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Introduction 
 

 
In the second quarter of 2019, the Venezuelan economy felt the consequences of the 
sanctions imposed by the United States more acutely. One of the most direct 
manifestations of this deterioration was the contraction in average oil production to 1.04 
mb/d, for this period. With expected domestic consumption of 239 kb/d for this period, 
that meant a drop-in oil exports this quarter to 1.01 mb/d, below the average for the first 
quarter of the year. With several of the substitute recipients of the sales that previously 
went to the United States out of the picture, there has been restricted access to 
alternative markets for placing domestic crude, which affected the inventories and, 
therefore, the capacity to generate larger oil output on the short-run. 
 
The sanctions have also restricted the importing of diluents and processed products, 
reducing the industry’s capacity for catering to the domestic demand for fuels. This has 
started a new cycle of gasoline shortages, with the impacts that are already known on 
both the economic and social fronts.  
 
The reduced generation of foreign resources has meant a bigger adjustment in the 
public sector’s outlays through greater restrictions on credit for state-owned companies 
(and the consequent reduction in the increase in the monetary base), a cut in nonoil 
imports and several delays on public bonuses system. Moreover, adjustments to the 
minimum wage reached lower magnitudes to the ones expected, and a more aggressive 
penalizations over the banking reserves scheme was implemented. 
 
In the first half of the year, Venezuela’s map of imports shows a bigger contraction in 
public sector nonoil purchases and an increase in the weight of private sector imports 
leveraged largely by unofficial mechanisms, both part of this adjustment by the 
government to the external crisis. On the other hand, the chronic absence of loans has 
ended up undermining the private sector’s capacity to accumulate capital and create 
coverage mechanisms. Both aspects have tended to have an effect on the dynamic of 
the real sector, leading to a bigger contraction over private consumer spending and 
investment.  
 
To some extent these changes in demand were the mechanism via which these 
measures brought about a bigger slowdown in the increase in prices and partial relief to 
foreign exchange transaction tensions. Even so, the monthly increase in prices 
remained close to 50.1% in the first half of the year1 (not counting the explosive hike in 

                                            
1 Based on our estimates as at the close of June. 
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prices in January), with cumulative increases in prices of 2,599.6% and in the exchange 
rate of 998.1%. In other words, the scant credibility of policymakers seems to be a 
problem that has not yet been solved, making the adverse consequences of those 
“adjustments” more far-reaching. 
 
The lack of credibility seems not to have got less with the changes the government has 
undertaken on the foreign exchange front. May saw the implementation of the foreign 
exchange desks for private foreign exchange transactions negotiated via the national 
banking system. While these desks were designed as a mechanism that would be more 
independence than the DICOM auctions, authorizations of automatic interventions by 
the Central Bank of Venezuela, as well as the terms agreed by the state-owned banks, 
have ended up undermining the effect of these operations on the stability of the bolivar.  
 
This quarter we were surprised by the publication of a series of economic activity, price, 
and balance of payment indicators. While the figures give rise to serious doubts 
regarding the consistency of the methodology used, the official data recognize the 
severe economic contraction already predicted by a number of unofficial sources as well 
as the situation of acute hyperinflation the country has been suffering from since the end 
of 2017.  
 
The political arena was marked by two events: the civilian-military movement that 
started at the end of April, in which some army’s Commands, supported by Interim 
President Juan Guaidó and the political leader Leopoldo López, tried to start a military 
rising, which did not have the expected success. Moreover, in May a new round of 
negotiations commenced between representatives of the Maduro administration and a 
faction of the opposition, mediated and held in Oslo, Norway. The alternatives proposed 
included holding general elections as an element that would hasten President Maduro’s 
departure. Once again, however, the encounters ended with no agreement being 
reached.  
 
The new developments prompted us to modify our forecasts for the short and medium 
terms. Given the government’s intention of maintaining strong restrictions on credit and 
the slowdowns in the demand for goods that this will provoke, we expect domestic 
prices to maintain hyperinflationary average rates of growth, although with less 
aggressive adjustments than in 2018. This dynamic in financing, in addition to a greater 
escalation of the effects wrought by sanctions, has prompted us to raise our forecasts 
for real contraction to 39.9% for 2019, a less optimistic vision than former forecast, even 
with the slowdown in prices. Shrinking private consumption and declining investment 
continue to be the demand elements that will magnify the recession, along with real 
effects of fiscal adjustments.  
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Despite the slowdown in inflation, the impact of the still considerable growth in prices on 
local agents’ real income -along with the reduction in credit and the scant credibility of 
the measures taken by the Nicolás Maduro’s administration in the eyes of local agents- 
will continue to impose limitations on a more aggressive adjustment to the foreign 
exchange market, in line with the deterioration in local currency and with the foreign 
currency deficit. So, we foresee that the real appreciation of the exchange rate will be 
maintained at least until the third quarter of the year, with purchasing power recovering 
by year-end when the buildup of external imbalances as a result of the sanctions in the 
middle of the usual end-of-year influx of bolivars ends up exacerbating the growth in the 
exchange rate. 
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The Oil Sector: The decline of PDVSA 
 
 
The effects of the March mega nationwide power out are now behind us, but PDVSA 
has not recovered. Apart from the shock caused by external factors, the state-owned 
company’s structural levels of production continue to fall. According to PDVSA, in June 
29.6% less oil was produced (1,047 kb/d) than in January (1,488 kb/d). What is more, 
given further recent damage to Venezuela’s reputation and the US oil sanctions 
imposed in 20192, it has become increasingly difficult to find customers willing to buy 
Venezuelan crude in the international market. 
 
According to Refinitiv Eikon’s estimates3, Venezuela’s exports contracted by 36.6% 
between January and May, from 1,378 kb/d to 875 kb/d; moreover, the destinations of 
its exports have changed. Now a larger proportion of the barrels exported go to storage 
centers in Asia and the Caribbean, and there is even a floating population of tankers 
carrying crude with no destination that is growing month by month and does not 
generate cash until a buyer is found4. This will be an increasingly difficult task, as the 
spot market is showing signs of rejecting Venezuelan crude. 
 

Crude (mb/d) January February March April May June

Production 1.49 1.43 0.96 1.04 1.05 1.05

Re-exportable imports 0.10 0.08 0.12 0.12 0.12 0.12

Available crude 1.59 1.51 1.08 1.15 1.17 1.16

Local consumption 0.32 0.31 0.29 0.26 0.24 0.22

Estimated inventories variation -0.11 0.16 -0.38 -0.16 0.05 -0.16

Exports 1.38 1.05 1.16 1.05 0.87 1.10

China debt service 0.15 0.15 0.15 0.18 0.18 0.18

Rosneft debt service 0.12 0.12 0.12 0.13 0.13 0.13

Petrocaribe & Cuba 0.05 0.05 0.05 0.05 0.09 0.05

Cash-generating barrels 1.06 0.73 0.85 0.70 0.48 0.75

Sources: Refinitiv Eikon and Ecoanalítica

Oil Industry 2019

 

                                            
2 Weekly report N°3 of 2019: Endgame. 
 
3 Refinitiv Eikon. 
 
4 According to Vortexa numbers, the total of floating storage reached its maximum point in 2 years in May, 
impulse by Venezuelan and Iran. Venezuela’s proportion over the total tripled from 11.0% in 2018 to 
32.0% in the second quarter of 2019. 
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Even though crude exports continue to contract, PDVSA’s and the Venezuelan State’s 
capacity for avoiding honoring their bilateral obligations with China has been reduced in 
2019. Last year, while there was still the option of redirecting barrels to the US market in 
order to generate cash, Venezuela was able to incur in a partial default with its allies. 
However, this year there is no alternative destination for redirecting these barrels. 
 
In the case of Rosneft, Venezuela has continued to pay its debts5 and it will continue to 
do so until the last repayments fall due at the end of this year. In the case of China, the 
only possibility for reducing the servicing on its debt is an explicit rescheduling, like the 
one in 20176. 
 
So, the reduction in production has meant a reduction in exports and in the ability to 
maintain debt servicing constant; it has also meant a contraction in the number of 
barrels that generate cash. In order to avoid the contractions being of the same 
magnitude, PDVSA drew down its inventories during 1Q20197 and reduced its domestic 
consumption of crude. 
 
Collateral damage 
 
The reduction of domestic consumption has generated widespread shortages of 
gasoline and other refined hydrocarbons in the local market, contributing to a worsening 
of the complex humanitarian crisis and serving as a catalyst for greater social unrest, in 
particular in the interior of the country and in the border states. Moreover, the shortage 
of gasoline reduced smuggling over the border into Colombia and Brazil8, destabilizing 
the black markets and the border rent-seeking structures9. 
 
