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Stagnation or rest?

The unofficial exchange rate closed in August at VES 4,051,803.6 USD, marking a
variation of 4.0% with respect to the previous month and presenting an accumulated
increase in the year of 277.7%. This value would stand out as the lowest in the January-
August period in the years of validity of the hyperinflationary period, which has been
standing at 8,265.1%, 3,030.7%, 518.1% in 2018, 2019 and 2020, respectively.

At the same time, in interannual terms the indicator grew 1,087.2%, accumulating six
consecutive months in which the exchange rate has decelerated under this comparison;
as another possible pattern to observe the deceleration of the unofficial exchange rate
during this year, we can compare the average of its interannual variations with respect
to last year, which went from 2,454.4% in the period January-August 2020 to 1,734.1%
this year.

On the other hand, this past month was the sixth time that the exchange marker
presented a monthly increase of less than one digit in the hyperinflationary period?.
These moments would be: February 2020, June 2020, December 2020, March 2021,
June 2021 and August 2021. However, these last two months stand out in the reduction
of the volatility? of the indicator with respect to the two previous cases.

1 As per Cagan's stated definition of monthly price level increases greater than 50.0%, between
November 2017 to present. Cagan, Phillip. (1956). "The Monetary Dynamics of Hyperinflation." In Studies
in the Quantity Theory of Money, ed. Milton Friedman, 25-117. Chicago: University of Chicago Press.

2 Measured as the moving standard deviation of the weekly change over the last seven days.
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Daily non-official exchange rate growth volatility (*)
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(*) Measured as 7-day-window standard deviation over daily log-differeced non-official ER
Sources: LocalBitcoins and Ecoanalitica.

Thus, the standard deviation of the weekly variations would go from 4.0% in March to
2.9% in August. However, the real contrast would be observed with respect to
December 2020, where the increase in the exchange rate was lower than in August
(3.7% vs. 4.0%), but would show a higher volatility (8.1% vs. 2.9%).

Although these recent behaviors of June and August of the exchange rate added to the
behavior of the price level in the last month3 could suggest that the strategy of the
Executive to reduce real public spending, restrict credit activity and the permissiveness
to introduce new products in foreign currency within the exchange rate system are
allowing the exchange rate indicator to keep similarities with February 20204, it should
be remembered that this could be punctual observations rather than a new trend. Above
all, by taking into account the sensitivity of the exchange rate to the introduction of new
measures by the Executive (such as increases in the minimum wage and changes in

3 First time in 58 months that it has been below 10.0%.

4 Where prior to the entry of the pandemic and the distortions it entailed showed an increase in the
exchange rate of 1.7% and a standard deviation of weekly increases of 1.8%.
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the legal reserve requirements)®, a consideration that acquires greater importance as
the regional elections approach, which have monopolized all the recent public

discussion, and with the historical behavior observed in the last quarter of the year with
increases in consumption.

Therefore, in this report we will review these elements of containment previously
mentioned (credit activity, monetary expansion and availability of foreign currency in the
exchange rate system) to explain the behavior of the exchange rate in the last month.

One less factor to take into account?

As part of this strategy to contain the exchange rate, August closed with an estimated
contraction of the monetary base of 0.8%, the first since April 2016. Reviewing in detail,

in the second and third week of the month there were weekly contractions of the
indicator of 3.6% and 5.0%, respectively.

Exchange Rate vs. Monetary Base
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Sources: BCV, LocalBitcoin and Ecoanalitica.
Note: Chart with daily observations.

5 More details on our Weekly Report No. 3 (2021): Bank credit in the spotlight... again.
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In addition, in the last two months we can see the opposite direction in which the
exchange rate and the monetary base move, coinciding moments in which the
exchange rate presents weekly contractions and the greatest expansions of the
monetary base are observed.

Given this disparate behavior of the indicators, we maintain our previous statement®: the
increases in the exchange rate do not seem to be explained by monetary stimuli to
cover fiscal expenditures, but by the release of liquidity through the reduction of the
effective reserve requirement, which has gone from an average of 75.6% in the first
eight months of 2020 to 60.2% in 2021.

What to expect from the monetary reconversion?

