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From exchange rates to prices: the pass-
through effect today

For Venezuelans, local pricing has been closely related to exchange rate dynamics. Even
if the main transmission mechanisms are not known, unanticipated local increases in
foreign currency prices will always be accompanied, sooner or later, by increases in the
prices of goods and services offered in Venezuela.

Some attribute such a relationship to the role of imports in the generation of local goods,
while others simply highlight the role of the exchange rate as a marker of expectations
about a deterioration (or recovery) of the bolivar in the future, leading price-setters to
hedge in advance. In the midst of our current tense macroeconomic environment, this
debate seems crucial not only for the regulator, but also for local firms, in terms of the
schemes they employ to set their prices. Moreover, with the arrival of the COVID-19 to
Venezuela (and the official response to diminish its spreads), this discussion seems to be
more than relevant.

Inflation and exchange rate change (pre-hyperinflation)
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Source: Ecoanalitica.
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Certainly, the problem is not only for the Venezuelan case. Among many emerging
economies where foreign trade plays a fundamental role in reducing the gaps between
supply and demand or generating monetary disequilibrium, this relationship (called pass-
through of exchange rates to prices, hereinafter referred to as PT) is of interest to policy
makers.

If domestic prices are very sensitive to fluctuations in the price of foreign currency, aspects
such as the deterioration of the terms of trade, capital flight, the policy rules used, the
decline in exports, expectations of higher inflation in the future, political-institutional
instability or rigidity, and anything that generates tensions in the exchange area will have
a greater impact on the mechanism for setting tariffs, with higher costs for the local
population.

The most interesting thing is that this causality seems not to be unidirectional: not only
does the exchange rate end up affecting prices, but, being an expression of the value of
the local currency, price increases can incite a shift from a weak currency to a greater
demand for a strong one, raising the exchange rate. The discussion is even more complex
when we consider factors that make the relationship change over time, or specific
macroeconomic conditions. Thus, it is likely that the PT transfer would modify according
to the initial price level, or would be different for increases than for decreases in the
exchange rate or is more or less intense in the middle of a GDP contraction or during a
balance of payments crisis, among other contexts.

In the case of hyperinflationary Venezuela, this even seems to have occurred under
another mechanism: higher inflation has imposed so many restrictions on the ability of
Venezuelans to acquire assets (including foreign currency) that high prices have
preceded falls or uncertain responses in the exchange rate. Thus, it is foreseeable that
the PT effect has been altered as the aggressiveness of inflation escalated or in the midst
of the recent deceleration in prices.

Given the recent exposure of the Venezuelan economy to multiple different shocks, it is
worth reviewing the current state of this pass-through. For the Venezuelan case, the
background goes back to works made by figures between 2006 and 2012, evaluating the
conditions of our economy in contexts very different from the current ones. In this sense,
in view of the adverse context of current prices (and the constant distortion of relative
prices) and the strong contraction of our economy and the possibility to see a more
aggressive pandemic, it is very likely that the relationship between prices will be closer if
evaluated from high frequency information. This is the main point of this report.
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The previous evidence

How high has the PT effect been in Venezuela or in the region? What factors seem to
alter it? According to recent evidence, Latin America has reported a relatively high PT
effect compared to other regions of the world. A study by the International Monetary Fund
(2016) indicates that the cumulative inflation response to a 1.0% exchange rate
depreciation over a two-year period is approximately 0.3%!?* for the region. Compared to
other emerging markets, these elasticities are higher than those of emerging Asia (about
0.2%) but lower than those observed in emerging Europe (about 0.5%).

However, intraregionally, there is marked heterogeneity in PT, which seems to vary within
a range from 0.07% in Mexico to a pass-through greater than 0.6% in countries such as
Ecuador, Guatemala, Honduras and Panama. The lastprecedent for the Venezuelan case
is estimated by Mendoza (2012)?, who in fact reveals a high range of action for the
exchange rate with respect to Latin America (although low, as seen for some emerging
countries outside region). Strictly speaking, the accumulated two-year local PT effect was
between 0.04% and 0.44%, varying according to specific macroeconomic conditions in
each market.

