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From hyperinflation to chronic inflation:
What the official price figures hide in Venezuela

Following the latest release of official inflation figures in Venezuela, it seems to be clear
that the Venezuelan economy is heading towards the formal closure of the
hyperinflationary cycle initiated at the end of 2017. However, we speak in this case of a
technical closure according to the traditional criteria used to define such a context. On
the one hand, considering the processes underlying this type of phenomena, we note that
part of the imbalances (real, fiscal and monetary) that explain the distortion of the rates
set in Venezuela still persist.

Likewise, with price increases still being reported in the country, their recent deceleration
has not prevented them from undermining the income of the entire population. This is
particularly relevant even in the midst of the greater transactional dollarization of the local
market, where one third of local operations and a large part of public payments (especially
those aimed at the most vulnerable social sector) are made in domestic currency. Thus,
it is worthwhile to briefly examine how prices have grown in Venezuela in the last year
and some of the elements behind this behavior.

Impossible prices

On the one hand, the new price scenario must be put into context. In particular, according
to official figures, annual inflation at the end of 2021 was 686.4%. This not only indicates
that prices in the country multiplied (on average) by a factor of 8 to their 2020 level, but
also that they reported a price increase equivalent to 72.4% per month and 13.4% each
week. No country in Latin America, with the exception of Argentina, shows similar annual
price growth ratios to these, even amid recent inflationary pressures stemming from the
recovery of regional markets from the initial COVID-19 costs.
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Comparison of domestic inflation in the region
(2021)
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In this sense, as we move from a process of hyperinflation to one of chronic inflation (high
inflation for a prolonged period of time), the spending decisions of households and
companies in Venezuela that still depend on local currency income continue to be
affected by a context of high prices, although less aggressively than in the early stages
of hyperinflation.

Pessimism about the bolivar persists

In line with the above, the marked deceleration of prices in bolivars reported in the last
year does not yet represent a sufficient incentive for Venezuelans to save in their own
currency. This is evidenced by the evolution of the local money market; although this is
partly due to the lower injection of funds in bolivars by the Government, the circulation of
resources in local currency is still minimal with respect to the stock of foreign currency in
the country. Moreover, in real terms, liquidity in bolivars (M2) decreased 5.1% in real
terms in 2021, which, in a relatively reactivated real environment after the passing of the
most acute stages of the pandemic, denotes the low interest of local agents in holding
bolivars as a form of savings or as a means of exchange.
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Circulation by currency
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Note: Liquidity (M2) in VES converted to USD using the official exchange rate by the end of the month.
Sources: BCV, Gallup and Ecoanalitica.

Similarly, the fact that domestic transactional dollarization has transcended into greater
dollarization of bank deposits (even in the midst of the pandemic) shows us how
Venezuelans have raised their interest in using and acquiring foreign exchange
regardless of domestic institutional constraints, and despite the fear of further regulation
(or control) of these funds by the Executive. In other words, local agents have begun to
disregard such "reputational” costs in order to access a larger amount of foreign currency
to safeguard the purchasing power of their income.
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Deposits in foreign exchange of private banks in Venezuela
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Note: The gray line represents the start of the official quarantine.
Sources: Sudeban and Ecoanalitica.

Essential goods, the most affected

A review of the official figures by item shows that, despite the lower overall inflation, the
distortion in relative prices still persists, affecting even the most sensitive areas of
consumption for local agents. In this sense, food, in addition to general services,
transportation and health, were some of the items that showed the highest price increase
in the country in the last year. According to official figures, while the prices of the first
goods grew at a rate of 0.5 times the general inflation, the prices of services grew in 2021
between 942.0% and 1,494.6% (i.e., between 1.4 and 2.2 times the general price growth).
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Annual inflation by priority items
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In particular, this adjustment occurred as local consumption recovered from the initial
shock to Venezuelans' incomes from the arrival of COVID-19. Also, the increased
demand for health goods in the midst of the pandemic and mobility constraints (including
episodes of gasoline shortages) accounted for much of this dynamic. In this sense,
beyond the limitations imposed by the Government to promote greater stability in
domestic prices (as we will see below), there are still real elements (imbalances between
supply and demand) that influence price setting in Venezuela that are beyond official
control and that may threaten in the future the "stability" achieved so far.