In this situation of PDVSA’s decline and its inability to generate sufficient cash with the 
few barrels it is producing, the company has resorted to unorthodox strategies. In 
Jamaica, PDVSA sold its stake in the Petrojam Refinery to the Jamaican Government, 
which runs the risk of falling foul of US sanctions, and Juan Guaidó (whom Jamaica 

                                            
5 Russia Says It Received Debt Payment from Venezuela on Time. Bloomberg, April of 2019. 
 
6 Perspective report 1Q2018: 2018: Uncertainty á la carte. An Outlook of 2018-2021. The External Sector: 
Winter is Here. 
 
7 PDVSA offers 6.4 million barrels of discounted crude to spot market. S&P Global, May of 2019. 
 
8 Weekly report N° 13 of 2019. Between the Jungle and the border: Gasoline and cocaine trafficking. 
 
9 Venezuela's oil crisis destabilises Colombian black markets. Al Jazeera, June of 2019. 
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does not recognize as President of Venezuela) has started negotiations to prevent 
transfer of ownership10. 
 
However, most of these unorthodox measures have failed. The increase in crude stock 
floating around in international waters with no destination and the inability to generate 
sufficient cash provided the regime with sufficient arguments for removing José Rojas 
Reyes as PDVSA’s Vice President of Commerce and Supply11.  
 
Are there any destinations? 
 
In the long term, the most important question will always be the level of production, an 
issue that will be dealt with in the following sections. However, in the short term, the 
most urgent issue at PDVSA is where can it send its production? In other words, the 
supply chain is in decline but customers and sales are disappearing at an even faster 
pace.  
 
According to data published by Refinitiv Eikon, after the United States withdrew from 
PDVSA’s list of customers, the main destinations of the tankers that set sail from 
Venezuelan waters have been China, India, Europe (Spain, Sweden and Germany), 
Singapore, Malaysia, and several islands in the Caribbean.  
 

                                            
10 Venezuela's Guaido asks Jamaica not to seize PDVSA refinery shares. Reuters, June of 2019. 
 
11 Official Gazette N°41,653. 
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Exports by destination

USA China India Caribe+Cuba Europa Malaysia+Singapore Others

 
 
The shipments to China go to Petrochina’s refining parks; those that are sent to India go 
to refineries belonging to Nayara and Reliance; Repsol refines the crude intended for 
the Spanish market; Nynas refines the crude that goes to Germany and Sweden; and 
some small refineries take part of the crude intended for the Caribbean. However, a 
growing portion of exports are being sent to storage centers in Malaysia (Tipco) and 
Singapore and, in some specific cases, to the United Kingdom (Puma Storage) or to 
floating storage facilities (Chevron Pascagoula, to name just one). 
 
In 2018, PDVSA started a strategy of scaling back shipments to the Caribbean in order 
to reduce the subsidy to the islands that are beneficiaries under Petrocaribe and other 
agreements. In February and March 2019, after the sanctions imposed on January 28, 
India and Europe increased their purchases to take advantage of the vacuum in the 
market left by the United States and the competitive prices being offered by PDVSA12. 
However, as a result of diplomatic pressure from the United States13, both India and 

                                            
12 Numbers from Refinitiv Eikon. 
 
13 U.S. presses India to stop buying oil from Venezuela's Maduro. Reuters, March of 2019. 
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Europe reduced their purchases starting in April. In the case of India, 280 kb/d of US 
crude filled the void left by Venezuelan crude in May. 
 
Reliance, India’s refinery with the largest capacity, has been the most aggressive when 
it comes to cutting back on imports of Venezuelan crude. Whereas in March its 
purchases averaged 377 kb/d, in May they came to only 68 kb/d. Nayara has been 
more obliging. As for the Europeans, Repsol and Nynas are continuing to buy crude, but 
the storage centers in Belgium, Holland and the United Kingdom have almost 
completely stopped providing their storage services.  
 
At the same time, PDVSA decided to be more aggressive in reducing subsidized 
shipments to the Caribbean, but given the lack of a key cash-generating destination, the 
crude that has been saved has continued to be stockpiled between Malaysia, 
Singapore, floating storage facilities, and other unknown destinations.  
 
Once the crude is at the storage centers, there is evidence that some of the inventories 
have been drawn down to generate cash, mainly for China and Russia. However, there 
is no precise information on this phenomenon.  
 
The hurdles impeding cash flow 
 
The inability to find destinations for all the barrels available for export is not the only 
restriction PDVSA is facing when it comes to generating cash. It must also honor its 
obligations on which it has not defaulted so far, mainly those it has with China, Rosneft, 
ConocoPhillips, Gold Reserve, and Crystallex, and also the subsidized crude it 
continues to send to Cuba. 
 

© 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 / 51



 

 
 

10 

 

Year 15, Number 2 
Quarter II 

 
 

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. 

0

100

200

300

400

500

600

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

k
b

/d

Source: Ecoanalítica

Obligations in barrels (2019)

China debt service Rosneft debt service

Petrocaribe & Cuba Expropiation debts

 
 
In the case of the debt with Rosneft, given the conditions stipulated in the last 
renegotiation of terms, Venezuela is apparently to allocate an average of 119 kb/d to 
servicing the debt between January and December 2019 until the last scheduled 
repayment has been made. Rosneft is to collect part of the debt servicing payment in 
crude, which Venezuela is to send to Nayara, a refinery in India in which it has a 49.0% 
shareholding. Shipments to Nayara went up from 69 kb/d in March to 98 kb/d in April 
and to 135 kb/d in May. The remainder of the servicing of Rosneft’s debt is to be paid by 
drawing down barrels held in stock in Malaysia and/or Singapore.  
 
In the case of China, direct shipments have averaged 278 kb/d since US oil sanctions 
were imposed. In addition, there are reports that China has been buying between 170 
kb/d and 200 kb/d (depending on the month in question) of Venezuelan crude stockpiled 
outside the country. However, foreign trade data published by China shows that PDVSA 
has been granting huge discounts on every barrel sold since the sanctions went into 
force.  
 
That discount went as high as 18.6% in February and was 15.1% in March and 16.1% in 
April; this would be justified mainly by PDVSA’s insistence on receiving payment in cash 
instead of on credit (90 days), as has been the custom.  
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Oil sector projections (2019)

Production Exports Cash-generating barrels

 
 
So there has been a steep and steady contraction in cash-generating barrels from 1.06 
mb/d in January to 478 kb/d in May. In June, external sources estimated a temporal 
increase in exports that boosted the cash-generating barrels to 745 kb/d, a product of 
inventories allocation in the market. For the rest of the year, we forecast that cash 
generating decreases near 324 kb/d in December to give an average for the year of 589 
kb/d. This would mean an average contraction of 29.6% in 2019 compared to 2018. 
 
A series of unfortunate deadlines 
 
It should be remembered that on January 26 the United States declared PDVSA to be a 
Specially Designated National (SDN), which, under Executive Order 13,580, means that 
any United States national or company is forbidden to perform transactions in money or 
in kind with the Venezuelan state-owned oil company. At the same time, the US 
Treasury Department’s Office of Foreign Assets Control (OFAC) issued a series of 
General Licenses that allowed some actions that otherwise would have been subject to 
sanctions.  
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Some of these licenses have expired over time. On February 27, the pre-established 
one-month window allowing companies that were going to abandon their operations to 
repatriate their assets expired14. On March 29, the time allowed for US employees in 
non-US companies to resign or to get their employers to stop doing business with 
PDVSA also expired15. 
 
These two deadlines have been the most relevant so far in terms of hindering PDVSA’s 
regular production operations in the post-January 28 environment, since they made the 
relationship between PDVSA and its suppliers more complicated.  
 
At the end of April, the time allowed for collecting oil billings for the period November 
2018-January 2019 from the trust fund controlled by the National Assembly came to an 
end. During that period, the National Assembly managed to collect approximately USD 
3.1 billion in blocked accounts, but the impact of this license expiring in April did not 
have any effect on PDVSA’s production capacity. 
 
As for the future, there are only three more licenses that have still to expire: one that 
permits transactions with Citgo16; another that permits commercial dealings with 
Nynas17; and another that allows five US companies to continue operating18. In 
principle, the expiry for all three licenses has been set for July 27. 
 
However, when the National Assembly took actual control of Citgo’s operations, the 
expiry of this license was postponed, potentially indefinitely. In the case of Nynas, 
negotiations between the National Assembly and the Swedish Government have not 
borne fruit, as a result of which the expiry of the license has been postponed for three 
months until the end of October.  
 
For now, Nynas continues to be controlled by the regime and offers refining capacity for 
50 kb/d cash-generating barrels a day. If the negotiations do not produce results before 
November, it is possible that Nynas will lose its license and a key asset for Venezuela 
will be plunged into bankruptcy, not only restricting PDVSA’s capacity for placing barrels 

                                            
14 Clause B, General License 12; Venezuela-related sanctions. OFAC. 
 
15 Clause A, General License 11; Venezuela-related sanctions. OFAC. 
 
16 Clause A, General License 7; Venezuela-related sanctions. OFAC. 
 
17 General License 13; Venezuela-related sanctions. OFAC. 
 
18 Clause A, General License 8; Venezuela-related sanctions. OFAC. 
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abroad in the short term, but also reducing the capacities of a transition government in 
the long term. 
 
