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CARACAS: Venezuela will start issuing new banknotes
tomorrow after slashing five zeros off the crippled bolivar-but
analysts warn the measure will do nothing to arrest a worsen-
ing economic crisis.

President Nicolas Maduro has described the move as a
“great change” as the government attempts to halt spiraling
hyperinflation that the International Monetary Fund predicts
will hit a staggering one million percent this year.

Maduro blames Venezuela’s financial woes on opposition
“plots” and United States sanctions-but he admits that the
government will “learn as we go along” when it comes to the
currency redenomination. Uncertainty, doubt and skepticism
reign. “If you maintain the fiscal deficit and the disorganized
emission of money (to cover it), then the crisis will worsen,”
economist Jean Paul Leidenz told AFP.

Oil-rich Venezuela is in a fourth year of recession and has
been hamstrung by food and medicine shortages, as well as
failing public services such as transport, electricity and water.

Oil production accounts for 96 percent of Venezuela’s rev-
enue but that has slumped to a 30-year low of 1.4 million bar-
rels a day, compared to its record high of 3.2 million 10 years
ago. The fiscal deficit is almost 20 percent of GDP while
Venezuela struggles with an external debt of $150 billion. And

there’s a good reason the redenomination hasn’t generated
renewed hope or investor confidence: Venezuela has done
this before. Maduro’s predecessor and revolutionary hero
Hugo Chavez stripped three zeros off the bolivar in 2008, but
it was not enough to prevent hyperinflation.

‘Failure’ 
Electronic transactions are set

to be suspended from Sunday to
facilitate the introduction of the
new notes, known as the sover-
eign bolivar to differentiate it
from the current, and ironically
named, strong bolivar. The largest
will be worth 500 bolivars, equiv-
alent to 50 million in today’s
money-or eight dollars on the
black market.

Towards the end of 2016, Venezuela’s largest currency
denomination was 100 bolivars-but less than a year later the
government had started issuing 100,000 bolivar notes, which
are now almost worthless. Oliveros warned that the new bank
notes will face the same fate as the last ones “within a few

months” if hyperinflation is not brought under control.
According to Leidenz, Venezuela is trying to emulate Brazil,
which replaced its old cruzeiro currency with the real in the
1990s after the former was destroyed by hyperinflation.

But he said that will not work because of the government’s
fiscal indiscipline and a lack of
financing.

Cryptocurrency confusion 
The government, though, has

ploughed on, with Maduro insist-
ing the bolivar would be
anchored to the country’s widely
discredited petro cryptocurren-
cy, along with new salary and
pricing systems.

Venezuela launched the digital
currency in a bid for liquidity to

try to circumvent US sanctions, with Maduro saying it would
be backed by the country’s oil reserves. Since the presale of
the petro ended in March, the government claims to have
received $5 billion in offers, yet five months later there is
“enormous confusion,” Leidenz said.

Cryptocurrency rating site ICOindex.com has branded
the petro a “scam” while the US has banned its nationals
from trading in it.  “Anchoring the bolivar to the petro is
anchoring it to nothing,” said economist Luis Vicente
Leon, director at polling organization Datanalisis. Right
from the outset, it has not been clear how the petro would
operate, nor what being backed by oil means. But it is one
of a raft of seemingly desperate economic measures
announced by Maduro’s government to try to fix the
country’s economic meltdown.

Earlier this week, Maduro also announced a curb on heavi-
ly subsidized fuel in a bid to prevent oil being smuggled to
other countries. Subsidies would only be available to citizens
registering their vehicles for a “fatherland card” the opposition
has decried as a mechanism to exert social control over oppo-
nents. Fuel subsidies have cost Venezuela $10 billion since
2012, according to oil analyst Luis Oliveros, but without them
most Venezuelans would not be able to buy fuel. Meanwhile,
two weeks ago, Venezuela loosened its vice-like grip on cur-
rency controls in a bid to attract foreign investment.

It ended the government’s monopoly over foreign curren-
cies, which had created a black market where the dollar could
change hands for 30 times its official rate. — AFP
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CARACAS: A customer shows Bolivar bills while at a gas station in Caracas where people queueing for petrol on Friday for the uncertainty about the price and availability of gasoline from
Monday on, when the new currency with five fewer zeros starts circulating in Venezuela. — AFP

S&P cuts Turkey debt
rating further, projects 
2019 recession
WASHINGTON: Global ratings agency S&P on Friday cut
Turkey’s debt grade for the second time in four months, moving
it further into junk territory and predicting the country will go
into recession next year. The agency downgraded the rating a
notch to ‘B+’ and pointed to the weakening of the Turkish lira
in the past two weeks, amid an overheating economy and high
debt levels. Moody’s likewise cited the weakening lira and
downgraded Turkey’s debt to Ba3 from Ba2, also citing the
declining lira, “heightened concerns” for the central bank’s
independence and “the lack of a clear and credible plan” to
address the causes of recent financial troubles.

The currency has come under increased pressure amid the
worsening dispute with the United States, including President
Donald Trump’s decision to double tariffs on steel and alu-
minum imports from the country. “The downgrade reflects our

expectation that the extreme volatility of the Turkish lira and
the resulting projected sharp balance of payments adjustment
will undermine Turkey’s economy,” S&P said in a statement. 

“We forecast a recession next year. Inflation will peak at 22
percent over the next four months, before subsiding to below
20 percent by mid-2019.” The declining currency is increasing
pressure on indebted local companies, which also could harm
the balance sheets of domestic banks, the statement said.

“Despite heightened economic risks, we believe the policy
response from Turkey’s monetary and fiscal authorities has so
far been limited.” The dispute and war of words between
Trump and Turkey’s President Recep Tayyip Erdogan has
escalated over Ankara’s jailing of American evangelical pastor
Andrew Brunson since October 2016, who Trump has said is a
“hostage.” US Treasury Secretary Steven Mnuchin warned on
Thursday the United States would impose more sanctions
unless Brunson was released. Turkey fired back threatening to
respond to any additional US action.

The lira has plunged as investors fret about Erdogan’s influ-
ence over monetary policy. Heavy selling in recent weeks has
spread to other emerging market currencies and global stocks
and deepened concerns about the economy, particularly
Turkey’s dependence on energy imports and whether foreign-

currency debt poses a risk to banks. On Friday, Turkey’s bat-
tered lira weakened 3 percent after a Turkish court rejected an
American pastor’s appeal for release, drawing a stiff rebuke
from President Donald Trump, who said the United States
would not take the detention “sitting down”.

China support
China supports the Turkish government’s efforts to safe-

guard security and economic stability and believes that it will
overcome its “temporary difficulties”, China’s top diplomat,
State Councillor Wang Yi, told Turkey’s foreign minister yester-
day. China’s foreign ministry said in a statement that Wang had
made the comments in a phone call with the Turkish minister,
Mevlut Cavusoglu. The Turkish lira has lost a third of its value
against the dollar this year as worsening relations between
NATO allies Turkey and the United States added to losses
driven by concerns over President Tayyip Erdogan’s influence
on monetary policy. Cavusoglu spoke about the current situa-
tion in Turkey during the phone call and said his government
was willing to strengthen strategic communication with China,
the statement said. Beijing first commented on the issue on
Friday in a foreign ministry statement in which it offered moral
support to Turkey. — Agencies

ANKARA: A seller prepares his stall at a market in the cen-
ter of Ankara. Customers and shopkeepers say the diplo-
matic spat with Washington and the crash of the Turkish
lira have strongly affected their daily lives. — AFP


