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The foreign exchange market in 2020: 
uncertainty as a rule 

 
 
Last year, we saw in Venezuela an exchange dynamic deeply affected by the COVID-19 
pandemic and its effects at the real and fiscal level. Strictly speaking, in the first part of 
2020, the cessation of activities after the start of the official quarantine, jointly with greater 
uncertainty about local trade dynamics in the months that followed, led to an initial 
overreaction of the exchange rate markers, presumably driven by an increased demand 
for foreign currency for precautionary reasons.  
 
However, foreign exchange transactions would show further disruption once the "radical" 
quarantine scheme was overcome, with a new injection of foreign exchange by a relatively 
revived commercial sector and a public sector relying almost exclusively on the payment 
of bonds and wages in local currency as a mechanism to counteract the impact of the 
pandemic. Amidst increasingly dollarized local transactions and changes in the attitude 
of regulators towards them, such aspects ended up adding much more instability to the 
local market than Venezuelans were used to. 
 
First stage: COVID-19 and an uncertain future 
 
With the arrival of the pandemic to the country, doubts arose among Venezuelans not 
only about the capacity of the government itself to face the new context, but also about 
the ability of the domestic private sector to overcome the new "crisis". One element that 
accounts for this uncertainty was the rise in the volatility of the unofficial exchange rate in 
mid-May. At that point, the unofficial marker would reach its maximum year-on-year 
increase of 2020, varying on average by 8% each day (with respect to its average).  
 

 

© E
co

an
alí

tic
a –

 D
es

ca
rg

ad
o p

or u
su

ar
io

 n
o au

te
ntic

ad
o

                             2 / 20



 

 

 

3 
The total or partial reproduction, publication and/or distribution of the content in this report is forbidden. Detecting 
an information leak will cause the cancellation of the contract without any refund of the subscription. 
 

EXCHANGE MARKET  
REPORT 

 
 
In previous reports, we pointed out some factors behind such tensions, in the context of 
the pandemic:  
 

• Persistence of hyperinflation: at the beginning of the quarantine, there was a 
greater demand for essential goods and foreign exchange as a protection 
mechanism against the potential effects that agents anticipated at the beginning of 
the new context. Likewise, despite the reduced activity resulting from the 
pandemic, the very root of Venezuelan hyperinflation (pessimism over the bolivar, 
little credibility over the regulators) was still in place, so that the dynamics of prices 
continued to affect the determination of the exchange rate (official and unofficial).  

 
Subsequently, as inflation picked up on exchange rate pressures and affected the 
disposable income of the private sector, the demand for foreign currency declined and 
slowed the rise in its price. Thus, these constant swings in the exchange rate ended up 
reflecting the hyperinflationary context and its effects on the income of Venezuelans.  
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• Unanticipated money flows: Many businesses advanced payments, including the 
government itself, to compensate their employees in the face of potentially greater 
shortages (or inflation) in the midst of the pandemic, when many limitations on 
global trade were in place under the new context. As of the week of March 27, the 
monetary base would show a double-digit increase (12.7%), something not seen 
since November 2019, representing a change in the Executive's position regarding 
the tight fiscal (and monetary) control it had been exercising since the very 
beginning of the Economic Recovery and Prosperity Plan. Subsequently, 
regulators would impose new limits on the issuance of money, affecting the 
variability of the exchange rate in the second half of the year as we will see in the 
next section. 
 

• Greater fiscal vulnerability: precisely, the government's capacity to generate 
income was altered with the new pandemic by the notable decrease in international 
crude prices (including the Venezuelan oil basket), which would even show 
quotations below 0 USD/b affected by the collapse of global demand and the 
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accumulation of international oil inventories. In that sense, with the accumulated 
fall in local oil activity and the effect of sanctions by the US, the pandemic further 
undermined the capacity of the State to inject foreign currency into the local market.  
 

