CUBAN EXTERNAL FINANCE
AND THE GLOBAL ECONOMIC CRISIS

Luis R. Luis

Cuba is not a creditworthy country, having long de-
faulted on its external debt and accumulating pay-
ments arrears to a broad range of official and private
creditors.! As such the global economic crisis is having
a profound impact on Cuba’s already restricted ability
to obtain external finance. The crisis is affecting most-
ly the country’s ability to finance imports and other
trade and project transactions through the use of bank
credit. This restricts the Island’s import capabilities by
forcing the use of cash financing,

Cuba has access to modest official financing from de-
veloped countries. In recent years it had been able to
lengthen modestly the tenor of its performing debt
(debt not in default) from official banks and agencies
and, by access to import finance by China, Brazil and
other large developing nations. Arguably the most im-
portant source of external finance for the country is
provided by the special arrangement with Venezuela,
in the form of barter and long-term trade and project
finance at highly concessionary terms. A further source
of de facto financing is arrears on interest and capital
payments on the non-performing external debt. This
additional accumulation of debt obligations is beyond
the possibility of full repayment, even more in the light
of new official data from the Club of Paris Secretariat
that Cuba’s external debt towards the end of 2008 ex-
ceeded the highest previous estimates, without even
accounting for debt to other creditors.?

Data on Cuba’s external finance is scarce and of mixed
quality. It is especially poor regarding its largest com-
ponent, the special arrangement with Venezuela.
Credit arrangements with other friendly developing
countries are similarly difficult to understand given
the lack of information about credit terms. The best
data comprises finance from international banks.

INTERNATIONAL BANK FINANCE

Cuba has had access to some international bank fi-
nancing in spite of its multiple defaults on official and
commercial lending facilities and past securities issu-
ance. Active bank credits and guarantees mostly sup-
port international trade transactions. Trade finance is
regarded as one of the least risky forms of lending in
international finance. Financing of import transac-
tions is regarded as a high priority for any country, and
most governments are willing to provide liquidity out
of their international reserves or other foreign curren-

cy assets to meet trade finance obligations.

Nonetheless, as international financial and monetary
conditions deteriorate, commercial banks review their
lending exposure and curtail lines of credit and the
tenor of lending to less creditworthy borrowers. This
risk adverse behavior by commercial lenders has a pow-
erful impact on the least creditworthy countries. To
some extent Cuba can offset the curtailment of com-
mercial bank credit by access to new sources of finance

1. Moody’s Investors Service rates Cuba’s external debt as Caal, a rating within the lowest credit category of C with the borrower typically

in default.
2. Paris Club, Annual Report, 2008.

108



from large developing economies such as China and
Brazil. But this is of little help in the financing of trade
and working capital for imports and projects from
companies in OECD countries which provide import-
ed food and capital goods for the Cuban economy.

Data from the Bank of International Settlements
(BIS) shows a steady increase in lending by its report-
ing banks from 32 countries, including offshore cen-
ters and Brazil, in the seven years up to end 2007, just
before the onset of the crisis, from an outstanding
amount of $1.6 billion at the end of 2000 to $2.9 bil-
lion in December 2007 (see Table 1). But concurrent
with the beginning of the global financial crisis, out-
standing amounts declined sharply to $2.2 billion at
mid-year and $1.9 billion at the end of 2008. It ap-
pears banks were anticipating the worsening of credit
conditions and the need to improve the quality of
their loan portfolio at the onset of the crisis. The one
billion dollar decline in available bank finance places
substantial stress on the international liquidity avail-
able to the Central Bank of Cuba and state entities en-
gaged in trade and project finance. With Cuban im-
ports in 2008 estimated at $14.5 billion by the
Economist Intelligence Unit,? the ratio of bank fi-
nance to imports at 13% can be considered low. Ex-
cluding Venezuelan oil imports, financed by special bi-
lateral arrangement, the ratio improves modestly to

16%.

When exchange rates are taken into account, the his-
torical picture regarding Cuba’s access to bank credit
looks markedly different. Table 1 shows the stock of
BIS bank debt to Cuba adjusted for exchange rate vari-
ations. The 87% increase in outstanding finance dur-
ing 2000-2007 becomes a 9% increase when measured
at constant 2000 exchange rates. The explanation lies
in the appreciation of the Euro and other currencies
against the dollar. The picture that emerges then is
that Cuba’s access to international bank credit was ex-

3. Economist Intelligence Unit, Cuba Country Report, May 2009.
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panding at a slight pace during the 2000-2007 period
when measured in Euro and other non-dollar curren-
cies. The same analysis applied to the year 2008 con-
firms the point that credit lines have been cut appre-
ciably during the global crisis and that the decline is
not the result of exchange rate effects on the stock of

debt.