Finally, if the expiry of General License 8 goes ahead, the five US companies that are 
still working with PDVSA would have to stop their operations at the end of July. For 
Chevron, this would mean closing down production (nearly 42 kb/d), refining and 
storage operations. For Halliburton, Schlumberger, Weatherford International, and 
Baker Hughes it would mean no longer providing their services, and in terms of the 
impact on PDVSA’s production, the departure of these service providers could be even 
more painful than the departure of Chevron.  
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The measure would make PDVSA more reliant on local companies and Chinese and 
Russian service providers and would have a structural impact on the industry’s 
production capacity from August onwards.  
 
Between the collapse from within caused by the institutional decline of PDVSA and the 
external shocks caused by the sanctions, we estimate that Venezuela will only produce 
approximately 746 kb/d in December and that production this year will average 1.0 
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mb/d. That would mean a contraction of 44.3% compared to 2018 and of 64.5% 
compared to 2012. 
 
Military movements 
 
As for the medium term, PDVSA’s strategy will be to focus on redirecting its efforts on 
the crude processing front to achieving a type of crude that is more acceptable to the 
Asian market. So far, Petropiar has been specializing in producing a type of synthetic 
crude that is compatible with the US market. Starting in July, according to in-house 
PDVSA documents seen by Reuters, the plan is to revamp this facility so that it is able 
to blend heavy and light crudes to the point where the final product has the same 
formula as Merey crude. Under the same plan, PDVSA will prioritize production in the 
13 most compatible with Merey fields and will continue to consider other 20 fields as 
non-active19. 
 
It is strange that, just before losing its license, Chevron (the owner of 30.0% of 
Petropiar) has agreed to finance part of PDVSA’s reshuffling of its production to favor 
the Asian market; furthermore, it has declined to comment publicly on the matter. The 
strategy apparently seeks to reduce the discounts on Venezuelan crude and to make 
Venezuelan crude prices more acceptable to its trading partners in the Asian market by 
reducing its production of diluted crude oil (DCO), obtained by blending heavy crude 
with naphtha, and increasing the production of Merey. 
 
Little by little, PDVSA is losing its identity and is being transformed into a new 
organization. Its new allies are Asian and its level of sales is much, much lower. What is 
more, it receives less cash for every barrel sold. In 2020, Venezuela’s oil industry will be 
a mere shadow of what it once was and its capacity for leveraging a possible transition 
government will also be diminished. 

 
 
 
 
 
 
 

                                            
19 Venezuela’s Plan to Boost Oil Output Includes Shutting Some Fields. Bloomberg, July of 2019. 
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Real Sector and Employment: Bad news 
 

 
The real sector of the Venezuelan economy was subjected to more serious 
consequences after the United States imposed economic sanctions on the operations of 
PDVSA, the Central Bank of Venezuela and a segment of the state-owned banks. 
These limitations have affected the acquisition of finished goods and inputs for 
producing oil derivatives (by the public sector), as for those goods needed by the private 
sector. This implies the reappearance of shortages of certain local products and 
shortfalls in the supply of fuel for domestic consumption, both with greater adverse 
effects on manufacturing and commercial activity in Venezuela. 
 
Even though the regulatory authorities recognize the strong contraction that the 
Venezuelan economy has been experiencing since 201420 with this new series of official 
figures, as the Central Bank sees it, the explanation for the historical contraction in 
nonoil activity seems to move in a different direction to the traditional reasons, with the 
drop in manufacturing playing a minor role compared to other sectors such as 
communications and Government services. However, there are a number of elements 
that suggest that the contraction in industrial activity has not only been greater, but that 
it could resume its key role in the deterioration of the local economy in the coming 
months.  
 
This quarter, the dynamic of local prices seems to indicate that the restrictions on credit 
have started to seriously affect activity in the real sector and that their impact has also 
spread to the industrial sector. This has imposed more adverse living conditions on 
Venezuelans, with transversal migration within the local population being a more 
common adjustment mechanism. So, the loss of well-being resulting from these 
elements could far outweigh the benefits of the relative stability in local prices. As we 
will see, there seems to be no end to the bad news.   
 
A hard hit manufacturing sector 
 
The effects of the sanctions have made it more difficult for local industry to import 
inputs. As explained in the section on the External Sector, the reduction in nonoil 
imports has emerged as a mechanism used by Chavismo to adjust to the increase in 
external restrictions that will happen in the short term. This has not only meant a bigger 

                                            
20  A more in-depth comparison of our estimates with the recently published official figures is provided in 
our weekly report N° 20: An uncomfortable truth: The official figures on economic activity in Venezuela. 
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contraction in outlays by the public sector but also a demand for imports that is not 
being met by the private sector.  
 
On another side, with a private sector that had already accumulated a contraction of 
46.1% since 2014 (according to the Central Bank’s figures21) and with no foreign 
currency being supplied by the regulatory authorities, the private imports have been 
affected by the shrinking local market. According to the latest survey of the private 
manufacturing sector22, nearly 68.0% of manufacturing companies had not made foreign 
purchases (61.0% at the close of 2018). 
 
This indicates that companies are becoming increasingly unable to generate a greater 
supply of goods in which the purchases of foreign goods made by now (favored by the 
real appreciation in the exchange rate) have not been imported on a sufficient scale to 
put an end to shortfalls in supply in some lines of production. This also creates 
increased inflationary pressures (with an adverse effect on local consumption) as a 
result of that fraction of demand unmet by the still insufficient purchases of finished 
goods. 
 
The recent dynamic of bank credit has also been fundamental in the decline in activity in 
the private sector of the economy, particularly in the production of manufactured goods. 
As happened in the last quarter of 2018, nearly 20.0% of businesses in this sector 
pointed to insufficient access to financing as the second factor responsible for the 
decline in their performance23. Therefore, assuming that the contraction in credit has 
persisted following the increased downward pressure on the banking sector’s surplus 
reserves, it is likely that this sector has posted a bigger contraction this quarter 
compared to the first three months of the year.  
 

                                            
21 As input, we took accumulated real GPD for 2017Q4, added to the first three quarters of 2018, 
compared to annual 2013’s real GDP. 
 
22 Based on the findings of the Survey conducted by the Venezuelan Confederation of Industrialists 
(Conindustria): Encuesta de Coyuntura Industrial I Trimestre 2019. 
 
23 Idem 
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Moreover the sanctions have confronted activity in the real sector of the economy with 
an additional challenge: a new cycle of gasoline shortages. The lack of gasoline means 
limitations for freighting of merchandise and the public transport system, disrupting the 
already reduced cycles of local private business, particularly commerce. 
 
There is an old known additional element that needs to be taken into account: the 
collapse of public services. Since the nationwide mega power out during the first 
quarter, much has been written about how power outs have affected local economic 
activity, particularly the generation of crude derivatives and commerce24. Given the 
bigger cuts in public spending (which includes maintenance of the systems that supply 
utilities, entirely controlled by the public sector), it is foreseeable that these problems will 
persist and that, as a result, there will be further restrictions on the activity of the private 
sector in Venezuela. 

                                            
24 Acotan que fallas eléctricas afectan al comercio y a la banca. El Universal, March of 2019. 
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Demand down for the count 
 
The lack of credit has also had an impact on Venezuelans’ consumption decisions. 
Although historically the dynamic of consumer credit has depended on how agents 
decide how much to consume, the onset of hyperinflation has meant that this type of 
spending depends more on the availability of financing for leveraging it. In other words, 
the causality consumption –> credit has mutated to a relationship that is more credit –> 
consumption.  
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The drama in this dimension is greater if we take into consideration the recent 
orientation of wage policies. The last adjustment to the minimum wage was below what 
was expected, which meant a recovery in purchasing power of only 0.34 percentage 
points (pp). The severe external restrictions expected in the short term may force the 
Maduro administration to maintain this scheme of delayed adjustments, magnifying the 
extent of any adverse credit shock on the domestic absorption of goods.  
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The new wave of migration 
 
The adverse macroeconomic environment and political instability have brought about an 
increase in the flow of migrants. More than just another expression of our 
socioeconomic debacle, migration has presented bigger challenges for both the public 
and private sectors as the fraction of potential migrant qualified employment increases. 
Already at the start of 2018, a report by Bermúdez et al (2018)25 verified elements of 
interest in migrant typology:  
 

a) Besides the lack of security, food needs were the main reason given by 63.1% 
of emigrants for leaving the country. 

b) 59.2% of emigrants have university studies. 
c) 73.5% of emigrants were in the 20-39 year age group. 
d) 83.7% were either formal or informal laboring.  
e) 93.9% were prepared to send remittances. 