 
 

This fact also rekindled fears that the government would resume monetary funding (and 
inflation would rise as a result) as the first "line of defense" against the pandemic, 
something that was happening with the passing of the months, as we will see later. 
 

• New scheme for the sale of local gasoline: At the beginning of April, the severe 
scarcity of gasoline forced Venezuelans to turn to the black market to buy fuel, 
which meant a recurrent rise in demand for foreign currency (and the exchange 
rate) at the beginning of that month. This dynamic in demand seemed to be 
replicated even after the beginning of the new system for its sale in June, especially 
in those without access to the subsidized price.  
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Similarly, with the new scheme, service stations were urged to resell the foreign currency 
to local banks through the money tables supervised by the BCV, which possibly influenced 
the injection of foreign currency into the market. In addition, derived from the previous 
point, Venezuelans' doubts about the Government's ability to maintain a stable gasoline 
supply (and, therefore, the possibility that black gasoline markets may or may not 
resurface) induced additional pressures on the demand for foreign currency.  

 
Second stage: the economy is reactivated... partially. 
 
Once this first stage of tension and uncertainty is overcome, the exchange rate marker 
would show a notable decrease in its annual growth rate, which lasted until the end of 
August, in parallel with a decrease in its volatility at least until July. During that period, 
local inflation would also show average levels below 5% per week and 20% per month 
(the lowest of the year, after February's record). These results coincide with the 
establishment of the "flexible" social distancing scheme (officially called the 7+7 
quarantine), based on the partial reopening of the priority economic sectors during a 
continuous 7-day period, followed by an identical period restricted to the operation of 
emergency activities or services with home delivery1.  
 
The behavior in local prices (including the exchange rate) meant a slight reactivation of 
local activities in that period (or a greater real supply) that favored the circulation of foreign 
currency and, therefore, limited exchange pressures. In this sense, the high cost imposed 
by the pandemic on local activity in terms of income generation (which was injected into 
the economy in the form of wages or payments to suppliers) began to be reduced.  
 
However, in mid-August, the market continued to be very volatile, probably due to the 
return of commercial activity and what this meant for the supply of foreign currency 
(previously affected by the paralysis of activities) and for the purchase of local gasoline.  

 
In this sense, the entry into a new phase of the quarantine also meant a boost to the 
demand (and payment) for fuel. As we discussed in our foreign exchange report 6 of this 
year2, the sale of gasoline at new prices may have led to changes in circulation by mid-
year. Strictly speaking, the use of foreign currency as a means of payment for this fuel3 

 
1 In October, the mechanism would migrate to the so-called "7+7 plus", in which other sectors would be 
added to the activities considered "priority". 
2 Foreign Exchange Report 6 (2020): Do the adjustments to the price of gasoline in Venezuela have 
exchange rate effects? 
3 The exchange rate consequences could also come from the payment scheme used by the service stations 
both to the public and to PDVSA. With very few electronic payment alternatives and with an insufficient 
monetary cone for the acquisition of fuel (where supplying an average tank of 50 liters meant the use of 98 
bills of the highest current denomination, without subsidy), both the higher price and the collection in foreign 
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meant a greater mismatch in the circulation of dollars with respect to the quantity of 
bolivars, in an environment where the government, affected in terms of income by the 
pandemic, reduced in nominal terms the emission of bolivars almost at the end of the third 
quarter.  
 
Despite these cuts, for the last part of the year the government had no other options to 
deal with the deterioration of the local economy than to resort to its old strategy: the 
issuance of money, retaking the bonus scheme through the Patria System and slightly 
adjusting the salary structure of the public administration. This reinforced 
inflation/depreciation expectations for the end of the year, causing the unofficial exchange 
rate to rise again above 3,000% per year and a volatility close to that seen at the beginning 
of the official quarantine.  
 