This lower PT in the region justifies, for example, how inflation in the region (except
Venezuela) was less affected during the correction of international rates and the new falls
in commodities, after the financial collapse of 2008. While this fact seems to be closely
linked to the flexibility of the exchange and monetary regimes, identifying the other factors
that condition their dynamics becomes particularly relevant for the region. Part of the
consensus on this topic identifies some key aspects behind pass-through:

e High inflation: According to Taylor (2000)3 countries with high and persistent
inflation tend to have a greater pass-through effect. This is due to the fact that, in
this context, a depreciation of the exchange rate tends to be expected to generate
permanent rather than transitory effects, so that companies adjust prices with
greater flexibility.

e Dollarization: Reinhart and et al (2003)4 point out that a high level of dollarization
tends to increase pass-through in emerging economies, particularly in the midst of

L International Monetary Fund (2016). Economic Outlook for the Americas, April 2016. Chapter 4, Exchange
Rate Pass-Through in Latin America.

2 Mendoza, O, ed. (2012). El efecto transferencia (pass-through) del tipo de cambio sobre los precios en
Latinoamérica, Central Bank of Venezuela,258 pp.

8 Taylor, J. (2000). Low inflation, pass-through, and the pricing power of firms. European Economic Review.
4 Reinhart, C., Rogoff, K. and Savastano, M. (2003). Addicted to Dollars. National Bureau of Economic
Research.
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higher foreign currency liabilities, since depreciation would have a greater impact
on costs (given the high exposure) and, thus, greater incentives to raise prices.

e International Reserves: Mendoza (2012)5 found that “significant” periods of loss
of international reserves lead to increased pass-through in the Latin American
countries studied®. This happens because, in the face of a significant fall in
international reserves, markets tend to lose confidence in the potential capacity of
the Central Bank to stop any exchange rate tension.

e Oil prices: According to Mendoza (2012), in oil-producing countries there is an
inverse relationship between the price of oil and pass-through, i.e. higher oil prices
generate a lower incidence of the exchange rate on inflation. The logic comes from
how an increase in oil prices has a positive impact on the availability of foreign
currency, and on the expectations about the expected direction of the exchange
rate policy.

e Real exchange rate: Goldfajn and Valdés (1999)’ point out that an overvalued
real exchange rate reduces the pass-through effect, because the real appreciation
is corrected through a nominal depreciation, with less effect on domestic prices.

e Trade openness: According to Goldfajn and Valdés (1999), the more open an
economy is, the greater the effect of the exchange rate on inflation, either because
the imported component in the goods produced will be greater or because the
proportion of final goods that are imported increases. In both cases, domestic
prices will depend more on the behavior of the exchange rate.

e Institutions: Alesina and Wagner (2006)2 indicate that a country with lower
institutional quality tends to abandon exchange rate management policies more
easily, leading to a greater incidence on inflation. The IMF (2016)° detects that, in
the Latin American case, countries with reliable central banks and that have
managed to meet their inflation targets in recent years, (mainly Mexico, Colombia,
Chile, Brazil and Peru) revealed a 2-year PT effect lower than the average for those
countries that did not meet their price targets (0.14% vs. 0.45%).

5 Mendoza, O (2012). The exchange rate pass-through effect on prices in Latin America. Central Bank of
Venezuela.

6 Peru, Venezuela, Costa Rica, Guatemala, Dominican Republic and Colombia.

7 Goldfajn, I. y Werlang, S. (2000). The pass-through from depreciation to inflation: A panel study. Banco
Central do Brasil.

8 Alesina, A. and Wagner, A. (2002). Choosing (and reneging on) Exchange rate regimes, Journal of the
European Economic Association.

9 See note 1.
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Describing the pass-through in Venezuela

The following is a brief approximation of the magnitude of the PT in Venezuela, under the
current conditions of hyperinflation and dollarization. To quantify this effect, we use the
unofficial price and exchange rate data collected in Ecoanalitica on a weekly basis
between 2018 and February 2020. We assume that prices have responded more to
monetary events than to real imbalances. Thus, we approximate pass-through using the
coefficient linked to the exchange rate in the following regression (a'):

Pt = pPpe—q + “tCtCt + @ xe + 87y + &

where p is the approximate price level for the weekly NCPI, e is the unofficial exchange
rate, x is a vector compressing monetary controls beyond nominal ER: monetary base,
banking intermediation ratio (credit to deposits), as well as local oil prices to capture
potential prices changes due to real supply fluctuations?©.

