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Abstract
Devaluations may have an impact on multinational stock prices depending upon
the size of the country and whether they are anticipated or not. In an efficient
market, predictable devaluations on small countries should not impact stock
prices of large multinational companies. We analyze cumulative abnormal returns
(CAR) to five devaluations in Venezuela within the context of stiff exchange
controls. Our event study covers five years and uses daily stock prices for 110
multinationals with Venezuelan subsidiaries. We find evidence of significant
negative cumulative abnormal returns on stock prices on three devaluations,
reaching up to 2.10% over the event window. We interpret these results as
evidence of market myopia driven by financial statements converted into dollars
at highly overvalued official rates, despite subsidiaries not having access to
dollars at these prices.
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Introduction
1

In theory, investors and financial analysts are expected to price any present or foreseeable event that would affect a
company’s value. Yet, there are instances where loss aversion can lead investors to behave in myopic ways. Myopia,
a condition of the eye where closer objects appear clearly and distant objects are blurred, applies to investors that are
overly fixated in recent or present events at the expense of disregarding events that occurred in the distant past or are
relatively likely to occur in the future. While many macroeconomic events are considered unforeseeable shocks,
there are others of a more predictable nature that we can reasonably expect to be priced into the valuation of
companies. This paper finds evidence of abnormal returns in Multinational Corporations (MNC) with subsidiaries in
Venezuela during several foreseeable episodes of currency devaluation during the stiff exchange control regime that
has been in place in the country since 2003. Given the existence of a parallel exchange rate market running at huge
premiums over the official rates, and the fact that the most affected multinational companies were not even eligible
to receive official dollars, we argue these episodes reflect market inefficiencies in the form of myopia.
We are not the first to study the effect of currency devaluations on MNC prices. Models of international asset
pricing predict that foreign currency devaluations will have significant impact on asset prices and, to the extent that
devaluations affect the real cash flows of firms, security prices will also change (Stulz, 1981; Adler & Dumas,
1984). Glen (2002) studies 24 emerging markets using monthly stock returns and finds significant negative returns
in the months before, not after, the devaluation. Patro, Wald, and Wu (2014), using data from stock markets in 27
countries and about 85 announcements of devaluations, find that devaluations were anticipated by the local stock
markets with significant negative abnormal returns occurring even one year prior to these announcements. The
exchange rate system, relative size of the market, and predictability seem to be the keys in appraising the impact of
devaluation on MNC stock prices.
Our main contribution to the literature lies in our study of exchange rate devaluations in a small country (averaging
460% over the five years covered in our study) within the context of stiff exchange controls and a large parallel
exchange market premium. 1 In particular, we study a sample of 110 MNC trading at the NYSE and NASDAQ with
active subsidiaries in Venezuelan from 2010-2014, and find that the MNC were strongly hit by devaluations in
Venezuela, as measured by abnormal returns to their stock valuation. Our results are economically significant. When
the multiple official exchange rates of VEB 2.6/USD and VEB 4.30/USD combined resulting in VEB 4.30/USD on
December 30, 2011, we find average negative cumulative abnormal returns of 1.74%. 2 With the addition of a new
official exchange rate of VEB 11.30/USD on January 23, 2014, we find average negative cumulative abnormal
returns of 1.33% across our sample. Finally, when a third official exchange rate was added less than two months
later opening at VEB 51.86/USD, we find average negative cumulative abnormal returns of 1.36%. These strong
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Since 2003, the Venezuelan government has imposed a stiff exchange control regime while maintaining multiple fixed
exchange rates. These multiple official rates coexist with a parallel exchange market at significant premiums. MNC would be
affected by these devaluations as their Venezuelan subsidiaries (and all other Venezuelan firms) to import, for example, should
introduce requests to a government agency to purchase U.S. dollars from the Venezuelan Central Bank (VCB) at official rates.
From 2003-2014, VCB has announced five devaluations of the Venezuelan currency, the Bolivar Fuerte, following continuous
depreciation in the parallel-exchange market rate.
2
We use USD for United States dollars throughout the text.

