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Venezuela on edge as Maduro 
unveils raft of financial reforms

CARACAS: Uncertainty reigned in Venezuela on
Saturday after President Nicolas Maduro
unveiled a major economic reform plan aimed at
halting the spiraling hyperinflation that has
thrown the oil-rich, cash-poor South American
country into chaos.

Ahead of a major currency overhaul today,
when Caracas will start issuing new banknotes
after slashing five zeroes off the crippled bolivar,
Maduro detailed other measures he hopes will
pull Venezuela out of crisis. Those measures-
revealed in a speech to the nation late Friday-
include a massive minimum wage hike, the fifth
so far this year. 

But analysts say the radical overhaul could
only serve to make matters worse.

“There will be a lot of confusion in the next
few days, for consumers and the private sector,”
said the director of the Ecoanalitica consultancy,
Asdrubal Oliveros. 

“It’s a chaotic scenario.”
Three of the country’s leading opposition

groups-Primero Justicia, Voluntad Popular and
Causa R-have rejected the reform plan and
called for a day of protest tomorrow. 

‘Pure lie!’ 
The embattled Maduro, a former bus driv-

er and union leader, said the country needed
to show “f iscal  discipl ine” and stop the
excessive money printing that has been regu-
lar in recent years.

The new currency, the sovereign bolivar-to
distinguish from the current, and ironically
named, strong bolivar-will be anchored to the
country’s widely discredited cryptocurrency,
the petro.

Each petro will be worth about $60, based
on the price of a barrel of Venezuela’s oil. In the
new currency, that will be 3,600 sovereign boli-
vars-signaling a massive devaluation.

In turn, the minimum wage will be fixed at
half a petro (1,800 sovereign bolivars), starting
Monday. That is about $28 — more than 34

times the previous level of less than a dollar at
the prevailing black market rate. 

Maduro also said the country would have
one fluctuating official exchange rate, also
anchored to the petro, without saying what the
starting level would be.

As it stands, the monthly minimum wage-
devastated by inflation and the aggressive
devaluation of the bolivar-is still not enough to
buy a kilo of meat.

In the capital Caracas, residents were skepti-
cal about the new measures. “Everything will
stay the same, prices will continue to rise,” 39-
year-old Bruno Choy, who runs a street food
stand, told AFP.

Angel Arias, a 67-year-old retiree, dubbed
the new currency a “pure lie!”

‘Plots’ 
The International Monetary Fund predicts

inflation will hit a staggering one million percent
this year in Venezuela-now in a fourth year of
recession, hamstrung by shortages of basic
goods, and crippled by paralyzed public services.

Maduro blames the country’s financial woes
on opposition “plots” and American sanctions-
but admits that the government will “learn as we
go along” when it comes to the currency rede-
nomination.

His government pushed back Saturday
against criticism of the economic reform plan.
“Don’t pay attention to naysayers,” Information
Minister Jorge Rodriguez said. “With oil income,
with taxes and income from gasoline price
hikes... we’ll be able to fund our program.”
Electronic transactions are set to be suspended
from Sunday to facilitate the introduction of the
new notes. 

Oil production accounts for 96 percent of
Venezuela’s revenue-but that has slumped to a
30-year low of 1.4 million barrels a day, com-
pared 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. Venezuela launched the

petro in a bid for liquidity to try to circumvent
US sanctions that have all but stamped out
international financing.

But there’s a good reason the redenomination
hasn’t generated renewed hope or investor con-
fidence: Venezuela has done this before.

Maduro’s predecessor Hugo Chavez stripped
three zeroes off the bolivar in 2008, but that
failed to prevent hyperinflation. Oliveros warned
that the new bank notes will crumble “within a
few months” if hyperinflation is not brought
under control.

According to economist Jean Paul 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 ‘scam’? 
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 actually means.

Maduro’s government is desperately grasp-
ing at straws to try to fix the country’s economic
meltdown.