 
Assuming that Venezuelans’ living conditions have not improved, in either economic or 
social terms, it is reasonable to expect that migration will continue to increase and be 
concentrated in the active population following the pattern described above. The latest 
figures speak of a volume of migrants of close to four million of persons until July.26. 
 
If we apply these fractions, based on our estimations for 2018 and 2019, we are talking 
about a cumulative drop of 26.7% of the active population since 2017 to this year’s end. 
While the flow of remittances will continue to be favored by this flight of personnel, the 
effects on incentives for local employment will be uncertain based on the criteria 
explained in our Weekly Report N°40 of 2018: Remittances: An emerging factor in a sea 
of “it depends”. 
 
What we have in store 
 
Following the escalation of sanctions and given the effects of less credit, we updated 
our forecasts for expected behavior of local economic activity. Even when local agents 
take advantage in the very short term of the slowdown in the growth of prices, the 
recently introduced harsher penalties for failing to comply with the legal reserve 
requirements suggest that the government will have few incentives for abandoning this 

                                            
25 Bermúdez, Y. and others (2018). Informe sobre la movilidad humana venezolana: Realidades y 
perspectivas de quienes emigran. Fundación Entreculturas. 
 
26 According to data from the United Nations High Commissioner for Refugees (UNHCR). 
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strategy in the medium term. Consequently, we upraise our forecast of a drop in private 
consumption of close to 43.4%. 
 
The shortage of credit will also continue to affect the performance of the private sector. 
At the same time, the sanctions will present greater challenges in terms of the 
accumulation of external assets for imports, apart from modifying the scheme of 
incentives for investing in a partially sanctioned economy. This will mean that private 
sector manufacturing will continue to experience shortfalls in supplies of raw materials 
and capital goods.  
 
Given this situation and in a context of further cuts in public sector imports, we estimate 
a drop of 44.1% in private investment at end-of-year. This, together with the 
adjustments by public sector entities and the potential dynamic in the oil industry, could 
result in the Venezuelan economy posting a real contraction of close to 39.9%, larger 
than expected at the start of the year.   
 
Moreover, it is likely that political instability will add more uncertainty to Venezuelans’ 
decision making. This will not only generate more volatility in the setting of prices and 
the dynamic of private sector production, but it could also exacerbate migrations and 
their impact on the labor market for as long as there are no solutions to the political 
conflict. So, at Ecoanalítica we are considering an increase in our forecast for 
unemployment to 29.3% for 2019, with a fraction of formal employment between 16.0% 
and 36.5% of the total employees.  
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Monetary and Fiscal Policy: Burning land 
 
 
The second quarter of 2019 saw a continuation of the “race to rock bottom” in the fiscal 
accounts and in public sector revenues and spending, where what happens to the fiscal 
deficit depends on whether the government can cut its expenditures faster than its 
sources of financing shrink in real terms. This dynamic has a far from negligible 
counterpart in monetary movements, an inescapable nexus when the Central Bank acts 
as an appendix of the National Treasury in financing public spending.  
 
The slowdown in inflation analyzed in the section on Prices and exchange rate: Burning 
the emergency brakes is due to a series of measures taken by the government on the 
fiscal and, therefore, monetary fronts. Harking back to “fiscal deficit zero” it announced 
in August last year27, the government seems to be promoting a pro-cyclical type of fiscal 
adjustment in which it has opted for inhibiting economic activity to halt hyperinflation.  
 
Neutralizing the national banks 
 
On January 29th the Central Bank raised the rates of the ordinary and monthly legal 
reserves to 57.0% and 100.0%, respectively. Subsequently, on April 25th, the penalties 
the banks would have to pay if they failed to meet the daily legal reserve requirements 
were increased. This has forced the banks to maintain most of their deposits and 
monies received in accounts with the Central Bank, funds that are left idle and are not 
available to be used to grant loans.  
 
One way of arriving at an approximation of the aggregate effect of these measures is to 
estimate the actual legal reserve based on the money multiplier. Under this vision, the 
portion of money that banks retain in the Central Bank comes from the inverse of the 
additional money that the financial system adds to liquidity for every bolivar emitted by 
the Central Bank. So far this year, the actual legal reserve has gone from 52.9% to 
81.6% as at the close of June, reaching an all-time high of 88.1% in the week of April 
26th. 
 

                                            
27 Announcements of the “New Economic Beginning” made on August 17th, 2018  
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Effective banking reserves

 
 
On top of the legal reserve requirements, the banks now have less than 20.0% of 
deposits with which to cover weekly interbank clearing expenditures, bank drafts issued 
by public sector entities, and the buying and selling of foreign currency, plus the 
penalties for not selling sufficient foreign currency, among other things. In response to 
these restrictions on liquidity, several banks have found it necessary to resort to 
obtaining loans in the interbank and leveling market, with interest rates in the overnight 
market averaging 121.4% and hitting 130.4% on June 11th, their highest since 1998. 
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In the hands of the Central Bank 
 
With the reduction in the amount of credit the banks are able to grant, money supply has 
come to depend much more on the monetary base. The Central Bank is now in the 
catbird seat when it comes to monetary aggregates, which means how the mass of 
bolivars in circulation evolves ends up in the hands of the Central Government. 
Consequently, the average weekly growth of the monetary base has gone down from 
20.3% to 5.4% so far this year. 
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With this slowdown in generating money in the entire system, it is apparent that there 
has been a drop in seigniorage, i.e. the revenues obtained by central banks from money 
expansion. To expand our analysis, we can break seigniorage down into primary 
seigniorage, for which the Central Bank is responsible, and secondary seigniorage, 
which corresponds to the banking system.  
 
Since January, secondary seigniorage has experienced a considerable contraction from 
which it has not recovered, posting negative levels28 in 10 out of the 27 registered 
weeks, and falling to 99.2% below the average posted at the start of the year by the end 
of June.  
 

                                            
28 Which means losses due to money emission. 
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Seigniorage Evolution

Primary seigniorage Secondary seigniorage

 
 
As for primary seigniorage, it posted a slightly less sharp drop, with two weeks in which 
it returned to the levels of early January29. However, the general trend has been for it to 
contract, averaging 78.7% less at the end of the quarter than in January. 
 
One source of the monetary base worth special mention is the expansion in financing 
granted to nonfinancial state-owned companies30, which fell from an average weekly 
variation of 53.3% in January to 2.7% in June and remained practically unchanged 
between the weeks of March 8th and April 12th31. The devaluation of the official 
exchange rate added to a de facto depenalization of operations in the parallel market 
has increased PDVSA's margin of maneuver and that of its suppliers. The state-owned 
oil company receives more bolivars for the foreign currency it sells to the Central Bank, 
which reduces the need for financing by the Central Bank.   

                                            
29 As we noted in our Perspectives report for 2019-Q1: No country for the weak, this is actually equivalent 
to the level posted in October 2018. 
 
30 Almost all of them oil companies, which is reflected in the breakdown of this item up until December 
2016. 
 
31 The last month for which information published by the Central Bank is available. 
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Revolutionary austerity 
 
The drop in seigniorage in real terms is accompanied by a drop in/stabilization of real 
nonoil tax receipts, which closed June down 44.4% compared to the start of the year. A 
breakdown of the sources of tax receipts reveals that income tax was the closest to 
maintaining its stability with a drop of 36.1%, largely thanks to the fact that March is the 
month (also running over into April) when income tax is paid. In contrast the biggest 
drop was in customs income receipts, which have fallen by 57.4% so far this year. 
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These disparities in the real drops in taxes have repercussions on how the overall 
makeup of tax receipts breaks down. The tendency we noted at the end of the first 
quarter reverses, income tax and VAT maintain their supremacy in the total receipts 
(from 48.5% to 58.1% in one half-year), whereas customs duties and levies are 
practically disappearing (from 3.8% to 2.2%), both reflecting the drop in economic and 
commercial activity.  
 
To compensate for this restriction of local resources, the government has opted for 
reducing its spending in real terms by allowing the remunerations paid to workers on the 
public sector payroll to lag behind inflation, both in terms of the amounts of the 
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increases and the frequency with which they were granted. Since 2015, the government 
has decreed 21 minimum wage increases with an average of 11 weeks between each. 
In the second quarter there was only one minimum wage increase on April 25th32, 17 
weeks after the previous increase, making this the longest time between increases 
since 2017. 
 