Additional deterministic variables (trend and constant) are considered, along with several
controls (dummies) to reflect specific regulatory events: wage changes, the start of the
Economic Recovery and Prosperity Plan (ERP), the entry into force of the new exchange
agreement, the start of monetary reconversion and the new legal reserve policy. All these
factors are contained on vector y. Vector € comprises “non-observable” and less relevant
prices determinants, which are assumed systematically equal to zero and non-correlated
with the rest of its determinants.

The variables are taken in levels and natural-log basis, with the purpose of re-expressing
the estimated coefficients as elasticities or semi-elasticities'!. An estimation method is
used to isolate the biases in the estimated effects resulting from the dependence of the
exchange rate on prices?.

The first results point to an average weekly pass-through close to the range between
4.25% and 11.73% (for a 100% foreign exchange rate increase). This suggests that, if a
weekly bolivar depreciation of 15% on average (adjustment seen during the first three
weeks of 2020), prices would increase between 0.8% and 2.1% in one week and to 9.9%

10 This indicator was taken with one lag, given the usual delay on the official data release.

11 Even with the volatility of the indicators employed, the use of data in levels allows for the conservation of
as much information as possible regarding the potential determinants of prices in Venezuela. The
unexplained part of the model (“residuals”) met the requirements (systematically equal to zero, with constant
variance, etc.) to consider this specification the most adequate to explain weekly inflation for the time period
used.

12 Particularly, it was used Instrumental Variables-based estimators (IV), assuming lags on money base, on
credit ratio, on nominal ER and the rest of determinants as instruments.

The total or partial reproduction, publication and/or distribution of the content in this report is forbidden. Detecting
an information leak will cause the cancellation of the contract without any refund of the subscription. 6

@ecoanalitica Av. Blandin, C.C. Mata de Coco, piso 5, oficina 5-E, La Castellana, Caracas, 1060, Venezuela.
(+58 212) 266 9080 / Fax (+58 212) 266 5119 / RIF J-31130403-7

www.ecoanalitica.com




EXCHANGE MARKET Ecoanalitica

acompanando las buenas decisiones

REPORT

/4

in a month. This implies that to reach a 100% monthly inflation the exchange rate should
increase approximately 141.9%.

Similar to other more formal studies, some aspects of our economy seem to impose
changes to that effect. The previous model was re-estimates in order to verify those changes,
adding different sources of asymmetries in the following way:

Pr = PPpr_q + afCte, + @*xp + 8Vy, + 0% (te Z,) + &

In which Z contains potential conditional factors of the PT, with the asymmetry being
measured by estimations of . One of them is credit activity: if we consider the interaction
of PT with the levels of intermediation'3, we identify an increase in such pass-through
(15.3% for each additional 100% of that ratio) as this intermediation increased.

Thus, in the week of August 24, 2018, when the maximum value of intermediation in the
last two years was reached (64.8%), and with a foreign exchange rate increase similar to
the one analyzed in the base case (regarding the 2.1% weekly maximum average inflation
without asymmetries), now we would observe a weekly average inflation of 3.7% (13.3%
monthly).

In contrast, with only 13% intermediation (the average of 2020), this effect was reduced
to 2.2% of weekly inflation (10.4% monthly). In other words, as the intermediation was
reduced, pass-through was also reduced.

This suggests that changes in demand for foreign currency as a result of changes in the
legal reserve requirement not only altered the extent to which the exchange rate rose or
fell, but also the degree to which the prices changed regarding these variables. Is
probable that, with a reduction of credit, firms were not only less able to acquire foreign
currencies, but also faced a smaller demand, preventing more aggressive price
adjustments.

This phenomenon seemed to be more evident after the changes applied since the
beginning of the ERP, in which the “direct” pass-through to inflation rose from 10.4% to a
maximum of 12.8%. Despite this, during the ERP the additional PT effect per credit over
deposits was reduced, compared to what was observed when the credit dynamics were
analyzed for the whole period. In fact, with an intermediation of 64.8%, the impact is lesser
than what was estimated with the complete sample4.

13 An asymmetric or non-linear PT effect can be defined as dp/dtc = @ + 6CCC, where ¢ is the additional
effect on PT, as credit intermediation (CC) rises or falls (“iterate” with the exchange rate).

14 In fact, for the complete period asymmetric model, the inflation forecasts are more precise (lower
RSME)
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Even in the absence of the measures that constituted the ERP, this shows the importance
that credit had on the decision making of price settlers, and how the rest of this measures
affected the price dynamics because of its effect on the demand faced by the firms. Along
these lines, the inflation deacceleration during 2019 also partially responded to a smaller
PT, according to the previous mechanisms.

