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Discretion and distance 
 

 
In any other country, a month when the local currency loses 38.5% of its value against 
the dollar would immediately make the history books. However, in the Venezuela of the 
year 2019, July was an almost normal month for the foreign exchange market. In a context 
where all prices in the economy spiral, the only way to maintain the relative price of the 
dollar is by variations in its nominal value.  
 
So, as has become customary in Venezuela, the foreign exchange market’s nominal 
dynamic is in response to the dynamic of prices. The first part of this report evaluates the 
behavior of the nominal exchange rate compared to inflation. Then it focuses on a 
situational analysis of our hyperinflationary cycle in order to infer the future behavior of 
prices (with emphasis on some groups of products) and the exchange rate. Last of all, it 
evaluates the behavior of different foreign exchange rate markers in order to infer the 
relationship between the corporate and the small transactions market. 
 
Unusual? What’s unusual is that it doesn’t go up 
 
After April, July is the second month in 2019 when the price of the dollar went up more 
than the price of the weighted goods and services in the basket used to calculate the 
Nationwide Consumer Price Index (NCPI)1; and it is only the third month since August 
2018. The other 9 months since August 2018 closed with an appreciation of the real 
exchange rate.   
 

                                                         
1 Specifically, the price of the dollar in the parallel small transactions market went up by 25.9 percentage 
points more than the NCPI in July.  
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The phenomenon of sustained appreciation of the real exchange rate is consistent with 
the regime’s policy of allowing the price of the dollar to lag behind in order to anchor 
expectations by using different strategies. The most direct of these strategies is the forced 
sale of euros via the banking system. So far this year, the banks have been forced to sell 
approximately 387.2 million euros in cash (EUR 64.6 million a month, on average). 
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Logic in economics indicates that, in the absence of this intervention, market forces would 
have pushed up the value of the dollar in bolivars. Therefore, it is expected that, if the 
volume of intervention in the foreign exchange market is reduced in the future, the real 
exchange rate should take a leap and depreciate. If the new sanctions restrict the 
generation of cash for the public sector enough, they could catalyze precisely this 
phenomenon.  
 
In nominal terms, even while the volume of euro sales persists, we estimate that the 
exchange rate will be subject to market pressures that will drive its depreciation. The 
increase in the competitiveness of imports compared to their substitute goods in the local 
market generates incentives for companies to buy foreign currency to import an 
increasingly wide variety of products and inputs, increasing demand pressures on the 
dollar and depreciating the nominal exchange rate in the process. 
 
Each week that goes by with high inflation is a week where pressure on the nominal 
exchange rate increases. So, any medium-term foreign exchange estimate depends 
fundamentally on inflation.  
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How is hyperinflation doing? 
 
Even though May was the last month to post inflation of more than 50%, technically, a 
hyperinflationary cycle is not declared finished until 12 months in a row have passed with 
inflation below 50%. The reason is a pragmatic one. Historically, failed attempts at 
stabilization abound and incomplete measures tend to result in a new outbreak of 
hyperinflation.  
 
As of now, it has been 21 months since the start of hyperinflation in Venezuela, making 
this episode the twelfth longest in history. Unlike its immediate neighbors in the ranking, 
however, it shows no signs of the end getting nearer in the short term.  
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The gradual approach to making the adjustments has not been effective enough and in 
no month has monthly inflation managed to drop below 25%. Proof of this is in the 
following chart, where the contrast with successful stabilization programs is substantial. 
In both classic and Latin American hyperinflations, regardless of how serious the 
hyperinflationary cycle was, the rates came down rapidly to levels close to or below 10% 
a month. In the most successful cases, there were even negative rates of inflation.   
 

Position Name
Starting 

Year

Months of 

Duration

Highest 

Monthly Rate 

(%)

Position Name
Starting 

Year

Months of 

Duration

Highest 

Monthly Rate 

(%)