2

negative returns are remarkable considering that Venezuela is a small country. 3 However, what is more interesting is
the fact that most companies operating in Venezuela did not have access to the “official” exchange rates. Even if
firms are obliged to present financial statements at the official exchange rate, and provisions for exchange losses are
discretionary, market analysts should understand that those devaluations should matter little for firms with limited if
any access to the subsidized exchange rate. For most companies in Venezuela, the relevant rate would be the parallel
exchange market rate, whose behavior follows a steady upward trend throughout the period of study.
The size of Venezuela and the little access to the official exchange rate are reasons to think that the market should
not react strongly to Venezuelan official exchange rate devaluations. However, the market appears to be ignoring
this. In fact, the impact of the Venezuela official devaluations on the MNC was widely reported in the media as
strongly affecting U.S. and European companies’ earnings and stock prices. 4
Whether the company was eligible to buy dollars at the official exchange rate was public information. Using this
differentiation, we restrict our sample to 81 MNC not even registered in the agency to buy dollars at the official
exchange rate. In this subsample, we find even stronger negative abnormal returns. We confirm average cumulative
abnormal returns of -2.10%, -1.14%, and -1.56% for the three events described above, respectively. These results
reinforce our hypothesis that the market is myopic when reacting to Venezuelan official devaluations that should
matter little, if any, for large MNCs operating in this small country.
Finally, we repeat our study restricting the sample to MNC that are active in industries that record exports from
Venezuela to the U.S. in that same year, and find our results to hold. Exporter firms are more likely to be positively
affected by a devaluation (e.g. an income statement effect) while, at the same time, are more likely to be hit as their
assets lose value in their balance sheets (e.g., a balance sheet effect). Yet, the overall effect among these firms
appears to be negative, hinting that the balance sheet effect is stronger than the income statement effect.
We interpret all of our results as suggestive evidence of market inefficiencies in the form of myopic behavior of
investors and international financial analysts. Most of the firms in our sample had no access to the exchange rate
being devaluated, and these devaluations had no impact on the rhythm of depreciation of the parallel exchange
market (running, on average, from 2010-2014 at premiums of 460%). Thus, the dollar values recorded on the
balance sheet of these MNC were artificially inflated, and the negative effects of devaluations in their accounting
cannot be considered an economic loss. The loss materialized well in advance of these events.
It is hard to find a rational explanation as to how the stock price of large, fully globalized MNC can suffer losses of
the magnitude reported in this paper in response to devaluations from a relatively small country such as Venezuela.
3

Venezuela represents less than 0.40% of the world gross domestic product (GDP) over the previous decade, a figure that is most
likely overestimated. Averages are calculated by the authors based on the World Development Indicators from 2004-2014.
4
Market Watch, January 11, 2010: “Venezuela Currency Devaluation Weighs on Avon, Telefonica,” Fierce Telecom, January
11, 2010: “Telefonica’s Stock Drops Amidst Venezuela’s Currency Devaluation,” The Sydney Morning Herald, January 12,
2010: “Venezuela Devaluations: U.S. Companies Face Earnings Hit,” Business News, February 11, 2013: “Venezuela
Devaluation Hits U.S., European Companies,” CNBC, February 14, 2013: “Why Venezuela’s Devaluation is Biting: Reports
Colgate-Palmolive, Halliburton, Avon, and Merck as Taking a Big Hit on Earnings,” The New York Times, July 8, 2014: “Profits
Vanish in Venezuela After Currency Devaluation,” Business News, February 2, 2015: “U.S. Companies Face Billions in
Venezuela Currency Losses, Reuters Analysis Shows,” and CNN Money, February 11, 2015: “Venezuela is Causing Havoc on
U.S. Companies.”
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More particularly, in addition to the existence of myopic investors, we find no other explanation as to how the
realization of these devaluations were not “priced-in” in the valuation of MNC operating in Venezuela.
The rest of the paper is organized as follows. Section 1 explains the Venezuelan exchange rate system and explores
its intricacies. Section 2 describes the data in our sample of MNC, the selection criteria, and includes the dates of the
events studied. Section 3 proposes an empirical framework to estimate the reaction of the MNC’s parents’ stock
price to devaluation events affecting their subsidiaries in Venezuela. Section 4 reports the results for the cumulative
abnormal returns of the MNC’s parents’ stock. It also contains a robustness check we have developed by running the
same event study on the MNC that had positive exports at some point of the period of analysis and, as such, could
have benefited from exchange rate devaluations. Section 5 provides our conclusions.

1. The Venezuelan exchange rate system
In February 2003, the Venezuelan government chose to implement an exchange control administered by the Central
Bank. Although the initial idea was to protect international reserves in the wake of falling oil prices and political
turmoil, the exchange control persisted throughout the prolonged oil bonanza registered from 2004-2014, and
remains in place today. Initially, Venezuela designed the system to have a single fixed official exchange rate that
would coexist with a parallel (semi-legal) market rate. Companies had to register at the Commission for the
Administration of Foreign Currency (CADIVI) and request access to official dollars for importing, servicing foreign
debt, or repatriating dividends. It is important to determine whether the company registered at CADIVI and whether
public information was available to analysts and the market.
Over the first two years of the exchange control, the official exchange rate was devaluated once a year. From March
2005-January 2010, that rate was fixed at 2.15 Venezuelan bolivars (VEB) per USD, despite inflation running at a
compounded annual growth rate of 18.6%. In early 2010, the parallel market became illegal. A massive appreciation
ensued inflating the profits of MNC in foreign currency as calculated at the official rates. The problem is that profits
were recorded at the official rates, regardless as to whether the company had access to dollars at those prices to
repatriate the dividends. Indeed, official authorizations issued by CADIVI to purchase dollars for foreign debt
service or dividend repatriation came to a halt in 2008, in the middle of the financial crisis that brought the price of
the Venezuelan oil basket from 117.6 (June) to 31.6 dollars per barrel (December) of that year. While prices
recovered and averaged more than 100 dollars per barrel in 2011, 2012, and 2013, authorizations and liquidations
for dividend repatriations remained close to zero, at least until the last quarter of 2011, when this information was
last publicly available. The process led to a massive overestimation of the retained earnings of multinational
companies operating in Venezuela, distorting the relative size and importance of the Venezuelan subsidiary within
the MNC.
Between early 2010 and 2014, five official devaluations of the official exchange rates occurred. Reuters reported on
February 10, 2015 that 40 major U.S. companies had substantial exposure in Venezuela and could collectively take
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billions of dollars in write downs. 5 By then, multiple official exchange rates coexisted with a parallel market, with
the ratio between the parallel exchange market rate and the lowest official rate running at a factor of 35.3. Using the
ten largest S&P500 companies with operations in Venezuela and switching the calculation of retained earnings in
foreign currency from the lowest official exchange rate to the highest would have resulted in estimated losses close
to USD 5.8 billion (McLaughlin, 2015).
Figure 1 illustrates the trajectory of the different official and parallel exchange market rates over the period of study
(2010-2014) in logarithmic scale. Notice that the parallel exchange market premium over the lowest official
exchange rate went from a factor of 1.9 (January 2010) to a factor of 29.3 (December 2014). In 2014, two additional
intermediate official rates were introduced (dotted lines). In total, five devaluations occurred from 2010- 2014. We
describe these events in the next section.