How do you test the relevance of other measures over the PT, as the monetary
reconversion or the tax changes, compared to the credit effect? Re-estimating the
asymmetric credit model for the complete sample, and isolating the other ERP measures
through dummy variables, a higher PT was identified derived from credit increases, but
this time (partially) offset by the rest of the decisions taken in these set of policies.

Therefore, such measure took off up to 1% of the PT, where such decisions appear to
have reduce the capability of firms to transmit to final prices the higher exchange rate
pressures.
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Pass through effect from average non-official nominal ER changes to inflation in Venezuela (on weekly basis)

¢ With credit asymmetries i with IR asymmetries

With oil prices

With real ER

Base With credit With credit asymmetrie: i { asymmetries (since appreciations With inflation
Variables / models asymmetries* (since the ERP)* {(ERP, NO legal reserves) * (since the ERP) ** i ythe ERP) s+ L asymmetries ** asymmetries ***
Avg Min  Max } Avg Min Max § Avg Min Max | Avg Min Max Avg Min Max : Avg Min Max i Avg Min  Max Avg Min  Max
aER 8.0% 43% 11.7%% 6.7% 3.0% 104%}i 95% 6.1% 12.8% 7.7% 43% 11.0% i 7.9% 49% 10.8% 79%  4.9% 10.8%5 63% 2.6% 10.0%{ 4.1% 05% 7.7%
g (credit 9.6% 3.9% 15.3% 8.9%  3.7% 14.2% } :
g (credit, ERP) 3.1% 12%  5.0% i
2} (credit, ERP without legal reserves) -0.5% -1.0% -0.1%
2} (international reserves on ERP) 0.2% 0.02% 0.3% i
@ (CPV on ERP) H L 04%  0.0%
0 (ER appreciation) ; 0.01% 0.1%
g (inflation) i 4.5%  2.9% 6.2%
Periodicity Average inflation 1/
Weekly 14% 08% 21%: 23% 1.0% 3.7% : 2.1% 1.2% 2.9% 1.9% 0.2% 3.6% 1.7% 0.9% 25% i 1.7% 0.9% 05% 24% i 1.2% 04% 2.0%
Monthly 6.6% 3.5% 9.9%1109% 4.6% 17.6%: 9.7% 5.7% i 8.8% 0.9% 17.1% i 7.9% 42% 11.7% P 78% 4.2% 24% 112%} 53% 1.6% 9.2%
Annually 116% 51% 209%} 248% 71% 598% : 203%  95%  368% | 174% 11% 567% : 148% 64% 276% : 148%  63% 32% 256%1 87% 21% 187%
SE (a) 1.9% 1.9% 1.7% i 1.7% 1.8% H 1.8% 2.0% 1.9%
SE g Credt) 2.9% 2.7% :
SE B (credit, ERP) 1.0%
SE @ (credit, ERP without legal reserves) 0.2%
SE e (international reserves on ERP) 0'1%
SE @ (CPV onERP) 0.2%
SE B (real ER appreciation) 0.4%
SE g (inflation) H : 0.9%
R2 0.9999 0.9999 0.9999 0.9999 0.9999 0.9999 0.9999 0.9999
RMSE 0.0348 0.0331 0.0334 ; 0.0319 i 0.0341 0.0341 0.0347 0.0306

1/ Expected inflation according to an average change of 18.02% on the non-official ER, and its monthly/annually equivalents.
2/ R2: Fraction orice changes explained, on average, by the estimated equation.
SD: Standard deviation. Statistical significance if each estimator is > 2*SE.
RSME: Root mean squeare error. A smaller value indicates greater precision in the inflation forecast under each model.
* Evaluates the impact on prices according to a 0.648 intermediation index.
** With a maximum level of USD 10,3 MMM.
** With a maximum of USD 75,9/b weekly (sample's maximum).
* With a depreciation level of 20 (Food prices were 20 times higher than the transport prices).
*** With a 67,7% inflation (sample's maximum value).
Source: Ecoanalitica.
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Following Mendoza (2012), we evaluated another source of asymmetry from the level of
international reserves. In this case, PT interactions with the level of reserves indicated
that the PT tended to be higher as reserves rose (although with a maximum weekly
inflation of 2.5%, with the international reserves close to USD 10.4 billion), although only
since the beginning of the ERP. Contrary to previous evidence, in the weeks were the
collapse of the country’s external assets was less, the price premium caused by the
private sector confidence in the government's ability to mitigate exchange rate pressures
was greatest.