1 Nicaragua 1986 58 261 16 Bolivia 1984 18 183

2 Greece 1941 44 1.4*104
17 Danzig 1922 15 2.4*103

3 Ukraine 1992 35 285 18 Armenia 1993 15 438

4 China 1943 26 302 19 Bosnia & Herz. 1992 15 322

5 Rusia/USSR 1922 26 212 20 Polonia 1923 13 275

6 Angola 1994 26 84 21 Georgia 1993 13 211

7 Azerbaijan 1992 24 118 22 Hungary 1945 12 4.2*1016

8 Turkmenistan 1992 23 429 23 Moldova 1992 12 240

9 Yugoslavia 1992 22 3.1*108
24 Austria 1921 12 129

10 Srpska Republic 1992 22 2.9*108
25 Congo (Zaire) 1991 12 114

11 Tajikistan 1992 22 201 26 Hungary 1923 12 98

12 Venezuela 2017 21 261 27 Phillipines 1944 12 60

13 Zimbabwe 2007 20 7.9*1010
28 Congo (Zaire) 1993 11 250

14 China 1947 20 5.0*103
29 Argentina 1989 11 197

15 France 1795 19 304 30 Taiwan 1948 8 108

Sources: Hanke, S. & Krus, N; and Ecoanalítica

Only considering the cases that lasted 6 or more months. 

Periods and Magnitude of Past Hyperinflations
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In fact, despite the slowdown in hyperinflation, the outlook for 2019 continues to be less 
encouraging than in 2017, the year in which hyperinflation was developing. So far in 2019, 
every month has had a higher rate than in the same month in 2017, and cumulative 
inflation is 12.5 times more than in the same period in 2017 (280.2% compared to 
3,501.3%).  
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Corporate market premium 
 
The corporate market exchange rate usually operates at a more depreciated level than 
the small transactions exchange rate. The distance between the two is the corporate 
market premium. At Ecoanalítica we follow both markets closely and we have noted a 
particular relationship between them.  
 
Although the corporate premium has averaged 15.6% so far in 2019, its distribution has 
a typical deviation of 9.6 percentage points. These deviations are closely related to the 
dynamism in the foreign exchange market in both the short and medium terms.  
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In the short term, the premium seems to reflect lethargy in the corporate market. In other 
words, whenever the small transactions market experiences upward shocks, the premium 
shrinks until the corporate market adjusts. This does not usually take more than a week. 
Therefore, there is a negative and significant correlation, with reliability of 89.4%, between 
the corporate market premium and the seven-day variation in the small transactions 
exchange rate.  
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This phenomenon suggests that the small transactions market -probably because it is so 
disperse- is more proactive and reflects market forces in the short term to a greater extent. 
However, in the medium term the corporate premium depends on other more relevant 
factors: operational risk (σ) and expectations regarding the exchange rate level at the time 
the operation is performed (TCe

t+n - TCt)/ TCt. 
 
Operative risk manifests in situations when the government decides to chase foreign 
exchange operators, which can be a consequence of regulatory or execution changes. 
For example, the week of April 16th 2018, Tarek El Aissami, current Vice-president at the 
moment, announced the “Paper Hands” operation, capturing 86 people and closing 1,133 
bank accounts. This week the corporate gap increased to 67.7%. 
 
Next month, the average corporate gap was 43.6% (24.1 percentage points higher than 
2018’s average), also reaching an 89.7% point. Such a highlight was boosted by 
Sudeban’s intervention to Banesco and the announcement of Nicolás Maduro for an 
additional period in the presidency. 
 
As for expectations, there are two variables that are of interest. First of all, if the time 
required (n) to carry out operations in the corporate market increases (when there are 
shocks of overcompliance by American banks, for example) and the market estimates 
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that the exchange rate will depreciate at an expected daily rate, then offerors will deduct 
the additional variations they estimate will occur from the margin and will sell at a higher 
exchange rate, so raising the premium.  
 
Secondly, if the rate of variation in the exchange rate goes up steadily for a prolonged 
period of time, the corporate market will adjust its expectations regarding the total 
depreciation in the exchange rate that will occur over the “n” days between the time the 
operation is agreed and when it actually goes through.  
 

 
 
If we replicate the previous scatter plot with variations of 21 days instead of seven, the 
correlation changes drastically. The bigger the cumulative variation in the previous three 
weeks, the bigger the premium required to perform transactions in the corporate market 
will be. In the short term, the corporate market reacts to the volatile dynamic of the small 
transactions market, but in the medium term, it reflects the expectations of the market 
regarding the anticipated exchange rate for the period t+n. 
 