Number
Adjustment 

date

Nominal 

adjustment 

(%)

Real change 

since last 

adjustment (%)

1 Feb-15 15.0 -1.9

2 May-15 20.0 -4.9

3 Jul-15 10.0 -13.5

4 Nov-15 30.0 -21.3

5 Mar-16 20.0 -21.6

6 May-16 30.0 -0.8

7 Sep-16 50.0 -26.4

8 Nov-16 20.0 -9.4

9 Jan-17 50.0 -2.9

10 May-17 60.0 -18.4

11 Jul-17 50.0 -5.4

12 Sep-17 40.0 -24.5

13 Nov-17 30.0 -43.1

14 Jan-18 40.0 -60.2

15 Mar-18 58.0 -52.1

16 May-18 154.7 -42.1

17 Jun-18 200.0 28.1

18 Sep-18 5,900.0 246.1

19 Dec-18 150.0 -86.7

20 Jan-19 300.0 10.7

21 May-19 122.2 -60.0

Sources: Official Gazettes, BCV and Ecoanalítica

Minimum wage adjustments since 2015

 
 

                                            
32 There was also only one raise in the first quarter, on January 14th. 
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The April raise was a nominal increase of 122.2%, putting the minimum wage up from 
VES 18,000 to VES 40,000, which, given inflation of 456.2% between the weeks of 
January 18th and April 16th33, resulted in a loss of real purchasing power of 60.0% at the 
time the new wage went into effect. Generally speaking, the increases in the minimum 
wage do not offset inflation posted between one increase and the next, which means 
that there is a reduction in real terms in the outlays the government has to make if the 
size of the public sector payroll remains constant.   
 
Given that the April 25th increase did not trigger a significant reaction in terms of prices, 
the government may think that these more timid and less demanding raises from the 
money emission point of view serve as a valve for balancing the fiscal accounts in 
bolivars, with monetary illusion being the biggest component of the compensation 
granted in response to demands for wage increases.  
 
A Faustian fiscal pact 
 
The lags in wage adjustments added to a 500.0%34 increase in the base price of the 
bags of subsidized staples distributed by the Local Production and Supply Committees 
(CLAPs) in June and a drop of 50.3% in the amounts potentially allocated via the 
Bonuses of the Fatherland system in the second quarter point to the government being 
committed to a contractive fiscal adjustment in the medium term, given that a political 
reaction to the erosion of the governmental social protection network for its constituents 
would be insufficient for adopting a more expansive route.   
 
At Ecoanalítica we consider that the reduction in spending and the slowdown in money 
emission by both the Central Bank and the banking system are the main causes behind 
the slowdown in inflation described in the section on Prices and Foreign Exchange: 
Burning the emergency brakes. In theory, the government is attacking the fiscal root of 
hyperinflation, but in an extremely adverse environment from the point of view of foreign 
currency revenues and flows, which has considerable repercussions from the 
humanitarian point of view and in terms of production inertia.    
 
We expect the government’ strategy for the coming months will be to continue with its 
policy of containing credit and monetary activity, the latter by means of cuts in real 
spending, in the interests of curbing the increase in prices, with the breaking point for 

                                            
33 Even though the gazette with the decree is from April 25th, the date the new minimum wage comes into 
practice is on April 16th. 
 
34 From VES 1,000 to VES 6,000. 
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this fiscal strategy being either a sudden negative shock in its flow of external resources 
or a buildup of political instability.  
 
It cannot be considered that the government has beaten hyperinflation yet. The 
slowdown in prices has been achieved by forcing the population and the banking 
system to make huge sacrifices and leaving the Venezuelan State in a very vulnerable 
state of equilibrium. If for any reason the government decides to resort to monetary 
financing again, hyperinflation could spiral even more severely in an economy that is 
considerably weaker than at the start of the year.   
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The External Sector: Squinting to see the current account 
 
 
Given the assumptions made in the section on oil, we estimate a reduction of USD 9.5 
billion (33.7%) in net oil revenues in 2019 compared to 2018. Naturally, this will be a 
more binding restriction for the public sector and its management of the State’s external 
accounts.  
 
Despite projected growth of 42.8% in nonoil exports, driven mainly by the mining sector, 
we estimate that total foreign currency revenues will contract by an average of 11.2% 
each quarter in 2019.  
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Assuming that the international financial market continues to be closed to Venezuela in 
the present political context, the balance of payments’ current account should be at “t.” 
In other words, if the State is unable to borrow and its revenues contract, the only 
possible adjustment will be a cut in imports.  
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The following section evaluates the dramatic situation of Venezuelan imports from the 
points of view of quantities, types and provenance. It also analyzes the restrictive 
dynamic of the balance on the services and investment rent accounts as well as the 
oxygen provided by remittances in 2019. Last of all, it anticipates the most plausible 
optimization strategy that will be adopted by decision-makers with regard to the medium 
term. 
 
Venezuela imported nothing in the first quarter 
 
Given the absence of recurrent and reliable official data, at Ecoanalítica we measured 
Venezuela’s imports using the export data published by our eight main trading 
partners35. In the first quarter of this year, these data show a contraction year-on-year of 
55.1% (from USD 2.6 billion to USD 1.2 billion) and a contraction compared to the 
previous quarter of 59.4%.  
 
If we limit our evaluation to the post-sanctions only, the situation is even more dramatic. 
Between February and April, this group of imports posted a contraction of 65.9% 
compared to the same period in 2018. However, under the sanctions Venezuela has 
altered its pattern of imports and three new trading partners of weight have entered the 
picture: Russia, India and Turkey.  
 

                                            
35 In the past, the variation in the index made up of these eight countries has been a good estimator for 
the variation in total imports. 
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These three together have accounted for USD 164.2 million in additional imports so far 
this year (10.2% of the total). But, even if we consider these additional imports, the drop 
from the previous quarter was 62.7%, an extremely alarming figure.  
 
As a result of the new sanctions, imports from the United States as a proportion of total 
imports fell from 57.3% in 2018 to 27.8% on average between February and April. 
Several countries stepped in to take the place of the United States, and those that took 
up most of the slack as a percentage of total imports were China, Mexico, the European 
Union, India and Russia. 
 
A mitigating factor is that a part of the oil imports does not show up in the data. Since 
the entry into force of the US oil sanctions at the end of January, PDVSA has switched 
part of its sales over to a different payment collection format. Before crude was sold 
under contracts with payment at 90 days, but since February the company has sought 
crude-derivative swap agreements effective immediately.   
 
Based on this assumption, these moneyless trade agreements would not have been 
registered by our trading partners’ customs authorities, which means that imports could 
be slightly underestimated. However, the potential undervaluation of imports is only 
marginal compared to the debacle of the first quarter’s aggregates.  
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Restrictions during the rest of the year 
 
Oil revenues shrink and the external situation gets worse with every quarter that passes. 
When it comes to adjusting spending to a new external reality, there will always be 
some accounts that are more sensitive than others. For example, the balances on the 
services and oil imports accounts have proved to be the least sensitive to this 
adjustment, since these are existential expenditures for PDVSA.  
 
In fact, we have estimated only an 8.2% contraction in the service balance. In the 
medium term, balances on both services and rents will undergo significant changes due 
to the expiry of the OFAC’s General License 8 at the end of July. From that point on, 
PDVSA’s strategy will be focused on meeting its Asian trading partners’ requirements, 
which means that there will be incentives for western companies to repatriate their 
assets and capital and PDVSA will have to look for new service providers at a higher 
cost and of a lower quality.    
 

Concept 2018 1Q2019 2TQ019 3Q2019 4Q2019 2019

Total Income 30.7 6.9 6.0 5.3 4.1 22.3

Other imports (USD MMM)* 9.1 0.8 0.6 0.5 0.9 2.7

Balance in Services 6.2 1.4 1.4 1.4 1.4 5.8

Balance in Rents 8.0 1.8 1.8 2.0 2.2 7.9

Current Transfers -2.0 -0.6 -0.6 -0.7 -0.7 -2.7

External debt service (USD MMM) 4.5 0.3 0.6 0.2 0.2 1.2

Private capital outflow (Net) -2.3 -0.4 -0.3 -0.2 -0.2 -1.1

Total Expenses 23.4 3.3 3.5 3.2 3.7 13.7

Retained oil income by the USA 0.0 -1.9 -1.1 0.0 0.0 -3.1

Net Flow with China -4.2 -0.8 -0.8 -0.8 -0.8 -3.2

Net Flow with Russia -3.2 -0.7 -0.6 -0.6 -0.6 -2.5

Net Result -0.1 0.2 -0.1 0.7 -1.0 -0.2
Sources: BCV, Menpet, Pdvsa and Ecoanalítica

*A 90 days lag is considered according to the dynamic of the oil market.

1 The reexportation effect is considered out of a proportion of the imported barrels.

*Non oil imports are considered, as w ell as non reexportable oil imports.

Estimated Hard Currency Cashflow (2019)

 
 
Moreover, the Venezuelan State has to deal with a substantial amount in obligations 
acquired involuntarily. In recent years PDVSA and the Republic have lost lawsuits 
brought against them by a variety of companies, the most prominent being 
ConocoPhillips, Gold Reserve and Crystallex.  
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Post-ruling agreements have been negotiated with these three companies and, in 
theory, partial payments should be made to all three each quarter. In the case of Gold 
Reserve, partial payments should be monthly and the final payment (USD 285 million) 
should have been made in June 2019. Failure to honor any of the three agreements 
would mean a renewed risk of an embargo on foreign assets.  
 