Table 1. External Assets of BIS Reporting

Banks to Cuba? ($ million)

A Ex. Rate

Nominal A Nominal Adjusted  Adjusted Stock®
Dec-00 1572 735 1572
Dec-01 1843 m 327 1899
Dec-02 2008 165 3 1867
Dec-03 2687 679 -89 1778
Dec-04 2307 -380 -489 1289
Dec-05 261 154 24 1533
Dec-06 512 51 -65 1468
Dec-07 2936 04 25 1713
Jun-08 240 -696 816 897
Sep-08 254 14 183 1080
Dec-08 1935 319 247 833

Source: Ban/eﬁ;r International Settlements Review, June 2001 to June
2009.

a. Banks of 32 BIS reporting countries including offshore centers and
Brazil.
b. Exchange rates as of December 2000.

The tenor or term structure of bank debt can be a
gauge of liquidity, perceived changes in creditworthi-
ness and the ability to manage liabilities by borrowers.
Governments and companies prefer to have longer
maturities and thereby reduce the rollover risk implicit
in credit facilities with very short maturities. Longer
maturities enable the central bank to make better use
of its reserves and to avoid access to expensive back-up
financing. However, during financial crises, banks take
the opposite view, aiming at shortening maturities
which are perceived as being less risky to the lender
and allowing a better match to bank funding availabili-

ty.
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BIS data allows taking a peck at the term structure of
Cuban bank borrowing (Table 2). The data shows
that a modest lengthening of bank financing took
place in 2003-2007. Measured in current dollars,
loans of over two-year maturity doubled from $449
million to $830 million, while maturities of less than
one year experienced only a modest increase. The
nominal improvement in long-term finance quite like-
ly has a strong exchange rate component as much of
the new financing was Euro-denominated, and it also
would imply a shrinkage of short-term lines available
to Cuba when measured in Euro and other non-dollar

currencies.
Table2. Term Structure of BIS Bank
Lending to Cuba ($ million)
Estimated
Average
Total BIS Un- Maturity
Claims  Upto1Year 1to2Years Over2Years allocated  (years)
Dec-03 2212 1203 463 449 97 13
Dec-04 2227 1240 381 521 85 13
Dec-05 2204 1482 144 579 0 12
Dec-06 2252 1138 165 759 190 1.5
Dec-07 2622 1360 253 830 179 1.5
Dec-08 1950 1083 144 620 103 14

Source: Bank for International Settlements Review, June 2004 to June 2009

and author’s estimates.

Using mid-period weights* for the BIS data yields an
estimated average maturity of 1.3 years for bank debt
in December 2003, which lengthened to 1.5 years by
December 2006 and December 2007. Applying the
same method, only a small decline to 1.4 years in aver-
age maturity is estimated for 2008. The implication is
that though the crisis has induced a marked contrac-
tion in available credit lines, it had a minor impact on
the tenor of the loan facilities. This is probably the re-
sult of the non-renewal of credit lines across the board
as facilities matured in 2008. BIS maturity data regis-
ters contractual terms, not residual maturity, in which
case there could have been a greater shortening of ma-
turities than observed.

Table 3 presents bank claims on Cuba by nationality.
One-half of all bank lending to Cuba at the end of

4. 0.5 years, 1.5 years, 3 and 2 years.

2008 is accounted by French and Spanish institutions.
Other significant lenders are German and Italian
banks. It is interesting that data shows Canadian
banks with zero exposure on an “immediate borrower”
basis, that is, direct lending to a Cuban national entity,
but shows $181 million in lending to Cuba on an “ul-
timate risk” basis. This derives from credits taken by
Canadian companies operating in Cuba, which the
BIS classifies as ultimate Cuban risk since repayment is
subject to Cuba allowing the company to transfer pay-
ments abroad to creditor banks. On similar lines loans
from German institutions on an “ultimate risk” basis

significantly exceed those made to Cuban borrowers.

Table 3. Bank Claims on Cuba by
Nationality, on December 2008
($ million)
Nation Intermediate Borrower Ultimate Risk
Austria 34 NR
Belgium 28 28
France 566 552
Germany 237 291
Italy n7 97
(anada 0 181
Japan 30 4
Netherlands % 65
Portugal 15 16
Spain 444 NR
Sweden 28 28
United Kingdom 9 9
Other 430 519
Total 2034 1609

Source: Bank for International Settlements Review, June 2009.