Figure 1. Venezuela: Multiple exchange rate system
(daily, in logarithmic scale)

It is important to stress, as evidenced in Figure 1, that these official devaluations did not affect the trend of the
parallel exchange rate. The parallel market would only react to changes in the fundamentals including an increased
supply of dollars at the official exchange rate, legal restrictions on parallel exchange trading, or inflation.

5

Business News, February 2, 2015.
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The official exchange rate significantly lagged inflation. Figure 2 represents the evolution of inflation, devaluation,
and depreciation from the initiation of the exchange control until the end of 2014. 6 Note that we use a logarithmic
scale to depict the accelerated evolution of these rates. To put it another way, from February 2003-December 2014,
the cumulative inflation was 1,776%, equivalent to a compounded annual growth rate (CAGR) of 28.1%. Over that
same period, the official exchange rate was devaluated 294% (CAGR 12.3%), and the parallel exchange market
depreciated 7,899% (CAGR 44.8%). The large differences between these three resulted in enormous distortions.
When profits and a large portion of assets tends to grow with inflation and the official exchange rate lags inflation in
the magnitudes reported here, the value of profits and assets in foreign currency as calculated at the official,
massively overvalued rate, grows exponentially.

Figure 2. Venezuela: Inflation, devaluation and depreciation
(February 2003=100, in logs)

In order to illustrate this effect, consider a hypothetical MNC that produced yearly profits of 100 Venezuelan
bolivars (VEB) in 2002. That year, no exchange control existed. Thus, the company could have exchanged those
profits for 84 U.S. dollars at the prevailing rate and repatriate them home. Now, imagine that the profits of that
company parsimoniously grow with inflation every year. By 2014, those 100 VEB in profits would have grown to
1,876 VEB. At the average official exchange rate prevailing in 2014, that would have been equivalent to 297.8 USD,
3.5 times the figure of 2002. At the parallel market rate, however, the 2014 profits would have been equivalent to
19.2 USD, one fifth of the original 2002 figure.
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Given that in some periods there was more than one official exchange rate, in Figure 2, we take devaluations as announcements
affecting the lowest official exchange rate.
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Our simple example above only illustrates the large distortions regarding the MNC profits for 2014. From a
financial standpoint, distortions accumulated every year from 2003-2014. To assess the real value in foreign
exchange of those retained earnings, we need to determine whether the MNC had access to dollars at the official
exchange rates to repatriate dividends home. Obtaining access to dollars at the official rate in Venezuela entails
registering with CADIVI and obtaining two different authorizations. First, the MNC shall introduce in CADIVI a
request stating all of the details of the operation, and proving that the specific use of proceeds complies with the
provisions to receive dollars at the official rate. This first step ends with an Authorization to Acquire Dollars (AAD).
Once the operation is completed, and the MNC has provided all of the associated documentation, CADIVI issues an
Authorization to Liquidate Dollars (ALD) and orders the Central Bank to sell dollars to the MNC at the stated rate.
Figure 3 and 4 depict the total amount of AAD coming from CADIVI from 2004-2011, and the total amount of ALD
from 2007-2012. 7 Since some MNCs register investments as loans to the subsidiary (private external debt), while
others use the more traditional foreign direct investment approach (foreign investment), we have incorporated the
total amount of AAD and AAL for both categories. Total authorization to acquire dollars at the official rates (for
both purposes) peaked in 2007 (USD 4,670 million) and then fell 40% in 2008 (USD 2,787 million) and another
71% in 2009 (USD 801 million). Since then, they have been hovering around zero. When it comes to ALDs, we
only have figures from the third quarter of 2007 onward. We know that total ALDs fell by 75% between the second
half of 2007 (USD 2,080 billion) and the second half of 2008 (USD 502 million). Total ALD for both purposes fell
by another 75% between 2008 (USD 2,250 million) and 2009 (USD 573 million). From that point, it has also
remained very close to zero. In the years where AAD and ALD for these purposes boomed, the parallel exchange
market premium was below 30%. By the time they slowed down, in 2007 and 2008, it was around 100%. By 2009,
it was 185%. Presently, the price of the dollar in the parallel exchange market is 100 times that of the lowest official
rate.