In addition, Venezuela is steadily paying down its bilateral debts with China and Russia, 
as explained in detail in the section on oil. In the case of China, debt servicing will 
average USD 801 million a quarter this year, and in Russia’s case USD 633 million, for 
a total of USD 5.7 billion by year-end between the two. So, servicing our debt with 
Russia and China will be 11.8% more than our total estimate for imports in 2019.  
 
Possibly the only new trend that will lighten the load of the external debt is the increase 
in remittances. According to the Central Bank, the balance on the current transfers 
account in 2018 came to USD 2.0 billion, for an increase of 1,021% compared to 2016. 
For 2019 we project an increase in the balance on this account of up to USD 2.7 billion, 
which will provide oxygen for a part of private sector imports in an economically 
complicated year. 
 
Who is shouldering the cost of the cut in imports? 
 
Just as the cut in imports was not symmetrical in terms of either country of origin or type 
of product, at Ecoanalítica we estimate that, whereas oil imports contracted by 41.0% 
in 1Q2019 compared to the previous quarter, nonoil imports experienced a contraction 
of 66.0%.  
 
Even though the reduction in oil production marginally reduced the need to import 
diluents, oil imports continued to be the priority for the sustainability of the political 
model in the long term. In fact, the responsibility for nonoil imports (food, medicines, 
etc.) fell disproportionately on the shoulders of the private sector at the start of the year. 
So, public sector nonoil imports contracted by 83.3% in the first quarter compared to 
1Q2018, whereas private sector imports contracted by 48.2%. 
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For the rest of the year we expect total quarterly imports of close to USD 1.3 billion on 
average, in line with the resources available. As for oil imports, they are expected to 
drop to a relatively stable level by year-end of USD 530 million in 4Q2019.  
 
Given the cash restrictions resulting from making the final payment to Gold Reserve, in 
theory, imports should have gone down by 18.8% in 2Q2019 to balance the accounts. 
However, a default on this last coupon could be somewhat costly in political terms and 
public sector nonoil imports in the quarter could have more than doubled. Until official 
data or information on imports is available there is no way of knowing what happened.    
 
With regard to the last quarter of the year, there is a somewhat unusual situation. On 
the one hand the conditions in 3Q2019 are conducive to there being an increase in 
public sector nonoil imports of USD 777 million (up 368.0% from 2Q2019); and on the 
other, in 4Q2019 there will be severe restrictions on cash flow due to the hits oil 
production will take as a result of the expiry of the OFAC’s last general licenses and the 
disintegration of PDVSA’s production model due to internal factors.  
 
Bearing in mind the seasonal political factors in the fourth quarter of the year, it would 
be logical to think that decision-makers would prefer to build up reserves in the third 
quarter to ensure a desirable level of nonoil imports in the last months of the year.  
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In addition, from the point of view of financial optimization, it would be the best time to 
postpone collection of payment on as many crude sale contracts as possible. Instead of 
collecting in advance and accepting high discounts, PDVSA would use this window for 
potentially accumulating foreign currency in order to go back to the old model of 
collecting payment at 90 days, but at face value.   
 
Closing the year and looking at the future 
 
With the above strategy, there could be a scenario in which the public sector closes 
4Q2019 with half of the non-oil imports level in 4Q2018 but the triple of 1Q2019’s level. 
Using a potential buildup of funds in 3Q2019 as leverage and drawing down a 
marginally less-than-large portion of the international reserves or extra-budgetary funds, 
the regime could close the year importing a mediocre amount of subsidized staples for 
distribution by the Local Supply and Production Committees (CLAPs), pork loins and 
other Christmas fare, which, in any event, would be more than households are 
expecting, accustomed as they would be to considerably worse living conditions during 
the three preceding quarters.  
 
2020 will be another year marked by the non-servicing of the debt with Rosneft. The 
freeing up of USD 633 million or 119 kb/d of crude a quarter could provide the public 
sector’s precarious financial situation with a little oxygen and make it possible to 
temporarily maintain 2018’s deplorable levels of imports.  
 
However, even if there are no new sanctions or if the OFAC’s additional general 
licenses do not expire, we believe that oil production will continue to slowly collapse, 
and with it public revenues. This collapse will generate additional contractions in public 
sector imports and in the amount of rent shared out among the groups of power. The 
latter could generate sufficient discontent to upset the present unstable political 
equilibrium.    
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Prices and the Exchange rate: Burning the emergency brakes 
 
 
Now that the first half of the year is behind us, the price situation in Venezuela looks 
quite different from what it was in 2018, which might seem counterintuitive. The second 
quarter of 2019 saw the continuation of a slowdown in inflation that started in February 
this year, so much so that, during this period, the monthly and weekly rates of inflation 
were the lowest registered since the start of the hyperinflationary episode to which the 
Venezuelan economy has been subjected for 20 months. 
 
This slowdown may spread to the exchange rate. After remaining effectively immobile in 
February and March, the foreign currency price markers have gone up continuously 
throughout the quarter, although at an average speed that is comparatively lower than in 
previous months.  
 
Both behaviors are attributable to an aggressive policy adopted by the government and 
the Central Bank focused on containing the exchange rate and prices by restricting the 
expansion of liquidity. These developments have forced us to adjust our end-of-year 
estimates for both markers (prices and exchange rate), although the sustainability of the 
measures that are permitting these results cannot be considered to be guaranteed yet.  
 
Opening the parachute at terminal speed 
 
January 2019 posted the highest inflation in Venezuela’s history (261.2%) following the 
announcements of a series of economic measures36. In the week of January 25th 
inflation went as high as 67.7% and at the end of the month the government raised the 
rates of the legal reserve requirements once again. The following weeks saw lower 
levels of inflation and starting in the week of February 8th, there were 21 weeks in a row 
with weekly inflation below 15.0%, with the inflation in the week of June 7th being the 
lowest in a sample of 78 weeks from January 2018.  
 
 

                                            
36 They include the 300.0% increase in the minimum wage, the increase in the foreign exchange reserve, 
and changes in the tax collection system. 
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This general trend is reflected in the figures published by the Central Bank on May 29th, 
four years after its last publication. Even though there are differences in the monthly 
inflation calculated by Ecoanalítica and the monthly indicator published by the Central 
Bank37, which results in substantial differences in cumulative inflation38, the direction of 
both measures points to an upturn in inflation at the start of the year followed by a sharp 
drop between the first and second quarters.  
 
When the increase in prices slows down, the dispersion between the inflations of the 
different items is compressed, which makes the process of adjusting relative prices 
slightly less volatile. However, the differences between items are sufficiently big to result 
in considerable changes in relative prices, something that is more noticeable when 
items with more aggressive increases are compared with others that have chronically 
lagged behind. 
 

                                            
37 Most notably in February, when the Central Bank reported inflation of 144.4% and Ecoanalítica 

inflation of 60.4%.  
 
38 According to the Central Bank, accumulated inflation between January and April was 1,046.9%; 
Ecoanalítica puts it at 1,240.9%.  
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During this period of changes39 between goods, Transport continued to be adjusted 
since October last year and became more expensive compared to all the other items, its 
smallest change in relative prices being compared to Foods and non-alcoholic 
beverages (489.7%) and its highest compared to Education services (3,939.9%). After 
Transport, Foods and non-alcoholic beverages experienced a more extensive change in 
relative prices, becoming more expensive that 11 of the other 12 items. 
 

 
On the other side of the isle, the item of education services experienced the largest 
delay in its price increase, which translates in a lower relative price in relation to all other 
items. A similar situation is seen with Housing rent, which saw a fall on its relative price 
in relation to all other items, save for education services.  
 

                                            
39 The matrix represents the relative changes of the items that occupy the first column to the left respect 
to the items over each column; with colors stating if there was a relative cheapening (blue) or a relative 
increase (orange). 
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The relative price matrix shows a situation in which the items that became relatively 
more expensive are those that tended to weigh more in the weightings40 of the 
Nationwide Consumer Price Index (NCPI) and accounted for a greater proportion41 of 
consumption in the most disadvantaged strata of the population. This also implies a 
price liberalization, wheatear it is by a relaxing of state mandated controls, or the 
appearance of alternative suppliers that operate within and outside the officially 
recognized market. 
 
New schemes, same problems 
 
On January 28th, the Central Bank established a nominal exchange rate anchor of VES 
3,200/USD around which it was to orient its foreign exchange intervention policy. 
Although the Central Bank managed to contain the unofficial exchange rate around that 
mark in February and March, in the second week of April, it started to go up faster and 
the Central Bank adjusted its anchor to VES 5,200/USD on April 23rd. 
 
Less than one week after it established the new anchor, the US Treasury Department 
included the Central Bank on its list of sanctioned Venezuelan entities. The risk of being 
subjected to sanctions for having dealings with the Central Bank prompted 
correspondent banks and institutions to stop their operations in the DICOM system.  
 