Spain does not report its credits on an “ultimate risk”
basis, raising the question as to whether such credits
may not also surpass by an appreciable amount those
made on an “immediate borrower” basis. Extensive op-
erations in Cuba by Spanish companies involved in
tourism, tobacco, construction, and many other activi-
ties suggest that Spain could well be the most impor-
tant source of commercial bank credit to the Island.>

The sources of the apparent strengthening of interna-
tional liquidity are not clear. The Cuban government
does not publish any significant information on the

5. Oficina Econémica y Comercial de la Embajada de Espafia en La Habana, “Flujos de Inversién de Espafia en Cuba,” 2006.
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capital account of the balance of payments. Estimates
by the Economist Intelligence Unit and others show a
deficit on the current account for 2008. Trade data for
2008 released by the Cuban government suggests that
the current account deficit may be in the order of $3.5
billion.¢ The increase in foreign assets indicates a sur-
plus on capital account cash flow whose origin can not
be ascertained with the available fragmentary data. Re-
ports of frozen import and supplier payments and
profit remittances of foreign companies at Banco Fi-
nanciero Internacional and other Cuban state banks
show that the government is slowing payments abroad,
which may help increase assets of the Central Bank

and other state entities.

Table 4. External Liabilities of BIS

Reporting Banks to Cuba®

($ million)

A Ex. Rate
Nominal A Nominal Adjusted Adjusted Stock®

Dec-00 984 135 984
Dec-01 751 -233 -248 736
Dec-02 1201 450 18 984
Dec-03 579 -622 -696 28
Dec-04 671 9 67 355
Dec-05 874 203 257 612
Dec-06 1457 583 515 127
Dec-07 1836 379 214 1341
Jun-08 2655 819 694 2035
Sep-08 3132 477 m 2756
Dec-08 2849 -283 -200 2556

Source: Bank for International Settlements Review, June 2001 to June
2009.

a. Banks of 32 BIS reporting countries including offshore centers and
Brazil.
b. Exchange rates as of December 2000.

FINANCE FROM FRIENDLY GOVERNMENTS
Friendly governments are an important source of ex-
ternal finance for Cuba. The traditional element of fi-
nance from these governments is in the form of Offi-
cial Development Assistance (ODA) as measured by
the Organization for Economic Cooperation and De-
velopment (OECD).” ODA comprises grants and
concessional lending made by governments and agen-
cies of developed countries and by multilateral agen-

6. “Cuba’s trade deficit jumps 65 Percent in 2008,” Reuters, 6/30/09.
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cies. It also includes lending operations by some devel-
oping nations. A second and increasingly important
source of friendly government financing are bilateral
arrangements, particularly with China, Brazil, Russia,
and a few other developing nations.

ODA to Cuba is modest in amount and scope. This
reflects Cuba’s suspended membership in multilateral
aid organizations such as the World Bank, Inter-
American Development Bank, and the International
Monetary Fund, as well as its exclusion from U.S. assis-
tance through the U.S. Agency for International De-
velopment, the U.S. Export-Import Bank, and other
entities.

Total gross ODA to Cuba in 2007 amounted to only
$97 million (Table 5). While this represents a dou-
bling of outlays since early in the decade, some of the
increase is a function of currency movements. Infor-
mation is not yet available on ODA funding during
the global economic crisis, but it is unlikely that dra-
matic changes in the level of aid have taken place. Cu-
ba’s potential access to ODA is large if it were to insti-
tute market-friendly changes in its political and
economic structure and solicit readmission to multi-

lateral agencies.

Table 5.  Gross Official Development

Assistance (ODA) to Cuba

($ million)

Year 0DA
2000 43.99
2001 53.51
2002 60.89
2003 77.84
2004 100.18
2005 88.44
2006 81.30
2007 97.38

Source: OECD.

The most important country source of ODA to Cuba
is Spain, which provided $24 million in 2007, fol-
lowed by the United States with $12 million and Can-
ada with $8 million (Table 6). U.S. funds presumably

were provided by charitable organizations authorized

7. OECD, Development Co-Operation Directorate, Statistics Database (DCD-DAC).
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to supply medicines and other humanitarian aid.® The
European Commission provided $5 million including
funds from Germany and other EU members using the

Commission as a development assistance vehicle.

