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THE DELINQUENT DICTATOR
Why trading and investing in Cuba is a losing proposition
Avoiding financial relationships with Cuba has saved U.S. taxpayer money….

“Cuba stopped payment on all its foreign commercial and bilateral official debt with non-socialist countries in 1986. Because U.S. financial institutions were prohibited from financial dealings with Cuba, there was no U.S. exposure to Cuba's foreign debt moratorium.”  U.S. International Trade Commission Report, 2001
Cuba’s debt continues to swell…..

“Officially, (Cuba’s debt) stands at close to $12 billion -roughly where it was in 1986, when the government defaulted on debt payments and suspended negotiations with creditors. But this figure is misleading. It excludes not just Cuba´s debt with Russia (estimated at $20 billion), but also that with China, Vietnam and the Czech Republic, as well as more recent loans, such as $13 million from South Africa for diesel engines bought in 1997 and $20 million to Chile for mackerel imports.”  Financial Times, March 2001
Cuba has not made significant economic reforms and remains rigidly centralized…
Cuba is listed under the category of “Repressed.” Its Economic Freedom ranking is 152nd—only Iraq, Libya, and North Korea are ranked lower.  Index of Economic Freedom, 2001
“Recent government actions indicate that official attitudes towards economic reform may have soured….Increased obstacles to private sector activities and restrictions to foreign direct investments reveal heightened concerns about the loss of political control inherent in the economic reform process.”  Moody’s Investors Service, July 2001
Cuba refuses to pay its creditors….
“Cuba's efforts to attract direct investment from South Africa and to boost bilateral trade with its close ally are being frustrated by the island nation's failure to settle a 13 million dollar debt……Other companies  which have approached the government for credit guarantees for trade with Cuba have been stymied because the Trade and Industry Ministry is wary of exposing itself to the Cuban risk until the debt is settled. “The Xinhua, April 2001 

“…Cuba also wants to pick and chose which countries it pays back. Japan and Germany are receiving payments, but not France, Italy or South Africa.   (These countries) have recently cut off further credit to Cuba, in a bid to claw back some of what they are owed.” Financial Times, March 2001
“Debt talks between Cuba and the Paris Club of creditor nations are indefinitely on hold…..on the table was $3.8 billion of official debt to Paris Club members, part of a much larger debt the Caribbean island piled up through the 1980s, until it began to default on payments and then stopped talking with creditors….”  Reuters, June 2001
“If foreign investors voice their dissatisfaction or have a conflict with the Cuban Government, they face severe reprisals. Loss of contracts, disagreements and even isolation can be a deathblow to a small or medium-sized company trying to make ends meet. Investors who are driven out of the island are generally not compensated. It is virtually impossible to file a claim against the Cuban Government in local courts. Furthermore, the Cuban Government doesn't have any assets abroad that may be seized. ….In the last year investors in Cuba have had a hard time particularly with the Cuban Government. One significant problem is the unreliability of the Cuban Government to pay its bills.”  Pax Christi Report, June 2001
“Today, Cuba continues to struggle to pay its creditors. Substantial sums remain unpaid to bunker suppliers, ship owners and ship repairers…debts remain unpaid, a trickle of payments subsists and the heated negotiations continue…”   Canadian Maritime Advocate, April, 1999
“U.S. exports to Cuba…based on average 1996-1998 trade data, would have been less than 0.5 percent of total U.S. exports….U.S. imports from Cuba, excluding sugar, would have been approximately $69 million to $146 million annually, or less than 0.5 percent of total U.S. imports.”  U.S. International Trade Commission Report, 2001
International Trade Commission The result: a current-account deficit of $639 million, ot 2.7% of GDP according to an estimate by the Economist Intelligence Unit, a sister company of The Economist.
That has increased Cuban eagerness to reach a deal on its foreign debt. 

At the end of April, Cuba held much-postponed talks with a dozen members of the Paris Club of creditors. Many of them have already reached agreements about Cuba´s short-term debt. The talks about $3.5 billion of medium-and-long-term debt. But Cuban officials refuse to divulge details. Only reluctantly have they admitted that the talks took place at all.
That secrecy is one of the obstacles to a deal. Cuba refuses to supply economic information --for example, about its international reserves-to its creditors. Another complication is Cuba´s debt to the former Soviet Union. Russia, which is now a member of the Paris Club, says the island owes it 20 billion convertible roubles ($690 million at today´s exchange rate, but $11.8 billion in December 1991). But Cuban officials dispute this: they say the country they borrowed from no longer exists, and that any debt should be offset against damage to the island´s economy caused by Russia´s failure to honour Soviet export contracts to Cuba.`
A third problem concerns Cuba´s refusal to accept any conditions in return for debt relief. Although Cuba belongs to the World Trade Organisation, it is not a member of any international lending body, such as the IMF or the World Bank. Though the government has stuck rigidly to its own target for the fiscal deficit (of less than 3$ of GDP), Mr. Castro refuses to contemplate any plan that would result in social-spending cuts in a country proud of its education and health systems.
Cuba also wants to pick and choose which countries it pays back. France, Italy and South Africa have recently cut off further credit to Cuba, in a bid to claw back some of what they are owed. Japan and Germany are receiving payments.
Because of the lack of guarantees that loans will be repaid, those willing to lend to Cuba demand high interest rates. But some sort of deal may eventually be cut. Despite all the difficulties, some foreigners remain interested in gaining a toehold in a market from which American rivals are banned, and which is likely to open up once Mr Castro is gone.
Capital Flows 

Cuba's ability to import is constrained by a shortage of foreign exchange. The U.S. Department of Agriculture estimates that the lack of foreign exchange to purchase needed production inputs-fertilizer, oil, pesticides, parts and equipment formerly provided on highly subsidized terms by the Soviet bloc-from any source is the most pressing problem facing Cuban agriculture.142  This problem also has implications for Cuba's potential ability to purchase U.S. products if U.S. economic sanctions were removed. According to one witness at the Commission's hearing, "in order to trade with the United States, Castro will need to borrow from American and other financial institutions. Unless these loans are conditions of substantial structural changes, they will only serve to subsidize an archaic, inefficient, repressive economic system."143  

Foreign Debt 

Cuba stopped payment on all its foreign commercial and bilateral official debt with non-socialist countries in 1986. Because U.S. financial institutions were prohibited from financial dealings with Cuba, there was no u.s. exposure to Cuba's foreign debt moratorium. As a result of its debt moratorium, Cuba became ineligible for long-term financing from commercial banks, and has had to resort to high-interest short-term loans159 or barter arrangements (70 percent of French wheat and flour sales to Cuba are accomplished through barter arrangements)160 to finance its trade. In 1995,Cuba restarted informal contacts with the Paris Club of Creditor Nations for possible rescheduling agreements of its $12 billion foreign debt. Cuba has negotiated rescheduling agreements with a few official and commercial creditors, including a 1998 rescheduling with Japanese creditors for debt of $769 million.161 

Cuba also owes in excess of $20 billion (as of 1990) to former CMEA members. Russia, which has assumed the debt claim of the former Soviet Union, became a member of the Paris dub in 1998, and reportedly seeks to have debt owed it by Cuba to be included in any future Paris dub debt restructuring agreement.162 

 