On the other hand, the new reconversion scheduled for October is not expected to have
a significant impact on the exchange rate and would not even influence our year-end
projections for the indicator. Although there is the recent coincidence of an increase of
125.8% at the time of the implementation of the reconversion to Sovereign Bolivars in
August 2018 with respect to the previous week, it should be remembered that such
increase is mostly linked to the impact of the other measures’ that accompanied the
Economic Recovery, Growth and Prosperity Plan may have had at the time of its
announcement.

The initial effects of the new reconversion will be similar to those seen with the new
banknotes of the current cone issued at the beginning of March, that is, a relative
improvement in the payment for those services that are still made in cash. This
becomes more sensitive in the case of the transportation sector, where, in the absence
of digital payment mechanisms and the use of pieces that lost their real value over time,
attempts were made to implement the use of foreign currency in cash as a means of
payment®,

6 Exchange Market Report No. 8 (2021): History does not repeat itself, but it does rhyme.
7 Among them, the increase of 5,900% of the minimum wage.
8 El Nacional (2021). AMTT mult6 a 31 transportistas en Lara por cobrar pasajes en dolares.
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USD required to keep purchasing power (transport)
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Sources: BCV, Localbitcoins and Ecoanalitica.

The item presented in the year the third highest accumulated growth of its cost in dollars
of the basket of goods that make up the CPI (57.5%), so that if the injection of the
promised banknotes of the new monetary cone does not occur, an acceleration of the

growth of the exchange rate may be observed due to the demand for foreign currency
for transactional use.

The "new" banking and the exchange rate.

The flexibility of the Executive in terms of bank dollarization has materialized through
the offer of products linked to the convertible currency accounts allowed since the
beginning of the year. At the moment, the offer of products related to these convertible
accounts varies among banks. Some offer to mobilize funds from the foreign currency
account through debit cards in bolivars or with the introduction of new debit cards
associated with the new foreign currency account, others offer international cards that
allow payment at points of sale and cash withdrawals abroad. In addition, the possibility
of buying and selling foreign currency on online platforms was enabled and, in person, it
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is possible to withdraw the currency acquired at the exchange bureaus or make
deposits.

To this supply of products must be added the availability of foreign currency that the
national bank has had from sales by the Central Bank of Venezuela (BCV). During the
period January-August 2021 these totaled USD 339.5° million, presenting an increase of
144.4% over the same period of the previous year. At the same time, the August

amount was the second highest amount'® placed in the financial system in the last 20
months.

Foreign currency in cash sold by Central Bank to the financial system
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*USD to dollars converted to euros using average monthly exchange rate USD/EUR.
Source: Ecoanalitica.

This has developed under a more competitive official exchange rate, which presents
increasingly smaller differences with respect to the unofficial exchange rate: the average

9 EUR 156.3 million and USD 152.0 million.
10 The highest was USD 90.1 million in May 2021.
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gap between both indicators in 2021 (at the end of August) has been 1.81%, while in
2020 and 2019 it was 5.3% and 7.0%, respectively.

Gap between Non-Official and Official Exchange Rate
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Sources: BCV, LocalBitcoins and Ecoanalitica.
Cost of living continues to rise.

On the other hand, inflation in August stood at 6.4%, the lowest variation since
September 2016. Even with this, due to the relatively low rise in the exchange rate,

being the lowest monthly increase so far this year, the monthly increase in August in the
cost of living in dollars was 2.2%.

11 From the entry into force of the exchange tables on May 13.
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Sources: BCV, Localbitcoins and Ecoanalitica.

Thus, the increase in dollar terms at the national level would accumulate in the year
28.9%1'2, 6.1 percentage points above the same period of 2020. If we were to make a
year-on-year comparison, a similar relationship would be estimated: in August 2021, the

increase over the previous year of the indicator was 41.0% while in August 2020 it was
23.1%.

A very big asterisk at the end of the year.

At the end of the second week of September, the exchange rate presented an average
monthly increase of 2.0% during this month. If this trend continues for the rest of the

month, the deceleration trend of the indicator that we have developed throughout the
report will be fulfilled.