Although, amidst the major adjustments, foreign currencies regained purchasing power 
in the local market, the year 2021 was also marked by exchange rate appreciation. 
However, unlike the strong increase in the price of local goods in dollars reported between 
2018 and 2019, on average, goods would become 34.3% more expensive this year4, 
showing an upward trend practically throughout the year (since the beginning of the 
quarantine in Venezuela). In this sense, the appreciation suggests that the deterioration 
of the local real activity and the absence of alternative sources to leverage private 
consumption (for example, bank financing) continue to be important factors within this 
higher cost. 
 

 
currencies meant a greater influx of foreign currency in cash for the service stations. This would accelerate 
the bolivar/dollar exchange rate, limiting the rise in the exchange rate. 
4 At the end of 2020, $134 was paid for an asset that cost $100 in 2019.  
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A dollarization that does not cease 
 
This year, local transactions continued to be strongly dominated by the use of the dollar 
as a medium of exchange. Not only did Ecoanalítica's quantifications show that, on 
average, 66.0% of the transactions in Venezuela were made in foreign currency, but also 
the banking figures seem to show a greater importance of cash currencies in the public's 
deposits5. In that sense, the local financial environment seems to be absorbing to a 
greater extent the "larger" flow in foreign currency that circulated in the economy in the 
last year. 

 

 
5 Associated with the so-called "free convertibility" deposits. 
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In fact, the greater scope of dollarization allowed, under the mechanisms previously 
outlined, adjustments to the price of gasoline or uncertainty about commercial activity 
during the pandemic to impact the flow of foreign exchange and, therefore, its price. 
 
Despite this, in the second half of the year, there would be changes in the official position 
regarding the boom in local transactional dollarization. In October, the BCV would prohibit 
the use of payment instruments directly charged to foreign currency accounts held by 
local banks. Then, the BCV, by means of an official notice, made public its efforts to 
improve payment mechanisms in local currency, amid rumors of a potential establishment 
of an official compensation mechanism in foreign currency.  
 
Then, in December, the government announced its intention to implement a tax scheme 
over foreign currency transactions, to recently disclose the interest for allowing foreign 
currencies convertible deposits into bolivars; these are, discounts on foreign currency 
deposits for payments in bolivars. With this, the Executive seems to be pursuing an 

0.0

5.0

10.0

15.0

20.0

25.0

30.0

35.0

40.0

J
a

n
-1

9

F
e

b
-1

9

M
a

r-
1

9

A
p

r-
1

9

M
a

y
-1

9

J
u

n
-1

9

J
u

l-
1

9

A
u

g
-1

9

S
e

p
-1

9

O
c
t-

1
9

N
o

v
-1

9

D
e

c
-1

9

J
a

n
-2

0

F
e

b
-2

0

M
a

r-
2

0

A
p

r-
2

0

M
a

y
-2

0

J
u

n
-2

0

J
u

l-
2

0

A
u

g
-2

0

S
e

p
-2

0

O
c
t-

2
0

P
e

rc
e

n
ta

je
 (

%
) 

o
v
e

r 
to

ta
l 
d

e
p

o
s
it
s

Sources: Sudeban and Ecoanalítica.

Share of US-denominated deposits on private banks

Legal framework 20 Free convertibility

© E
co

an
alí

tic
a –

 D
es

ca
rg

ad
o p

or u
su

ar
io

 n
o au

te
ntic

ad
o

                             9 / 20



 

 

 

10 
The total or partial reproduction, publication and/or distribution of the content in this report is forbidden. Detecting 
an information leak will cause the cancellation of the contract without any refund of the subscription. 
 

EXCHANGE MARKET  
REPORT 

objective: to ensure that Venezuelans continue to use foreign currency as a non-exclusive 
means of exchange, without leaving the Bolivar aside for fiscal or social policy purposes.  

 
What to expect in 2021? 
 
If we assume that hyperinflation will persist during this year, it is to be expected that 
currency markers will continue to show abrupt changes as prices spike. However, their 
increases will continue to be limited by the debacle in private spending expected for this 
year (lagging effect of the pandemic), in addition to the greater currency circulation that 
may result from increased transactional dollarization. 
 