7

These are the last official statistics published by CADIVI.
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Figure 3. CADIVI: Total authorizations to acquire dollars at the official rates (AAD, USD million)

Figure 4. CADIVI: Total authorization to liquidate dollars at the official rate (ALD, USD million)

2. Data
We use the ORBIS database to collect data for all MNCs listed on the New York Stock Exchange (NYSE),
NASDAQ Capital Market, or NASDAQ National Market that declared a subsidiary in Venezuela owned by at least
25% by the MNC. We then use the Center for Research in Security Prices (CRSP) database to collect daily stock
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returns for the parent companies of these subsidiaries. The data collected is from April 3, 2009-February 20, 2015.
Our data sample consists of 110 MNC with subsidiaries in Venezuela and data available from 2009-2015. From the
110 MNCs in our sample, 29 were registered in CADIVI and could potentially access USD at official exchange
rates. The rest of the sample (81) did not have any possibility of acquiring USD at the official exchange rate.
We have also collected daily returns for the Standard and Poor’s 500 Index (S&P500) from the CRSP database,
which we use as a market index proxy. The appendix provides the list of 110 parent companies in our final sample
with their corresponding three-digit NAICS industries, their market capitalization at year-end for each of the years
of the study, and their registration status in CADIVI. Data on our five events comes from the Venezuelan Central
Bank. Table 1 presents the dates on which these five devaluations where announced and a brief description of the
changes introduced in the exchange rate control.

Table 1. Exchange rate devaluation events
Event #

Date

Description

1

08-Jan-10

A dual exchange rate system is established. New official fixed rates of VEB 2.6 and
4.3/USD substitute for the previous fixed exchange rate VEB 2.15/USD.

2

30-Dec-10

The dual exchange rate system is unified into a single exchange rate at VEB 4.3/USD.

3

08-Feb-13

Devaluation of the exchange rate from VEB 4.3/USD to VEB 6.3/USD.

4

23-Jan-14

New currency tier SICAD is added to the fixed rate of Event 3, which remains
unchanged. SICAD rate starts at VEB 11.30/USD.

5

10-Mar-14

SICAD II is a currency system complementing SICAD (now SICAD I) conforming a
three-way exchange rate system: 1) the fixed rate of VEB 6.3/USD, 2) the SICAD rate
between VEB 11.3 and 12.0/USD, and 3) new SICAD II rate starting at VEB 51.86/USD

Source: Venezuelan Central Bank (BCV), www.bcv.org.ve .

The first three events are relatively straightforward devaluations of a fixed exchange official rate. The first devalued
the official rate that had prevailed for four years and ten months (2.15 VEB per USD). Then, an official, dual
exchange rate system was established with the new fixed exchange rates representing a devaluation of the domestic
currency by 17.3% (2.60) and 50.0% (4.30). 8 The dual system lasted only 12 months followed by a reunification of
the official exchange rate eliminating the lower rate (2.60). The unique official rate (4.30) represented a devaluation
of the domestic currency by 40% for those that had access to the 2.60 VEB per USD exchange rate. In 2013, a third
straight devaluation occurred, where the official exchange rate went from 4.30 to 6.30 VEF/USD (31.7%).
From then onwards, the system got more complicated. In every case, a new official rate was added to the preexisting system. In both cases, the government insisted that at least some form of market would determine one of the
official rates. That promise never materialized, and rates either remained fixed and lagged inflation by long periods
or were somewhat flexible, but determined unilaterally by the Central Bank. One might be tempted to think that
these two latter events did not represent devaluations for companies with access to the lowest prevailing exchange
rate (6.30). However, the truth is that, in practice, none of the MNCs in our sample had access to dollars to repatriate
8

Devaluations are calculated using the inverse of the exchange rate, i.e. the dollar price of one unit of domestic currency.
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dividends (or service foreign debt) at 6.3 VEB/USD. The specific devaluation for our last two events is hard to pin
down, as it depends upon the tier in which the particular company was located within CADIVI. In any case, moving
from 6.30 to the rate at which SICAD I started (11.30, fourth event) represented a devaluation of 44.2%. From
SICAD I to the rate at which SICAD II started (51.86, fifth event) there was an additional devaluation of 78.2%. In
total, cumulative devaluations to the official exchange caused the Venezuelan bolivar to lose 95.9% of its value over
the period studied.
Especially important for our study are the rates at which the MNCs needed to report the financial statements of their
subsidiaries in Venezuela. Before Event 1, all of the companies in Venezuela translating financial statements needed
to use the VEB 2.15/USD rate. After Event 1, they had to move to either the 2.6 or 4.3 exchange rate depending
upon their industry classification, but the firms had some discretion as to which exchange rate to use. We do not
have access to data concerning which exchange rate each of the firms in our sample used. After Event 2, MNCs had
to use the VEB 4.3/USD regardless as to their prior exchange rate. With Event 3, all of the firms switched to the
VEB 6.3/USD rate. In Event 4 introduced a new rate SICAD. Firms with no access to CADIVI and the 6.3 rate
needed to use VEB 11.3/USD in their financial statements. With the introduction of the SICAD II rate in Event 5,
firms with no access to SICAD I rate were forced to use the much higher SICAD II exchange rate. Firms not
registered in CADIVI did not have access to either of the SICAD I or SICAD II rate.

