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Venezuela update:

geopolitical shockwaves

Beyond reshaping Venezuela’s political
future, we believe the move by the US to
seize President Nicolds Maduro is likely to
reverberate across global energy markets
and security debates. For investors, the
implications may range from oil price
volatility to a renewed focus on political risk
in emerging markets.

Christian Schulz, Alexander Robey,
Chief Economist Portfolio Manager
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Key takeaways

* We believe US intervention in Venezuela,
including Maduro’s capture, signals a major
geopolitical shift with implications for regional
stability and global security debates.

+ Oil markets could face short-term volatility and
long-term uncertainty — a recovery in Venezuelan
production could take years and require
massive investment.

* Investors should, in our view, monitor ripple
effects across emerging market debt, currencies
and equities, while considering hedges against

energy price swings and political risk.
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On 3 January, US forces captured Venezuelad’s
internationally contested president Nicolds Maduro,
bringing him to the US for legal proceedings over alleged
drugs offences. In a subsequent press conference,
President Donald Trump suggested the US would be
“running” Venezuela for an interim period until the
country is stabilised. The US has not signalled snap
elections or any role for opposition leader and Nobel
Peace Prize winner Maria Corina Machado. As yet,

there are no mass protests to overthrow the remainder
of the Maduro government. Instead, US Secretary of
State Marco Rubio is aiming to control Venezuela by
threatening the country’s new leader (and Maduro’s
former deputy) Delcy Rodriguez with further intervention
unless she complies with US demands. These demands
fall into two key areas — opening up Venezuela’s oil
reserves for exploitation by US firms and cutting all links
with Iran, China and Russia.

Who will pay?

A key question for Venezuela, but also for the US could
soon be money: the US administration suggested that
proceeds from Venezuelan oil would partly compensate
the US government and firms for past expropriations.
According to Columbia University estimates, international
oil companies’ claims total USD 20-30 billion, which could
be settled through debt-for-equity swaps or future oil-

linked repayments.

However, we believe oil revenue is unlikely to be a quick
fix for Venezuela's finances. Restoring production by 1-2
million barrels per day will take 5-10 years and up to USD
100 billion in investment. Immediate relief seems unlikely;
in fact, instability could depress Venezuelan output and
push oil prices higher in the short term.

With money flows to Venezuela from former allies
potentially drying up, US financial support and potentially
an International Monetary Fund programme may be
necessary. Over time, this could reduce political support
for the action in the US, while also raising the issue of a
sovereign restructuring in Venezuela, where, in a best-case
scenario, we expect repayments of 40 to 50 cents to a

dollar — see our earlier analysis.

Where will the US intervene next?

The second big question is what the Venezuela action
means for geopolitics. US action in Venezuela is damaging
to China, which had been the recipient of 85% of remaining
Venezuelan oil exports. In our view, while the impact on
Chinese raw material costs is likely to be limited, China has
deep stakes in South America’s energy, infrastructure and
critical minerals industry, which could now be challenged.

The US has already issued warnings to other non-aligned
South American leaderships such as in Cuba, Nicaragua
and Colombia. Brazil and even Mexico could be at risk too.

In a positive scenario, a successful transition and economic
recovery in Venezuela could stabilise the region over

the medium term, allowing the return of many of the
seven million Venezuelan refugees and strengthening
pro-American political forces in the region sustainably.
However, past US interventions in South America have
rarely brought lasting stability. The US may struggle to
control Venezuela if the government resists pressure and

receives support from allies.

Alternatively, civil unrest could lead to new refugee
flows, destabilising the region and beyond. For example,
Europe has already absorbed hundreds of thousands of

Venezuelan refugees.

The risk of US intervention has also shifted to the north. On
Sunday, President Trump reiterated that the US “needs”
Danish Greenland. After US intervention in Venezuela,

the consensus view may be that a push to take over

the territory seems more plausible. A compromise with
Denmark and Europe might be found but could weaken
Europe’s perceived security further.