With respect to the last point, the informal nature of this dollarization, together with the 
costs that Venezuelans still face for carrying out foreign exchange transactions in cash, 
will also limit its further expansion during 2021. This, together with an unclear official 
position on the matter, will continue to add uncertainty to local exchange operations, in 
which Venezuelans will continue to pay the consequences.  
 

 
Luis Arturo Bárcenas. 
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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 
 

 
 

  

2020M01 72,027 12,790 19,447 23,049 45,421 71,696 72,027

2020M02 73,251 16,682 25,366 30,063 59,243 75,158 93,947

2020M03 89,197 16,212 24,651 29,216 85,451 91,299 170,097

2020M04 175,225 21,176 32,198 38,161 92,962 119,253 237,964

2020M05 195,647 65,528 107,279 187,981 207,635 268,682 342,777

2020M06 205,571 77,180 151,499 196,612 225,913 241,724 391,502

2020M07 11,974 84,624 172,993 233,829 294,665 351,803 429,260

2020M08 341,279 108,285 223,192 317,513 365,428 449,143 522,311

2020M09 432,117 110,036 340,751 374,678 408,605 449,288 489,971

2020M10 505,483 115,887 215,215 351,970 488,724 525,269 643,814

2020M11 1,034,437 174,338 362,381 528,195 697,768 849,775 1,001,782

2020M12 1,072,790 295,285 580,294 1,128,906 1,430,167 1,811,823 2,952,848

2021M01 355,685 796,865 1,156,080 1,515,295 2,002,887 2,593,191

2021M02 513,590 908,120 1,302,650 2,091,709 2,845,117 3,744,428

2021M03 799,147 1,242,954 1,686,761 2,574,375 3,467,780 4,361,185

2021M04 694,751 1,259,885 1,825,019 2,955,286 4,783,070 6,610,855

2021M05 671,599 1,427,244 2,182,889 3,694,179 7,190,072 10,685,964

2021M06 641,454 1,655,715 2,669,976 4,698,497 8,907,748 13,573,807

2021M07 599,476 1,899,355 3,199,234 5,798,991 10,523,136 15,786,930

2021M08 589,454 2,251,190 3,912,926 7,236,398 13,472,750 19,709,103

2021M09 553,252 2,579,917 4,606,582 8,659,911 17,646,347 26,632,783

2021M10 530,003 3,124,451 5,718,898 10,907,793 24,686,763 38,465,733

2021M11 592,866 4,758,293 8,923,719 17,254,572 41,707,087 66,159,602

2021M12 488,878 5,416,454 10,344,030 20,199,182 50,952,650 81,706,117

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 
 
 
 

 
 
 

 
 

Dec-20 m/m (%) y/y (%)

M2/IR* 91,554.3 44.4 1,583

RER** 1,855,226.8 18.9 2,549

Money desks *** 1,089,058.1 5.1 2,274

WER (Consumers) 1,151,157.4 51.0 2,425

Source: BCV, other Central Banks and Ecoanalítica 

* End of month. ** Monthly average (Ecoanalítica). ***Last auction.

Exchange Rate Indicators

 (VES/USD)

2018 2019 2020
Depreciation/ 

Appreciation

Real Depreciation/ 

Appreciation

Public Sector ER 70.8 10,584.0 371,303.3 -97.15 -79.99

Imports ER 111.5 10,841.1 377,475.2 -97.13 -79.65

Real ER 3,754.0 151,121.0 1,855,226.8 -91.85 0.00

M2/IR 91.1 4,328.0 91,554.3 -95.27 -95.07

Sources: BCV and Ecoanalítica

 Annual average.       Year ending.