3. Empirical Framework
We follow MacKinlay (1997) classic event study methodology and Ang and Ghallab (1976) in the research design.
Devaluations could have affected the value of the subsidiaries in our sample, but we measure their impact on the
MNC parent company using daily frequency stock prices adjusted by dividends.
In the design of the event study, we first define an event over which we measure the impact of the devaluation on the
MNC stock return. For robustness, and to gauge the speed at which markets interpret and incorporate the impact of
devaluation on stock prices, we have incorporated all event windows surrounding the devaluations from [-1, +1] to
[-5,+5] (Kanas, 2005). The reasons for using different event windows, beside robustness, is that these devaluations,
in particular from the Event 3 onward, represented complex arrangements involving multiple official rates
depending upon the nature of the operation and the company. As such, their impact is not straightforward and it
might have taken the markets a few days to assess and price.
We estimate a market model to measure the expected return of the MNC stocks during the event window. Following
MacKinlay (1997), we estimate Equation (1), using least squares:

R it = αi + βi R mt + εit

(1)
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where, R it is the daily stock return of the MNC parent and R mt is the daily market stock return. We use the Standard

and Poor’s 500 Index as a proxy for market. 9 For each stock in our sample, we estimate the market model on a
window of time previous to the event. There is no fixed estimation period in the literature. Cox and Peterson (1994)
use 100 days, while Carow and Kane (2002) use 200 days. MacKinlay (1997) suggests the use of 250 days for the
estimation window. For our base case model, we use a window of 150 days to estimate the market model for each
stock return. We form our expectations as to how the MNC should have behaved in the absence of a devaluation
with the stock price behavior in an estimation window from 180 days to 30 days prior to the event [-180, -30]. 10 We
then estimate the abnormal return (AR) as:

� it = R it − α
AR
�i − β�i R mt

(2)

� it is the estimate for the abnormal return and α
where AR
�i and β�i are the estimates of coefficients α and β in Equation

(1). The abnormal return will be the one result that is outside the normal statistical range of the market model. Under
the null hypothesis, the abnormal return is normally distributed with zero conditional mean, and calculated
cumulatively around the different estimation windows (CAR). To do this, we sum the abnormal returns by business
days over the event window. The CAR obtained and their standard deviations will ultimately determine whether the
sample has evidence of significant deviation from what we would expect from those stocks given the market
behavior and the stocks’ relationship to the market over the estimation window (MacKinlay, 1997).

4. Results
Our null hypothesis is that Venezuelan devaluations should not significantly impact the stock price of the MNC’s
parents. First, devaluations decreed in such a small country should be immaterial to the stock price of large
globalized multinational corporations. In addition, the evolution of parallel exchange market premiums and the fact
that CADIVI´s AAD and ALD have come to a halt for two and even five years prior to these events (depending
upon the specific devaluation analyzed) should have given market analysts enough cues regarding the unlikelihood
of those retained earnings to be converted back into dollars at the official exchange rates. More importantly,
subsidiary firms in Venezuela were obligated to translate their balance sheets to their parents at the official exchange
rate even though most firms did not have access to the official exchange rate. Thus, the market should have known
that assets and retained earnings within balance sheets were overstated. Even if the company had legal grounds to
use the official exchange rate and some discretion around the possibility of creating provisions in advance of a
possible loss, market analysts should have easily recognized that financial statements at official rates were not
9

We also use the market index as a market proxy, weighted and unweighted, from the CRSP database. We find no material
difference. The results are available from the authors upon request.
10
Our results are robust to using different estimation window sizes. In particular, we have tried 220 days [-250, -30], 190 days
[-220, -30], 150 days [-180, -30], and 120 days [-150, -30] without finding any significant difference in the size or significance of
our output. The results are available from the authors upon request.
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realistic. That statement is particularly certain for companies that were not eligible to purchase dollars at the official
exchange rates. In this section, we present the Cumulative Abnormal Returns (CARs) results for the full sample of
110 MNCs. We then break the sample into companies registered and not registered in CADIVI, and report the
results for each of these two sub-groups.
Table 2 presents the results for the Cumulative Abnormal Returns (CAR) of the stock prices of the 110 MNCs in our
sample. The results presented are for the five devaluation events described in Table 1. Each column reports the
results for a different event window, with t=0 as the day of the devaluation announcement. The event window in
Table 2 spans from [-1, +1] to [-5, +5] days prior to and after the event. Each cell contains the coefficient, standard
deviation, and associated p-value.