An unprecedented spending collapse

A key aspect hiding the end of hyperinflation in Venezuela is the sharp cutback in
domestic spending. Since the beginning of 2019, the deceleration of prices in Venezuela
has coincided with a sharp reduction in the monetary impact of public sector operations,
a clear sign of the fiscal constraints applied to minimize the flow of bolivars and thereby
avoid a further collapse in the value of the local currency. As such limitations increased,
the income of the social sectors dependent on government payments (including the public
employees' payroll) contracted and, with them, consumption, slowing down the increase
in domestic tariffs. This position meant that, even with the arrival of COVID-19 in
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Venezuela, government payments were kept to a minimum and favored the further
deceleration of prices.

Monetary impact of public sector during 2021
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Likewise, private sector expenditures have been affected by the limitations imposed by
the Executive on bank financing in Venezuela. In this sense, it is no coincidence that the
deceleration of prices coincides with the fall of credit intermediation (loans to deposits
ratio) below 20% of deposits (a new historical low), after having reached up to 60% before
decreeing higher reserve requirements in 2019

An unstable balance

Another key element in the deceleration of domestic prices is the exchange rate stability
promoted by the Executive. In particular, in 2021, the BCV's interventions in this area
increased significantly, which exacerbated the mismatch between the circulation of
bolivars and dollars and mitigated the increase in the exchange rate, especially in the last
quarter. Therefore, if we take into account the regulators' limitations in terms of
generating foreign currency revenues, it is possible to infer that price stability in

1 A chronology of the changes imposed in that year are outlined in our 2019 Weekly Report No. 2: The legal
reserve requirement: the new regulator.
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Venezuela in the coming months may be compromised if the Government has fewer
resources to intervene or relies on "extraordinary"” revenues ("black” economy) to do so.

In fact, in the same period during which the BCV increased foreign currency sales to the
local financial system, international reserves reported a drop of USD 300 MM (associated
to the payment of several State obligations, taking advantage of the slight rebound in oil
revenues). This, in the context of the US administrative and financial sanctions on local
public entities and officials, would affect the potential availability of funds for the issuing
entity to intervene in foreign exchange transactions in the immediate future.
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Likewise, promoting price stability through greater control over exchange rate
movements, but without correcting the credibility problems of the bolivar, continues to
cause the dollar cost of local goods to continue to rise. With a declining exchange rate
(-59.2% on average) in real terms by 2021, the country's households and companies
needed at least an additional USD 1.4 to purchase goods with a cost of USD 1 by the end
of 2020. With the price dynamics by items highlighted above, the appreciation scenario
(increase in dollar-denominated prices) is more critical for priority goods, which
constitutes an additional element of attention for the Executive Branch if it is interested in
continuing with this type of exchange rate containment policies at the lowest possible
cost.
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The definitive end of hyperinflation in Venezuela?

In view of this, the question arises: will this "exit" of the country from hyperinflation be
sustainable in the short term? On the one hand, the marked dollarization of the local
economy would favor that domestic prices continue to remain low, where the contraction
accumulated by the market since 2014 makes it easier for the Government to intervene
in foreign exchange operations in an effective manner with low amounts.

However, with the growth of real activity expected for this year, it is not ruled out that the
Executive will partially relax its spending control or the limitations to credit in bolivars (if
foreign currency intermediation is not allowed), as the local population, encouraged by a
lower initial inflation, demands higher government transfers (especially to the most
vulnerable sectors) to accompany such recovery. The latter would lead to price rises,
albeit very punctual, quickly reversible and in magnitudes lower than those seen in 2021.
Such fluctuations will surely mark the inflationary dynamics we will see in the first post-
hyperinflation year.

Luis Arturo Barcenas
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WEEKLY INDICATORS

Weekly Economic Indicators
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GRAPHIC OF THE WEEK: "HOW MUCH CAN WE BUY?".
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In order to evaluate a country's minimum wage, it is necessary to know how much can be
bought with it. As a standardized measure that many markets apply, the basic basket
serves as a reference to evaluate whether a worker can maintain minimum consumption
per month with his or her minimum wage. In the graph above we can see how some Latin
American countries are positioned in this aspect. It is worth noting that the data and
calculations are calculated up to January 4, 2022.

The country with the highest purchasing power is Chile, which buys almost seven basic
food baskets per month. This is followed by Colombia, which can buy 4.3 baskets;
Argentina’'s minimum wage buys 2.8 baskets, and Ecuador's can buy up to 2.3 basic
baskets. Panama, on the other hand, has different reference wages, but all of them can
buy at least one basic food basket per month.

Conversely, there are three countries where the minimum wage is insufficient to purchase
a basic food basket. These are Peru, Mexico and Venezuela. In the case of Peru, citizens
can only buy half of their basic food basket with their minimum wage, while Mexicans can
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only buy a little less than half (0.46 baskets) and Venezuelans cannot buy even a tenth
of the basket with the minimum wage (0.009 baskets).