Although disbursements via DICOM had been falling since November, after sanctions 
were imposed, the amounts disbursed to companies disappeared completely. On May 
2nd the Central Bank announced the launching of a new foreign exchange system and 
on May 10th the last DICOM auction was held.  
 

                                            
40 Foodstuff and non- alcoholic beverages 32.2% and Transport 10.8%. 
 
41 Foods and non-alcoholic beverages represent 95.0% of homes expenses of the D-E stratum to 
calculate the NCPI. 
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On May 13th the Central Bank’s system of money desks went into operation42. State-
owned and private banks set up foreign exchange desks where their customers, both 
companies and private individuals, are able to “buy and sell dollars with no restrictions.” 
The average exchange rates resulting from these operations in the banks, and weighted 
by volumes traded, feed the calculation of the reference exchange rate used by the 
Central Bank. 
 
The exchange rate resulting from the money desks was in line with the Central Bank’s 
nominal anchor for about three days. Since then the Central Bank has allowed the 
reference marker to go up by 29.5% to VES 6,733/USD at the end of June. As for the 
premiums between the parallel market and official exchange rates, they were at 11.6% 
and 31.4% by the end of the quarter, up 9.6 and 8.5 percentage points, respectively, 
compared to the start of the quarter.  
 

                                            
42 Resolution 19-05-01 published in Gaceta Oficial 41,624. 
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In theory, establishing the money desk system is tantamount to recognizing the 
unofficial corporate market. However, at Ecoanalítica we consider that this is a long 
way from being able to be considered an effective “decontrol” of the exchange rate 
system43. The absence of information on the amounts traded would indicate that the 
system is still not deep enough to absorb the unofficial market. Moreover, on May 28th, 
the Central Bank updated the regulations for the foreign exchange desk system44 and 
included provisions for performing automatic interventions via the compulsory sale of 
foreign currency to banks45 with the intention of increasing supply and containing the 
exchange rate.  
 
Not only does this explicit authority to intervene in the market take flexibility away from a 
nominally “free” system, but direct contact with the Central Bank exposes it much more 

                                            
43 Even accompanied by a de facto depenalization of operations in the parallel market. 
 
44 Resolution 19-05-03. 
 
45 The effects of these and other rules regarding the functioning of the foreign exchange system were 
added to the restrictions imposed on the national banking system by the Central Bank; their impact on 
liquidity is examined in greater depth in the section on Monetary and fiscal policy: Burning land. 
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to US sanctions, which could prompt companies and banks to avoid it as far as 
possible.  
 
Will the appreciation continue? 
 
The slowdown in the growth of inflation and the exchange rate is not symmetrical. The 
exchange rate has lagged behind inflation in six of the 23 weeks since the Central Bank 
started its containment policy, resulting in an average weekly loss of the dollar’s 
purchasing power46 and, therefore, in the cost of living in dollars becoming more 
expensive. 
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46 The losses or gains in the dollar’s purchasing power are calculated by estimating the percentage 
change of the difference between the rise in the Exchange rate over the rise in prices. 

© 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

                            43 / 51



 

 
 

44 

 

Year 15, Number 2 
Quarter II 

 
 

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. 

 
The increase in the exchange rate during the second quarter in an environment in which 
the policy of restricting credit was maintained and stepped up indicates that there are 
still forces in the demand for foreign currency that the government has not been able to 
cater to, specifically those associated with pessimism regarding political developments 
in the short term and the need for foreign currency to maintain production processes 
and the transactional use of dollars as a substitute for the bolivar  in a de facto process 
of dollarization.  
 
Given these forces, we estimate that the exchange rate will continue to climb and that it 
may close the year at around VES 82,875.6/USD, our most conservative estimate, and 
equivalent to an increase of 1,002.5% in the next quarter. However, we consider it will 
not be enough to counteract the rise in prices, which are driven in part by the increase in 
the exchange rate due to the pass-through effect. At Ecoanalítica we forecast that 
inflation next quarter will be 2,237.9% to close the year at 63,015.0%. This implies that 
the exchange rate will continue to appreciate in relative terms, although at a slower 
pace than in the first half of the year.  
 
A disturbing calm 
 
The slowdown in inflation that started in the first quarter turned out to be much more 
persistent than we at Ecoanalítica thought initially. This relatively long period of 
“stability” could have had an impact on the expectations of economic agents, who now 
anticipate less aggressive price increases in the future. In fact, compared to what 
happened in January and in August last year, the wage increases decreed on April 25th 
were not accompanied by an upturn in weekly inflation. An occurrence that in the past 
would have triggered a spike in inflation went essentially unnoticed. 
 
As explained in the section on Monetary and fiscal policy: Burning land, this result in 
prices and the exchange rate is due to a pro-cyclical adjustment with recessive 
implications and potential political costs. The ability to maintain what seems to be a new 
status quo in the medium term is still not guaranteed. Unfortunately, the benefits of a 
relaxation of inflationary pressures and a relative appreciation, could be somewhat 
marred by the fact that those who have taken advantage of them are basically the 
companies and private individuals who have minimized the extent to which their real 
income has shrunk as a consequence of the recession.  
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Conclusion: Where is the ship headed? 
 
 
The facts and events analyzed in this report tell of the sharp decline that our economy 
has experienced in a matter of months. Since December 2018 alone, our oil industry 
has ceased to produce more than 500 mb/d, a contraction only seen during the period 
1974-1975. 
 
On the oil front, we consider that the effects of sanctions will become more apparent in 
the second half of the year, preventing the local oil industry from being able to maintain 
2018 production levels. Specifically, we forecast a drop in average production of close 
to 503.3 kb/d, taking the supply of crude to levels not seen since the 1940s. The Maduro 
administration’s list of external allies gradually shrinks, not only on the oil front but also 
in financial circles following the recent decision taken by European/Asian entities to 
cease having commercial and financial dealings with the Venezuelan Government.  
 
We consider it feasible that the present administration, acting in consequence, will 
continue to partially restrict nonoil imports and selectively default on external debts 
(those for which ownership of Citgo has not been put up as collateral), with adverse 
consequences for local economic activity.  
 
Even with the slowdown in recent weeks, the local market continues to post prices that 
grow at monthly rates above the historic level of annual inflation in Venezuela since 
Chavismo came to power. Moreover, the adjustments behind this slowdown have 
exacerbated the decline in local economic activity, given that they are based 
fundamentally on restrictions on the mechanisms available to Venezuela’s private sector 
for coping with a greater loss of the bolivar’s purchasing power. This aspect could affect 
the credibility of the longevity of these adjustments in the eyes of the population, making 
their consequences less effective.  
 
Nevertheless, given the recent regulations that make the penalties for failing to comply 
with legal reserve requirements more severe and in the light of the effects these 
requirements have had on prices, there are no clear incentives for the Nicolás Maduro 
administration to refrain from using them as a means of controlling local hyperinflation, 
at least in the short term. Given this scenario, even with the less aggressive growth in 
local prices, we expect private consumption in 2019 to continue to drop at the rate larger 
than those predicted in our previous forecasts (43.4%).  
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Based on these limitations and taking into consideration the escalation in sanctions, we 
estimate a reduction in both public sector and private sector investment of close to 
40.3% over the same period, leading to a drop of 39.9% in local production, bearing in 
mind the oil production and import scenarios described earlier. 
 
Given the deterioration in the present economic and social environment and the climate 
of extreme political uncertainty that has prevailed in recent months, migrations will once 
again be the mechanism used by local agents to adjust to the political uncertainty that 
will intensify the contraction of a private sector suffering from shrinking human capital. 
We estimate, therefore, a reduction in the labor force and a rise of the unemployment 
rate to 29.3% in 2019 if the present conditions are maintained.  
 
Prices will continue to respond to the conditions imposed on the money market following 
the lower availability of credit and the restrictions imposed by the present administration 
on monetary financing by the Central Bank. Specifically, it is assumed that, given a 
severely contracted demand, prices will maintain monthly growth of close to 50% at 
least until the third quarter.  
 
However, we do not rule out the Nicolás Maduro administration resorting once again to 
financing by the Central Bank as a means for calming new social and economic 
tensions that arise as bigger cuts are made in imports and public spending in response 
to internal restrictions. This allows us to assume that there will be a new spiraling of 
prices only in the last quarter of the year, influenced besides by the seasonal nature of 
the generation of money as a result of the end-of-year bonuses. The most optimistic 
scenario puts annual inflation at close to 63,015.0% by the close of 2019.  
 
The foreign exchange tensions will continue, although they will be less marked than in 
2018. Upward pressures on the exchange rate will depend on the depth of the 
operations traded at the foreign exchange desks, besides the private sector’s capacity 
to generate capital in foreign currency, a more continuous use of the dollar as a means 
of exchange, and the expectations of agents themselves regarding the success of the 
measures that have already been taken on the monetary front and any future measures.   
 
Those factors will validate the continuance of the real appreciation at least until the third 
quarter, when we expect there to be bigger increases in the exchange rate (and gains in 
real terms) as potential monetary surpluses at that time channel the creation of 
coverages against hyperinflation.  
 
