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Briefing sheet
Editor: Mark Keller

Forecast Closing Date: November 7, 2019

Political and economic outlook

A constitutional reform will decentralise power in the executive by reintroducing the position of
prime minister and separating the role of president and chairman of the ruling party. This will
raise risks to political stability as different figures compete for authority.
Despite changes to the executive structure, the revolutionary leader and former president (2008-
18), Raúl Castro, will remain the country's most powerful figure through his position as
chairman of the ruling party and close connections with the armed forces.
US-Cuba relations will remain frosty under the current US president, Donald Trump, although
warmer relations are expected later in The Economist Intelligence Unit's 2020-24 forecast period,
assuming that a Democratic candidate wins the US presidency in 2020.
Steps towards economic liberalisation will be cautious. The government will entrench existing
reforms rather than introduce major policy changes. The non-state sector will expand, but we
expect the government to limit the pace of growth.
The fallout from US sanctions on Cuba and Venezuela will keep GDP growth low in 2019-20.
However, it will pick up notably in 2021-24, assisted by better access to financing, growth in
tourism and progress on economic reforms.
Currency unification will remain a crucial facet of the reform agenda, but is unlikely to be
undertaken in the 2020-24 forecast period. This will continue to distort the economy, making it
difficult to measure GDP or price levels adequately.

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

Real GDP growth (%) 0.5 -0.7 3.1 3.8 3.9 3.3

Consumer price inflation (av; %) 5.6 5.4 5.2 6.7 6.4 5.4

Government balance (% of GDP) -6.3 -5.4 -4.9 -4.3 -3.7 -3.3

Current-account balance (% of GDP) 1.4 0.7 0.2 -1.1 -1.9 -1.6

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

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

unemployment includes only those laid off from employment who are registered as seeking work.
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Key changes since September 25th

In the light of energy shortages and additional sanctions from the US, we have revised down
our 2020 real GDP forecast to a contraction of 0.7% (from a contraction of 0.2% previously).
The announcement that the US dollar and other foreign currencies will be used for some
payments has made the unification of the two currencies from 2021, which we had previously
expected, less likely. We no longer expect unification to take place in 2020-24.

The month ahead

TBC—Selection of prime minister: In line with the recent constitutional reform, the president
(chosen by the National Assembly in October) will now need to choose a prime minister within
three months. The process lacks transparency, but we expect a continuity figure close to the
Castro family to be selected.
TBC—Outcome of Venezuela crisis: Our forecasts assume some sort of accommodation with
a new Venezuelan government that allows for a gradual decline in Venezuelan support for Cuba.
However, there are strong risks to this forecast, with significant implications for Cuba's
economic outlook, should the rupture be sudden.

Major risks to our forecast
Scenarios, Q3 2019 Probability Impact Intensity

Title III of the 1996 Helms-Burton Act severely depresses foreign direct

investment
High High 16

Venezuela's political crisis results in regime change and a sudden end to

aid inflows
High High 16

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

Eventual currency reform creates monetary instability Very high Moderate 15

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

high
15

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

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

years. Risk intensity is a product of probability and impact, on a 25-point scale.
Source: The Economist Intelligence Unit.
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Outlook for 2020-24

Political stability
The government will institute constitutional reform while managing a difficult international and
economic environment, amid hostile relations with the US. The reform—to be introduced over the
coming months—makes significant changes to the executive power structure by dividing
authority between numerous and varied stakeholders, rather than centralising it in the executive
(as has been the case since the 1959 revolution). A reform passed in July reintroduces the role of
prime minister and devolves more power to the provincial level.

As part of the reform, the National Assembly reselected Miguel DíazCanel as president in
October; Mr DíazCanel must now select a prime minister within the next three months. 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 will be created for the chairman of the ruling
Partido Comunista de Cuba (PCC). This role is currently held by Raúl Castro, the former president
(2008-18) and a revolutionary leader. He is expected to step down at the next PCC congress in
2021, and the title is likely to pass to Mr DíazCanel. Generational renewal is a goal of the PCC (the
constitutional reform set age limits for political posts, and the recent executive reshuffle removed
some members of the revolutionary generation from office); as Mr Castro and the revolutionary
generation exit the scene, new leaders will vie for authority—especially given the more
decentralised power structure—which will raise risks to stability.

Despite the political changes, social reforms will be gradual, owing to the government's wariness
of the destabilising effects of liberalisation, although access to information will grow in the 2020-
24 forecast period through increased mobile and internet penetration. Increased tension with the
US and the economic costs that new US sanctions entail raise risks to political stability, but The
Economist Intelligence Unit does not believe that this will result in regime change in 2020-24. The
government is skilled at defusing dissent through the domestic security apparatus and
neighbourhood monitoring groups, and state media are effective at rallying support through
propaganda.

Election watch
Cuba's one-party system will largely remain unchanged in our forecast period. National and
provincial elections are held every five years and were last held in March 2018. Candidates are
nominated through municipal councils (elected every two and a half years) and by members of
official "mass organisations", including labour unions and organisations for students, women and
farmers, although the final decision rests with the PCC's candidates' commission. Although it is
not a requirement, most of the candidates are PCC members. Only one candidate is nominated for
each seat in National Assembly elections, but nominees must be approved by a majority of voters.
The National Assembly chooses the president, who is limited to two five-year terms.
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International relations
Following a period of rapprochement, Cuba will face a more hostile US, as that country's policy
towards Cuba has reverted to its previous goal of regime change. The US has announced the full
implementation of Title III of the 1996 Helms-Burton Act, which allows US citizens with claims to
property confiscated by the Cuban government after the 1959 revolution to sue companies
currently "trafficking" in that property. This will subject foreign companies operating in Cuba to
lawsuits in US courts. The US has announced limits on workers' remittances from Cuban-
Americans and several new sanctions on US tourism to Cuba. These measures are in addition to
US trade sanctions in place since 1960 (which can be removed only by the US Congress). Given
weak popular support for the embargo in the US, our baseline forecast assumes that sanctions will
be lifted once the US president, Donald Trump, leaves office. Our current forecast is for a
Democratic victory in the 2020 US presidential election, making it likely that sanctions would be
lifted from 2021. However, risks to this forecast are extremely high, and an end to sanctions is
unlikely as long as Mr Trump remains president.

Ties with the EU will improve, following a formal reinstatement of relations in November 2017, and
the EU will continue to be an important investment and lending partner. Cuba will remain a
staunch defender of the regime of Nicolás Maduro in Venezuela, which is still an important market
for Cuban services exports and a supplier of oil. Cuba will be increasingly courted by global actors
seeking to involve it in a resolution to the Venezuelan crisis; both the Canadian and EU foreign
ministers visited Cuba in September to discuss the issue. Given declining aid from Venezuela,
Cuba is also expanding investment and commercial ties with other nations, including China,
Russia, Japan and Algeria.

Policy trends
US sanctions will complicate the five-year economic policymaking framework set out at the PCC
congress in April 2016. To mitigate the effect of sanctions, the government will accelerate some
liberalising reforms to create more efficient markets and improve productivity. In July it announced
large increases in the minimum and average wages, aimed at boosting consumption. Real
purchasing power has declined for several years, demotivating workers and dragging on overall
productivity. The reform also permits state firms to reinvest profits rather than turning them over
to the state Treasury, in the hope that this will boost output and export growth. The constitutional
reform officially codified the right to private property and private enterprise, as well as the
centrality of foreign investment into the economy, marking important steps in economic opening.
However, the transformation from a communist to a mixed economy will be gradual and will not
result in full-blown capitalism in the forecast period.

