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Venezuela, the
country that sits on
world’s largest oil

reserves in the world, is
going through the worst
economic crisis in its his-
tory. It is on the verge of a
collapse as its economy
and political situation
have deteriorated.
Shortages of basic goods,
from food to medicine all incredibly scarce all around
the country as the government massively cuts
imports in a bid to save money. 

Hospitals are running dangerously low on medicine,
the public hospitals have fallen apart causing many
people including infants to die because of scarcity of
basic medical care. Inflation has reached ridiculous lev-
els, it is expected to be 1160  percent by end of 2017
and 2280 percent in 2018 if the government continues
running out of money and responded simply by print-
ing more money. Unemployment is set to surpass 25
percent and the employed people actually have just
meaningless salaries due to this hyperinflation.

How did the country get here? 
How did a country with such amazing wealth and

potential get this close to total disaster? To better
understand what is going on in Venzuela we need to
go back to 1998, upon the rise of Chavez’s power.
After he has been elected president he began his
reforms with a new constitution, socialist policies and
an extreme anti-US foreign policy. Due to increased
demand from China and other emerging markets, oil
prices rose again after many years, resulting in the peri-
od of higher oil revenues the history of Venezuela. With
all this money suddenly in their hands, the Chavez gov-
ernment began to make some amazing things, such as
promoting economic growth and fighting poverty

with many social programs. In 2005 Chavez signed a
decree on land reform that basically eliminated all
largest states to supposedly benefit the poor. In 2006
Chavez won his third presidential election which con-
sidered an overwhelming victory for him. 

Between 2005 and 2008, the country’s economic
performance was impressive. Poverty rates were
almost halved, and there were important improve-
ments in health and education. All this made him a
kind of hero in the eyes of many Venezuelans. After
he felt comfortable with the power, he began his
nationalization process. In January 2007 Chavez
announced key energy and telecommunications
companies to be nationalized. In June 2007 his
administration expropriated Exon Mobil ’s and
ConocoPhillips oil operations in the Orinoco belt
which basically meant seizing control of other assets
and operations. In February 2009 a referendum was
put out to vote to abolish the term limits on the presi-
dency which would allow Chavez to run again for
office once his term expired in 2012. 

Chavez succeeded to style himself a champion of
the poor during his 14 years in office, pouring billions
of dollars of Venezuela’s oil wealth into social pro-
grams. He sought to reduce inequality by lifting many
Venezuelans out of poverty. After he changed the
Constitution to be able to be re-elected as often as
possible, he used the country’s money to buy political
support from the army and accepted unprecedented
degrees of corruption in exchange for loyalty politics. 

The situation did not last for long and by the end
of 2009 Venezuela’s economy started shrinking fast.
At the same time tensions started rising with
Colombia over allowing the US to use their military
bases. Venezuela’s ties with Russia were growing fast.
Chavez was then forced to devalue the currency
against the US dollar to boost their local economy but
the move had a very negative effect on the country.

By 2012 things in Venezuela started to turn for the
worse, as the government printed more money, infla-
tion was getting out of hand and the oil prices were

at an all-time low for his presidency. In the mean-
time, poverty levels and social indicators stopped
improving, and the economy stagnated. In fact,
Venezuela’s economic performance after 2008 has
been the worst in Latin America. On top of that, neg-
ligence and corruption of the government allowed
crime rates to skyrocket. 

Chavez died of cancer in April 2013. His closest
confidante and at the time Vice President Nicolas
Maduro became the interim president. With the death
of Chavez and fall in oil prices, the situation had only
got worse. Since Nicolas Maduro, took office in 2013
crime rates continued to increase, inflation reached
180 percent, the economy fell into a recession and
poverty was on the rise again. Throughout 2016
protests arose and the people started blaming
Maduro for the economic crisis.

On March 2016, 29th the Supreme Court in
Venezuela dissolved the Parliament. This of course did
not augur well for the Venezuelan people who have
gone through very tough times lately. This decision
was reversed three days later but it was too late given
the protests had already erupted all around the coun-
try. President Nicolas Maduro declared a state of emer-
gency in May 2016 which despite being challenged by
the opposition controlled National Assembly was
backed by the Supreme Court. Venezuela is the per-
fect example of how even a promising, wealthy coun-
try can be a victim of a charismatic leader being
seduced by power, and a corrupt government unable
to learn from their mistakes. 