Earlier this week, he announced a curb on
heavily 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”-which the
opposition has decried as a mechanism to exert
social control over opponents. Fuel subsidies
have cost Venezuela $10 billion since 2012,
according to oil analyst Luis Oliveros, but
without them, most people would not be able
to buy fuel. — AFP

Venezuelan 
shopkeepers 
alarmed by 
economic moves
PUNTO FIJO/SAN CRISTOBAL: After Venezuelan
President Nicolas Maduro’s 60-fold increase to the
minimum wage, storeowners on Saturday wrestled with
an anguishing decision: Close up shop or hit customers
with steep price hikes at the risk of sinking the business.

In a set of sweeping announcements that shocked
many Venezuelans, the socialist Maduro on Friday
ordered a 96 percent currency devaluation, pegged the
bolivar currency to the government’s petro cryptocur-
rency and boosted taxes as part of a plan aimed at
pulling the OPEC member out of its economic tailspin.

The measures especially spooked shopkeepers
already struggling to stay afloat due to hyperinflation,
government-set prices for goods ranging from flour to
diapers, and strict currency controls that crimp imports.
Many stores were closed on Saturday as owners hun-
kered down to consider the implications.

Economists warned that some companies would go
under, unable to shoulder the massive increase in
monthly minimum wage from 3 million bolivars to 180
million bolivars, or roughly $0.5 to $30. That will likely
increase unemployment and further fuel mass emigration
that has overwhelmed neighboring South American
countries. Jhonny Herrera, 41, owner of a hardware store
on the windswept Paraguana Peninsula in northern
Venezuela, said he would have to fire two employees
because he cannot afford to pay them, leaving him with
just one worker. When Venezuela was enjoying a
decade-long oil bonanza, he had 10 employees.

“I have thought about closing for good and leaving,
all the more so now with these increases. I have held
back due to my 14 year-old-son, who I would leave here
because I need to emigrate first,” said Herrera, sur-
rounded by stores that have been shuttered after their
owners fled the country.

To soften the blow, Maduro vowed that the govern-
ment would cover three months of the wage increase for
small and medium-sized companies. But he did not pro-
vide details and it remains unclear how his cash-starved
government would afford such a hefty payout or
whether the chaotic administration has the logistical
capacity to pay wages on time.

The Information Ministry did not respond to a
request for an explanation of the plan. Venezuela’s
opposition called for protests and a national strike
tomorrow, although recent attempts by the fractured
coalition to rally Venezuelans have had little impact.

Venezuela’s main business chamber, Fedecamaras,
said it did not have any estimates on the effects of the
measure yet, although local economists predicted a
heavy toll.

“A minimum wage of 180 million bolivars in this cur-
rent situation implies the closure of thousands of com-
panies and the unemployment of many people,” said
economist Luis Oliveros.

Bakery owner Luis Carballo, a 59-year-old who has
worked in the bread sector for 45 years, said he would
try to stay afloat but was full of dread.

“I have to increase prices ... And if I don’t sell, pro-
duction drops, and I have to suspend some of my
employees. I feel really badly,” said Carballo, as he
handed loaves to customers in the Andean city of San
Cristobal. Outside another bakery in San Cristobal,
security guard Victor Martinez fretted with a friend
about the measures. “This is worsening the situation. I’m
scared of losing my job,” said Martinez. — Reuters

WALL STREET WEEK AHEAD

Opposition groups plan protests tomorrow

Chinese Internet
stock sell-off 
may shake 
faith in FANGs
SAN FRANCISCO: A steep downturn in
heavyweight Chinese Internet stocks and
recent weakness in half of the so-called
FANG group have some investors wor-
ried that a key component of Wall
Street’s near-decade long rally may be
low on fuel.

Outstanding gains in Facebook,
Amazon, Netflix and Alphabet have
underpinned much of the US. stock mar-
ket’s rally in recent years, along with the
broader tech sector, but the group is
widely viewed as overbought and valua-
tions remain expensive. Backed up by
strong earnings growth and investor
confidence in Silicon Valley’s innovation
track record, the S&P 500 technology
index is up 16 percent in 2018, making
tech Wall Street’s top performer.