Table 6.  Gross Official Development
Assistance (ODA) to Cuba by
Donor, 2007 ($ million)

Donor Amount
Individual Donors 56.51
Belgium 3.03
(Canada 8.39
(zech Republic 0.11
Italy 0.48
Japan 1.80
Luxembourg 0.22
Netherlands 0.15
Norway 1.20
Spain 23.99
Sweden 0.11
Switzerland 4.46
United Kingdom 0.18
United States 12.39
Organizations 27.28
European Comm. 5.05
Arab countries 15.05
UN agencies 718
Other 13.59
Total 97.38

Source: OECD.

Bilateral trade and project financing is a growing and
critical source of funding. This involves primarily two
large developing economies, China and Brazil. Russia
is also reported to be providing new credits.

The sharp increase in Cuban imports from China to at
least $2 billion in 2007 and 2008, in particular, sug-
gests that Chinese banks are providing ample financ-
ing for its exports to the island and may also be includ-
ing a substantial medium-term component for imports
of capital equipment. This would be a complement to
joint Cuban-Chinese projects in the nickel, petro-
leum, biotechnology, and other sectors announced in
the last five years and expanded by agreements signed

during the state visit of China’s President Hu Jintao in
November 2008. To the best of my knowledge there
are no reports available from either Cuban or Chinese
sources indicating the dimensions of financing now
available.

Brazilian state banks and companies represent a new
source of financing for Cuba. In January 2008, Brazil’s
President Lula offered Cuba up to one billion dollars
in new credit lines.!” This reportedly included credit
for food purchases of up to $200 million, $600 million
for road and other construction projects, $70 million
for a nickel plant, and additional credits for biotech-
nology projects. Credits are also available for Brazilian
company exports as long as Cuba is able to provide col-
lateral. Petrobras, the Brazilian state oil company, is
also engaged in offshore exploratory activities with
Cupet, the Cuban oil company.

Judging from preliminary Brazil-Cuba trade data, it
appears there was substantial new trade financing from
Brazil in 2008. Data on project activity is scarcer, and
the Central Bank of Brazil only reported $1 million in
loans through Brazilian companies to Cuba in 2007.1!

SPECIAL ARRANGEMENT WITH
VENEZUELA

Financing from Venezuela in the form of credits and
discounts for imports of crude oil and oil derivates and
for joint projects in the Island comprise the largest—
though opaque—element of Cuba’s external finance.
The Cuban-Venezuelan financial relationship is ob-
scured by associated barter arrangements whereby Cu-
ban professional medical, technical, and other services
are rendered in both countries in partial payment for
Venezuelan imports. Contractual conditions for these
arrangements are not publicly known. A rough esti-
mate of the magnitudes involved can be calculated
from the volume of oil products involved. Deriving es-
timates of the financing is nonetheless made difficult

by the commanding political nature of the alliance be-

8. The data from the OECD lists $12.4 million from U.S. sources. This appear to be funds channelled through charitable organizations
which may have had some official U.S. funding not used with respect to aid to Cuba.

9. Reuters, 6/30/09.
10. Reuters, 1/14/2008.
11. Boletim do Banco Central, Relatorio Mensual, Fevereiro 2009.
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Table 7.  Estimated Cuban Imports of

Venezuelan Petroleum

Volume Venezuelan Basket ($/ Import Value

(b/d) ($/d) ($ million)
2001 53000 25.8 499
2002 55000 20.7 416
2003 50000 352 643
2004 60000 35.1 768
2005 90000 419 1377
2006 90000 61.2 2010
2007 90000 64.7 2127
2008 93000 86.8 2947
2009 93000 373 1267

Source: Ministerio del Poder Publico para la Energfa y Petréleo; U.S. De-
partment of Energy; PVSA; and author’s estimates

a. Based on data through the end of June 2009.

tween the countries that makes pricing considerations
secondary.'?

The special arrangement with Venezuela took formal
shape with the signature in October 2000 of an Energy
Agreement between the two countries, which initially
comprised the sale of 53,000 barrels per day (b/d), of
which 40,000 were crude oil and 13,000 derivates. The
volume of oil products shipped increased, and by April
2005, Venezuela was providing 90,000 b/d.13 In 2007
and 2008, shipments apparently were at the higher lev-
el of around 90,000 b/d, but these estimates by inde-
pendent analysts are unconfirmed.