Table 2. CARs of stock price of MNCs with Venezuelan subsidiaries
This table presents the Cumulative Abnormal Returns (CAR) of stock prices of the 110 MNCs in our sample
with subsidiaries in Venezuela. The first column provides the devaluation event as described in Table 1.
Columns 2-6 report the CARs for five event windows, from one day prior to and after the event [-1, +1] to
five days before and after the event [-5, +5]. The last column presents the number of observations. t-values
are in parentheses.

***, **, and * denote significance at the 1%, 5%, and 10% levels, respectively.

We find significant negative abnormal returns for Events 2, 4, and 5. In Event 2, the CARs are negative and
significant in four of the five windows, while in Events 4 and 5, we find negative impacts across the board. The size
of the coefficient is also relevant. Maximum negative impact recorded in each of these three events range from
1.33% to 1.74%. As previously mentioned, the devaluation that applies to each company in our sample is hard to
define, particularly when multiple exchange rates are involved. However, it is noteworthy that we have recorded
significant negative CARs in the three events where the devaluations were possibly the largest. In Event 1,
companies could have moved from VEB 2.15/USD to VEB 2.60/USD (a devaluation equivalent to 17.3%). In Event
3, firms unequivocally went from VEB 4.30/USD to VEB 6.30/USD (31.7%). The three remaining devaluations are
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larger than these, 39.5% for Event 2 (moving from VEB 2.60/USD to 4.30 VEB/USD), 44.2% for Event 3 (from
VEB 6.30/USD to 11.30 VEB/USD), and 78.2% in Event 5 (from VEB 11.30/USD to 51.86 VEB/USD).
We also find it noteworthy that the negative effects of devaluations did not wane in time, but continue to appear
three years after the first negative “surprise.” If Venezuelan profits had fallen off the radar of analysts due to the
country’s meager size, the successive negative impact of Venezuelan devaluations on MNC stock prices should have
alerted them. To the contrary, it seems that markets continued to ignore the large parallel exchange market
premiums and the fact that these companies either never had access to dollars at the official rates, or have some
positive right in theory that had not materialized for years prior to these events.
As previously mentioned, only 29 of our 110 sample of MNCs with subsidiaries in Venezuela had registered with
CADIVI. This could have sustained some expectation that accumulated retained earnings and their corresponding
assets might eventually convert to dollars at the official rates. Table 3 presents the Cumulative Abnormal Returns
(CAR) on stock prices resulting for our event study for the 29 MNCs in our sample registered at CADIVI. 11

Table 3. CARs of stock price of MNCs with Venezuelan subsidiaries registered in CADIVI
This table presents the Cumulative Abnormal Returns (CAR) of stock prices of the 29 MNCs in our sample
with subsidiaries in Venezuela registered at CADIVI. The first column reports the devaluation event as
described in Table 1. Columns 2-6 provide the CARs for five different event windows, from one day prior to
and after the event [-1, +1] to five days before and after the event [-5, + 5]. The last column indicates the
number of observations. t-values are in parentheses.

***, **, and * denote significance at the 1%, 5%, and 10% levels, respectively.

The results in Table 3 differ from those in Table 2. When we consider only those firms with access to the official
exchange rate, we find no consistent abnormal returns in any of these events. Only one window, [-2,+2] for Event 2,
is significant at the 5% level. The size of the coefficient is less than 0.5%. For the remaining windows of these

11

These companies are listed in the appendix.
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events, the results are not statistically different from zero. In the case of Event 4, the last three event windows on the
right report negative CARs that are significant at the 10% level, and can go as high as 1.86%.
In the case of firms with access to CADIVI, negative CARs are not as consistent and significant as for the overall
sample. That does not necessarily mean that markets were efficient in pricing these stocks. Rather, it might well be a
case of getting the right result for the wrong reasons. Devaluations did not have an impact on the asset prices of
these companies as they had piled up authorizations to acquire dollars at past official rates (AADs) that were not
altered by the new devaluations. Retained earnings were registered in dollar values on the subsidiaries’ balance
sheets at the official rates prevailing when these earnings were recorded. From an accounting standpoint,
devaluations could impact the rate of recorded future earnings, but did not affect the way they had registered
retained earnings. In other words, the financial statements of CADIVI registered firms were not translated at the
unique official rate. These firms used multiple official rates, because in most cases they received AADs for dividend
repatriation at different official exchanges rates. The market did not adjust the probability they were assigning to
these AADs honored with successive devaluations. Years passed without honoring these AADs while the parallel
market premium continued to rise. However, one might argue that registration in CADIVI provided some reasonable
grounds to expect the conversion of these assets at the previously official rates.
The case of MNCs whose Venezuelan subsidiaries were not registered in CADIVI is different. As one might expect
based on the previous tables, most of the significant, negative CARs reported in Table 2 were driven by the 81 MNC
not eligible to buy dollars at the official exchange rates. Table 4 presents the results for the Cumulative Abnormal
Returns (CAR) of the stock prices of these companies.
Table 4. CARs of stock price of MNCs with Venezuelan subsidiaries NOT registered in CADIVI
This table presents the Cumulative Abnormal Returns (CAR) of stock prices of the 81 MNCs in our sample
with subsidiaries in Venezuela not registered at CADIVI and having no access to dollars at the official
exchange rate. The first column reports the devaluation event as described in Table 1. Columns 2-6 provide
the CARs for five different event windows, from one day prior to and after the event [-1, +1] to five days
before and after the event [-5, +5]. The last column indicates the number of observations. t-values are in
parentheses.