Why? A reason could be associated to the way the BCV has recently accumulated such
assets: with its credibility loss, an increase in reserves signaled firms higher gold sales or
import cuts that would affect its access to external asset in the “future”. Considering this,
firms imposed a higher premium, expecting a higher depreciation of the bolivar in the
medium term.

Similar results are observed when evaluating the PT asymmetries imposed by the oll
prices of local basket (CPV). In week with higher oil prices, the PT tended to be higher.
In this sense, the increase of such tariffs wasn’t enough to improve the credibility of the
central bank?®,

What about appreciation? Including to the previous specification a real exchange rate
indicator (a ratio between food and transport prices), results suggested an additional PT
of 0.1% as the bolivar depreciates in real terms. This is similar to what was found in other
countries, where, with a higher real appreciation, the pass-through tends to decrease. In
the local case, the real appreciation has represented an additional limitation to such
transfer to prices, probably caused by the suppliers attempt to reduce such effect while
facing a less aggressive nominal exchange rate growth.

Finally, evaluating the potential PT asymmetries related to the price level, there was
detected an additional positive effect and of higher magnitude (on average 4.5%, as the
weekly inflation increased). Nonetheless, for the maximum price increase from the
sample, it was demonstrated a maximum weekly inflation of only 2.0% according to the
already analyzed increment. Although, in a high inflation environment, firms could adjust
prices to larger extent in response to current exchange rate pressures, it is possible that
this was only possible for an inflation level in which the demand didn’t sufficiently collapse.

15 Additional exercises were centered on evaluating the drop on oil prices derived from the rise of COVID-
19. Specifically, no asymmetries were detected on price changes of the Venezuelan oil basket since the
beginning of the quarantine and China’s trade restrictions.
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An additional exercise for the calculation of pass-through considering the mutual
interaction between prices and exchange rate was carried out using the technique of
autoregressive vectors between prices, exchange rate and money (using credit, oil prices
and international reserves as controls).

The results confirm that, even with the loss that this implies on the positions in Bs, the
prices took almost a month to show a significant deviation from the trend (almost 5%,
accumulated), due to an unanticipated shock in the exchange rate. Nonetheless, the
effects on prices lasted even 12 weeks after said shock. In this sense, future extensions
for this analysis could be oriented to validate this results in a more dynamic context.

Weekly inflation response to an unanticipated increment
on the non-official ER 1/
40.0%

Average inflation

= = = - Confidence intervals (95%) -

30.0%

20.0%

Cumulative inflation

10.0%

0.0%

-10.0%
Week

1/ Price deviation from its "trend" value in presence of a 9.6% ER increase.
Source: Ecoanalitica.

Some implications

The fact that pass-through is dependent on credit (mainly after the ERP), on the reserves
and on the measures taken after the 2018 reconversion context, suggests how much
regulatory action has impacted this relationship, and thus the real ER appreciation. On
the one hand, higher reserves (from monetary gold sales, for example) don’t guarantee
that exchange rate pressures don’t transmit in a greater degree to prices. Considering
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this, the institutional factor apparently plays against the Government, on its attempt to
stop the bolivar’s depreciation.

On the other hand, if falls in intermediation (given the action of the legal reserve
requirements) and the other policies applied in the ERP reduced the PT, the official
actions apparently stopped a greater real appreciation against the fall of the “nominal”
ER. In other words, even besides the credit and its direct effect on foreign currency prices,
such measure indeed partially mitigated a greater increase in the price (in dollars) of the
local basket.

In terms of pass-through, many extensions can still be made to its quantification: is it
stronger on tradable than on non-tradable goods, or on any particular basket line? What is
the role of demand or supply gaps? Are asymmetries sudden or “soft transition”? What
does seem to be clear from this exercise is its exposure to current distortions in our
economy, and how policymakers should incorporate such changes in decision-making,
with a view to mitigating such imbalances rather than exacerbating them.

Luis Arturo Barcenas
Diego Santana.
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Parallel Exchange Rate projections

Updates Fundamentals:

Given the technical difficulties in doing projections for the nominal exchange rate in a
hyperinflationary environment, commented on in previous reports, at Ecoanalitica we find
we are making adjustments to our prediction model. The results given in this report are
due to that process of adjustment and, for that reason, they show relatively significant
changes from our previous report.

