4.9
General government balance (%€of€GDP)	-17.6	-13.6	-10.2	-7.1	-3.8	-0.3
Exports of goods fob (US$ bn)	1.6	1.8	1.9	2.0	2.1	2.2
Imports of goods fob (US$ bn)	9.0	9.6	10.7	10.9	11.4	11.9
Current-account balance (US$ bn)	0.0c	0.5	0.4	0.9	1.1	1.3
Current-account balance (% of GDP)	-0.1c	0.8	0.6	1.1	1.2	1.3
External debt (year-end; US$ bn)	29.2c	29.0	28.5	28.2	27.7	27.5
CUC:US$ (av)	24.00	24.00	24.00	24.00	24.00	24.00
CUC:US$ (end-period)	24.00	24.00	24.00	24.00	24.00	24.00
CUP:CUCd	24.00	24.00	24.00	24.00	24.00	24.00
a Actual. b EIU forecasts. c EIU estimates. d Cadeca rate.

	Annual data and forecast
	Title
	€	2017a	2018a	2019a	2020a	2021a	2022b	2023b
GDP	€	€	€	€	€	€	€
Nominal GDP (US$ m)	96,851	100,050	103,428	107,352	35,330	69,050	76,988
Nominal GDP (CUC m)	96,851	100,050	103,428	107,352	847,919	1,657,189	1,847,706
Real GDP growth (%)	1.8	2.2	-0.2	-10.9	0.1	3.4	4.9
Expenditure on GDP (% real change)	€	€	€	€	€	€	€
Private consumption	1.7	2.2	-0.9	-8.7	1.6	2.0	5.5
Government consumption	2.2	1.3	3.9	-10.1	-23.8	2.2	9.3
Gross fixed investment	0.2	4.8	-1.0	-5.9	3.0	4.5	8.1
Exports of goods & services	0.0	-2.4	-4.6	-20.5	17.8	8.1	4.8
Imports of goods & services	-1.6	-2.0	-2.9	-7.6	-8.5	3.6	16.0
Origin of GDP (% real change)	€	€	€	€	€	€	€
Agriculture	-1.4	2.7	-11.0	-22.9	2.1	3.0	2.6
Industry	2.2	2.5	-3.6	-8.2	-1.7	2.6	3.1
Services	2.1	2.1	1.4	-11.2	0.5	3.7	5.5
Population and income	€	€	€	€	€	€	€
Population (m)	11.3	11.3	11.3	11.3c	11.3c	11.3	11.3
GDP per head (US$ at PPP)	13,126c	13,743c	13,978c	12,609c	13,060c	13,897	14,979
Recorded unemployment (av; %)	1.7	1.7	1.3c	2.3c	3.7c	3.9	3.5
Fiscal indicators (% of GDP)	€	€	€	€	€	€	€
Public-sector revenue	56.7	56.7	56.8	50.9	58.1	60.4	62.2
Public-sector expenditure	65.7	65.4	63.2	69.2	75.7	74.1	72.4
Public-sector balance	-9.0	-8.7	-6.5	-18.3	-17.6	-13.6	-10.2
Net public debt	48.4c	53.5c	55.6c	65.4c	101.6c	62.6	63.7
Prices and financial indicators	€	€	€	€	€	€	€
CUC:US$ (official rate; end-period)	1.00	1.00	1.00	1.00	24.00	24.00	24.00
CUP:CUC (secondary rate)	24.00	24.00	24.00	24.00	24.00	24.00	24.00
Consumer prices (av; %)	5.5c	6.9c	5.6c	9.5c	739.6c	88.8	6.7
Stock of money M2 (% change)	94.1	7.3	6.2	21.9	386.1	87.2	11.2
Current account (US$ m)	€	€	€	€	€	€	€
Trade balance	-7,508	-8,786	-7,545	-5,472	-7,371	-7,738	-8,749
€Goods: exports fob	2,704	2,742	2,392	1,783	1,621	1,831	1,901
€Goods: imports fob	-10,212	-11,527	-9,937	-7,255	-8,993	-9,569	-10,650
Services balance	10,281c	10,747	9,206c	6,173c	7,481c	8,019	8,403
Primary income balance	-1,354	-1,475c	-1,129c	-858c	-1,196c	-1,513	-1,440
Secondary income balance	479	711c	1,740c	658c	1,047c	1,766	2,235
Current-account balance	1,899c	1,197c	2,273c	500c	-40c	534	448
External debt (US$ m)	€	€	€	€	€	€	€
Debt stock	30,388c	30,904c	30,212c	29,234c	29,205c	29,009	28,499
Debt service paid	1,863c	2,096c	2,014c	2,037c	2,068c	2,142	2,173
€Principal repayments	954c	1,139c	1,082c	1,148c	1,152c	1,162	1,157
€Interest	909c	957c	933c	889c	916c	979	1,015
International reserves (US$ m)	€	€	€	€	€	€	€
Total international reserves	11,353c	10,853c	9,753c	8,253c	7,203c	6,553	6,253
a Actual. b EIU forecasts. c EIU estimates.
Source: IMF, International Financial Statistics.
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