The minimum wage in Venezuela is VES 10, since the last decree by the Executive on
May 1, 2021. Since then, aligned with its austere policy in search of keeping inflation and
the exchange rate as calm as possible, no new changes have been made. However,
inflation levels from May to the end of 2021 (113.3%)? make the minimum wage
insufficient to purchase a basket costing around USD 239.

2 According to preliminary data from Ecoanalitica.
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ECONOMIC TIPS

COVID-19 in Venezuela. According to government figures as of 13January, the country
has accumulated 447.865registered cases of coronavirus and deaths5.367. At the same
time, according to OurWorldInData, as of 17December it is estimated that 64,1% of the
population has received at least one dose of some vaccine.

Is hyperinflation over? (I) The Venezuelan Central Bank published figures of the
national consumer price index for December 2021. They show an inter-monthly inflation
of 7.6% and an inter-annual inflation of 686.4%. Thus, December 2021 would be the
fourth consecutive month with inflation below double digits, the twelfth month with inflation
below 50% and the first interannual inflation below 1,000% since December 2017.

Is hyperinflation over? (ll) However, according to figures from the Venezuelan Finance
Observatory of the National Assembly, in December, the inter-monthly inflation stood at
6% and the inter-annual inflation at 660%, which would mean that December 2021 would
be the tenth month with an inter-monthly inflation below 50%.

Is hyperinflation over? (lll) According to Cagan's criteria (1956), a country abandons a
hyperinflationary process when 12 consecutive months have elapsed with an inter-
monthly inflation below 50%; that is why, according to the BCV figures, Venezuela is just
abandoning the hyperinflationary process, although the OVF figures indicate that this is
not yet the case. However, economic literature suggests other thresholds that Venezuela
has not yet crossed to consider that it has abandoned the hyperinflationary process.

Growth slowdown (1). The president of the World Bank, David Malpass, pointed out that
the institution considered that the growth of the world economy will register a pronounced
slowdown in 2022 and 2023 and will drop from 5.5% in 2021 to 4.1% in 2022 and 3.2%
in 2023.

Slowing growth (II). In this regard, Malpass detailed that "After a strong recovery in 2021,
the global economy is entering a pronounced slowdown amid threats such as variants of
COVID-19 and a rise in inflation, debt and income inequality that may jeopardize the
recovery in developing economies."

Starting the year with exonerations. According to Decree No. 4,552, published in
Official Gazette No. 6,680, dated December 30, the Government extends until January
15 of this year the exoneration of tariffs on imported products. Specifically, the decree
extends the validity of Articles 3, 4, 5, 6, 7, 8 and 9 of Decree No. 4,552, dated August 6,
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2021 and, consequently, the exonerations or benefits set forth therein remain in force,
under the terms and conditions prescribed in the decree.

Rising prices in dollars. The food basket recorded by the Venezuelan Observatory of
Finance (OVF) reached USD 370 in December 2021, its highest value since records have
been kept, which represents a year-on-year increase of 48%. With this price, the minimum
wage can purchase 0.6% of the value of this basket.

The Petrofiesta. Retirees of Petréleos de Venezuela (PDVSA) began to receive since
January 6 the payment corresponding to this month's pension fund in the amount of PTR
4, equivalent to VES 1,032 or USD224 , deposited through the Patria platform.

Bonuses and more bonuses. The Government of Nicolas Maduro started on January 6
the delivery of the "Bono de Reyes 2022" sent through the Patria platform. The amount
of this bonus is VES 18.40, equivalent to USD 4 and will be transferred directly and
gradually until January 15.

Money tables. For the second week of January, the average money desk rate was VES
4.6/USD, which represents an appreciation of 0,8% with respect to the previous week.

OIL TIPS

More fuel (I). According to Reuters, domestic gasoline production rose to close to 160
kb/d in the last week, in contrast with what was produced in December (82 kb/d). The
increase is due to the resumption of production at the El Palito refinery after twelve
months inoperative.

More fuel (II). PDVSA also produced approximately 38 kb/d of diesel, according to the
same source. The Venezuelan state-owned oil company received assistance from Iran to
renew crude oil processing in old plants. However, it is uncertain whether this level of
production will be maintained, as several plants need to be replaced and not all production
units are operating simultaneously.

