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Uncertainty reconverted

With the implementation of the monetary reconversion in Venezuela since last October
1st and what happened in the foreign exchange market (in the context of this), it is worth
to rescue some of the ideas exposed in the July 2020 foreign exchange report. On that
occasion, we highlighted how the exchange rate in Venezuela ends up reflecting the
uncertainty of the market regarding the regulation of the local economy in the short term.
In this sense, every time the Executive or the BCV applies some extraordinary measure
of monetary, exchange or bank credit nature, the price of the foreign currency shows
considerable fluctuations, driven by a frantic buying and selling of dollars that, in the
absence of greater options and despite the loss of its local purchasing power, has become
the most accessible mechanism for Venezuelans to protect their income in the face of
hyperinflation.

This is an unmistakable symbol of the reduced capacity of local agents to predict prices
in a hyperinflationary environment, where many are very quick to acquire dollars and
protect their assets (driving the rise), and then make greater disbursements of these in
an environment where two out of every three transactions in the country (on average) are
paid with dollars or another currency. Therefore, what happened in the market during the
reconversion does not respond to the process of re-expression in itself, but to the distrust
that persists about the bolivar and about the capacity of local authorities to protect its
value. In the following lines, we will try to validate this argument by contrasting what
happened recently with other events in the foreign exchange market in the recent past.

The Facts

Certainly, what happened on the eve of the reconversion is a recent milestone, with
respect to what has been seen in the Venezuelan exchange market since the beginning
of the pandemic in the country. On the first day of the reconversion, the unofficial price of
foreign currency increased 40.0% with respect to the previous week, associated at first
with a greater demand for foreign currency under the fear of an "eventual” collapse of
means of payment in Venezuela associated with the reconversion. However, the marker
quickly corrected this increase and fell to levels seen prior to the reconversion. This
implied a very high level of volatility of the unofficial exchange rate.

1 Exchange Rate Outlook Report: Exchange Rate Volatility and its Effects on Inflation in Venezuela, July
2020.
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Daily non-official exchange rate volatility in
Venezuela(*)
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Sources: LocalBitcoins and Ecoanalitica.

As we said, this type of adjustment is not new, if we compare what has happened in the
domestic exchange market since 2018. Only in the first weeks of 2019, the unofficial
exchange rate grew by more than 19.0% on a daily basis, influenced by the increase in
reserve requirements and its effect on bank credit. Likewise, the rebound in local activity
in the face of a greater easing of the official quarantine in Venezuela caused that marker
to rise 16.2% in just one day during December 2020.

Such changes and others related to additional actions of the Executive in economic
matters (salary adjustments, increases in the legal reserve requirement), produced
episodes of greater volatility in the exchange rate, similar to what we saw with the
reconversion. In that sense, these measures generated such a level of uncertainty that
Venezuelans quickly went in search of foreign currency to "protect" their income,
replicating the adjustments they have made in the midst of other BCV’s actions. We can
say that, despite the enormous volatility shown by the price of the currency once the
reconversion began, what underlies such behavior goes beyond that process. In other
words, the reconversion is more a symptom than a cause, being one more expression of
the few options available to the regulator to control hyperinflation in Venezuela.
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War warned...

In addition to the exposure of the foreign exchange market to regulatory events, what the
previous events show is how quickly distortions in the unofficial exchange rate in
Venezuela associated with changes in the stance of the Executive are corrected. In that
case, what seems to happen is that, as local prices begin to rise as a result of the sudden
depreciation, local agents lose the capacity to continue demanding foreign exchange
(especially in the midst of credit constraints) or quickly use it for payments in transactions.
This ends up containing the demand for foreign currency (or increasing its circulation, if
foreign currency payments increase), thereby reducing its price.

However, in the case of what happened during the reconversion, the subsequent
slowdown in the exchange rate responded to a specific intervention of the BCV in the
local exchange tables to prevent the exchange rate from reproducing the same behavior
it has shown when the issuing entity took a monetary measure in the past. On this point,
it is worth noting that the amount of the intervention exceeded the volume of funds
previously injected (on average) by the monetary authority itself (USD 50 MM, higher than
the average of USD 30.0MM in previous weeks), although it is still low in historical terms.

Foreign currency in cash sold to the financial system
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Note: Euros converted to dollars using the average USD/EUR exchange rate for the month.
*USD to dollars converted to euros using average monthly exchange rate USD/EUR.
Source: Ecoanalitica.
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On the one hand, the fact that the BCV announced ex ante an intervention at these levels
indicates that the issuing entity itself knows the scope of its measures. This indicates how
little room the monetary authority has to control exchange rate pressures and their effect
on prices. In other words, even with fiscal and credit limitations, it is enough for the BCV
to issue more money in local currency or to take measures that hinder the functioning of
the means of payment for Venezuelans to act accordingly and, under the above
mechanisms, the exchange rate adjusts. Likewise, the above reveals that, with the strong
contraction shown by the Venezuelan economy since 2014, the Executive has it easy to
control the exchange rate and prices. That is, interventions in the foreign exchange market
below USD 30 million per month are enough to generate price stability, as it happened in
the days after the reconversion.