Risks to economic liberalisation are substantial, given the state's half-hearted commitment to
independent enterprise and hardliners' resistance to reforms. Growth in the non-state services
sector has stagnated, and we expect weak growth in 2019-20, given slower tourism growth. Non-
state jobs will remain concentrated in restaurants, hotels and other tourism services, but will
eventually expand into construction, business services and other sectors. Other challenges
include US sanctions and declining support from Venezuela. In September Mr DíazCanel
announced emergency measures to combat fuel shortages, including reducing industrial
production to ensure that consumers retain access to fuel.
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Fiscal policy
Revenue and spending will fall as a share of GDP in 2020-24 as the public sector shrinks. The
government will continue to reduce the fiscal deficit following several years of significant
shortfalls (averaging an estimated 7.2% of GDP in 2015-19); we forecast a slightly narrower deficit
of 5.4% of GDP in 2020. We expect further gradual progress thereafter, with the deficit shrinking to
3.3% of GDP in 2024. The contraction will be necessitated by the government's meagre access to
external finance and limited sources of domestic finance; up to 70% of the shortfall is reportedly
financed by bonds purchased by state-owned banks (drawing on savings by citizens and state-
owned companies), with the remainder monetised. Following the recent spate of large deficits, the
government may be close to exhausting domestic financing sources and wary of greater
monetisation.

We expect Cuba to remain barred from membership of multilateral institutions, such as the World
Bank and the Inter-American Development Bank, as long as US sanctions remain in place, given
US veto power in both institutions. However, assuming an easing of sanctions, technical advice
or lending from these institutions is possible later in the forecast period. Lending from other
multilateral institutions, such as the Development Bank of Latin America and the Central American
Bank for Economic Integration, is possible, notably for investment projects. EU countries have
offered "debt for equity" swaps (such as investing in infrastructure projects) following a debt-
rescheduling agreement with the Paris Club of bilateral creditors in 2015.

Monetary policy
The large informal economy and different markets with divergent prices and exchange rates
complicate monetary management. The authorities will seek to balance demand and supply of the
two currencies, the convertible peso (CUC, set at CUC1:US$1) and the Cuban peso (CUP, officially
CUP1:CUC1, but unofficially set at CUP24:CUC1). Despite previously announced plans to unify
the two currencies, we now view this as unlikely in 2020-24 given the introduction of the US dollar
and other foreign currencies into areas of the economy in October, as well as ongoing political
pressures both domestically (amid constitutional reform) and internationally (amid US sanctions).
The authorities will focus on easing both domestic liquidity challenges and pressure on foreign
reserves in order to prioritise external debt-service obligations.

International assumptions
 2019 2020 2021 2022 2023 2024

Economic growth (%)

US GDP 2.2 1.6 1.8 2.0 1.8 2.2

OECD GDP 1.6 1.5 1.8 2.0 1.9 1.9

World GDP 2.3 2.5 2.8 2.9 2.9 2.8

World trade 1.5 2.4 3.6 3.8 3.9 3.8

Inflation indicators (% unless otherwise indicated)

US CPI 1.8 1.6 1.9 2.1 1.8 1.8

OECD CPI 2.0 1.9 2.0 2.1 2.0 2.0

Manufactures (measured in US$) 0.3 2.3 4.0 4.0 3.4 3.0

Oil (Brent; US$/b) 64.1 63.0 67.0 72.5 75.0 72.5

Non-oil commodities (measured in US$) -6.8 0.7 4.1 1.7 0.9 2.5

Financial variables

US$ 3-month commercial paper rate (av; %) 2.1 1.5 1.5 1.8 2.2 2.3

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

Exchange rate US$:€ (av) 1.12 1.12 1.17 1.22 1.24 1.24
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Economic growth
The economy will remain under strain in the short term, owing to continued limited access to
foreign exchange, resulting from reduced aid and oil shipments from Venezuela and harsher US
sanctions. In the light of energy shortages and continued US pressure, particularly on the tourism
sector, we have revised our real GDP forecast downwards for 2020, to a contraction of 0.7%. The
contraction will stem from declining tourist arrivals (particularly from Europe and the US), as well
as a fall in gross fixed investment as foreign investors are spooked by US sanctions, and as
reconstruction from the 2017 hurricanes concludes. A deeper contraction will be avoided, given
the boost to consumption from higher real wages; import compression necessitated by hard-
currency shortages will also have a net positive effect. We expect GDP growth to accelerate from
2021, assuming an easing of US sanctions that year under a new Democrat-led US administration,
which will spur trade, tourism and investment. We forecast average annual real GDP growth of
3.5% in 2021-24. This assumes that economic reforms will advance slowly, access to international
finance and trade will improve, and state-sector rationalisation will generate efficiency gains and
the transfer of more activity to the private sector. Nevertheless, measuring the size of the Cuban
economy is difficult, given various exchange rates and a 1997 base year for Cuban GDP data,
which fails to take into account structural changes to the economy in recent years.

Downside risks to our GDP forecast are elevated and stem from the prospect of further US
sanctions on Cuba, a second term for Mr Trump or the possibility that regime change in Venezuela
will bring a sudden halt in aid to Cuba. If Mr Trump wins a second term, we would expect GDP
growth to be on average 2 percentage points lower per year. Our present forecast for Venezuelan-
Cuban relations assumes an accommodation under a scenario of regime change that allows for a
gradual decline in Venezuelan support.

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

GDP 0.5 -0.7 3.1 3.8 3.9 3.3

Private consumption 1.9 0.8 4.3 4.7 4.1 3.3

Government consumption -0.3 -1.3 2.6 3.4 5.9 2.9

Gross fixed investment 2.5 -1.8 2.1 9.1 8.5 4.6

Exports of goods & services -7.3 -7.5 8.1 7.7 7.4 4.6

Imports of goods & services -3.0 -4.4 11.2 15.2 14.5 5.1

Domestic demand 1.5 -0.1 3.6 5.1 5.2 3.4

Agriculture 1.9 1.6 3.8 4.5 3.7 3.0

Industry -0.5 -2.7 2.9 5.2 4.3 3.5

Services 0.8 -0.3 3.2 3.5 3.8 3.3
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts.

Inflation
In the absence of reliable official data, we expect inflation to average 5.5% in 2019-20, as shortages
and demand-side pressures from higher wages will increase price pressures. Inflation will rise to
an average of about 5.9% per year in 2021-24, assuming higher levels of domestic demand amid
the easing of US sanctions. Concerned about the inflationary impact of wage rises, the authorities
have administered unorthodox measures such as price freezes, which are likely to exacerbate
shortages and perpetuate price distortions, ultimately intensifying price pressures. At the same
time the inflationary impact of price liberalisation will prompt the authorities to implement the
policy cautiously over many years, but the effect should be partly cushioned by firmer
competition and expanded output amid the government's drive to promote exports.
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Exchange rates
The CUP is used for salaries and locally produced goods, and the CUC is used in hard-currency
retail outlets, for imports and by tourists. The CUC is fixed at CUC1:US$1. There are nine exchange
rates between the two currencies, the two principal ones being the official rate of CUP1:CUC1,
used in the state sector, and an unofficial but legal rate of CUP24:CUC1, used for personal
transactions and in the non-state sector (the "Cadeca" rate). Some sectors of the economy (such
as the Mariel Special Development Zone—a manufacturing and port complex—and agricultural
sales to the tourism sector) use intermediate rates of CUP10:CUC1 or CUP11:CUC1. The system is
distortionary, making it difficult to measure the economy's size or calculate costs and prices.