Where the economy is heading for? 
The International Monetary Fund (IMF) has pre-

dicted that the Venezuelan economy will contract by
8 percent in 2016. While it shrank around 5.7  percent
in 2015. The economic situation is bleak and analysts
are predicting that it will only get bleaker. The IMF
estimated that inflation could rise to as much as 720
percent in 2016 tipping Venezuela into collapse. The
country is also heavily in debt with no immediate

means of paying off what it owed. According to the
Telegraph, around $116 billion is due over the next
two decades, with a fifth of payments are due in the
next two years.

Depending on a single commodity
Venezuela is an example of extreme dependency

on oil which accounts for a shocking 95 percent of
Venezuela’s export revenues. Venezuela’s economy
has been through some exceptionally positive spells
in recent history. However as the price of oil drastical-
ly declined in the last two years the current economic
crisis is distinctly caused by changing prices.
According to IMF estimates, the Venezuelan state
earned around $80 billion through oil in 2013 the
year Maduro took over as President. However, the
projected figure for 2016 is only between $20-25 bil-
lion. Venezuela also has a problem with violence and
crimes levels and has one of the world’s worst homi-
cide rates. Therefore, analysts are worried that
increasing public anger could result in bloodshed.

The government failed to use their surplus in the
short run to substitute oil for a more sustainable
source of revenue. Indeed, the recent oil price decline,
created a major problem for the Venezuelan econo-
my. As a major exporter of oil, its budget saw a mas-
sive deficit which naturally led to chaos. 

Reliance on imports 
The heavy dependence on oil revenues means

that the economy is import-driven and not self-suffi-
cient which makes the economy is vulnerable to any
shock. This indicates, once again, a lack of long-term
strategic planning and myopia that left Venezuela
worse off, both economically and politically. 

Any oil dependent economy must shift towards
something more sustainable in the long run, and
developing various types of industries, to ensure that
it does not rely purely on external imports in order to
sustain its economy and avoid being vulnerable to
any chock in oil prices.

Venezuela’s worst economic crisis: What went wrong?

SPECIAL REPORT
CARACAS, HOUSTON: Venezuela’s unrav-
eling socialist government is increasingly
turning to ally Russia for the cash and cred-
it it needs to survive - and offering prized
state-owned oil assets in return, sources
familiar with the negotiations told Reuters.

As Caracas struggles to contain an eco-
nomic meltdown and violent street protests,
Moscow is using its position as Venezuela’s
lender of last resort to gain more control
over the OPEC nation’s crude reserves, the
largest in the world. Venezuela’s state-
owned oil firm, Petroleos de Venezuela
(PDVSA), has been secretly negotiating since
at least early this year with Russia’s biggest
state-owned oil company, Rosneft - offering
ownership interests in up to nine of
Venezuela’s most productive petroleum
projects, according to a top Venezuelan gov-
ernment official and two industry sources
familiar with the talks. Moscow has substan-
tial leverage in the negotiations: Cash from
Russia and Rosneft has been crucial in
helping the financially strapped govern-
ment of Venezuelan President Nicolas
Maduro avoid a sovereign debt default or a
political coup.

Rosneft delivered Venezuela’s state-
owned firm more than $1 billion in April
alone in exchange for a promise of oil ship-
ments later. On at least two occasions, the
Venezuelan government has used Russian
cash to avoid imminent defaults on pay-
ments to bondholders, a high-level PDVSA
official told Reuters. Rosneft has also posi-
tioned itself as a middleman in sales of
Venezuelan oil to customers worldwide.
Much of it ends up at refineries in the
United States - despite US sanctions
against Russia - because it is sold through
intermediaries such as oil trading firms,

according to internal PDVSA trade reports
seen by Reuters and a source at the firm.
PDVSA and the government of Venezuela
did not respond to requests for comment.
The Russian government declined to com-
ment and referred questions to the foreign
ministry and the ministries of finance and
defense, which did not respond to ques-
tions from Reuters. Rosneft declined to
comment. Russia’s growing control over
Venezuelan crude gives it a stronger
foothold in energy markets across the
Americas. Rosneft now resells about
225,000 barrels per day (bpd) of
Venezuelan oil - about 13 percent of the
nation’s total exports, according to the
PDVSA trade reports. That’s about enough
to satisfy the daily demand of a country the
size of Peru.