Exchange Rates (VES/USD)

*Information until November. Additionally, the calculations were made with the National Assembly's inflation.
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Foreign Currency Availability Indicators 
 

International Reserves 
 

 
 
Extrabudgetary Funds 
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Sources: BCV and Ecoanalítica
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Non-Financial Debt with the Private Sector 
 

 
 

Monetary Indicators 
 
Liquidity (M2) 

 

 
 

3Q2019 4Q2019 1Q2020 2Q2020 3Q2020 y/y (%) q/q (%)

CADIVI -Non-settled imports 5.4 5.3 5.3 5.3 5.1 -5.5% -3.5%

CADIVI -Dividends approved and unpaid 0.2 0.2 0.2 0.2 0.2 -1.0% -1.0%

CADIVI -Rent and Services* 1.1 1.1 1.1 1.1 1.1 -0.8% -0.2%

Mixed Companies - PDVSA partners 12.4 9.3 9.0 9.0 9.0 -27.5% -0.1%

Total 19.1 15.9 15.6 15.6 15.4 -19.4% -1.3%

Source: Ecoanalítica

* Includes debt with airlines.

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

✓ Throughout the national territory, the month of December was spent under a framework 
of partial confinement measures under which the "7+7 plus" scheme implemented by the 
authorities since the confinement measures began to be relaxed was made more flexible, 
allowing most economic sectors to operate in staggered time bands in most weeks of the 
month in the capital city and the border states. 

✓ According to the World Bank, the global economy will grow 4% in 2021, after a contraction 
of 4.3% in 2020. The Latin American and Caribbean region is expected to grow 3.7% by 
the end of 2021. The Bank warns that projections would be greatly affected if vaccination 
efforts are delayed. 

✓ The Economic Commission for Latin America and the Caribbean (ECLAC) calculated the 
Venezuelan economic contraction at 30 percent by 2020 and forecasts that the economy 
will contract by 7 percent in 2021. 

✓ The Venezuelan Finance Observatory of the National Assembly published its inflation 
figures for the closing of the year, which expose that December inflation was at 21.2% 
and accumulated inflation at 3,713%. 

✓ Nicolás Maduro, in an interview with the portal Telesur, indicated that one of the main 
goals for 2021 is a deeper digital economy, in expansion. In this sense, he explained that 
"I have set the goal: 100% digital economy, that everyone has their payment methods in 
debit and credit cards". 

✓ The Venezuelan Central Bank (BCV), in Official Gazette No. 41,958, relaxed the State 
monopoly of gold exports and now allows private parties to directly trade the mineral 
abroad, under authorization of the BCV and with a tax ranging from 9% to 14% of the 
authorized exportable value. 

✓ The Gazette did not eliminate the obligation of private gold producers registered in the 
Sole Mining Registry to offer 100% of their production to the BCV, but rather raised the 
option that the Bank may decline this offer and authorize exports under the 
aforementioned taxes.  

✓ Juan Guaidó, the president in charge of Venezuela, declared that there are plans to 
appeal the decision issued by a US court that ruled that the PDVSA 2020 bonds, in which 
50.1% of Citgo shares are guaranteed as collateral, are "valid and enforceable". 

✓ Jorge Arreaza indicated that the government of Nicolás Maduro has formally requested 
that Venezuela become part of the Friendship and Cooperation Treaty of the Association 
of Southeast Asian Nations in order to "have a much closer and more productive 
relationship" and obtain new investments within the framework of the Anti-Blockade Law. 
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Debt report of Venezuela and PDVSA 
 
By: Knossos Asset Management 
 
We thought that Venezuelan bonds prices had seen their lows, but the Coronavirus 
outbreak proved that prices could still go lower as a significant market sell off all distressed 
assets left investors many alternatives with better risk / return profile. The only exception 
was the PDVSA 2020 bond, which after hitting its lows in March, tripled its price in October 
when bonds were declared “valid and enforceable” by a US judge. These bonds ended 
the year trading around 25 cents of the dollar. 
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PDVSA 2020 bond price evolution

On October 19th, prices jumped to 30 
cent from 12 cents, after the US judge

declared the bonds “valid and 
enforceable”