But a recent slump in China’s own
superstar technology stocks, brought
into sharper focus after Tencent Holdings
reported its first profit drop in almost 13
years on Wednesday, has increased wor-
ries about Wall Street dependence on a
handful top-shelf growth companies.

Shares of Tencent, China’s largest
social media and gaming company, have
fallen over 6 percent in the past two days
and are down by nearly a third from their
record high close in January.

“Tencent is a good proxy for global
growth and risk. Nowadays, with every-
thing being so momentum driven in the
market, if one thing goes, everything can
go,” said Wedbush Securities senior
trader Joel Kulina. Also unnerving tech
investors: Netflix and Facebook, which
along with Amazon and Google-parent
Alphabet make up the FANG stocks,
have fallen sharply since their June-quar-
ter reports.

With Netflix down 22 percent from its
record high close in early July, and
Facebook down 19 percent since July 25
due to fallout from privacy scandals,
some investors are questioning whether
“FANG” may be turning into “AG”. Even
with those worries, investors continue to
make the group a centerpiece of their
portfolios.

Amazon has surged over 60 percent
in 2018 and on Tuesday closed at a
record high. Alphabet is up 17 percent
year to date.

“FANG will continue to play a huge
role over the next two to three years,”
said Jake Dollarhide, chief executive offi-
cer of Longbow Asset Management in
Tulsa, Oklahoma. “They’re expensive, but
you have to hold your nose and buy
them.” The S&P 500 in recent days has
struggled just short of its January record
high and is up 6 percent year to date.
Even after recovering from a steep sell-

off in February, the S&P 500 is trading at
a relatively inexpensive 16.5 times
expected earnings, compared to 18.6
times earnings in January, according to
Thomson Reuters data. The S&P 500
technology index is trading at 18.7 times
earnings, compared to its high-point of
19.6 in late January.

The FANG stocks, plus Apple and
Chinese stocks Baidu, Alibaba and
Tencent, in August were the most crowd-
ed trade on Wall Street for the seventh
straight month, according to survey of
fund managers by Bank of America.

In crowded trades, most investors
share the same opinion, increasing the
potential for a volatile sell-off if senti-
ment changes.

Shares of US-listed Chinese technolo-
gy companies in recent years have been
caught up Wall Street’s tech rally, but
changes in their prices can also reflect
the outlook for China’s economy and
government regulation. With China
investors also worried about potential
fallout from a trade war between Beijing
and Washington, Chinese internet heavy-
weights Baidu and Alibaba have fallen 11
percent and 7 percent since the end of
June, respectively. US-listed shares of
Baidu and Alibaba both rose more than 1
percent on Thursday following selling
earlier in the week.

Facing losses on China tech trades,
global investment funds that own those
stocks may be tempted to sell some of
their US tech stocks to lock in profits.

“Over time, the breadth of the market
tends to narrow, you have smaller leader-
ship groups and once they begin to roll
over, which perhaps Tencent is telling us
is about to happen, then the broader
markets have more of a reason to sell
off,” said Peter Cecchini, managing
director and chief market strategist at
Cantor Fitzgerald in New York.

Amazon recently traded at 87 times
expected earnings, its lowest in over a
year. But many investors focus on the
Internet retailer and cloud infrastructure
company’s explosive revenue growth. By
that measure, Amazon appears expen-
sive, at 3.5 times expected revenue, its
highest level ever. — Reuters

CARACAS: People buy groceries at the municipal market of Coche, a neighborhood of
Caracas, on Saturday ahead of today when Venezuela will start issuing new ban-
knotes after slashing five zeroes off the crippled bolivar.  — AFP

NEW YORK: Traders work on the floor at the
closing bell of the Dow Industrial Average at
the New York Stock Exchange on Thursday
in New York.  — AFP