***, **, and * denote significance at the 1%, 5%, and 10% levels, respectively.
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We confirm that companies not registered in CADIVI drove most of the significant, negative CARs observed in
response to devaluations 2, 4, and 5. In Event 2, CARs are negative and significant across the board, and their
maximum size of -2.10% [-5,+5] is large and economically significant. Similar results are found in Event 4 although
the negative impact appears to be concentrated on the first three windows and their maximum size is -0.95% [-2,
+2]. Finally, negative and significant CARs are registered across different event windows in Event 5 with a sizable
maximum cumulative negative impact of -1.56%.
The markets seem to have reacted belatedly to an accounting change when, in fact, the likelihood of those retained
earnings being converted into dollars at the official rates was actually zero. Instead of recognizing that simple fact
and gradually adjusting the stock price as the parallel market rate evolved and dissociated from the official exchange
rate, the markets waited for an accounting change induced by a devaluation to realize that the value of the assets
were much lower. It is also noteworthy that the market seems to have been repeatedly surprised by Venezuelan
devaluations.
These results are inconsistent with our hypothesis that MNC’s parent stocks should not react abnormally to
devaluation events in Venezuela. First, the reported impact is disproportionate when contrasted with the size the
Venezuelan market represents within the global portfolio of these corporations. In addition, given the large parallel
exchange market premiums, analysts could have easily guessed that 81 of these multinationals had no chance to
convert their accumulated profits and assets anywhere close to the official rate, and discount these values well in
advance of the events. Instead, they seem to have taken the financial statements reported by the subsidiaries of these
MNCs at face value at an artificially overvalued official exchange rate. Finally, one might argue that these nuances,
coming from a very small economy like Venezuela, might go unnoticed and internalized the first time, but years
down the road, successive Venezuelan devaluations would continue to surprise the markets.

5. Balance sheet or income statement effect? The case of exporters
For a MNC, currency devaluation in the country of a foreign subsidiary could lead to a “balance sheet effect” as the
net value of the assets of the subsidiary in foreign currency (e.g., property, plant, equipment, cash, and other
investments, net of liabilities denominated in domestic currency) will be lower after devaluation. Alternatively, there
is also an “income statement effect” derived from the change in the net present value of expected future earnings (in
local currency) of the subsidiary. In contrast to the income effect, which comes from the recurring impact on
financial statements and takes time to understand and estimate, balance sheet impacts are one-time events and
relatively straightforward to estimate. 12
One way to understand which effect is driving the results is to restrict our sample to exporters. For exporters,
devaluation would typically have a positive impact on the income statement, as it reduces the relative cost of
products manufactured by an MNC in Venezuela abroad and increases the relative price of exports in the domestic
market. By using only those companies whose expected income effects are positive, we can test whether the balance
12

Ang and Ghallab (1976) study the mechanisms behind the link between the two.
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sheet impact is strong enough to yield negative and significant CARs. That is, if the results restricting the sample to
export firms are still negative, then it could be argued that most of the documented negative impact on the stock
valuation of MNC is driven by the balance sheet effect.
Given data limitations, we have no way to gauge whether specific companies did export or not. Yet, we can
recognize whether positive exports are registered in each year using their industry code by reviewing exports from
Venezuela to the United States during that period in the same industrial classification (NAICS). 13 Table 5 reports the
CARs resulting from our event study for the restricted sample of companies that belong to sectors that registered
positive exports within these years. The results are not different from those reported in Table 2 and Table 4. We find
significant, negative CARs in most of the event windows for Events 2, 4 and 5. This negative impact is also sizable,
going up as much as -1.70% in Event 2 [-5, +5].

Table 5. CARs of stock price of MNCs with Venezuelan subsidiaries in exporting sectors
This table provides the Cumulative Abnormal Returns (CAR) of stock prices of the MNCs in our sample with
subsidiaries in Venezuela in industries that reported positive exports. The first column presents the
devaluation event as described in Table 1. Columns 2-6 report CARs for five different event windows from
one day prior to and after the event [-1, +1] to five days before and after the event [-5, +5]. The last column
indicates the number of observations. t-values are in parentheses.

***, **, and * denote significance at the 1%, 5%, and 10% levels, respectively.

Even for exporters, the market was affected by the negative impact that an official rate devaluation had on inflated
balance sheets. The fact that the significant, negative CARs we reported for these events are also present in
companies whose income statements could potentially benefit from devaluation is a strong indication that,
throughout our study, CARs are driven essentially by strong negative balance sheet effects.