 

Guillermo Arcay Finlay  
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Parallel Exchange Rate projections 
 
 

Updates Fundamentals: 
 
Given the technical difficulties in doing projections for the nominal exchange rate in a 
hyperinflationary environment, commented on in previous reports, at Ecoanalítica we find 
we are making adjustments to our prediction model. The results given in this report are 
due to that process of adjustment and, for that reason, they show relatively significant 
changes from our previous report. 
 
Projections 
 

 
 

  

2018M01 2.36 0.00 0.00 0.00 0.00 0.00 0.00

2018M02 2.15 1.06 1.45 1.71 2.21 2.61 3.84

2018M03 2.36 1.32 1.84 2.20 2.92 3.50 5.31

2018M04 6.21 1.77 2.53 3.06 4.17 5.07 7.91

2018M05 12.54 1.78 2.84 3.60 5.39 6.99 11.94

2018M06 31.82 4.48 7.05 9.13 14.07 18.62 33.00

2018M07 35.79 6.36 10.35 13.65 22.14 30.39 58.27

2018M08 87.22 12.96 21.75 28.90 49.18 69.06 137.99

2018M09 106.81 35.93 57.23 72.70 108.71 140.91 240.84

2018M10 225.92 53.06 83.49 108.04 166.47 220.32 390.55

2018M11 473.47 55.19 89.80 118.47 192.18 263.76 505.74

2018M12 739.71 73.79 123.88 164.58 280.08 393.29 785.82

2019M01 2,174.86 849.4 1,186.5 1,414.8 1,880.7 2,596.4 3,418.1

2019M02 3,424.05 809.0 1,153.4 1,393.1 1,899.2 2,311.7 3,604.1

2019M03 3,362.09 553.4 881.5 1,119.7 1,674.4 2,170.2 3,709.4

2019M04 6,028.46 714.2 1,123.7 1,454.1 2,240.7 2,965.5 5,256.6

2019M05 6,450.38 915.7 1,204.4 1,588.9 2,577.5 3,537.5 6,782.7

2019M06 7,517.06 1,080.6 1,548.7 2,057.5 4,911.9 7,538.7 9,823.7

2019M07 11,973.69 2,468.1 3,447.7 4,111.0 5,464.9 9,078.3 9,932.1

2019M08 4,029.2 5,744.3 6,938.0 10,949.0 12,572.9 17,949.3

2019M09 5,057.1 5,346.1 8,722.7 15,918.8 22,800.3 28,897.9

2019M10 7,748.2 11,622.3 14,289.2 24,535.9 39,585.6 51,654.5

2019M11 10,482.4 16,378.7 32,757.4 43,239.8 78,675.5 131,029.8

2019M12 11,572.6 20,573.5 46,290.5 51,433.9 108,904.5 257,169.4

Sources: BCV, Ecoanalítica and own calculations.

*End-of-month; otherwise, if indicated. 

Non-official exchange rate forecasts

Date
Actual 

value *

Forecast range

Low Medium High
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Foreign Exchange Market Indicators 

 
 
Exchange rates indicators 

 
 

 
 
 

Annual exchange rates indicators 
 
 

 
 

 
 

Jul-19 m/m (%) y/y (%)

M2/IR* 1,243.0 25.3 35,239

RER** 129,533.2 33.5 463,316

Dicom 11,264.5 67.3 559,309

WER (Consumers) 9,675.4 33.8 34,515

Source: BCV, other Central Banks and Ecoanalítica


* End of month. ** Monthly average.

Exchange Rate Indicators

 (VES/USD)

2017 2018 Devaluation
Real Depreciation/ 

Apreciation

Public Sector ER1 0.001 61.9 99.998 -98.3

Imports ER1 0.03 102.9 99.97 -97.2

Real exchange rate2 0.2 3,616 97.97 0.0

M2/RRII2 0.1 91.1 99.9 -97.5

Sources: BCV and Ecoanalítica

1 Annual average.  2 At the end of the year.

Exchange Rates (VES/USD)
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Weighted Foreign Exchange Rate 

 
 

 
 
 

Weighted Exchange Rate of Private Exports 
 

 
 

  

Exchange Rates 2017

Total 

Imports

Weight

2018P

Total 

Imports

Weight

Public Imports 0.001 75.1% 46 77.0%

SITME - - - -

SICAD - - - -

SICAD II - - - -

CENCOEX - DIPRO 0.0001 5.6% - -

SIMADI - DICOM 0.021 6.0% 634,176 0.8%

Not official 0.242 13.3% 116.0 23.1%

Weighted exchange rate (M) 0.03 61.9

Variation 1030.8% 179675.0%

Devaluation 91.2% 99.9%

Sources: BCV, CADIVI/CENCOEX and Ecoanalítica

*Annual Average.