Production increase. According to a survey conducted by S&P Global Platts,
Venezuela's oil production in December averaged 750 kb/d, an increase of 13.6% over
that recorded in the previous month. According to Platts data, this would be the highest
production level since February 2020.
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Key ally. Platts comments that the import of Iranian condensate has been essential for
the increase in production, as it has allowed PDVSA to modify its production and shipping
strategies, as well as the production of Merey, a crude that is in high demand in the Asian
continent.

One million barrels. For its part, the Venezuelan Government announced that the
maximum daily production in December exceeded one million barrels. According to
official figures, the production of 1,041,660 barrels was divided between the Orinoco Belt
with 577,000 barrels, the West with 242,850 barrels, the East with 211,740 barrels and
gas with 10,070 barrels.

Resumption of exports. PDVSA will resume exports of diluted crude oil (DCO) in the
second week of January for the first time in 9 months, according to Reuters. A recent
accumulation of DCO in onshore tanks forced the company to resort to storage in its fleet
of vessels, which prompted it to resume exports to Asia.

Chinatakes advantage of sanctions. The world's largest crude importer purchased 324
million barrels from Iran and Venezuela in 2021, representing an annual increase of 53%,
according to the firm Kpler. Chinese refineries have dismissed the risk of being
sanctioned in order to benefit from the discounts involved in buying oil from these
countries.

OPEC+ increases production. The Organization of the Petroleum Exporting Countries
(OPEC) and allied producers agreed to maintain the production increase of 400 kb/d
planned for February. The decision was based on the consideration that the omicron
variant would not have a major impact on crude oil demand.

Self-sufficiency. Petroleos Mexicanos (PEMEX) announced its plans to suspend crude
oil exports in 2023 to use all of it for domestic consumption. The company's goal is for
100% of Mexican oil to be refined domestically by that year in order to guarantee fuel
supply. In 2021, the ratio was 714 kb/d processed domestically and 1,019 kb/d destined
for export.

Ecuador reactivates production. Petroecuador reported that normal crude
transportation conditions have been reestablished and approximately 449 kb/d is being
produced, which represents a recovery of 93% of production since its interruption at the
beginning of December. The Minister of Energy, Juan Carlos Bermeo, stated that the
progressive normalization of production will allow the resumption of exports.

New discoveries. ExxonMobil reported that it made two new oil discoveries offshore
Guyana. Mike Cousins, Vice President of Exploration of the company, considered that
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“the initial results of the Fangtooth and Lau wells are a positive sign for Guyana and
continue to demonstrate the potential of the country's growing oil and gas sector".

SECTORIAL TIPS

Rumors... The president of the Association of Private Institutes (ANDIEP), Fausto
Romeo, proposes to continue with the methodology of classroom attendance of 4 to 5
days a week, with 6 hours a day. Romeo also denied the rumor about the elimination of
chemistry and physics subjects from the school curriculum and explained that it is a viral
video from 2016 that, during this time, tends to be spread repeatedly.

and rethinking. Similarly, he expressed the need to change the educational curriculum
and adapt it to the reality and needs of the country and considers it advisable to
recompose the baccalaureate to add a sixth year, "where fourth, fifth and sixth years are
already an introduction to the student's needs".

Importance to education. The deputy of the National Assembly, Orlando Pérez,
informed that 17 union organizations will hold a meeting to deal with the issue of the
collective bargaining agreement of the education sector which is pending, in addition to
the salary issue, social security and vaccination. He also informed that, on January 15,
Minister Yelitza Santaella will make important announcements to the workers of the
sector.

The affected parties (I). Tiziana Polesel, president of Consecomercio, hopes that the
new municipal authorities will meet as soon as possible with the commercial and private
sectors of the different regions of the country to address the fiscal voracity measures. She
insisted that a way must be found to advance towards the reactivation of the national
economy.

Perjudiced (Il). In this sense, Polesel said that what is expressed in the new Registration
Law is worrying and insisted that the suspension of the 7+7 method is positive for the
commercial activity. He also emphasized that it is essential to comply with the biosecurity
measures to prevent the increase of coronavirus infections.

Cessation of operations. The National Superintendence of Banking Sector Institutions,
Sudeban, authorized the liquidation and cessation of operations of Citibank, Venezuela
branch, after Banco Nacional de Crédito acquired its operations. The institution granted
a term of 30 continuous days, as from the publication of the resolution, to terminate all
Citibank's operations in the country.
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In search of economic growth. The president of Fedecamaras, Carlos Fernandez,
stated that, in order to achieve the recovery of the economic growth and its stability in
2022, it is necessary to implement some public policies that help the business sector.
Fernandez commented that, to this end, the Executive must make bank loans more
flexible, the legal reserve and the definition of the interbank compensation systems in
foreign currency.

