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CARACAS: Venezuela’s money, the bolivar, is
sinking faster and faster under an intensifying
political and economic crisis that has left citi-
zens destitute and increasingly desperate.

Its depreciation accelerated this week, after

a disputed vote electing an al l-power ful
“Constituent Assembly” filled with allies of
President Nicolas Maduro, which the opposition
and dozens of countries have called illegitimate.
On Thursday alone, the bolivar slumped nearly

15 percent on the black market, to be worth
17,000 to one US dollar. In a year, the currency
has lost 94 percent.

The decline has been dizzying-yet largely
ignored by the government, which uses an offi-
cial rate fixed weekly that is currently 2,870 to
the dollar. Ordinary Venezuelans, however, refer
only to the black market rate they have access
to, which they call the “dolar negro,” or “black
dollar.” “Every time the black dollar goes up,
you’re poorer,” resignedly said Juan Zabala, an
executive in a reinsurance business in Caracas.

Salaries decimated 
His salary is 800,000 bolivares per month. On

Thursday, that was worth $47 at the parallel
rate. A year ago, it was $200. The inexorable
dive of the money was one of the most-dis-
cussed signs of the “uncertainty” created by the
appointment of the Constituent Assembly,
which starts work Friday.

As a result, those Venezuelans who are able
to are hoarding dollars. “People are protecting
the little they have left,” an economics expert,
Asdrubal Oliveros of the Ecoanalitica firm, said.
But Zabala-who is considered comparatively
well-off-and other Venezuelans struggling with
their evaporating money said they now spent
all they earned on food. A kilo (two pounds) of
rice, for instance, cost 17,000 bolivares.

The crisis biting into Venezuela since 2014
came from a slide in the global prices for oil-
exports of which account for 96 percent of its
revenues.  The government has sought to
monopolize dollars in the country through
strict currency controls that have been in place
for the past 14 years.  Access to them have
become restricted for the private sector, with
the consequence that food, medicines and
basic items-all  imported —  have become
scarce.

According to the International Monetary
Fund, inflation in Venezuela is expected to soar
above 700 percent this year. In June, Maduro
tried to clamp down on the black market trade
in dollars through auctions of greenbacks at the
weekly fixed rate, known as Dicom. There is also
another official rate, of 10 bolivars per dollar,
reserved for food and medicine imports. “Things
are going up in price faster than salaries,” noted
Zabala, who spends 10 percent of his income on
diabetes treatment, when he can. 

‘No limit’ 
Maduro has vowed that a new constitution

the Constituent Assembly is tasked with writing
will wean Venezuela off its oil dependency and
restart industry, which is operating at only 30
percent of capacity. But the president, who links
the “black dollar” with an “economic war”

allegedly waged by the opposition in collabora-
tion with the US, has not given details on what
would be implemented. On Thursday, Maduro
promised “speculators” setting their prices in line
with “the terrorist criminal dollar in Miami” would
go to jail. For the past four months, Maduro has
been the target of protests which have been
forcefully confronted by security units, resulting
in a toll of more than 125 deaths.  The opposition
says the new Constituent Assembly is an effort to
create a “dictatorship” along the lines of
Communist Cuba.

Against that backdrop of tensions, “there is no
limit on how far the black dollar can go,” accord-
ing to Ecoanalitica.  But a director of the firm,
Henkel Garcia said he believed the current black
market rate “didn’t make sense” and he noted
that in the past currency declines weren’t linear.

Oliveros said increased printing of bolivares
by the government was partly the reason for
the black dollar’s rise. “When you inject boli-
vares into the market, that means that compa-
nies, individuals go looking for dollars, which
are scarce,” he said, estimating that the shortfall
of dollars this year was some $11 billion. The
horizon is darkened further with big debt
repayments Venezuela has to make, for instance
$3.4 billion the state oil company PDVSA has to
reimburse in October. That debt is denominated
in dollars. —AFP

Venezuela currency crumbles at dizzying speed
Bolivar plunge leaves citizens destitute and desperate

CARACAS: Venezuelan Bolivarian National Guard officers stand guard outside of chief prosecutor’s office in Caracas, Venezuela yesterday. Venezuela’s currency, the bolivar, is sinking faster and faster under an
intensifying political and economic crisis that has left citizens destitute and increasingly desperate. —AP

LONDON: The global oil industry now
appears to be in the early stages of a
cyclical expansion which is likely to see
prices rise over the next few years, slow-
ly at first but then accelerating later.

Deep and long cycles in oil prices
have been the defining characteristic of
the industry since the 1860s. The boom-
bust cycle which started in late 1998,
with prices briefly below $10 per barrel,
and was only briefly interrupted by the
recession of 2008/09, ended in January
2016, with prices briefly below $28.

In the 18 months since then, the
industry has returned to an expansion
phase, with a gradual increase in prices
and drilling activity, much of it centered
on the shale plays of North America.
Most of the industry’s cyclical indicators
(production, consumption, stocks,
investment, employment, prices, costs)
point to a sustained upswing in activity
that is likely to continue in the short and
medium term.