Weighted Foreign Exchange Rates*

Exchange Rate 2017 Weight 2018F Weight

  CENCOEX - DIPRO 0.0001 22.6% - -

SIMADI - DICOM 0.02 24.0% 45.7 18.6%

Not Official 0.2 53.4% 116.0 81.4%

Weighted exchange rate (Imports) 0.1 102.9

Variation 1832.4% 76432.5%

Devaluation 94.8% 99.9%

Sources: BCV, CADIVI/CENCOEX and Ecoanalítica

*Annual Average

Weighted Exchange Rate of Private Exports*
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Foreign Currency Availability Indicators 
 

Daily liquidations to the Private Sector 
 
 

 
  

Cencoex/ 

Dipro
Sicad I Sicad II

Simadi/ 

Dicom
Total

Average 2015 41.4 1.3 14.2 4.2 48.8

Average 2016 9.2 1.3 - 8.5 17.9

Average 2017 2.6 - - 2.7 5.4

Jan-18 - - - 0.0 0.0

Feb-18 - - - 0.1 0.1

Mar-18 - - - 4.6 4.6

Apr-18 - - - 5.6 5.6

May-18 - - - 6.2 6.2

Jun-18 - - - 1.3 1.3

Jul-18 - - - 0.7 0.7

Aug-18 - - - 1.2 1.2

Sep-18 - - - 0.7 0.7

Oct-18 - - - 5.4 5.4

Nov-18 - - - 2.8 2.8

Dec-18 - - - 3.5 3.5

Jan-19 - - - 0.7 0.7

Feb-19 - - - 1.8 1.8

Mar-19 - - - 1.3 1.3

Apr-19 - - - 13.0 13.0

Sources: BCV, Mefbp and Ecoanalítica

*Public sector foreign currency asignation to the private sector.

Daily liquidations to the Private Sector
(MM USD)
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International Reserves 

 

 
 
Extrabudgetary Funds 
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Non-Financial Debt with the Private Sector 
 
 

 
 

Monetary Indicators 
 
Liquidity (M2) 

 

 
 

4Q2017 4Q2018 1Q2019 2Q2019 y/y (%) q/q (%)

CADIVI -Non-settled imports 8.7 6.3 5.9 5.7 -27.9% 2.8%

CADIVI -Dividends approved and unpaid 1.6 0.4 0.2 0.2 -75.8% -0.2%

CADIVI -Rent and Services* 3.4 1.4 1.1 1.1 -58.6% -2.3%

Mixed Companies - PDVSA partners 12.1 12.1 12.1 12.1 0.1% 18.4%

Total 25.9 20.2 19.3 19.1 -21.8% 5.1%

Source: Ecoanalítica

* Includes debt with airlines.

 Non-Financial Debt with the Private Sector (USD MM)
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Real liquidity expansion
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You should take into account 
 

 
 The National Assembly appointed a new five-member ad hoc board of directors at the 

Central Bank of Venezuela. This measure seeks to protect assets abroad.  
 The National Assembly appointed Ricardo Villasmil, Ruth de Krivoy, Nelson Lugo, 

Manuel Rodríguez and Giacoma Cuius as members of the new board.  
 The US Department of the Treasury published that it was going to give Chevron and the 

service providers Halliburton, Schlumberger, Baker Hughes, and Weatherford and 
extension until October 27 to operate in Venezuela.  

 A study conducted jointly by the National Assembly’s Credit Subcommittee and the 
Center of Dissemination of Economic Knowledge for Freedom (Cedice Libertad) 
revealed that Venezuela’s public debt comes to USD 140 billion.  

 National Assembly Deputy Ángel Alvarado said that the amount of debt per capita is 
USD 6,000, which is a significant increase compared to the amount estimated for 2017 
(USD 3,900 per capita). 

 He pointed out, furthermore, that over the past eight years Venezuela has accumulated 
liabilities with China, whose total is calculated at USD 54 billion, USD 19.2 billion of 
which is still outstanding. 