Many commentators are focusing on whether the US
breached international law and lowered the bar for similar
actions by other major powers such as China and Russia.
Time will tell, but Europe and other US allies may face
more pressure to strengthen their defences and reduce
dependence on the US. The appearance of a headline on
Frankfurter Allgemeine Zeitung discussing Germany'’s
need for domestic nuclear armaments is a telling sign of
how far the security debate has shifted.


https://www.energypolicy.columbia.edu/qa-on-us-actions-in-venezuela/
https://www.allianzgi.com/en/insights/outlook-and-commentary/venezuela-instability-market-implications
https://www.faz.net/aktuell/politik/inland/braucht-deutschland-eigene-atomwaffen-accg-110812729.html
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Potential market implications

Investors may consider maintaining hedges for oil
price volatility amid the potential ripple effects —in
Venezuela and beyond - of the US intervention:

* Energy and commodities — We think there is the
potential for short-term gains for oil prices during the
present instability, as well as medium-term downside
risk for prices as Venezuelan supply recovers. Gold
could benefit.

* Emerging market debt - If Venezuela regains market
access, we believe sovereign spreads in neighbouring
countries may compress as stability improves.
Distressed debt investors may also find opportunities
in bonds issued by the Venezuelan state or Petréleos
de Venezuela (the state oil company, known as
PDVSA).

e Currencies — In our view, oil-exporting currencies
(such as the Colombian peso) may weaken if global
energy prices fall. The Canadian dollar could be
weaker if the US pivots south for energy supply.
South American FX could strengthen on improved
sentiment but would remain volatile during the
transition, especially in non-US-aligned countries.

* Equities — We think South American financials and
infrastructure may benefit from capital inflows if
reforms materialise. China-related sectors (eg, heavy
industry, manufacturing) could face cost pressures
from higher raw material prices. European defence
and the broader European sovereignty topic could

see new support.

* Risk management - Investors may consider
maintaining hedges for oil price volatility and
monitoring political risk in Brazil and Colombia as

potential offsets to regional stability gains.
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The document is for use by qualified Institutional Investors (or Professional/Sophisticated/Qualified Investors as such term may apply in local
jurisdictions).

This document or information contained or incorporated in this document have been prepared for informational purposes only without regard to the
investment objectives, financial situation, or means of any particular person or entity. The details are not to be construed as a recommendation or an
offer or invitation to trade any securities or collective investment schemes nor should any details form the basis of, or be relied upon in connection with,
any contract or commitment on the part of any person to proceed with any transaction.

Any form of publication, duplication, extraction, transmission and passing on of the contents of this document is impermissible and unauthorised. No
account has been taken of any person’s investment objectives, financial situation or particular needs when preparing this content of this document. The
content of this document does not constitute an offer to buy or sell, or a solicitation or incitement of offer to buy or sell, any particular security, strategy,
investment product or services nor does this constitute investment advice or recommendation.

The views and opinions expressed in this document or information contained or incorporated in this document, which are subject to change without
notice, are those of Allianz Global Investors at the time of publication. While we believe that the information is correct at the date of this material, no
warranty of representation is given to this effect and no responsibility can be accepted by us to any intermediaries or end users for any action taken on
the basis of this information. Some of the information contained herein including any expression of opinion or forecast has been obtained from or is
based on sources believed by us to be reliable as at the date it is made, but is not guaranteed and we do not warrant nor do we accept liability as to
adequacy, accuracy, reliability or completeness of such information. The information is given on the understanding that any person who acts upon it or
otherwise changes his or her position in reliance thereon does so entirely at his or her own risk without liability on our part. There is no guarantee that
any investment strategies and processes discussed herein will be effective under all market conditions and investors should evaluate their ability to
invest for a long-term based on their individual risk profile especially during periods of downturn in the market.

Investment involves risks, in particular, risks associated with investment in emerging and less developed markets. Any past performance, prediction,
projection or forecast is not indicative of future performance. Investors should not make any assumptions on the future on the basis of performance
information in this document. The value of an investment and the income from it can fall as well as rise as a result of market and currency fluctuations
and you may not get back the amount originally invested.

Investing in fixed income instruments (if applicable) may expose investors to various risks, including but not limited to creditworthiness, interest rate,
liquidity and restricted flexibility risks. Changes to the economic environment and market conditions may affect these risks, resulting in an adverse effect
to the value of the investment. During periods of rising nominal interest rates, the values of fixed income instruments (including short positions with
respect to fixed income instruments) are generally expected to decline. Conversely, during periods of declining interest rates, the values are generally
expected to rise. Liquidity risk may possibly delay or prevent account withdrawals or redemptions.
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