December 2020 starts
PDVSA 2020 avg: 24,65%
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Hopefully, the year 2021 will be an interesting year for Venezuelan assets.  The arrival of 
Joe Biden to the White House opens a window of opportunity for new negotiations 
strategies for all players involved in the Venezuelan crisis. Outcomes of these 
negotiations could result in easing of restrictions on bonds trading for US persons, 
licenses for oil activities, an easing of restrictions on oil trade, or an oil for food program. 
All these sanction “reliefs”, some easier to concede than others, would have a direct 
positive impact over bond prices and all other Venezuelan assets.  
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VENZ/PDVSA bond indexes 2020 

VENZ PDVSA
December 2020 Starts

VENZ avg: 12,76%
PDVSA avg: 6,46%
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Furthermore, we also see the chance for the new administration to lift or ease restrictions 
around CITGO to bridge a solution for the bondholders of the PDVSA 2020 bonds. This 
would have a significant impact for PDVSA 2020 bonds but it is going to require a very 
fine balancing act to allow for one set of creditors to be paid and still manage to protect 
CITGO from all claim holders that are in line behind them. 
 
On the local front, with the extension of the deadline to suspend the statutes of limitation 
of sovereign bonds, PDVSA bonds and ELECAR bonds announced on December 13th, 
Maduro’s regime is keeping a market friendly approach towards international 
bondholders. We see the recent effort to “recover” the National Assembly control as more 
a political move to counteract Guaidó and gain more bargaining power in future 
negotiations. Meanwhile, for the interim government the most significant card for 
negotiation purposes is still the USA government support. This translates into backing 
Guaidó leadership, even when his period as deputy expired and he is no longer 
recognized as Interim President by the European Union. 

Security 11/30/2020 12/31/2020
Total 

Return

Total 

Return 

(2020 YTD)

VENZ 6 12/09/20 9.50 9.60 1.05% -18.70%

VENZ 12 3/4 08/23/22 9.50 9.70 2.11% -18.25%

VENZ 9 05/07/23 9.40 9.80 4.26% -17.69%

VENZ 8 1/4 10/13/24 9.50 9.80 3.16% -18.23%

VENZ 7.65 04/21/25 9.50 9.80 3.16% -14.53%

VENZ 11 3/4 10/21/26 9.35 9.80 4.81% -17.43%

VENZ 9 1/4 09/15/27 9.65 9.80 1.55% -18.78%

VENZ 9 1/4 05/07/28 9.55 9.80 2.62% -17.67%

VENZ 11.95 08/05/31 9.45 9.80 3.70% -19.18%

VENZ 9 3/8 01/13/34 9.50 9.80 3.16% -17.62%

VENZ 7 03/31/38 9.45 9.75 3.17% -18.55%

PDVSA 8 1/2 10/27/20 22.55 25.00 11% 44%

PDVSA 9 11/17/21 3.45 3.60 4% -55%

PDVSA 12 3/4 02/17/22 3.60 4.00 11% -51%

PDVSA 6 05/16/24 3.75 3.75 - -54%

PDVSA 6 11/15/26 3.80 3.75 -1% -53%

PDVSA 5 3/8 04/12/27 3.60 3.75 4% -51%

PDVSA 9 3/4 05/17/35 3.55 3.95 11% -52%

PDVSA 5 1/2 04/12/37 3.55 3.85 8% -52%

Venezuela/PDVSA bond performance, December 2020

Source: Bloomberg CBBT, Knossos Asset Management.

Note: Returns were adjusted to account for the accrued interest lost, per EMTA resolutions.
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In conclusion, we consider that the hardest sanctions are already in place, and that all 
actors will want to start negotiations well “behaved”.  Therefore, the possibility of seeing 
OFAC issuing new sanctions against the country this year seems to be low and believe 
that risk is asymmetric at this point, tilted more towards positive surprises.   
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