The authorities intend to unify the two currencies, and are preparing for this by building up
international reserves. There is no timetable for unification, and, given the government's
introduction of the US dollar and other foreign currencies into parts of the economy in October,
we now no longer expect unification to take place in the 2020-24 forecast period. If a Democrat
wins the US presidency in 2020 (as we expect), there could be preliminary moves towards
undertaking unification later in the forecast period, but we would expect only cautious
advancement.

External sector
US sanctions, which target US tourism, Venezuelan oil shipments to Cuba and remittances from
Cuban-Americans, put pressure on Cuba's external sector. Although the government will be able
to moderate the effect of these through import compression and domestic rationing, the current-
account surplus will narrow from an estimated 1.4% of GDP in 2019 to 0.2% in 2021. This will stem
from declining services income (from both professional services sales to Venezuela and tourism)
and lower inflows of workers' remittances. The current account will shift into deficit from 2022 as
an easing of US sanctions leads to higher import spending and profit repatriation by multinational
firms in 2021-24. The effect of wider deficits on the trade and primary income accounts will be
offset by a growing services and transfers surplus, amid increasing tourism and remittances.

With the imposition of Title III of the Helms-Burton Act, foreign direct investment (FDI) will slow
in 2019-20, but we believe that it will pick up later in the forecast period (although inflows will
continue to fall short of the official goal of US$2.5bn per year). The authorities do not publish data
on international reserves; we estimate an end-2019 level of US$10.1bn (10.3 months of import
cover). Reserves coverage will decrease significantly amid pressure on Cuba's external sector (and
later in the forecast period as the cost of servicing rescheduled debt increases and import levels
rise), but it will remain above four months.
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Forecast summary
Forecast summary
(% unless otherwise indicated)

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

Real GDP growth 0.5 -0.7 3.1 3.8 3.9 3.3

Industrial production growth -0.5 -2.7 2.9 5.2 4.3 3.5

Gross agricultural production growth 1.9 1.6 3.8 4.5 3.7 3.0

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

Consumer price inflation (av) 5.6 5.4 5.2 6.7 6.4 5.4

Consumer price inflation (end-period) 5.7 5.0 5.5 7.1 6.3 5.0

General government balance (% of GDP) -6.3 -5.4 -4.9 -4.3 -3.7 -3.3

Exports of goods fob (US$ bn) 2.4 2.5 2.8 3.1 3.5 3.9

Imports of goods fob (US$ bn) 10.7 10.2 11.9 14.3 16.9 17.9

Current-account balance (US$ bn) 1.5 0.8 0.3 -1.5 -2.8 -2.6

Current-account balance (% of GDP) 1.4 0.7 0.2 -1.1 -1.9 -1.6

External debt (year-end; US$ bn) 29.4 29.1 29.7 30.4 30.6 31.0

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
 2015a 2016a 2017a 2018a 2019b 2020c 2021c

GDP        

Nominal GDP (US$ m) 87,133 91,370 96,851 100,023 106,294 111,358 120,952

Nominal GDP (CUC m) 87,133 91,370 96,851 100,023 106,294 111,358 120,952

Real GDP growth (%) 4.4 0.5 1.8 2.3 0.5 -0.7 3.1

Expenditure on GDP (% real change)        

Private consumption 7.4 4.1 1.7 2.2 1.9 0.8 4.3

Government consumption 0.0 -0.2 2.2 1.3 -0.3 -1.3 2.6

Gross fixed investment 18.3 7.5 0.2 4.8 2.5 -1.8 2.1

Exports of goods & services -0.1 -19.7 0.0 -2.4 -7.3 -7.5 8.1

Imports of goods & services 10.1 -10.6 -1.6 -2.0 -3.0 -4.4 11.2

Origin of GDP (% real change)        

Agriculture 2.5 5.8 -1.4 2.6 1.9 1.6 3.8

Industry 8.8 -1.9 2.2 2.5 -0.5 -2.7 2.9

Services 3.2 1.2 2.1 2.1 0.8 -0.3 3.2

Population and income        

Population (m) 11.3 11.3 11.3 11.3 11.3 11.3 11.3

GDP per head (US$ at PPP) 12,474b 12,656b 13,120b 13,746b 14,138 14,285 14,995

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

Fiscal indicators (% of GDP)        

Public-sector revenue 57.4 56.5 57.2 57.1 56.4 55.2 54.3

Public-sector expenditure 63.4 63.3 65.7 65.4 62.7 60.6 59.2

Public-sector balance -6.0 -6.8 -8.5 -8.3 -6.3 -5.4 -4.9

Net public debt 40.3b 42.7b 46.7b 51.0b 51.9 53.1 53.2

Prices and financial indicators        

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

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

Consumer prices (av; %) 4.6b 4.5b 5.5b 6.9b 5.6 5.4 5.2

Stock of money M2 (% change) 9.3 13.1 8.1 13.1 3.2 1.8 6.1

Current account (US$ m)        

Trade balance -8,173 -7,756 -7,508 -8,785 -8,264 -7,688 -9,122

 Goods: exports fob 3,572 2,546 2,704 2,742 2,391 2,504 2,753

 Goods: imports fob -11,745 -10,302 -10,212 -11,527 -10,655 -10,192 -11,875

Services balance 10,509b 10,220b 10,281 10,722b 9,194 8,157 8,702

Primary income balance -1,119 -1,284 -1,173b -1,065b -1,210 -1,163 -1,779

Secondary income balance 219 616 1,191b 1,659b 1,740 1,456 2,465

Current-account balance 1,436b 1,796b 2,790b 2,531b 1,460 763 265

External debt (US$ m)        

Debt stock 30,327b 29,891b 29,891b 29,890b 29,408 29,123 29,669

Debt service paid 1,826b 4,366b 1,801b 2,007b 1,949 2,026 2,085

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

 Interest 862b 842b 847b 868b 867 879 933

International reserves (US$ m)        

Total international reserves 11,803b 12,003b 11,353b 10,953b 10,053 9,053 8,103
a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts.
Source: IMF, International Financial Statistics.
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Annual trends charts
Please see
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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 (2015)
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Climate

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

Weather in Havana (altitude 24 metres)

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

Weights and measures

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

Currency

There are currently two domestic currencies: the Cuban peso (CUP), in which prices and wages
are denominated within the domestic economy, and the convertible peso (CUC), used in hard-
currency retail outlets, and for imports and tourist expenditure. In both currencies, 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 unofficial but legal rate (known as the "Cadeca" rate) of CUP24:CUC1, used
mainly for personal transactions

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

Time

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

Public holidays

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

Official name

Republic of Cuba

Form of government

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

Head of state

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

The executive

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

National legislature

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

Legal system

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

National elections
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Provincial and National Assembly elections 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

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 Barreiros

Finance & prices: Meisi Bolaños Weiss

Foreign relations: Bruno Rodríguez Parrilla

Foreign trade & investment: Rodrigo Malmierca Díaz

Higher education: José Ramón Saborido Loidi

Industry: Alfredo López Valdés

Interior: Julio César Gandarilla Bermejo

Justice: Oscar Silveira Martínez

Labour & social security: Margarita González Fernández

Public health: José Ángel Portal Miranda

Revolutionary armed forces: Leopoldo Cintra Frías

Science, technology & the environment: Elba Rosa Pérez Montoya

Tourism: Manuel Marrero Cruz

Transport: Eduardo Rodríguez Dávila

Central bank president

Irma Martínez Castrillon
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Recent analysis
Generated on November 16th 2019

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

Politics

Forecast updates

UN condemns US sanctions once again

November 12, 2019: International relations

Event

On November 7th the UN General Assembly overwhelmingly approved a non-binding resolution,
which condemns US sanctions against Cuba.