Exact terms of the Energy Agreement are not public.
One analyst is quoted as saying the discount is “as
much as 40 percent.”'* A basis for comparison is exter-
nal finance provided by Venezuela’s Petrocaribe
scheme for financing of oil imports to participating
Caribbean and Latin American countries. The grant
component of Venezuelan finance can be estimated on
the assumption that Cuba obtains the best Petrocaribe

Cuban External Finance and the Global Economic Crisis

terms'> which are 40 percent due in 90 days and 60
percent over 25 years at an interest rate of one percent.
On the assumption of five years’ grace period and
equal amortization over 25 years at interest of one per-
cent, the grant component of long-term financing is

47 percent.

Table 7 presents an estimate of the value of Cuban im-
ports of Venezuelan oil. These are rough calculations
since the exact volumes and product composition are
not known. For 2008, imports of 93,000 b/d at the av-
erage price of the Venezuelan oil basket as provided by
PDVSA yields a value of imports approaching $3 bil-

lion.1¢

In 2007 the value of oil imports is estimated at $2.1
billion. This figure can be compared to publicly an-
nounced figures for the value of bilateral trade be-
tween Cuba and Venezuela in 2007 of $7 billion.!”
The implication of this number is that the valuation
ascribed to Cuba’s exports of goods and services to
Venezuela must be very high, since it is unlikely that
Venezuela’s non-oil exports to Cuba were more than
30 percent of the value of its shipment of petroleum
products. In effect the number implies a value of Cu-
ban exports to Venezuela approaching $4 billion.

Such a high valuation of Cuban exports of goods and
services to Venezuela implies that the terms of trade of
barter arrangements between Cuba and Venezuela are
exceedingly favorable to Cuba and would also imply
that the grant component of Venezuela’s de facto fi-
nancing is appreciably higher than the 47 percent of
the most favorable Petrocaribe terms. It also means
that at such high valuation levels, actual debt financing
by Venezuela of Cuban oil imports may be a relatively
small fraction of the overall import bill and conse-

12. See for example a sympathetic explanation of the relationship by C. Fisher-Hoffman and G. Rosenthal in “Cuba and Venezuela: A Bo-
livarian Partnership,” venezuelanalysis.com, January 13, 2006, that explains: “Cuba and Venezuela are constructing a relationship that tran-
scends the logic of markets and profits as the primary elements that should define trade. In effect, the two nations assess what goods and

services will be exchanged based on analysis of each others’ needs and capabilities.”

13. PDVSA, press release, 4/29/05.

14. CesarJ. Alvarez, “Venezuela’s Oil-Based Economy.” New York: Council on Foreign Relations, February 9, 2009.

15. Applying whenever Venezuelan crude oil exceeds $100/barrel.

16. Using Tia Juana oil price, the most expensive Venezuelan crude, increases the value of imports to $3.3 billion in 2008. This compares
to Cuban imports of Venezuelan oil products of $4.6 billion recently reported in the Cuban press.

17. CesarJ. Alvarez, op. cit., and press reports.
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quently accumulation of debt to Venezuela may be
smaller than heretofore estimated by analysts.

ARREARS AS EXTERNAL FINANCE

Cuba’s considerable external debt and the cessation of
payments on most of it is de facto an external financing
mechanism.!$ The long-standing default which goes
back to the 1960s with more recent default episodes
signify there is a massive accumulation of arrears on
the non-performing debt which contractually adds to
debt level. This debt and associated accrued interest is
much higher than previously estimated.

In November 2008 the Paris Club!® disclosed that the
outstanding debt of Cuba as of September 1, 2008 to
Club members amounted to $29.7 billion, second
highest worldwide after Indonesia.® The bulk of the
debt is non-ODA debt, mostly due to export credit
agencies, which totals $29.4 billion. This estimate of a
single component of the external debt exceeds previ-
ous estimates of the total debt, which was placed at
$19.6 billion at end 2008 by the Economist Intelli-
gence Unit and $23.8 billion at end 2007 by the Cuba
Transition Project at the University of Miami.?! The
discrepancy arises largely by the apparent complete in-
clusion of debt of the Soviet era, now a claim of Russia,
a Club member, and by the full capitalization of inter-
est and principal arrears. The Paris Club in its data re-
lease does not provide a detailed explanation of the
methodology used to calculate amounts outstanding,
but it states that “the comprehensive data cover the
full range of claims” by Paris Club members on sover-
eign countries.

Cuba’s macroeconomic situation does not allow the
full servicing of its entire external debt and the Island
is expected to continue in default of its debt to the Par-
is Club in the foreseeable future. The range of annual
interest currently due and not paid on the Paris Club
debt is $1 billion to $1.5 billion. Interest charges vary

among different export credit agencies according to
the maturity, type of product financed, type of finan-
cial operation (export credit, guarantees, insurance),
and credit quality of the borrower.