Venezuela gives Rosneft most of that oil
as payment for billions of dollars in cash
loans that Maduro’s government has
already spent. His administration needs
Russia’s money to finance everything from
bond payments to imports of food and
medicine amid severe national shortages.

Venezuela’s opposition lawmakers say
Russia is behaving more like a predator
than an ally. “Rosneft is definitely taking
advantage of the situation,” said Elias Matta,
vice president of the energy commission at
Venezuela’s elected National Assembly.
“They know this is a weak government; that
it’s desperate for cash - and they’re sharks.”

Matta echoed many others in the oppo-
sition-majority congress who have blasted
corporate deals they say are underpinning
Maduro’s efforts to establish a dictatorship.
The Venezuelan government has said previ-
ously that Russia’s investment in its oil
industry shows confidence in PDVSA’s

financial stability and the nation’s business
opportunities. Maduro’s administration has
grown increasingly dependent on Moscow
in the past two years as China has curtailed
credit to Venezuela because of payment
delays and the corruption and crime faced
by Chinese firms operating there, accord-
ing to Venezuelan debt analysts and two oil
industry sources.

Many multinational firms worldwide,
meanwhile, have all but written off their
Venezuelan operations amid the nation’s
tanking economy and chronic shortages of
raw materials. Rosneft is making the oppo-
site play - using Venezuela’s hard times as a
buying opportunity for oil assets with
potentially high long-term value. “The
Russians are catching Venezuela at rock
bottom,” said one Western diplomat who
has worked on issues involving Venezuela’s
oil industry in recent years. As other com-
panies shutter operations here, Rosneft has
expanded to an additional floor of its office
tower and added staff. The Russian firm has
poached PDVSA professionals and brought
in more Russian executives, two sources
close to Rosneft told Reuters.

The corporate expansion provides a
striking contrast to the scene on the streets
below these days, in the once-thriving
business district of Caracas.

As Rosneft staffers work in swanky offices
alongside posters of Russian President
Vladimir Putin and a bust of Hugo Chavez -
the late Venezuelan leader and socialist icon
- crowds of young men outside often throw
rocks and Molotov cocktails in escalating
protests of Chavez’ successor. Rosneft cur-
rently owns substantial portions of five
major Venezuelan oil projects. The addition-
al projects PDVSA is now offering the

Russian firm include five in the Orinoco -
Venezuela’s largest oil producing region -
along with three in Maracaibo Lake, its sec-
ond-largest and oldest producing area, and
a shallow-water oil project in the Paria Gulf,
the two industry sources told Reuters.

In a separate proposal first reported by
Reuters last month, Rosneft would swap its
collateral on 49.9 percent of Citgo - the
Venezuelan owned, U.S.-based refiner - for
stakes in three additional PDVSA oil fields,
two natural gas fields and a lucrative fuel
supply contract, according to two sources
with knowledge of the negotiations.

Under the proposal, Rosneft would also
take increased management control over
all the joint oil projects between the two
firms. Rosneft secured the collateral late
last year on a loan of $1.5 billion to PDVSA.

The negotiations over a collateral swap
are driven in part by a recent threat from US
President Donald Trump to sanction
Venezuela’s oil sector as punishment for
Maduro’s efforts to undermine the nation’s
elected congress. Rosneft has already been
sanctioned by the United States over
Russia’s annexation of Crimea from Ukraine
in 2014. Such actions require US firms to
end business relations with sanctioned enti-
ties.Maduro’s need for Russian cash played a
key role in a move by his political allies earli-
er this year that destabilized Venezuela’s
already teetering democracy, the top
Venezuelan government official told Reuters.
In March, the nation’s Supreme Court -
whose members are loyal to Maduro - took
over the powers of the opposition-controlled
National Assembly. A majority of elected
Assembly members opposed any new oil
deals with Russia and insisted on retaining
power to veto them. —Reuters

KUWAIT: Ahli United Bank’s (AUB) management
honored the Bank’s volunteering team for their
efforts and outstanding performance, which led
to the successful implementation of the Bank’s
charitable, cultural, religious  and social responsi-
bi l i ty  activit ies during the Holy Month of
Ramadan. 