Analysis

Every year since 1992, Cuba has presented the resolution calling for the immediate end of
US sanctions against the country. This year, the 193-member assembly backed the resolution by
187 votes to three. The US, Israel and Brazil voted against, Ukraine and Colombia abstained, and
Moldova did not vote.

The US and Israel have consistently voted against the resolution, except in 2016 when—during its
attempt to normalise USCuban relations—the US administration of Barack Obama abstained from
the vote and instructed Israel to do the same. The US has reverted to its traditional position since
the election of the current president, Donald Trump. The past 12 months have seen the most
potent intensification of US sanctions on Cuba in over 50 years: Title III of the Helms-Burton Act
has been enabled; the remittances cap has been lowered; US flights to all Cuban cities (except for
the capital, Havana) have been cancelled; and the US is impeding Venezuelan petroleum deliveries
to Cuba.

The addition of Brazil's vote against the motion was notable this year. The right-wing
administration of Jair Bolsonaro has been keen to align with Mr Trump on Latin American policy.
In November 2018 Cuba withdrew more than 11,000 doctors working in Brazil after Mr Bolsonaro
described their working conditions in the country as "slave labour". However, Brazilian
companies continue to operate in Cuba, such as Souza Cruz, which owns a joint venture that
produces most of the cigarettes in Cuba.

The abstention of Colombia and Ukraine was also a new development. As reasons for its vote, the
rightwing Colombian administration of Iván Duque pointed to Cuba's refusal to extradite three
commanders from the Ejército de Liberación Nacional (a leftwing rebel group), as well as its
support for the Venezuelan regime of Nicolás Maduro. Meanwhile, the pressure that the US has
applied on the Ukrainian president, Volodymyr Zelensky—especially in the context of the current
impeachment proceedings against Mr Trump—has been well documented in the press. It is likely
that similar dynamics were at play in shoring up Ukraine's vote against this motion.

Impact on the forecast

The latest vote confirms the Trump administration's strategy of rolling back rapprochement with
Cuba. Despite modest gains in attracting new supporters and abstentions this year, the US
remains overwhelmingly isolated on the issue of its extraterritorial sanctions on Cuba.
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Cubans hit by US clampdown on immigration

November 12, 2019: International relations

Event

Cubans are being hit hard by the US administration's tougher stance on immigration and border
security. 

Analysis

For decades after Cuba's 1959 revolution, the US government, hostile to the communist regime,
gave Cubans preferential treatment relative to immigrants from other countries. They were seen as
political refugees and generally were allowed to stay in the US. In January 2017, however, the US
ended such privileges as part of the Obama administration's normalisation of relations with Cuba
(diplomatic ties were reinstated in 2015), leaving Cubans to attempt to enter as other
undocumented Latin Americans do, by crossing the border.

However, the administration of Donald Trump has cracked down on undocumented migrants.
Most are now obliged to remain in Mexico to await adjudication of their asylum requests, a
process that can take many months. Some will return home, some will be deported by Mexico, and
others will probably not be allowed entry to the US. 

These policy changes come at a tough time for Cubans, with the Cuban economy suffering from
Venezuela's collapse and US sanctions, which have forced the government to adopt austerity
measures. The Trump administration's recent tightening of sanctions on Cuba—including new
restrictions on US travel to the island—are a further blow. We estimate that Cuba's GDP will
barely grow in 2019 and will contract in 2020. These are conservative estimates; the situation
could become even less favourable.

In response, there has been a large increase in the number of Cubans leaving the island.
According to data from the US Customs and Border Protection Agency, more than 21,000 Cuban
"inadmissables" were detained at the south-west border in the 2018/19 US fiscal year (October-
September), triple the number held in 2017/18. With their choice of legal routes into the US now
restricted, tens of thousands of Cuban migrants face either deportation back to the island or being
forced to remain in Mexico, a country that itself is afflicted with high rates of crime, corruption and
economic weakness.

Impact on the forecast

It is unclear how many of the Cubans who have recently left the island will opt to return or be
forced to do so. However, we do not expect this to have a material short-term impact on economic
or political conditions in Cuba, and so our forecasts remain unchanged. In the medium term, easy
migration to the US—a traditional "escape valve" for antiregime Cubans—ceases to be an
option, which poses risks to political stability.
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Annual trade fair shows reduced investor interest

November 14, 2019: International relations

Event

The 37th annual Feria Internacional de La Habana (FIHAV, a trade and investment fair) was held
in early November. This year's event was less well attended than in previous years, evidence of
reduced business interest in Cuba.

Analysis

This year's FIHAV attracted 4,000 people from a total of 60 countries. Like the 2018 event, the fair
attracted fewer  visitors than in 2016, which drew a record 4,500 attendees from 73 countries. Spain
had the strongest showing this year, with 110 businesses present; Italy, France and Russia also
had strong presences. Companies from the United Arab Emirates participated for the first time.

By contrast, the US presence was paltry. Whereas in 2016—at the peak of the normalisation of
USCuban relations—FIHAV attracted dozens of US stands, this year there were only a handful.
The Americans who did attend said that their business with Cuba has diminished and that they
may struggle to continue if the current US administration further intensifies its sanctions regime
on the island.

Nevertheless, some notable deals were signed this year. A Cuban co-operative DECORATE,
which makes children's toys from recycled wood and tobacco waste products, signed an
agreement with a German firm, Profümed, to market and distribute products internationally. An
agreement was also reached with an Italian firm to create a dairy company, Lácteos Mariel, which
will produce yoghurt, ice cream and cheese in the Mariel Special Development Zone for the Cuban
market.

In his speech, the minister for trade and foreign investment, Rodrigo Malmierca, said that Cuba
had attracted US$1.7bn in foreign direct investment (FDI) between October 2018 and October
2019. This is higher than the figure quoted last year (US$1.5bn), but we consider it unlikely that
this volume of investment has reached Cuba, given the difficulties posed by US sanctions and
investor uncertainty about falling foul of US financial sanctions. Instead, this figure is likely to be
the value of deals agreed. These could materialise over many years or may not materialise at all.
Our estimates for FDI are therefore around half this value.