Projections

Non-official exchange rate forecasts

Date Actual Forecast range
value * Low Medium High

2019M01  2,174.86 849.4 1,186.5 1,414.8 1,880.7 2,596.4 3,418.1
2019M02  3,424.05 809.0 1,153.4 1,393.1 1,899.2 2,311.7 3,604.1
2019M03  3,362.09 5534 881.5 1,119.7 1,674.4 2,170.2 3,7094
2019M04  6,028.46 714.2 1,123.7 1,454.1 2,240.7 2,965.5 5,256.6
2019M05 6,450.38 915.7 1,204.4 1,588.9 25775 3,637.5 6,782.7
2019M06  7,517.06 1,080.6 1,548.7 2,057.5 4911.9 7,538.7 9,823.7
2019M07 11,973.69 2,468.1 3,447.7 4,111.0 5,464.9 9,078.3 9,932.1
2019M08 23,157.99 4,029.2 5,744.3 6,938.0 10,949.0 12,572.9 17,949.3
2019M09 19,662.29 7,198.3 10,742.7 15,947.1 25,232.1 32,783.8 38,528.0
2019M10 21,900.00 8,825.9 13,171.9 17,1245 26,827.3 40,694.5 47,239.9
2019M11 37,190.69 11,428.2 17,055.4 19,573.8 30,257.9 38,666.0 61,168.1
2019M12 55,211.98 12,834.9 19,515.6 23,129.7 45,580.2 54,410.9 72,280.2
2020M01 72,027.46 14,600.9 22,200.9 26,312.2 51,851.7 81,846.8 82,225.5
2020M02 73,251.27 16,682.3 25,365.7 30,063.1 59,243.5 75,157.8 93,947.2
2020M03 24,650.7 29,215.6 85,451.4 91,298.9
2020M04 30,193.4 35,784.7 92,961.9 111,827.3
2020M05 94,457.3 111,949.4 220,611.6 349,841.8
2020M06 139,358.6 165,165.7 325,481.7 511,646.1
2020M07 238,136.4 282,235.7 556,184.2 785,804.9
2020M08 500,468.3 593,147.6 1,168,878.8 1,301,345.6
2020M09 724,150.8 965,534.4 1,811,834.7 2,112,694.7
2020M10 915,875.7 1,238,128.3 2,204,886.0 3,348,254.3
2020M11 1,817,090.9 2,153,589.2 4,243,943.2 6,484,857.2
2020M12 2,135,098.5 2,530,487.1 4,986,672.3 7,907,772.1

Sources: BCV, Ecoanalitica and own calculations.
*End-of-month; otherwise, if indicated.
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Foreign Exchange Market Indicators

Exchange rates indicators

Exchange Rate Indicators

(VES/USD)
Feb-20 m/m (%) yly (%)
M2/IR* 8,760.5 21.4 2,400
RER** 433,602.6 23.7 3,533
Money desks *** 74,092.6 -1.2 2,144
WER (Consumers) 77,2954 6.9 548

Source: BCV, other Central Banks and Ecoanalitica
* End of month. ** Monthly average (AN). ***Last auction.

Annual exchange rates indicators

Exchange Rates (VES/USD)

2017 2018 2019* Devaluation Real Depreciation/

Apreciation
Public Sector ER* 0.001 70.8 10,584.0 99.331 -93.0
Imports ER1 0.03 111.5 10,8411 98.972 -92.8
Real exchange rate? 0.2 3,754 178,037 97.52 0.0
M2/RRIF 0.1 91.1 4,328.0 97.9 -97.1

Sources: BCV and Ecoanalitica

! Annual average. 2 At the end of the year.
*Data compiled until November. Additionally, the calculations were made using the National Assembly's inflation
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Weighted Foreign Exchange Rate

Weighted Foreign Exchange Rates*

Total Total
Exchange Rates 2017 Imports 2018P Imports

Weight Weight
Public Imports 0.001 75.1% 54.6 77.0%
CENCOEX - DIPRO 0.0001 5.6% - -
SIMADI - DICOM 0.021 6.0% 54.6 0.8%
Not official 0.242 13.3% 124.5 23.1%
Weighted exchange rate (M) 0.03 70.8
Variation 1030.8% 205371.8%
Devaluation 91.2% 100.0%

Sources: BCV, CADIVICENCOEX and Ecoanalitica
*Annual Average.