Against 7+7

The reconversion and its effects occurred during a “flexible” week, in the context of the
official quarantine scheme in place in Venezuela since mid-2020. As we have shown in
previous reports?, in such periods the exchange rate shows smaller variations and a less
marked fluctuation. In this sense, the uncertainty generated by the reconversion seemed
to alter the exchange rate dynamics imposed by the trade limitations of the pandemic.
This validates the sensitivity of the Venezuelan market to the changes undertaken by the
Executive and the distrust they generate, above and beyond the real collapse itself.

2 Weekly Report 13: Between radical and flexible: the “7+7” distortions, April 2021.

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.

@ecoanalitica Av. Blandin, C.C. Mata de Coco, piso 5, oficina 5-E, La Castellana, Caracas, 1060, Venezuela.
(+58212) 266 9080 / Fax (+58 212) 266 5119 / RIF J-31130403-7

www.ecoanalitica.com




EXCHANGE MARKET

Ecoanalitica

acompanando las buenas decisiones

REPORT

/)

Depreciation Vs volatility of non-official

exchange rate (during "flexible" weeks)
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All of the above ends up showing that, more than the reconversion, behind the recent
exchange rate pressures in the country seem to be the usual suspects: the population's
lack of interest of maintaining local currency-denominated assets and the doubts
generated by the official actions of the Executive in inflationary matters. Thus, the
country's transactions continue to be carried out in the midst of great uncertainty, but with
figures that are simpler to handle (?).

Luis Arturo Barcenas
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Parallel exchange rate projections

Fundamentals of upgrades:

Given the technical difficulties in making nominal exchange rate projections in a
hyperinflationary environment, as mentioned in previous reports, Ecoanalitica is
currently making adjustments to our predictive model. The results shown in this edition
are the result of this adjustment process. Therefore, they present relatively significant
changes with respect to the previous edition.

Projections

Non-official exchange rate forecasts

Date Actual value Forecast range
* Low Medium High
2020M01 0.07 0.01 0.02 0.02 0.05 0.07 0.07
2020M02 0.07 0.02 0.03 0.03 0.06 0.08 0.09
2020M03 0.09 0.02 0.02 0.03 0.09 0.09 0.17
2020M04 0.18 0.02 0.03 0.04 0.09 0.12 0.24
2020M05 0.20 0.07 0.11 0.19 0.21 0.27 0.34
2020M06 0.21 0.08 0.15 0.20 0.23 0.24 0.39
2020M07 0.26 0.08 0.17 0.23 0.29 0.35 0.43
2020M08 0.34 0.11 0.22 0.32 0.37 0.45 0.52
2020M09 0.43 0.11 0.34 0.37 0.41 0.45 0.49
2020M10 0.51 0.12 0.22 0.35 0.49 0.53 0.64
2020M11 1.03 0.17 0.36 0.53 0.70 0.85 1.00
2020M12 1.07 0.30 0.58 1.13 1.43 1.81 2.95
2021M01 1.72 0.36 0.80 1.16 1.52 2.00 2.59
2021M02 1.92 0.94 1.36 1.78 2.43 3.01 3.74
2021M03 2.07 1.00 1.45 1.83 2.22 3.33 4.44
2021M04 2.66 1.67 2.42 2.63 2.83 3.68 4.52
2021M05 3.09 1.78 2.58 3.05 3.53 4.17 4.82
2021M06 3.22 1.93 2.19 3.32 3.85 3.91 3.96
2021M07 3.90 2.12 3.07 3.57 4.08 4.74 5.40
2021M08 4.05 2.27 3.28 3.79 4.29 4.92 5.04
2021M09 5.62 2.58 3.23 3.88 4.54 5.12 5.70

2021M10 5.46 5.83 6.21 7.87
2021M11 5.60 6.54 7.47 9.14
2021M12 4.29 5.99 7.70 10.18

Sources: BCV, Ecoanalitica and own calculations.