Impact on the forecast

We expect foreign investor interest in Cuba to remain subdued as long as US sanctions remain in
place. We estimate Cuba to receive just US$800m (0.8% of GDP) in FDI this year and only
US$644m next year. Higher levels are expected later in the forecast period, but this assumes a
change in the US government and is subject to risks.
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Spanish royals complete first official visit to Cuba

November 15, 2019: International relations

Event

King Felipe VI and Queen Letizia of Spain undertook the first visit by Spanish royals to Cuba on
November 10th-14th.

Analysis

The purpose of the visit was nominally to commemorate the 500th anniversary of the founding of
Havana, the Cuban capital, by Spanish colonisers in 1519. Cuba was a Spanish colony until 1898
—much longer than many other Latin American countries—and CubanSpanish relations have
traditionally been warm, underscored by cultural, economic and migration ties. Many Cubans can
trace their ancestry to Spain and around 125,000 Cubans are resident there (Spain is home to the
largest Cuban diaspora outside the US). Spain is also one of the largest foreign investors in Cuba.
In 2018 it was one of Cuba's most important trade partners, responsible for around 11% of Cuban
imports (but a smaller share of Cuban exports).

The royal visit also underscored Spain's continued support for Cuba as it faces a chillier
relationship with the US; this, together with the economic crisis in Venezuela, has hobbled its
economy. Spain itself has been caught on the receiving end of recent US actions, with some
Spanish companies (mainly in the tourism industry) subject to lawsuits owing to the
implementation of Title III of the 1996 Helms-Burton Act. This permits US nationals with property
in Cuba that was nationalised following the 1959 Cuban Revolution to sue companies currently
"trafficking" in that property.

As evidence of their support for Spanish business in Cuba, the royal couple visited a hotel
operated by a Cuban-Spanish joint venture that appears on the US sanctions blacklist. They also
met with independent business owners and members of civil society, including independent
journalists.

The trip incurred some criticism in Spain and among the Cuban opposition, in view of the
appearance it gave in some quarters of support for Cuba's one-party state. However, at a state
dinner with the Cuban president, Miguel DíazCanel, the king urged Cuba to move towards
democracy and to respect human rights. This drew a respectful response from Mr DíazCanel, who
urged Spain to respect Cuba's pace of change.

The king also promised that Spain would continue to support Cuba's economic and development
plans, and that it would continue to press for EU support for Cuba in the face of a more hostile
US.

Impact on the forecast

We expect Cuban relations with the EU to remain warm, and for Spain to continue to be an
important economic partner for Cuba. Our forecasts are unchanged.
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Economy

Analysis

China eyed up to fill Venezuela's role

November 7, 2019

Venezuela's political and economic meltdown is increasingly affecting Cuba. As shipments of
Venezuelan oil—Cuba's energy lifeline—become scarcer, Cuba has introduced energysaving
measures to avoid blackouts and mitigate a severe fuel shortage. As these shortages become
more acute, the country has increasingly reconnected with traditional allies and, in particular,
has turned its eyes towards China.

Close Cuban-Chinese relations date back to the cold war, when both countries were part of the
communist bloc. Relations remain warm, with leaders from both countries making reciprocal visits,
shoring up their links as two of the world's still-communist countries (albeit nominally in the case
of China). Although the diplomatic relationship between China and Cuba had been strong for
decades, it took on new economic importance following the 2014 visit to the island of the Chinese
premier, Xi Jinping. This prompted a flurry of Chinese investment and other agreements.

China is Cuba's largest foreign creditor. In 2000-18 it forgave some US$6bn in Cuban debt; this
represented around 60% of all foreign debt that China wrote off during that period. China has also
emerged as an important commercial partner for Cuba, with Chinese exports to the island peaking
at US$1.9bn in 2015, but slumping thereafter as the Venezuelan crisis began to affect Cuba's
domestic capacity. As bilateral trade with Venezuela declined, China emerged as Cuba's largest
trading partner in 2016 and 2017, but came second to Canada in 2018.

An important investment partner

China has also emerged as an important investor, especially in infrastructure and machinery. In
May a new fleet of Chinese-made trains arrived in Cuba as part of a Chinese- and Russian-
financed upgrade of the country's railway system; China provided Cuba with a loan of US$150m
to pay for them. In addition, China has become the source of most of Cuba's newer cars, with
Chinese brands such as Yutong and Geely replacing US-made models from the 1950s on Cuba's
streets. Cuba is also using Chinese machinery to improve productivity in its underdeveloped
agricultural sector, and Chinese telecommunications company Huawei is providing the
infrastructure to increase Cubans' access to the internet.

As part of Mr Xi's visit to Cuba in 2014, the Chinese premier agreed with the then Cuban
president, Raúl Castro, on the opening of an authentic Chinese restaurant in the Chinatown area
of the capital, Havana. This led to the creation of the first fully foreign-owned enterprise in Cuba
since the expropriation of private property by the Cuban regime in the 1960s. The restaurant,
owned by Beijing Enterprise Group (a Chinese state-owned enterprise that invests globally in
infrastructure, construction, utilities and manufacturing) finally opened in August, after five years
of delays. The delays were mainly attributable to Cuban bureaucracy, and their excessive duration
has put into doubt Beijing Enterprise Group's other investment plans in Cuba, relating to the
construction of hotels, condominiums and golf courses.

The restaurant project demonstrates the complications of developing further Chinese investment
in Cuba. Although a valuable partner to Cuba, China's support for the island will not be as
unconditional as Venezuela's has been. Chinese officials have repeatedly urged their Cuban
counterparts to make faster progress on liberalisation, or on adopting economic reforms along the
lines of those adopted by China or Vietnam. In order to retain Chinese investment and support,
Cuba will need to do more to keep foreign investors happy—which we do not expect it to do.

Regional progress on data protection remains uneven

November 11, 2019

Jurisdictions in the Caribbean and Latin America are at various stages of implementing or
upgrading their data protection frameworks to give residents more control over how
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companies collect and use their personal information. 
Many Latin American countries have data protection laws but lack the regulatory muscle to
enforce them, while most Caribbean jurisdictions have no laws to speak of. 
Data protection laws are designed to protect consumers and, by adopting similar standards,
could increase digital trade between the region and other countries. 
However, strict data protection laws also impose costs on web-based businesses through
increased red tape and therefore can hinder growth in developing economies. 
We expect the region's major economies to develop sufficient guidelines to meet international
standards, although these will be less stringent than those imposed by the EU or US states. 

The global move to enact strict data protection laws was kick-started by the EU's General Data
Protection Regulation (GDPR), which came into effect in May 2018. The GDPR is the most
comprehensive data privacy law to date, requiring companies doing business in the EU to acquire
"express informed consent" from residents before collecting their personal information. The law
also allows EU residents to see what personal information companies are collecting from them and
—in some cases—to have that information deleted. Furthermore, the GDPR imposes cybersecurity
requirements on companies and requires them to report data breaches within 72 hours of
discovery.

Since the GDPR's implementation, jurisdictions throughout the world have passed their own
similar laws, and Latin American and Caribbean countries are following suit. Government officials
and regulators in the region want GDPR-style data protection laws so that their countries can meet
the EU's data protection adequacy criteria. Meeting the EU's data adequacy criteria will help to
facilitate digital business-to-business transactions between Latin American jurisdictions and the
EU. Businesses in data-adequate countries can automatically transfer data across borders without
having to face the hurdle of EU regulations, and businesses in the EU generally have more
confidence in trading with entities from data-adequate jurisdictions.