However, the approaching regional elections scheduled for November 21 this year could
reverse this trend. Last year's parliamentary elections could have served as an

12 More detailed review in our Weekly Report N° 31 (2021): Rising dollar prices: No peace for
Venezuelans’ pockets.
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approximation of the government's conduct in the event of elections, but the conditions
set for them served as a counterweight to avoid incurring greater fiscal outlays and thus
be able to maintain its policy of containment. However, these elections carry greater
weight within the official narrative in order to seek greater international recognition by
having participants from the Venezuelan opposition*3.

This is why we cannot rule out an expansion of spending by the Executive during the
last quarter, either through current transfers or even a possible salary increase in order
to encourage participation, which in the 2020 elections was only 31.0%'. If this
expansive scenario occurs, this month would represent the state of relative calm that we
previously described in the "staggered"'® sequence that the exchange rate indicator has
developed in the last two years.

The possibility of an acceleration of the exchange rate compared to the recent evolution
would still be favorable given the seasonal behavior of the indicator and the latent
imbalances of the Venezuelan economy. In view of this, at Ecoanalitica we maintain
the recommendations we have been making in the area of prices and possible
indexations, where the main focus should be on the relationship between local prices
and the exchange rate, especially as transactional dollarization takes hold and
expectations of future price growth are more closely linked to exchange rate variations.

Jhoan F. Castellano.

13 BBC (2021). Elecciones en Venezuela: la oposicién anuncia que ird en bloque a las regionales de
noviembre.

14 BBC (2021). Elecciones en Venezuela 2020: el chavismo gana las elecciones parlamentarias
marcadas por el boicot de la oposicion y una masiva abstencion.

15 Exchange Market Report N° 6 (2021): Following the path of the exchange rate tiles.
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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 Forecas_t range _
* Low Medium High

2020M01 72,027 12,790 19,447 23,049 45,421 71,696 72,027
2020M02 73,251 16,682 25,366 30,063 59,243 75,158 93,947
2020M03 89,197 16,212 24,651 29,216 85,451 91,299 170,097
2020M04 175,225 21,176 32,198 38,161 92,962 119,253 237,964
2020M05 195,647 65,528 107,279 187,981 207,635 268,682 342,777
2020M06 205,571 77,180 151,499 196,612 225,913 241,724 391,502
2020M07 11,974 84,624 172,993 233,829 294,665 351,803 429,260
2020M08 341,279 108,285 223,192 317,513 365,428 449,143 522,311
2020M09 432,117 110,036 340,751 374,678 408,605 449,288 489,971
2020M10 505,483 115,887 215,215 351,970 488,724 525,269 643,814
2020M11 1,034,437 174,338 362,381 528,195 697,768 849,775 1,001,782
2020M12 1,072,790 295,285 580,294 1,128,906 1,430,167 1,811,823 2,952,848
2021M01 1,724,778 355,685 796,865 1,156,080 1,515,295 2,002,887 2,593,191
2021M02 1,916,295 936,107 1,356,411 1,776,714 2,429,531 3,009,805 3,744,428
2021M03 2,069,946 1,002,311 1,452,340 1,833,827 2,215,313 3,328,354 4,441,396
2021M04 2,661,545 1,672,220 2,423,031 2,627,365 2,831,699 3,675,711 4,519,723
2021M05 3,090,404 1,782,075 2,582,211 3,054,694 3,627,177 4,172,566 4,817,955
2021M06 3,219,987 1,932,628 2,187,905 3,323,873 3,847,403 3,905,938 3,964,473
2021M07 3,902,095 2,121,454 3,073,947 3,574,630 4,075,314 4,739,099 5,402,885
2021M08 3,283,831 3,789,332 4,294,834 4,922,003

2021M09 2,524,354 4,097,962 5,671,571 6,400,545

2021M10 2,453,544 5,709,147 8,964,749 10,485,575

2021M11 2,922,697 6,171,341 9,419,986 12,940,961

2021M12 2,330,484 6,274,307 10,218,129 16,529,015

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)
Aug-21 m/m (%) yly (%)
M2/IR* 347,036.9 0.9 1,095
RER** 8,713,955.1 6.3 1,434
Money desks *** 4,144,502.9 4.1 1,177
WER (Consumers) 4,130,704.1 13.4 1,231

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 . .
Appreciation Appreciation
Public Sector ER* 70.8 10,584.0 371,303.3 -97.15 -79.99
Imports ER * 111.5 10,841.1 377,475.2 -97.13 -79.65
Real ER ? 3,754.0 151,121.0 1,855,226.8 -91.85 0.00
M2/IR ? 91.1 4,328.0  91,554.3 -95.27 -95.07

Sources: BCV and Ecoanalitica
1Annual average.  2Year ending.
*Information until November. Additionally, the calculations were made with the National Assembly's inflation.