As has been customary, at Ecoanalítica we consider that companies should focus on 
taking advantage of the current stability of the exchange rate by creating coverages 
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against higher inflation in the future. So, the import business offers a good source of 
income in the short term, even on a small scale. Given less aggressive but persistent 
hyperinflation, companies should focus on handling their inventories with emphasis on 
high-turnover products. In view of the expected contraction in credit, companies should 
design mechanisms that encourage self-sustainability, particularly in activities that 
generate flows intended for covering the heavy operating burdens that are expected in 
the short and medium terms.     
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Tables 
 

Variables 2017 2018 (*) 2019 (*) 2020 (*) 2021 (*) 2022 (*)

Output indicators  (Annual changes on %)  1/

Gross Domestic Product (GDP) -14.7 -24.7 -39.9 -8.4 5.1 10.4

Domestic Aggregate Demand -18.8 -21.3 -42.2 -8.1 6.8 9.7

Total Consumption -14.5 -20.1 -40.6 -8.3 7.4 9.4

     Public consumption -23.3 -20.0 -30.0 -4.9 2.2 9.1

     Private consumption -11.9 -20.2 -43.4 -9.4 9.2 9.5

Gross fixed capital formation -39.3 -31.6 -40.3 -12.0 3.7 12.1

     Public gross capital formation -42.4 -29.4 -39.0 -11.1 3.2 11.4

     Private gross capital formation -30.0 -37.0 -44.1 -14.7 5.1 14.5

Total exports -9.8 -18.4 -18.5 -12.3 -3.3 15.9

     Oil exports -12.0 -26.4 -28.0 -26.9 -19.3 31.0

     Non-Oil exports -2.0 13.3 9.9 9.9 5.0 8.0

     Exports of services -1.6 -1.7 -12.2 12.0 5.0 5.0

Total imports -34.4 2.5 -34.2 -10.7 4.8 11.8

     Imports of goods -37.9 6.4 -36.5 -9.9 6.0 10.4

     Imports of services -24.2 -6.8 -27.9 -12.7 1.8 15.3

Real results by sectors (Annual changes on %) 1/

     Per capita GDP -16.0 -26.9 -40.9 -9.9 3.3 8.7

     Oil GDP -8.9 -22.4 -18.7 -13.8 5.3 11.4

     Non-Oil GDP -15.7 -25.5 -46.0 -6.9 4.8 10.1

Prices indicators (Annual changes on %)

NCPI-based inflation, eop  (2007 = 100) 2,874 2,106,601 63,015 3,738.6 161.8 84.1

NCPI-based inflation, aop  (2007 = 100) 1,405 1,202,524 84,084 7,566.3 467.8 90.7

CPI-based inflation, eop  (2007 = 100) 2,658 1,715,138 67,987 3,321.0 151.8 84.2

CPI-based inflation, aop  (2007 = 100) 1,295 929,155 90,882 6,758.9 442.8 90.2

WPI-based inflation, eop  (2007 = 100) 2,636 2,867,397 74,377 5,785.1 141.8 21.9

WPI-based inflation, aop  (2007 = 100) 1,588 1,261,797 99,983 10,537.2 454.3 54.9

Official exchange rate, eop (VES/USD) 2/ 0.03 638.2 75,699 3,481,257 11,979,993 25,000,272

Official exchange rate, aop (VES/USD) 2/ 0.02 86.9 16,915 1,205,904 8,030,074 18,458,090

Non-Official exchange rate, eop (VES/USD) 2/ 1.11 739.7 82,876 3,481,257 11,979,993 25,000,272

Non-Official exchange rate, aop (VES/USD) 2/ 0.29 115.1 18,093 1,207,181 8,030,074 18,458,090

1/ End of period (in real terms, 1997 prices).Otherwise, it will be indicate. All real data (including prices) correspond to Ecoanalitica's estimations.

2/ Numbers under "optimistic" scenarios.

(*) Forecasts. Additional projections are available upon request to atencionalcliente@ecoanalitica.net, or to luisb@ecoanalitica.net

Source: Ecoanalìtica  
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Variables 2017 2018 (*) 2019 (*) 2020 (*) 2021 (*) 2022 (*)

Money market (Annual changes on %)

Monetary aggregates

     Money Base (BM) 1,737.1 43,949.9 19,921.1 1,723.8 126.8 99.3

     Money (M1) 1,132.5 63,236.2 11,060.0 3,328.5 189.7 96.0

     Broad money (M2) 1,123.7 63,108.6 11,038.0 3,333.3 191.7 102.4

     Monetary multiplier (M2/BM) 1.3 1.8 1.0 1.9 2.5 2.5

Interest rates (levels, %)

     Bank lending rate (average) 21.5 21.9 36.3 50.7 28.3 17.0

     Time- deposit rate (average) 15.0 14.9 27.1 46.2 24.3 13.0

External sector (Annual changes on %)

Balance of payments

     Export of goods (USD MM) 33,731 32,597 23,363 17,595 15,160 19,741

     Export of goods 27.4 -3.4 -28.3 -24.7 -13.8 30.2

          Oil exports (USD MM) 31,931 30,090 21,257 15,197 12,546 16,764

          Oil exports 27.0 -5.8 -29.4 -28.5 -17.4 33.6

     Total imports (USD MM) 11,895 13,012 6,753 6,212 6,769 7,679

     Total imports -33.8 9.4 -48.1 -8.0 9.0 13.4

     Trade balance (USD MM) 21,074 19,585 16,610 11,383 8,391 12,062

     Trade balance (USD MM) -6,164 -6,213 -6,209 -5,504 -6,128 -7,515

     Rents and transfers (USD MM) -8,486 -6,401 -6,337 -1,328 -11,242 -7,556

     Current account balance (USD MM) 6,424 6,971 4,063 4,552 -8,939 -2,969

     Current account and financial balance (USD MM) -2,527 -3,732 -3,467 -2,038 21,325 17,864

     Balancing item (USD MM) -6,241 -4,053 -1,428 -1,528 -6,111 -7,638

     BOP balance (USD MM) -2,344 -814 -831 986 6,275 7,257

     Gross International Reserves (USD MM) 9,663 8,836 7,998 8,980 15,255 22,512

     Operative International Reserves (USD MM) 2,599 2,897 3,306 6,472 12,747 19,519

Oil sector

     Oil crude production (PDVSA's definition, mb/d) 1,975 1,508 1,001 693 758 973

     Precio Cesta petrolera Venezuelana (USD/b) 45.4 63.7 58.4 60.8 62.6 63.8

Demographics and labor indicators (Annual change, %)

Population

     Total Population (thousand) 31,977 32,521 33,074 33,636 34,208 34,755

     Labour force (thousand) 14,176 12,422 10,389 10,047 10,520 10,997

Labour

     Unemployment (% of labor force) 9.4 16.1 29.3 26.1 18.9 14.6

     Minimun wage (%) 555.2 98,474.6 9,725.5 1,850.3 120.0 75.0

1/ End of period (in real terms, 1997 prices).Otherwise, it will be indicate. All real data (including prices) correspond to Ecoanalitica's estimations.

2/ Numbers under "optimistic" scenarios.

(*) Forecasts. Additional projections are available upon request to atencionalcliente@ecoanalitica.net, or to luisb@ecoanalitica.net
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Variables 2017 2018 (*) 2019 (*) 2020 (*) 2021 (*) 2022 (*)

Real output indicators (Annual changes on %) 
1/

Gross Domestic Product (GDP), by sectors

Agriculture -5.0 -3.0 -25.0 -5.0 12.0 5.0

Minig 2.1 1.3 -20.3 -8.0 4.3 9.7

Manufacturing -29.8 -25.1 -45.2 -17.3 10.8 14.0

Construction -5.5 -10.2 -30.0 -8.0 9.4 17.4

Water and electricity -10.8 -24.4 -31.9 -17.0 2.8 3.3

Commercial sector and remediation services -32.0 1.6 -32.7 -18.5 12.0 11.5

Transport and storage -23.9 -45.1 -64.9 -7.9 -3.4 10.8

Communications -11.9 -18.6 -31.8 -5.3 11.9 6.1

Financial institutions and insurance companies -30.4 -40.5 -55.0 -7.8 19.4 20.0

Government services -30.2 -30.6 -49.8 -3.5 11.1 18.5

Other services 22.2 -39.8 -78.2 24.3 -51.1 -24.2

Non-oil goods -17.4 -16.1 -33.6 -10.9 9.8 10.9

Non-oil services -15.0 -29.5 -52.2 -4.2 1.5 9.5

1/ End of period (in real terms, 1997 prices).Otherwise, it will be indicate.

(*) Forecasts. Additional projections are available upon request to atencionalcliente@ecoanalitica.net, or to luisb@ecoanalitica.net

Source: Ecoanalìtica  
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