Mixed progress in the region

In Latin America, countries are at varying stages of meeting the EU's data protection standards.
Only Argentina and Uruguay are currently considered adequate by the EU, but other
Latin American jurisdictions are making progress towards that end. Brazil's government last year
passed a GDPR-like law that is due to come into force in 2020. However, Brazil has yet to establish
a regulator to enforce this law, and industry experts say that the European Commission will
probably wait and see how enforcement proceeds before classifying the country as adequate.
Likewise, Chile also has no data protection agency. Peru's data protection regulator has
only ten employees and has taken few enforcement actions. Mexico has a data protection law
similar to the GDPR, but its regulator has not taken any prominent enforcement actions or
sanctions for violations of the law. Brazil and Colombia are expected to be the most active
enforcers of data protection rules in the region; both countries have levied hefty fines against
tech companies such as Uber (US; a transport service) and WhatsApp (US; a messaging app) for
data breaches and other regulatory violations.

Many other Latin American countries have data protection laws but lack regulatory muscle. Most
Caribbean jurisdictions, however, lack any data legislation at all. The only two Caribbean
jurisdictions with GDPR-type laws are Barbados and the Cayman Islands. Other Caribbean
jurisdictions with data protection laws include Saint Lucia, St Vincent, Antigua and Barbuda, and
St Kitts and Nevis—but those laws were drafted in 2015 or earlier, putting them out of step with
the GDPR. No major enforcement actions over data protection violations have yet come out of the
Caribbean.

Progress brings benefits but risks new red tape

Strict data protection laws offer potential benefits to the countries that adopt and enforce them.
Along with meeting the EU's adequacy criteria, such laws also place strict requirements on
companies handling personal and sensitive information, helping to limit economic losses from
fraud, identity theft, and other cybercrimes.

However, strict data protection laws also increase regulatory costs for companies, and early
research suggests that such legislation also decreases spending on research and development.
One study by the National Bureau of Economic Research, a US think-tank, estimated that venture
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capital invested in EU start-ups fell by as much as 50% in the wake of GDPR implementation. A
2018 survey found that 55% of respondents said that they had worked on deals that had fallen
apart because of concerns about a target company's data protection policies and compliance with
GDPR. Another study found that European web traffic and revenue declined by almost 10% post-
GDPR. Microsoft said that it had had to divert 1,600 of its engineers to work on GDPR compliance
projects. Moreover, the finance department of the US state of California recently released a report
estimating that it could cost the state economy US$16.5bn to comply with its impending privacy
law over the next decade.

For some Latin American and Caribbean countries, the benefits of strict data privacy rules may
outweigh the costs. Such laws will add more red tape to economies that are already among the
worst in the world in terms of ease of doing business. Brazil, for instance, ranks 109th out of 190
on the World Bank's Ease of Doing Business Index and is  likely to slip further once its data
protection law comes into force next year. By contrast, the region's highest-ranked country for
ease of doing business, Mexico (55th), is only four places ahead of the EU's lowest-ranked
country, Bulgaria (59th).

Some experts have suggested that a more narrowly targeted data protection law would cost only a
fraction of a GDPR-style law. A more targeted law would require companies to upgrade their data
infrastructure and conduct regular privacy audits (such as internal reviews to detect data
breaches and catalogue the information that is collected). Such legislation would also allow for
data access, portability, and deletion—but only for "sensitive data" such as health and financial
information, rather than all data across the board. This is the course most likely to be followed by
the region. This more narrowly targeted legislation would not give Latin American and Caribbean
residents all the same rights over their personal information that are enjoyed by residents in the
EU. However, it would increase cybersecurity in the region while imposing less of a drag on its
developing economies. This would provide the region with sufficient benefits to compete on a
global scale, without incurring the significant costs that would accompany more detailed laws.
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	Briefing sheet
	Political stability
	The government will institute constitutional reform while managing a difficult international and economic environment, amid hostile relations with the US. The reform—to be introduced over the coming months—makes significant changes to the executive power structure by dividing authority between numerous and varied stakeholders, rather than centralising it in the executive (as has been the case since the 1959 revolution). A reform passed in July reintroduces the role of prime minister and devolves more power to the provincial level.

As part of the reform, the National Assembly re-selected Miguel Díaz-Canel as president in October; Mr Díaz-Canel must now select a prime minister within the next three months. 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 will be created for the chairman of the ruling Partido Comunista de Cuba (PCC). This role is currently held by Raúl Castro, the former president (2008-18) and a revolutionary leader. He is expected to step down at the next PCC congress in 2021, and the title is likely to pass to Mr Díaz-Canel. Generational renewal is a goal of the PCC (the constitutional reform set age limits for political posts, and the recent executive reshuffle removed some members of the revolutionary generation from office); as Mr Castro and the revolutionary generation exit the scene, new leaders will vie for authority—especially given the more decentralised power structure—which will raise risks to stability.

Despite the political changes, social reforms will be gradual, owing to the government's wariness of the destabilising effects of liberalisation, although access to information will grow in the 2020-24 forecast period through increased mobile and internet penetration. Increased tension with the US and the economic costs that new US sanctions entail raise risks to political stability, but The Economist Intelligence Unit does not believe that this will result in regime change in 2020-24. The government is skilled at defusing dissent through the domestic security apparatus and neighbourhood monitoring groups, and state media are effective at rallying support through propaganda.


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


	International relations
	Following a period of rapprochement, Cuba will face a more hostile US, as that country's policy towards Cuba has reverted to its previous goal of regime change. The€US has announced the full implementation of Title€III of the 1996 Helms-Burton Act, which allows US citizens with claims to property confiscated by the Cuban government after the 1959 revolution to sue companies currently "trafficking" in that property. This will subject foreign companies operating in Cuba to lawsuits in US courts. The€US has announced limits on workers' remittances from Cuban-Americans and several new sanctions on US tourism to Cuba. These measures are in addition to US trade sanctions in place since 1960 (which can be removed only by the US Congress). Given weak popular support for the embargo in the US, our baseline forecast assumes that sanctions will be lifted once the US president, Donald Trump, leaves office. Our current forecast is for a Democratic victory in the 2020 US presidential election, making it likely that sanctions would be lifted from 2021. However, risks to this forecast are extremely high, and an end to sanctions is unlikely as long as Mr€Trump remains president.

Ties with the EU will improve, following a formal reinstatement of relations in November 2017, and the EU will continue to be an important investment and lending partner. Cuba will remain a staunch defender of the regime of Nicolás Maduro in Venezuela, which is still an important market for Cuban services exports and a supplier of oil. Cuba will be increasingly courted by global actors seeking to involve it in a resolution to the Venezuelan crisis; both the Canadian and EU foreign ministers visited Cuba in September to discuss the issue. Given declining aid from Venezuela, Cuba is also expanding investment and commercial ties with other nations, including China, Russia, Japan and Algeria.