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.

Av. Blandin, C.C. Mata de Coco, piso 5, oficina 5-E, La Castellana, Caracas, 1060, Venezuela.

@ecoanalitica

www.ecoanalitica.com

(+58212) 266 9080 / Fax (+58 212) 266 5119 / RIF J-31130403-7

12



EXCHANGE MARKET

REPORT

Ecoanalitica

acompanando las buenas decisiones

/)

Foreign Currency Availability Indicators

International Reserves

International Reserves
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Sources: BCV and Ecoanalitica.

Extrabudgetary Funds
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Non-Financial Debt with the Private Sector

Non-Financial Debt with the Private Sector (USD MM)
1Q2020 2Q2020  3Q2020 2020 1Q2021  2Q2021 yly (%) q/q (%)

CADIVI -Non-settled imports 53 53 5.1 5.1 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 11 11 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.
Monetary Indicators
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You should take into account

v" The Economic Commission for Latin America and the Caribbean (ECLAC) raised its
economic growth forecast for the end of 2021 from 5.2% in July to 5.9%. However, this
figure will still be insufficient to reach the gross domestic product at the end of 2019.

v" Regarding Venezuela, ECLAC forecasts that GDP will contract by 4% by the end of the
year. This places it as the country that will have the worst economic performance in the
region, followed by Haiti (-1.3%) and Cuba (2.2%).

v' The Central Bank of Venezuela (BCV) recorded an unusual increase in international
reserves from USD 6,175 million, as of September 7, to USD 11,281 million, as of
September 8 (an increase of 82.7%).

v' Given the similarities in figures, from Ecoanalitica, we assume that this increase may
be due to the registration of the Special Drawing Rights (SDR) assigned by the
International Monetary Fund as reserve assets; however, as of September 16, none of
the parties involved have made an official announcement in this regard.

v' The Venezuelan Observatory of Finance of the National Assembly elected in 2015
published its figures of the national consumer price index as of August. These show
month-on-month inflation of 10.6%, cumulative inflation of 470% and year-on-year
inflation of 1,743%.

v" According to Reuters, in internal documents, PDVSA declared "maximum alert" in its
main terminal due to the shortage of diluents to process its crude oil in August.

v' This is attributed to the fact that the oil company recently began refining larger
quantities of its lighter crudes to produce fuels, when these would have been used to
dilute heavier crudes.

v' Reuters states that, during August, PDVSA exported crude and refined products that
were shipped from its local ports in 26 cargoes totaling approximately 625.8 kb/d. Thus,
there was a drop of about 16% compared to almost 750 kb/d exported the previous
month.

v" More than 75% of last month's cargoes were mainly destined for China, Malaysia and
Cuba; however, the state-owned company has relied on clients in Russia, Lebanon and
other locations to intermediate the commercialization of its products in Asia, according
to the report.

v' The Superintendence of Companies of Colombia announced that it will supervise the
operations of the company Monomeros Colombo Venezolanos, a subsidiary company
of Pequiven, belonging to Pdvsa, but currently controlled by the administration of Juan
Guaido.

v" According to OPEC's September monthly report, Venezuelan oil production increased
4.4% from July to August and reached 641 kb/d in the last month, according to direct
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communication sources. However, secondary sources did not report such increase and
indicated that production remained at 523 kb/d per month in July and August.

v" On the other hand, OPEC reported a month-on-month decrease in the price of Merey
crude oil of 5.0%, which positioned it at USD 51.8 per barrel in August. In comparison,
the OPEC reference basket price averaged USD 70.3 per barrel for the same month.

v' On September 10, the US Government extended the protection of Citgo against
potential seizures by its creditors until January 21, 2022. If this protection is eliminated
and under the condition of default, PDVSA could demand its participation in Citgo as a
form of payment, since it is the main bondholder of the company.
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