During a special ceremony, which was attended
by the Bank’s management and led by Richard
Groves, AUB’s Chief Executive Officer, the Bank
highlighted its gratitude for the team’s strong spir-
it, which was reflected by having a robust and suc-
cessful social responsibility activity calendar dur-
ing the Holy Month of Ramadan. AUB, as part of its
continued commitment, developed an extensive
Ramadan program that included a range of social
activities. These included the distribution of thou-
sands of  Iftar and Sohoor meals in different areas
across Kuwait for those who had been fasting; vis-

iting orphanages and children at hospitals, and
presenting a host of gifts and gergean to them.
Moreover the Bank held a religious seminar for its
employees under the theme of “How do we pre-
pare for Ramadan?”, which was headed by Sheikh
Dr. Khaled Al-Mathkoor - Head of Shari’ah and
Fatwa Supervisory Board at AUB.

In addition, AUB launched a TV commercial to
celebrate the arrival of the Holy month. The TV
advertisement’s message was a welcoming one to
mark the arrival of the blessed month of Ramadan
and it achieved a very large number of viewers.
Furthermore, the Bank held its Ramadan Quran
Recitation competition in addition to its participa-
tion in an awareness drive to support autism
patients. As part of spreading religious awareness
across mainstream media, AUB, during Ramadan,
sponsored Al Rai TV’s ‘Ahadeeth Wa Ebar’ program,
which is hosted by Sheikh Dr Abdulaziz Al-Qassar,

a member and reporter  of the Bank’s sharia and
Fatwa Supervisory Board.

On this occasion, AUB pointed out that it is keen
to honor its Ramadan volunteering team for their
tireless efforts and commitment to serve the com-
munity. It is also an occasion to thank them and
promote the spirit of giving and for them to
become role models for other employees in the
coming years and in different initiatives.

In short, AUB reaffirms its commitment towards
supporting social responsibility activities as part
of its desire to play a vital role in serving society.
The Bank’s strategy focuses on developing its CSR
platform, especially during the Holy month of
Ramadan, in an effort to guarantee and ensure
the provision of the best possible activities each
year and that these are in line with the values of
the Holy month. Values that strengthen the Bank’s
social bonds with the local community.

KUWAIT: Kuwait Insurance Company
S.A.K. announced its financial results
for the first half ending 30 June 2017.
The results reported a net profit of
KD 6.5 million for
the first half of 2017,
compared to a loss
of (KD1.026 million)
for the same period
last year, showing an
increase of 735 per-
cent, with Earning Per
Share (EPS) at 35.29
fils, compared to a
loss of (5.55 fils) per
share for the same
period last year.

Mr. Sami Sharif,
CEO of Kuwait
Insurance Company
said in a press
release: the compa-
ny continues to maintain growth in
operational performance during the
first half of 2017 due to the imple-
mentation of business plan, which
include definite objectives to
achieve precise results and out-
comes in accordance to specific
timelines.Shareholders equity
reached KD 67.6million, compared
to KD 56.3 million in the first half of
2016, a growth of 20 percent. This
indicates company’s ability to pro-
tect it sassets and shareholders’
interests. 

Sami Sharif added that Gross
Written Premium reached KD 21.6
million, which shows an increase of
KD 1.1 million, i .e. 13 percent
growth compared to KD 20.5 million
recorded in first half in 2016. Total

Assets reached KD 164.3 million,
compared to KD 145.8 million in the
first half of 2016, showing an
increase of KD 18.5 million i.e.  13

percent. Sami Sharif
stressed that the
company’s Net
Profit showed
growth despite the
increase in Net
Technical Reserves
to reach KD 78.1
million for the cur-
rent period, com-
pared to KD 72.6
million for the same
period last year, an
increase of 7.5 per-
cent, which sup-
ports the compa-
ny’s ability to meet
its obligations.

He stated that the company has
always presented its willingness
to maintain  credibi l i t y  and to
show transparency by complying
with the rules and regulations of
corporate governance issued by
the Capital  Markets Authority,
which strengthens the company’s
position and manage the risks,
and i ts  abi l i t y  to  adapt  to  the
unstable economic environment. 

Sami Sharif ended the statement
by saying that during second half of
2017, Kuwait Insurance Company
will introduce new and innovative
insurance products, which will cre-
ate new segments, grow the size of
insurance market in Kuwait, and
accordingly increase the company’s
market share.

Leveraging loans to Caracas, Moscow snaps up oil assets

Richard Groves and group of the  Bank’s management among the volunteering team.
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