*Reconverted figures. End-of-month; otherwise, if indicated.
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Foreign Exchange Market Indicators

Exchange rates indicators

Exchange Rate Indicators

(VES/USD)

Sep-21 m/m (%) yly (%)
M2/IR* 0.24 -34.8 599
RER** 9.89 13.5 1,234
Money desks *** 4.14 -0.1 861
WER (Consumers) 4.71 14.1 1,077

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

Annual exchange rates indicators

Exchange Rates (VES/USD)

Depreciation/ Real Depreciation/

2018 2019 2020 - o
Appreciation Appreciation
Public Sector ER ! 0.00 0.01 0.37 -97.15 -79.99
Imports ER * 0.00 0.01 0.38 -97.13 -79.65
Real ER ? 0.00 0.15 1.86 -91.85 0.00
M2/IR * 0.00 0.00 0.09 -95.27 -95.07

Sources: BCV and Ecoanalitica

1Annual average. 2 Year ending.
*Information until November. Additionally, the calculations were made with the National Assembly's inflation.
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Foreign Currency Availability Indicators

International Reserves
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Extrabudgetary Funds
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Non-Financial Debt with the Private Sector
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Non-Financial Debt with the Private Sector (USD MM)

1Q2020 2Q2020 3Q2020 2020 1Q2021  2Q2021 yly (%) a/q (%)
CADIVI -Non-settled imports 5.3 5.3 51 51 5.1 5.0 -20.8% -5.7%
CADIVI -Dividends approved and unpaid 0.2 0.2 0.2 0.2 0.2 0.2 -63.0% -0.5%
CADIVI -Rent and Services* 11 1.1 1.1 1.0 1.0 1.0 -42.9% -0.1%
Mixed Companies - PDVSA partners 9.0 9.0 9.0 9.0 9.7 9.8 2.5% 2.7%
Total 15.6 15.6 15.4 15.3 16.0 16.0 -10.6% 0.0%
Source: Ecoanalitica
* Includes debt with airlines.
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You should take into account

v" The Central Bank of Venezuela (BCV) published figures of the national consumer price
index (INPC) for June, July, August and September. For this last month, inter-monthly
inflation was 7.1%, the lowest so far this year, and, in cumulative terms, prices have
increased 531.2% during 2021 and 1,946% year-on-year.

v The Venezuelan Observatory of Finance also published its inflation figures for
September, which show a month-on-month inflation of 9.7%, an increase of 525.7% in
cumulative terms and an increase of 1,456% in year-on-year terms.

v The International Monetary Fund (IMF) published its World Economic Outlook (WEO) for
October. In this report, the 6% growth projections for the world economy remain
unchanged with respect to the estimate made in the April report.

v' For 2021, the IMF forecasts GDP growth of 6.3% for the Latin America and Caribbean
region, which represents 0.5 percentage points more growth than estimated in the last
report. By 2022, the region's GDP is forecast to grow 3.0%, which is 0.2 percentage points
lower than the last estimate.

v' For Venezuela, the IMF adjusted its real GDP variation projection to -5% after having
estimated it at -10% at the beginning of the year. In addition, the IMF expects inter-annual
inflation to reach 2,700% by the end of 2021.

v' At the United Nations Conference on Trade and Development, Delcy Rodriguez,
Venezuela's Executive Vice-President, reiterated her denunciation of the International
Monetary Fund for not allowing the transfer of Special Drawing Rights. She argued that
"the IMF refuses to deliver to our people the USD 5 billion that correspond to our country
to fight the pandemic. The reason, the express veto of the United States against
Venezuela".

v' According to Marianna Parraga, Reuters correspondent, Venezuela's oil exports
decreased to 414 kb/d. This would constitute the lowest level of exports since October
2020. Considering the direct and secondary communication figures published by OPEC
for August this year, the monthly variation for September would be -20.8% and -35.4%,
respectively.

v" On October 1, the federal court in Columbia, USA, to which a legal representation of the
Venezuelan government was summoned, ruled that ConocoPhillips could "enforce an
award" valued at USD 8.5 billion against Venezuela as a consequence of the absence to
the court summons.

v ConocoPhillips will claim the assets as remuneration following Venezuela's decision to
nationalize the firm's projects in the country in 2019. The litigation in question constitutes
one of multiple that the company has initiated against the Venezuelan government and is
the second it has won, following a first award of USD 2 billion in 2018 against Pdvsa.

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.

@ecoanalitica Av. Blandin, C.C. Mata de Coco, piso 5, oficina 5-E, La Castellana, Caracas, 1060, Venezuela.
(+58212) 266 9080 / Fax (+58 212) 266 5119 / RIF J-31130403-7

www.ecoanalitica.com




EXCHANGE MARKET

Ecoanalitica

acompanando las buenas decisiones

REPORT

/)

v As reported by Argus Media, Venezuela is facing even more losses from its foreign assets
following the latest Dutch court decision allowing to value the assets of Propernyn (a
Pdvsa company in the Netherlands) and proceed to sell them to pay off part of the
Venezuelan state-owned company's USD 52 million debt.
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