 According to Reuters, following the imposing of US sanctions on PDVSA, the state-
owned oil company has had to adjust its operations in order to be able to generate crude 
called for by Asian refiners. 

 In July, PDVSA’s main clients were from Asian countries: China, India and Thailand. 
Reuters reports that the Asian refineries are better equipped than US refineries to 
operate with blended crudes.  

 Juan Guaidó’s financial team, headed up by Special Prosecutor José Ignacio 
Hernández, published an official document giving the “Guidelines for Renegotiating the 
External Public Debt Inherited from the Chávez/Maduro Period.” 

 In the case of private claims, the document states that attempts will be made to 
renegotiate and conciliate all obligations contracted in foreign currency. 

 The document states, moreover, that equal treatment for taking part in the renegotiation 
will be given to all conciliated private claims. 

 It also says, however, that different treatment will be given to claims for which an asset 
belonging to the Venezuelan State has been given as collateral. 

 July 31 was the last day of foreign currency trading at the foreign currency desks in the 
month of July, resulting in a reference exchange rate of VES 11,264.5/USD.   

 That gives a devaluation of 4.7% compared to the previous rate and a devaluation of 
53.3% compared to the rate resulting from the foreign currency desks’ first day of trading.   

 Secondary sources reported to the Organization of Petroleum Exporting Countries 
(OPEC) that production in July was 743 kb/d, for a drop of 16 kb/d compared to June, 
when production was estimated at 750 kb/d.  
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 However, according to direct sources, production in July was 1,047 mb/d, which would 
give a drop of 3 kb/d in production compared to June.  
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Venezuela - Pdvsa Debt report 
 
Por: Knossos Asset Management 
 
Closing July, Venezuelan debt faced a severe decline that sent its prices significantly 
below pre-Guaidó levels. This is mainly an already expected effect derived from phasing-
out Venezuelan debt from JP Morgan indices that was announced on July 9th, and 
expected to begin on July 29th, finishing on November 29th. Prices decline has turned 
YTD return negative for all PDVSA and Venezuela issues for the first time in 2019. 
 

 
 

According to our indices, Venezuelan sovereign debt average prices were around 16 
cents at the close of July, with monthly average near to 29 cents. PDVSA bonds’ average 
prices closed around 20 cents, with monthly average of 23 cents. As a consequence of 
the change in JP Morgan indices, it is estimated that ETF’s will be selling USD 1.8 billion 
of Venezuelan debt. We expect prices to move lower in the following weeks, as forced 
sells in an already halted market will pressure prices. 
 
On July 31th, Reuters reported that managers are still figuring out how to proceed and it 
seems to be too early to know if there is any possibility to keep Venezuelan debt in their 
portfolios. We don´t know what will prevail in the decision process, as selling  or holding 
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Bond's prices vs. WTI Evolution

VENZ index (left) Pdvsa index (left) WTI (right)
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on to the positions each carry its own complications. Even though prices may seem 
attractive at these levels if you believe a change of regime will take place, passive funds 
are not in the business of making these assessments. 
 

 
 

On the other hand, Fitch upgraded all CITGO senior secured debt to ‘B+’ from ‘B’ in the 
eve of its recent USD 1.9 billion offering, which is said to have reached between 4 and 5 
billion in orders. Proceeds will be used to pay off the 10.75% notes due next February. 
As CITGO did on March when it raised USD 1.2 billion, investors are being asked to waive 
terms requiring CITGO to repay the debt in the event of a “change of control”, which seem 
to be pointing to the risks that PDVSA is facing right now. Investors’ willingness to grant 
this kind of waiver proves that the market is confident about the soundness of CITGO 
operations, and would cooperate to avoid any interruptions that may translate in increased 
risk of repayment. 
 