Expansion phase 
Forecasting future movements in oil

prices will always be subject to an enor-
mous amount of uncertainty owing to
the complex and non-linear dynamics
of the oil market and all its sub-systems.
“We’ve never been any good at predict-

ing these cycles, neither when they
occur nor their duration. We don’t
spend a lot of time even trying,” Rex
Tillerson observed in 2016, when he
was still chief executive of Exxon.

“How the future is going to look, we
take no particular view on it, other than
to recognize that whatever it is today it
will be different sometime in the future,
and after that it will be different again.”

Price predictions have proved a reg-
ular graveyard for the reputations of
even the most skilled oil analysts. But
with the oil industry just emerging from
the deepest slump in a generation,
cyclical positioning strongly suggests
that prices are more likely to move
higher rather than lower in the next few
years.

The industry’s costs, which have
always been pro-cyclical, are also likely
to rise as the slack carried over from the
downturn is absorbed and the supply
chain tightens. The main uncertainty
centeres on how far and how fast oil
prices and the industry’s costs will rise
in the years ahead.

Experience suggests the expansion
is often slow and faltering at first and
then accelerates as inherited slack is
used up, memories of the downturn
fade and confidence improves.

Too fast, too soon 
The principal risk in the short term is

that prices and drilling rise too far too
quickly, overwhelming growth in con-
sumption, and sending the industry
back into a slump. Something like this
occurred in the first half of 2017, with
private equity investors, shale produc-
ers and hedge funds all trying to antici-
pate a cyclical recovery and pushing
drilling rates and oil prices too high.

The result has been an inevitable
setback, with oil prices falling from
their peak in February, r ig counts
apparently reaching a temporary
plateau, and more cautious positioning
from hedge fund managers. The long-
term cyclical recovery is likely to see
more of these mini-cycles, as oil prices,
capital investment, hedge fund posi-
tions and drilling expand unsustain-
ably and then fall back. The basic tra-
jectory, however, should remain one of
a long cyclical upswing over the next
few years.

Business cycle
The principal medium-term risk

comes from the global economy, with
the increasing probability of a reces-
sion in the advanced economies some-
time before the end of the decade. The

current economic backdrop is excep-
tionally favorable for the oil industry,
with a sustained expansion in business
activity and a gradual acceleration in
trade flows in most regions of the
world. But the major economies, like
the oil industry, are subject to long and
deep cycles in activity, which have an
impact on oil  demand and prices.
Unlike the oil industry cycle, which is in
the early stages of expansion, the
macroeconomic cycle in many of the
advanced economies looks increasing-
ly mature.

The US economy has expanded for
98 months, since hitting a trough in
June 2009, according to the National
Bureau of Economic Research’s
Business Cycle Dating Committee. The
cyclical business expansion is already
the third longest on record and will
become the longest if the economy is
still expanding in July 2019, surpassing
the long boom of the 1990s.

There is a l ively debate among
economists about whether business
cycles die of natural causes (because of
accumulating imbalances in invest-
ment, inventories and financial mar-
kets) or are murdered by policymakers
to control inflation or as a result of poli-
cymaking errors. —Reuters

HONG KONG: China plans to further tighten
the screws on overseas acquisitions by
Chinese companies and borrowing to fund
those transactions, and has started closely
scrutinizing the commercial aspects of the
deals, three people familiar with the move
said. The National Development and Reform
Commission (NDRC), and the Ministry of
Commerce (MOFCOM) are now reviewing deal
agreements in minute detail, said the people,
who work with various regulatory bodies and
Chinese companies on their acquisition plans.
The two bodies are asking companies looking
to buy assets overseas to justify terms, includ-
ing target valuations, deal premiums and
financing arrangements, they said.

This was particularly the case with compa-
nies not seen by the Chinese government as
“strategic,” they said. The tightened measures
have been issued as informal guidance by
Chinese regulators and have not been made
official yet, said two of the people.

The tightening of regulatory oversight for
outbound purchases comes as Beijing is crack-
ing down on some large domestic conglomer-
ates for their debt-fuelled acquisitions abroad of
assets ranging from hotels to movie studios.
The regulatory measures, if in place for an
extended period, could deter some companies

from making overseas acquisitions, and could
also weigh on outbound deal volumes in China.

China’s outbound M&A volumes nearly
halved in the first six months of this year to
$64.2 billion following a crackdown on capital
outflows, after Chinese companies spent a
record $221 billion on assets overseas in 2016,
according to Thomson Reuters data.

On top of tightened scrutiny of deal terms,
the country’s foreign exchange and banking
regulators are also looking to step up their
monitoring of loans made by the overseas
branches of Chinese banks, two of the people
said. Those two regulators - the State
Administration of Foreign Exchange (SAFE) and
the China Banking Regulatory Commission
(CBRC) - also plan to make it tougher for com-
panies to borrow overseas by pledging some
assets in China, the people said.

Borrowing funds from foreign banks and
overseas branches of Chinese banks by pledg-
ing real estate and other assets in the mainland
with local banks has been a common practice
for some companies looking to fund foreign
acquisitions. But some industry officials have
questioned the quality of those pledged assets,
and whether the lenders would be able to raise
money against those in case borrowers default-
ed on their repayment obligations. —Reuters
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