Little information is available on non-Paris Club debt
that may be in arrears. Some outstanding obligations
to commercial lenders and to official lenders in non-
OECD countries are also in arrears. An important
component of non-Paris Club debt that could be in ar-
rears would be debt to Venezuela, but this is zerra in-
cognita.

POTENTIAL ACCESS TO COMMERCIAL
FINANCING

The global crisis presents a difficult international cred-
it environment for developing countries. Cuba in par-
ticular, with its large and unsustainable non-perform-
ing debt, is being especially hit as the data above shows.
Yet even in a difficult global environment, Cuba may
be able to access some new financing at lower cost if it
were to institute substantial economic policy changes
and loosen restrictions to its international and domes-
tic payments and tax systems, allowing a stable struc-
ture of credit facilities that would circumvent the
country’s low credit rating.

Cuba will at some point undergo a comprehensive re-
negotiation of its external debt to the Paris Club. This
will be done when sufficient policy change in the
country allows it to meet the institutional, fiscal and
balance of payments conditions necessary for reduc-
tion of debt to the Paris Club. Bilateral restructuring
of parts of the non-performing debt may take place be-
fore a comprehensive renegotiation and allow some
new lending.

Even before an approach to the Paris Club may be un-
dertaken, the possibility exists for Cuba to access new
commercial financing. This would require an easing of

18. Cuba’s external debt has been surveyed recently by Lorenzo L. Pérez, “Cuba: Access to Capital Markets, External Debt Burden, and
Possible Avenues for Debt Relief,” Cuba in Transition— Volume 18 (2008). The Cuba Transition Project, Institute for Cuban and Cuban-
American Studies, University of Miami, has also made estimates of the external debt at end 2007.

19. The Paris Club is an informal group of official creditors from 18 developed nations and Russia whose role is to find coordinated and

sustainable solutions to the payment difficulties experienced by debtor countries.

20. Paris Club, op. ciz.

21. This last figure includes $8 billion in estimated debt to Venezuela.
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exchange, fiscal, and other controls and greater trans-
parency in export transactions. In addition it would
involve providing collateral given the country’s low
credit rating. The usual source of collateral is product
flows from exports of goods and services. Credit facili-
ties could be provided for nickel and other mineral ex-
ports if product supply could be made stable and pre-
dictable. The new facilities would require a few large
buyers of Cuban mineral to commit making payments
through an offshore vehicle that would issue debt and
guarantee payment of outstanding obligations.?> This
offshore vehicle, because of the cash-flow provided by
export products, would in turn be rated much higher
than Cuban sovereign risk, lowering the cost of financ-
ing. Distrust of the dismal record as a debtor of the
Cuban government would still present great obstacles
to establishing the required offshore facilities which
would have to be substantially over-collateralized.

Cuba’s tourism receipts and remittances? are also po-
tential sources of collateral. As for tourism, securitiza-
tion of credit card receivables is an accepted mecha-
nism employed in several developing countries to use
future cash flows as collateral. Credit cards are issued

Cuban External Finance and the Global Economic Crisis

by only a handful of companies which facilitates struc-
turing the funding facility. Restrictions on the use of
credit cards in Cuba present an obstacle to establishing

appropriate funding facilities.

Securitization of remittances is a possibility, though at
present its orderly flow is endangered by the arbitrary
taxation of proceeds by the government of Cuba. In
principle, remittances transmitted through the
SWIFT international payments system could be used
to back up credit facilities. The potential for securitiza-
tion of remittances is significant if senders widely use
electronic transmission of payments. To enable these
transactions and allow securitization, structures must
be constructed where the creditors and not the Cuban
government or one of its entities have first access to
the cash stream for payment of principal and interest.
A severe difficulty in establishing financing facilities
based on remittances is that relatives outside the coun-
try will not favor a mechanism which allows the Cu-
ban authorities to obtain additional finance and there-
fore would tend to use alternative channels for

remittances.

22. For a survey of new forms of financing including securitization of reccivables see Suhas Ketkar and Dilip Ratha, Innovative Financing

for Development. Washington: The World Bank, 2009.

23. A discussion of remittances can be found in Jorge Pérez-Lépez and Sergio Diaz-Briquets, “Remittances to Cuba: A Survey of Methods
and Estimates,” Cuba in Transition— Volume 15 (2005) and also in Diaz-Briquets, “Remittances to Cuba: An Update,” Cuba in

Transition— Volume 18 (2008).
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