Others have suggested an alternative reading to this, pointing that many investors may 
be seeing a change in control beneficial for their interest and that’s the reason why they 

Security 28/06/2019 31/07/2019
Total 

return

Total return 

(2019 YTD)

VENZ 7 3/4 10/13/19 27.75 15.70 -43.42% -33.79%

VENZ 6 12/09/20 25.70 15.50 -39.69% -32.74%

VENZ 12 3/4 08/23/22 27.20 15.45 -43.20% -35.38%

VENZ 9 05/07/23 27.15 15.60 -42.54% -32.38%

VENZ 8 1/4 10/13/24 26.95 15.65 -41.93% -32.12%

VENZ 7.65 04/21/25 27.75 15.50 -44.14% -32.34%

VENZ 11 3/4 10/21/26 26.75 15.70 -41.31% -36.11%

VENZ 9 1/4 09/15/27 26.65 15.75 -40.90% -32.23%

VENZ 9 1/4 05/07/28 26.65 15.70 -41.09% -31.72%

VENZ 11.95 08/05/31 26.75 15.70 -41.31% -33.39%

VENZ 9 3/8 01/13/34 27.35 15.80 -42.23% -44.45%

VENZ 7 03/31/38 26.85 15.75 -41.34% -30.74%

PDVSA 8 1/2 10/27/20 89.20 77.85 -12.72% -16.86%

PDVSA 9 11/17/21 22.45 14.00 -37.64% -23.97%

PDVSA 12 3/4 02/17/22 27.00 14.05 -47.96% -26.61%

PDVSA 6 05/16/24 22.60 14.10 -37.61% -6.13%

PDVSA 6 11/15/26 22.45 13.95 -37.86% -7.13%

PDVSA 5 3/8 04/12/27 22.35 13.95 -37.58% -7.59%

Sources: Bloomberg CBBT and Knossos Asset Managment

VENZ/PDVSA bonds development, July 2019

Note: Returns were adjusted to account for the accrued interest lost, per EMTA resolutions.
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grant the waiver. In our opinion, the likelihood of such an event has lowered, but no totally 
disappeared, now that the most recent Executive Order N° 13.884 issued from the US 
Treasury Department on August 5th has blocked all Venezuelan assets in that country, 
making it harder for creditors to take on CITGO and its assets. 
 
 
PDVSA and Venezuela entering the next phase of the legal battles 
 
Late July and early August have been one of the most dynamic periods in terms of the 
legal puzzle that someday should result in a restructuring process for the Venezuelan 
debt. On July 29th, a US federal appeals court rejected an appeal by PDVSA to set aside 
an order allowing Crystallex to seize shares in CITGO. In 2018 Crystallex was awarded 
with a compensation of USD 1.4 billion for the expropriation of its assets in Venezuela 
under Chavez administration. 
 
On July 30th, Venezuela’s interim government filled a request for extension of time to file 
petition for panel rehearing on this case. On August 1st the request was accepted by 
Judge Thomas Ambro of the Third Circuit Court of Appeals, so Venezuela and PDVSA's 
lawyers will have until September 26th to prepare their arguments. 
 
Even when this seems to be a back step, is worth noting that CITGO residual value is 
enough to pay PDVSA 2020 bondholders, Russia, and Crystallex, that is now the first in 
the queue waiting for payment. Obligations with these creditors add around 4.7 billion2, 
but CITGO equity value is near USD 8.5 billion. However, if the interim government were 
to face CITGO shares auction, new questions emerge: will auction require additional 
licenses? Will the Treasury Department issue such licenses? Will they auction 100% of 
CITGO shares or only 51%? These are some questions that form part of the missing 
pieces of the puzzle of the Venezuelan debt at this point. 
 
Issuance of the Executive Order N° 13.884 seems to favor interim government in this 
sense, allowing it to eventually default PDVSA 2020 bond without taking the risk of losing 
CITGO. On August 6nd, Attorney General Hernandez said that this Executive Order 
paved the way to talks with bondholders, who are already asking for legal advice to define 
next steps. The market seems to be pricing in this as the PDVSA2020 bonds fell sharply 
on the news (now trading around 50 cents). 
 
Previously, on August 2nd, Attorney General Hernandez announced that ICSID dismissed 
Conoco’s USD 1.5 billion claim for compensation and damages over PDVSA, reducing 
the oil company obligations with Conoco to only USD 33.7 million. This victory is as 

                                                         
2 PDVSA 2020 outstanding is near USD 1.8 billion. Collateralized Russian loan counts for USD 1.5 billion, 
and Crystallex compensation would add another USD 1.4 billion. 
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important as the Crystallex setback and illustrates what we expect to see with higher 
frequency in the following months: the interim government using intensively legal 
resources to gain time, while they wait to get the full control of the Venezuelan State to 
begin the restructuring process in better conditions to negotiate.     
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