	Policy trends
	US sanctions will complicate the five-year economic policymaking framework set out at the PCC congress in April 2016. To mitigate the effect of sanctions, the government will accelerate some liberalising reforms to create more efficient markets and improve productivity. In July it announced large increases in the minimum and average wages, aimed at boosting consumption. Real purchasing power has declined for several years, demotivating workers and dragging on overall productivity. The€reform also permits state firms to reinvest profits rather than turning them over to the state Treasury, in the hope that this will boost output and export growth. The€constitutional reform officially codified the right to private property and private enterprise, as well as the centrality of foreign investment into the economy, marking important steps in economic opening. However, the transformation from a communist to a mixed economy will be gradual and will not result in full-blown capitalism in the forecast period.

Risks to economic liberalisation are substantial, given the state's half-hearted commitment to independent enterprise and hardliners' resistance to reforms. Growth in the non-state services sector has stagnated, and we expect weak growth in 2019-20, given slower tourism growth. Non-state jobs will remain concentrated in restaurants, hotels and other tourism services, but will eventually expand into construction, business services and other sectors. Other challenges include US sanctions and declining support from Venezuela. In€September Mr€Díaz-Canel announced emergency measures to combat fuel shortages, including reducing industrial production to ensure that consumers retain access to fuel.


	Fiscal policy
	Revenue and spending will fall as a share of GDP in 2020-24 as the public sector shrinks. The government will continue to reduce the fiscal deficit following several years of significant shortfalls (averaging an estimated 7.2% of GDP in 2015-19); we forecast a slightly narrower deficit of 5.4% of GDP in 2020. We expect further gradual progress thereafter, with the deficit shrinking to 3.3% of GDP in 2024. The contraction will be necessitated by the government's meagre access to external finance and limited sources of domestic finance; up to 70% of the shortfall is reportedly financed by bonds purchased by state-owned banks (drawing on savings by citizens and state-owned companies), with the remainder monetised. Following the recent spate of large deficits, the government may be close to exhausting domestic financing sources and wary of greater monetisation.

We expect Cuba to remain barred from membership of multilateral institutions, such as the World Bank and the Inter-American Development Bank, as long as US sanctions remain in place, given US veto power in both institutions. However, assuming an easing of sanctions, technical advice or lending from these institutions is possible later in the forecast period. Lending from other multilateral institutions, such as the Development Bank of Latin America and the Central American Bank for Economic Integration, is possible, notably for investment projects. EU€countries have offered "debt for equity" swaps (such as investing in infrastructure projects) following a debt-rescheduling agreement with the Paris Club of bilateral creditors in 2015.


	Monetary policy
	The large informal economy and different markets with divergent prices and exchange rates complicate monetary management. The€authorities will seek to balance demand and supply of the two currencies, the convertible peso (CUC, set at CUC1:US$1) and the Cuban peso (CUP, officially CUP1:CUC1, but unofficially set at CUP24:CUC1). Despite previously announced plans to unify the two currencies, we now view this as unlikely in 2020-24 given the introduction of the US dollar and other foreign currencies into areas of the economy in October, as well as ongoing political pressures both domestically (amid constitutional reform) and internationally (amid US sanctions). The authorities will focus on easing both domestic liquidity challenges and pressure on foreign reserves in order to prioritise external debt-service obligations.


	International assumptions
	Title
	 	2019	2020	2021	2022	2023	2024
Economic growth (%)
US GDP	2.2	1.6	1.8	2.0	1.8	2.2
OECD GDP	1.6	1.5	1.8	2.0	1.9	1.9
World GDP	2.3	2.5	2.8	2.9	2.9	2.8
World trade	1.5	2.4	3.6	3.8	3.9	3.8
Inflation indicators (% unless otherwise indicated)
US CPI	1.8	1.6	1.9	2.1	1.8	1.8
OECD CPI	2.0	1.9	2.0	2.1	2.0	2.0
Manufactures (measured in US$)	0.3	2.3	4.0	4.0	3.4	3.0
Oil (Brent; US$/b)	64.1	63.0	67.0	72.5	75.0	72.5
Non-oil commodities (measured in US$)	-6.8	0.7	4.1	1.7	0.9	2.5
Financial variables
US$ 3-month commercial paper rate (av; %)	2.1	1.5	1.5	1.8	2.2	2.3
Official exchange rate CUC:US$ (av)	1.00	1.00	1.00	1.00	1.00	1.00
Exchange rate US$:€ (av)	1.12	1.12	1.17	1.22	1.24	1.24

	Economic growth
	Title
	The economy will remain under strain in the short term, owing to continued limited access to foreign exchange, resulting from reduced aid and oil shipments from Venezuela and harsher US sanctions. In the light of energy shortages and continued US pressure, particularly on the tourism sector, we have revised our real GDP forecast downwards for 2020, to a contraction of 0.7%. The contraction will stem from declining tourist arrivals (particularly from Europe and the US), as well as a fall in gross fixed investment as foreign investors are spooked by US sanctions, and as reconstruction from the 2017 hurricanes concludes. A deeper contraction will be avoided, given the boost to consumption from higher real wages; import compression necessitated by hard-currency shortages will also have a net positive effect. We€expect GDP growth to accelerate from 2021, assuming an easing of US sanctions that year under a new Democrat-led US administration, which will spur trade, tourism and investment. We€forecast average annual real GDP growth of 3.5% in 2021-24. This assumes that economic reforms will advance slowly, access to international finance and trade will improve, and state-sector rationalisation will generate efficiency gains and the transfer of more activity to the private sector. Nevertheless, measuring the size of the Cuban economy is difficult, given various exchange rates and a 1997 base year for Cuban GDP data, which fails to take into account structural changes to the economy in recent years.

Downside risks to our GDP forecast are elevated and stem from the prospect of further US sanctions on Cuba, a second term for Mr€Trump or the possibility that regime change in Venezuela will bring a sudden halt in aid to Cuba. If Mr€Trump wins a second term, we would expect GDP growth to be on average 2 percentage points lower per year. Our€present forecast for Venezuelan-Cuban relations assumes an accommodation under a scenario of regime change that allows for a gradual decline in Venezuelan support.

Economic growth
%	2019a	2020b	2021b	2022b	2023b	2024b
GDP	0.5	-0.7	3.1	3.8	3.9	3.3
Private consumption	1.9	0.8	4.3	4.7	4.1	3.3
Government consumption	-0.3	-1.3	2.6	3.4	5.9	2.9
Gross fixed investment	2.5	-1.8	2.1	9.1	8.5	4.6
Exports of goods & services	-7.3	-7.5	8.1	7.7	7.4	4.6
Imports of goods & services	-3.0	-4.4	11.2	15.2	14.5	5.1
Domestic demand	1.5	-0.1	3.6	5.1	5.2	3.4
Agriculture	1.9	1.6	3.8	4.5	3.7	3.0
Industry	-0.5	-2.7	2.9	5.2	4.3	3.5
Services	0.8	-0.3	3.2	3.5	3.8	3.3
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts.

	Inflation
	In the absence of reliable official data, we expect inflation to average 5.5% in 2019-20, as shortages and demand-side pressures from higher wages will increase price pressures. Inflation will rise to an average of about 5.9% per year in 2021-24, assuming higher levels of domestic demand amid the easing of US sanctions. Concerned about the inflationary impact of wage rises, the authorities have administered unorthodox measures such as price freezes, which are likely to exacerbate shortages and perpetuate price distortions, ultimately intensifying price pressures. At the same time the inflationary impact of price liberalisation will prompt the authorities to implement the policy cautiously over many years, but the effect should be partly cushioned by firmer competition and expanded output amid the government's drive to promote exports.