13

https://usatrade.census.gov
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6. Conclusions
We study the reaction of the stock price of multinational parents to currency devaluations in the country of one of its
subsidiaries. We use the case of Venezuela from 2010-2014. Venezuela is a special case for a number of reasons.
First, over the period of study (2010-2014), the Venezuelan government devalued their domestic currency by a
cumulative 95.9%, thereby melting the dollar value of assets in the balance sheets of MNC. In addition, these
devaluations occurred within the context of stiff exchange controls and large parallel exchange market premiums.
We believe that the lessons learned from Venezuela are applicable to a larger set of small countries where
macroeconomic distortions can be large and are not always well understood by the markets.
Our search for MNCs with Venezuelan subsidiaries owned in at least 25% yielded 110 MNCs. Of these, 29
subsidiaries registered at the corresponding government entity (CADIVI) and could potentially purchase dollars at
the official exchange rate. Whether the MNC was registered at CADIVI or not was public information. Even the
amount of dollars liquidated to MNCs for repatriating dividends was public information until 2011.
Our initial hypothesis was that stock prices of multinational parents whose subsidiaries are not eligible to receive
dollars at the official rate should not display any significant reaction to Venezuelan devaluations. This is due to
several factors. First, Venezuela is a small economy representing, on average, less than 0.4% of the world gross
domestic product (a figure that, for the same reasons as MNC balance sheets, is most likely inflated). In addition,
none of the MNCs in our sample received any USD at the official rate to repatriate dividends for a period of two to
five years prior to these devaluations. Moreover, most firms in our sample (81) were not even registered in CADIVI
and, as such, were not eligible to receive dollars at the official exchange rates. Finally, the devaluations did nothing
to change the fundamentals of the parallel exchange market premium, which remained at a steady rise throughout
the period studied.
The results of our events studies provide empirical evidence of negative and significant cumulative abnormal returns
(CAR) on the stock price of MNCs on three Venezuelan devaluations. The size of the coefficient is meaningful from
an economic standpoint, running as high as -1.74% negative CARs of stock prices over the event window for the full
sample and -2.10% for the 81 MNCs whose subsidiaries not registered in CADIVI. Our findings are robust to using
different estimation and event windows. We have also run our event study on a restricted sample of MNCs that
belong to industries with positive exports during the years studied (2010-2014) whose income statements could
potentially benefit from devaluation. As the results obtained are very similar to those for the large sample, we
conclude that balance sheet effects are driving the strong and significant negative abnormal returns observed.
Our results indicate that the price of MNC stocks suffered a significant negative impact to the Venezuelan
devaluation of late 2010. These stock prices kept on experiencing significant negative abnormal returns in response
to devaluations occurring four years later. These losses had effectively occurred much earlier, but the markets seem
to have accepted, at face value, the earnings and assets reported in dollars by the Venezuelan subsidiaries of these
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MNC. It was only well into 2015 and 2016 that most of these MNCs recognized their losses and announced the
deconsolidation of their Venezuelan operations. 14
This paper is not about window dressing. We do not deal with the validity of MNCs reporting financial statements at
artificially overvalued official exchange rates. Given that companies are obligated to use official exchange rates in
their financial statements, these MNC might not have had any other option. We do provide arguments suggesting
significant market myopia when valuing the stock of MNC with Venezuelan subsidiaries. Regardless as to the
exchange rate they selected to convert their financial statements into dollars, market analysts should have realized
that the net assets of the Venezuelan subsidiaries did not have any probability of materializing at the stated official
exchange rates. That realization was rather obvious for the large number of multinationals that were not eligible to
receive dollars at the official rates. Moreover, we have reported significant negative CARs on three events that span
a period of three years. It was not only that early Venezuelan devaluation surprised analysts, a fact relatively
understandable given the small size of its economy and the intricacies of its exchange rate control. But it is rather
startling that these devaluations, three years down the road, were still surprising the markets and having a significant
negative impact on the stock prices of these MNCs. The markets were not only unable to anticipate their impact on
stock prices at first, but seem were also unwilling to learn from repeated experiences.

14

See for example: Reuters, February 17, 2015: “U.S. Companies Can Avoid Slow Torture of Venezuela Devaluations by Taking
One Big Hit,” Tire Business, April 15, 2016: Tire Makers Deconsolidate Venezuela Operations,” Zacks, January 6, 2016: Ecolab
Announces Deconsolidation of Venezuelan Operations,” Reuters, July 27, 2016: “Venezuela Roils Corporate Profits Around the
Globe,” and The Wall Street Journal, October 6, 2015: “PepsiCo Latest Company to Write-Off Venezuela”.
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Appendix. Sample of 110 MNC with Venezuelan subsidiaries
This appendix table presents the 110 multinational companies (MNC) in our sample with Venezuelan subsidiaries.
The second and third columns identify the ticker and the name of the company. The fourth column reports their
three-digit NAICS. Columns five through eight provide the market capitalization for each MNC from 2011-2014
(million USD). The ninth column provides a dummy variable equal to one if the MNC subsidiary was registered at
the Venezuelan government agency administering the exchange control (CADIVI). The last column presents a
dummy variable equal to one if the MNC belonged to an industry sector with positive exports out of Venezuela over
the period studied.

Source: ORBIS and Center for Research in Security Prices (CRSP)

20

Appendix. Sample of 110 MNC with Venezuelan subsidiaries (continued)

Source: ORBIS and Center for Research in Security Prices (CRSP)
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