Tax exoneration... The Federation of Public Accountants' Associations requested to
decree the exoneration of income tax (ISLR) for resident individuals in order not to tax
the income necessary to cover the cost of the basic food basket.

once again. The communiqué argues that the ISLR exoneration decree issued in
January of last year has lost its validity and does not guarantee the principle of
progressivity, since the higher rates will be applied to the vast majority of taxpayers.

The worst paid. Antonio Suarez, president of the National Federation of Public
Employees (Fedeunep), denounced that the salary of the best paid public worker does
not exceed USD 25. Suérez stated that public employees are the discriminated sector of
society and that they have had to perform alternative trades to survive.

Border transportation. The director of the Social Chamber of Cargo Transportation in
Tachira, Wladimir Tovar, demanded the reopening of the transit of heavy cargo
transportation in the border between Colombia and Venezuela. The leader affirmed that
the reopening would generate a positive impact on the economy, especially in the logistics
and customs chain.

POLITICAL TIPS

Despite the obstacles. The US State Department congratulated Venezuelans for
defending democracy after the victory of the opposition in the regional elections in the
state of Barinas. The opposition Sergio Garrido won the governorship of the state in the
regional elections of last January 9, which were repeated by order of the Supreme Court
of Justice (TSJ), which annulled the results of November 21.

Third dose (I). Monitor Salud demanded that the COVID-19 booster vaccines reach all
health centers in the country and assured that only 73% of hospitals have received the
third dose to vaccinate their personnel.
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Third dose (Il). According to information provided last week by the Minister of Health,
Carlos Alvarado, the country has all the necessary doses and the first to be vaccinated
would be doctors and nurses in direct contact with patients with COVID, followed by the
rest of the health workers, including paramedics and firefighters.

Back to the classrooms. Nicolas Maduro summoned students and teachers of the
country to return to the classrooms and ratified the resumption of on-site classes this
Monday, January 10, after the Christmas break. Likewise, he requested all support to
representatives and teachers to resume the anti-COVID vaccination campaigns for
children from two years of age and older in educational institutions throughout the country.

Accusations... Venezuelan Foreign Minister Felix Plasencia accused Colombia of "being
a US spokesman" and "defending the coup” in his speech before the XXII Meeting of
Foreign Ministers of the Community of Latin American and Caribbean States (CELAC),
which took place on January 6 and 7 in Argentina.

...with support. Likewise, Plasencia and his Nicaraguan counterpart, Denis Moncada,
denounced the "coercive and unilateral” measures promoted by the US government
against Venezuela, Nicaragua and Cuba, subject to a blockade by its northern neighbor.
During the meeting, both diplomats emphasized strengthening "unity in diversity" of the
countries of the region.

New proposal... The President of the TSJ, Maikel Moreno, proposed to the Parliament
to promote a reform to the Organic Law of the TSJ to reduce the number of magistrates.
The proposal was discussed and approved in first discussion by the parliamentarians in
an extraordinary session. The reform proposes to reduce the number of magistrates of
the court from 32 to 20.

...and new criticisms. The Civic Forum of Venezuela, a platform that groups 690
organizations and 194 actors of the civil society, assured that the reform to the Organic
Law of the TSJ is insufficient to guarantee judicial independence.

A reorganization? (). Through Decree No. 39, the presidency in charge led by
opposition leader Juan Guaidé eliminated the Government Center, which until now was
coordinated by the founder of Voluntad Popular, Leopoldo Lépez, as part of the
agreements signed to ensure the continuity of the interim Government.

A reorganization? (ll). The interim presidency also eliminates the Presidential Advisory
Commission for the Renegotiation of the Venezuelan Public Debt; the Commission for
the Reorganization of Telesur Venezuela and its affiliates and the Presidential
Commission for Police Security and Intelligence Matters and abolishes the appointment
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of the president and director of Telesur, for which journalists Leopoldo Castillo and
Larissa Patifio had been appointed.

Installed and exclusive (). The National Assembly (NA) of December 6 was installed in
the Federal Legislative Palace for the new period of ordinary sessions 2022, the second
of the mandate of the Parliament of 277 deputies with a majority of the Government of
Nicolas Maduro.

Installed and exclusionary (ll). For the second consecutive year, the moderate
opposition was left out of the board of directors. The majority of the United Socialist Party
of Venezuela (PSUV) ratified Jorge Rodriguez as president of the Parliament and Iris
Varela as second vice-president.
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