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

The authorities intend to unify the two currencies, and are preparing for this by building up international reserves. There is no timetable for unification, and, given the government's introduction of the US dollar and other foreign currencies into parts of the economy in October, we now no longer expect unification to take place in the 2020-24 forecast period. If a Democrat wins the US presidency in 2020 (as we expect), there could be preliminary moves towards undertaking unification later in the forecast period, but we would expect only cautious advancement.


	External sector
	US sanctions, which target US tourism, Venezuelan oil shipments to Cuba and remittances from Cuban-Americans, put pressure on Cuba's external sector. Although the government will be able to moderate the effect of these through import compression and domestic rationing, the current-account surplus will narrow from an estimated 1.4% of GDP in 2019 to 0.2% in 2021. This will stem from declining services income (from both professional services sales to Venezuela and tourism) and lower inflows of workers' remittances. The current account will shift into deficit from 2022 as an easing of US sanctions leads to higher import spending and profit repatriation by multinational firms in 2021-24. The effect of wider deficits on the trade and primary income accounts will be offset by a growing services and transfers surplus, amid increasing tourism and remittances.

With the imposition of Title€III of the Helms-Burton Act, foreign direct investment (FDI) will slow in 2019-20, but we believe that it will pick up later in the forecast period (although inflows will continue to fall short of the official goal of US$2.5bn per year). The authorities do not publish data on international reserves; we estimate an end-2019 level of US$10.1bn (10.3 months of import cover). Reserves coverage will decrease significantly amid pressure on Cuba's external sector (and later in the forecast period as the cost of servicing rescheduled debt increases and import levels rise), but it will remain above four€months.


	Forecast summary
	Title
	Forecast summary
(% unless otherwise indicated)
€	2019a	2020b	2021b	2022b	2023b	2024b
Real GDP growth	0.5	-0.7	3.1	3.8	3.9	3.3
Industrial production growth	-0.5	-2.7	2.9	5.2	4.3	3.5
Gross agricultural production growth	1.9	1.6	3.8	4.5	3.7	3.0
Unemployment rate (end-period)	3.1	3.4	3.7	3.9	4.0	4.2
Consumer price inflation (av)	5.6	5.4	5.2	6.7	6.4	5.4
Consumer price inflation (end-period)	5.7	5.0	5.5	7.1	6.3	5.0
General government balance (% of GDP)	-6.3	-5.4	-4.9	-4.3	-3.7	-3.3
Exports of goods fob (US$ bn)	2.4	2.5	2.8	3.1	3.5	3.9
Imports of goods fob (US$ bn)	10.7	10.2	11.9	14.3	16.9	17.9
Current-account balance (US$ bn)	1.5	0.8	0.3	-1.5	-2.8	-2.6
Current-account balance (% of GDP)	1.4	0.7	0.2	-1.1	-1.9	-1.6
External debt (year-end; US$ bn)	29.4	29.1	29.7	30.4	30.6	31.0
CUC:US$ (av)	1.00	1.00	1.00	1.00	1.00	1.00
CUC:US$ (end-period)	1.00	1.00	1.00	1.00	1.00	1.00
CUP:CUCc	24.00	24.00	24.00	24.00	24.00	24.00
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts. c Cadeca rate.

	Annual data and forecast
	Title
	€	2015a	2016a	2017a	2018a	2019b	2020c	2021c
GDP	€	€	€	€	€	€	€
Nominal GDP (US$ m)	87,133	91,370	96,851	100,023	106,294	111,358	120,952
Nominal GDP (CUC m)	87,133	91,370	96,851	100,023	106,294	111,358	120,952
Real GDP growth (%)	4.4	0.5	1.8	2.3	0.5	-0.7	3.1
Expenditure on GDP (% real change)	€	€	€	€	€	€	€
Private consumption	7.4	4.1	1.7	2.2	1.9	0.8	4.3
Government consumption	0.0	-0.2	2.2	1.3	-0.3	-1.3	2.6
Gross fixed investment	18.3	7.5	0.2	4.8	2.5	-1.8	2.1
Exports of goods & services	-0.1	-19.7	0.0	-2.4	-7.3	-7.5	8.1
Imports of goods & services	10.1	-10.6	-1.6	-2.0	-3.0	-4.4	11.2
Origin of GDP (% real change)	€	€	€	€	€	€	€
Agriculture	2.5	5.8	-1.4	2.6	1.9	1.6	3.8
Industry	8.8	-1.9	2.2	2.5	-0.5	-2.7	2.9
Services	3.2	1.2	2.1	2.1	0.8	-0.3	3.2
Population and income	€	€	€	€	€	€	€
Population (m)	11.3	11.3	11.3	11.3	11.3	11.3	11.3
GDP per head (US$ at PPP)	12,474b	12,656b	13,120b	13,746b	14,138	14,285	14,995
Recorded unemployment (av; %)	2.4	2.4	2.6	2.8b	3.1	3.4	3.7
Fiscal indicators (% of GDP)	€	€	€	€	€	€	€
Public-sector revenue	57.4	56.5	57.2	57.1	56.4	55.2	54.3
Public-sector expenditure	63.4	63.3	65.7	65.4	62.7	60.6	59.2
Public-sector balance	-6.0	-6.8	-8.5	-8.3	-6.3	-5.4	-4.9
Net public debt	40.3b	42.7b	46.7b	51.0b	51.9	53.1	53.2
Prices and financial indicators	€	€	€	€	€	€	€
CUC:US$ (official rate; end-period)	1.00	1.00	1.00	1.00	1.00	1.00	1.00
CUP:CUC (secondary rate)	24.00	24.00	24.00	24.00	24.00	24.00	24.00
Consumer prices (av; %)	4.6b	4.5b	5.5b	6.9b	5.6	5.4	5.2
Stock of money M2 (% change)	9.3	13.1	8.1	13.1	3.2	1.8	6.1
Current account (US$ m)	€	€	€	€	€	€	€
Trade balance	-8,173	-7,756	-7,508	-8,785	-8,264	-7,688	-9,122
€Goods: exports fob	3,572	2,546	2,704	2,742	2,391	2,504	2,753
€Goods: imports fob	-11,745	-10,302	-10,212	-11,527	-10,655	-10,192	-11,875
Services balance	10,509b	10,220b	10,281	10,722b	9,194	8,157	8,702
Primary income balance	-1,119	-1,284	-1,173b	-1,065b	-1,210	-1,163	-1,779
Secondary income balance	219	616	1,191b	1,659b	1,740	1,456	2,465
Current-account balance	1,436b	1,796b	2,790b	2,531b	1,460	763	265
External debt (US$ m)	€	€	€	€	€	€	€
Debt stock	30,327b	29,891b	29,891b	29,890b	29,408	29,123	29,669
Debt service paid	1,826b	4,366b	1,801b	2,007b	1,949	2,026	2,085
€Principal repayments	964b	3,524b	954b	1,139b	1,082	1,148	1,152
€Interest	862b	842b	847b	868b	867	879	933
International reserves (US$ m)	€	€	€	€	€	€	€
Total international reserves	11,803b	12,003b	11,353b	10,953b	10,053	9,053	8,103
a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts.
Source: IMF, International Financial Statistics.
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