Weighted Exchange Rate of Private*Exports

Weighted Exchange Rate of Private Exports*

Exchange Rate 2017 Weight 2018F Weight
CENCOEX - DIPRO 0.0001 22.6% - -
SIMADI - DICOM 0.02 24.0% 54.6 18.6%
Not Official 0.2 53.4% 1245 81.4%

Weighted exchange rate (Imports) 0.1 1115

Variation 1832.4% 82843.4%

Devaluation 94.8% 99.9%

Sources: BCV, CADIVI/ICENCOEX and Ecoanalitica
*Annual Average
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Foreign Currency Availability Indicators

International Reserves

International Reserves
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Sources: BCV and Ecoanalitica
Extrabudgetary Funds

Extrabudgetary Funds
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Non-Financial Debt with the Private Sector

Non-Financial Debt with the Private Sector (USD MMM)

4Q2017 4Q2018 2Q2019 3Q2019 2019 yly a/q
CADIVI - Non-settled imports 8.7 6.3 5.7 5.4 53 -15.5% -1.8%
CADIVI - Dividends approved and unpaid 1.6 0.4 0.2 0.2 0.2 -49.1% 0.0%
CADMI - Rent and Services* 34 14 11 11 11 -23.0% -0.2%
Mixed Companies - PDVSA partners 12.1 12.1 12.1 12.4 9.3 -23.1% -25.0%
Total 25.9 20.2 19.1 19.1 15.9 -21.3% -16.8%

Source: Ecoanalitica
* Includes debt with airlines.

Monetary Indicators
Liquidity (M2)

Real liquidity expansion
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You should take into account

v’ After notifying that there were people in Venezuela with COVID-19, Nicolas Maduro
announced that, starting from March 17, Venezuela would start a “collective quarantine”.

v' Maduro explained that exempt from the quarantine are people who work in the food
chain and health services, the police and security forces, transport workers, and those
who work in the media.

v" Nicolas Maduro addressed a letter to the managing director of the International Monetary
Fund (IMF), Kristalina Georvieva, requesting a loan of USD 5 billion via a Rapid
Financing Instrument.

v' The funds are to be used to prevent the spread of the coronavirus in Venezuela and
reduce its negative effects.

v' The request was denied by the international body, as it doesn’t recognize Maduro as the
legitimate president of Venezuela.

v" On February 18, the US Treasury Department’s Office of Foreign Assets Control (OFAC)
sanctioned the Russian oil brokerage firm Rosneft Trading S.A. and the chairmen of its
board of directors, Didier Casimiro.

v' This decision was due to the fact the oil company has continued to collaborate with the
Nicolas Maduro regime by facilitating exports of Venezuelan crude despite the
restrictions imposed by the United States.

v" In March, the United States Government applied sanctions to another subsidiary of
Rosneft's, TNK Trading International. TNK is Rosneft's operations unit with
headquarters in Switzerland.

v' The United States commented that TNK was the company that permitted the sale and
shipping of Venezuelan crude, stressing the US Government’s commitment to stopping
the Maduro regime’s revenues.

v' The National Assembly announced that the Venezuelan economy posted a contraction
in its gross domestic product of 39.65% in 2019.

v' Three sources consulted by Reuters said that the private London- based firm MACHold
CO Ltd, had hired a German bank to manage the offer to buy Venezuelan debt bonds
that the Nicolas Maduro administration has allowed to fall into default over the past two
years.

v' The sources explained that the offer is way below the market, as they have offered to
pay 10.5% of the value of the securities issued by the Venezuelan State and 6.5% of
the value of the bonds issued by PDVSA.

v' The collaboration between Russia and OPEC came to an end, this happened because
Russia refused to support bigger production cuts.

v' Inresponse, OPEC decided to lift all production ceilings imposed on its members starting
on April 1. This caused the price of Brent to fall by 10% that same Friday to USD 45/bl.,
its lowest since 2017.
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v' According to anonymous sources consulted by Reuters, the Indian refiners Reliance
Industries and Nayara Energy are considering not buying any more Venezuelan oil
starting in April.

v According to these same sources, Reliance Industries has not ordered any shipments
for April and Nayara Energy plans to stop processing Venezuelan oil after taking delivery
of the two shipments already scheduled for March. These measures have been taken
due to concern over the sanctions imposed on PDVSA and its customers by the United
States.
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