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Is Venezuela emerging from hyperinflation?

According to estimates by Ecoanalitica, inflation for August 2021 was 6.4%, the lowest
variation since September 2016 and the first time in 58 months that the month-on-month
price increase is below double digits. The data show a deceleration trend since February
2019, when the Venezuelan economy moved away from the most explosive phase of its
hyperinflationary episode to chronically high inflation by international standards.

The consolidation of de facto dollarization as an anchor for nominal expectations, the
reduction in real public spending® and the restriction of credit activity are the main brakes
on price increases in an economy that maintains persistent imbalances and remains
vulnerable to monetary and external shocks that could reignite the hyperinflationary
spiral. In this environment, economic agents' attention to the price ecosystem shifts to the
cost of living in foreign currency.

Out of hyperinflationary range?

According to Cagan's (1956)? definition, a hyperinflationary cycle ends retroactively when
twelve continuous months of month-on-month inflation below 50% have elapsed. Under
that metric, Venezuela still needs to be 4 more months below that threshold to consider
that its hyperinflationary period ends in January 2022. A similar forecast is repeated under
the Reinhart and Rogoff (2011)2 definition, which sets a threshold of 500% year-on-year.

These scenarios are likely given the evolution of prices in recent months, although they
will depend on the magnitudes of an anticipated acceleration due to the increase in public
spending before the elections and the seasonal effect of the fourth quarter of the year.

L And with it the reduction of the monetization of the fiscal deficit.

2 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.

3 Reinhart, Carmen and Rogoff, Kenneth. (2011). "From Financial Crash to Debt Crisis".
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Projections for the fourth quarter of 2021 and 2022.
Sources: BCV and Ecoanalitica.
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Sources: BCV and Ecoanalitica.
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Still atypical in Latin America

Venezuela's recent inflation numbers are relatively within its historical trend of recent
years. Compared to other countries, Venezuela's price increases remain higher than

those of its regional neighbors.

If we restrict the period of analysis to the months between February 2019 and July 20214,
we notice that the minimum inflation in Venezuela (6.4%) is 0.5 percentage points above
the highest inflation in Argentina, which makes it the only country in the sample with an
average inter-monthly inflation in double digits.

Monthly inflation in Latin America (Feb-19/Jul-21)

ARG BOL BRA COL CHL PER DOM VEN*
Minimum 1.5 -1.5 -0.4 -0.4 -0.1 -0.8 -0.3 6.4
Mean 3.3 0.1 0.4 0.3 0.3 0.5 0.2 32.8
Median 3.3 0.1 0.3 0.3 0.3 0.5 0.1 28.7
Maximum 5.9 1.1 1.4 1.0 0.8 1.9 1.0 79.0
St. deviation 1.0 0.5 0.4 0.3 0.3 0.5 0.3 17.8

*Data of Venezuela up to August 2021.
Sources: Central banks of each country and Ecoanalitica.

Healing is not just getting out of intensive care.

The thresholds defined by both Cagan (1956) and Reinhart and Rogoff (2011) are
inherently arbitrary, and the binary classification of a country as having hyperinflation or
not can leave out the detail and granularity of underlying processes present, whether

above or below the threshold.

In the Venezuelan case, despite the fact that the last 31 months - out of a 46-month
episode® - have been a deceleration phase, the monetary dynamics of generalized
abandonment of the local monetary sign in favor of foreign currency may extend beyond
the "formal" exit from hyperinflation.

Within this adaptive process, prices in bolivars, seen in isolation, lose informative value
for the planning of economic agents, who migrate their measurements of effective

purchasing power to dollarized references.

4 The "deceleration" phase of the hyperinflationary episode in Venezuela.
557 under the Reinhart and Rogoff metric.
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Greener on the other side

With the advance of dollarization in the Venezuelan economy, agents set their price
markers in foreign currency®, and their expectations of future price growth are more
closely linked to exchange rate movements. This can be seen in the increasing weekly
correlation between headline inflation and the exchange rate, which went from 0.11 in
2019 to 0.85 in 20217. This development indicates a progressive similarity in the
movements of both markers.

Correlation between weekly inflation and Exchange Rate variation
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Note: 35 weeks are counted for 2021, up to 27 August.
Source: Ecoanalitica.

Implications of incomplete indexing

The synchrony between the evolution of prices in local currency and the exchange rate
would initially indicate an indexation process in which the values of goods in U.S. dollars
are maintained over time. In theory, for prices that are not explicitly expressed in dollars,

6 "Real dollarization" or the aspect of a dollarization process in which the local currency sign loses its
function as a unit of account vis-a-vis competing currencies.
7 Correlation restricted to a 35-week period ending August 27.
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the simultaneous growth of the exchange rate and inflation would cause their implicit
currency value to remain the same.

However, asymmetries and persistent lags in the growth of the exchange rate with respect
to other prices® lead to relative price variations in foreign currency; as a result, what we
at Ecoanalitica call an increase in the cost of living in dollars occurs, which has averaged
3.8% month-on-month during 2021. This implies that even with a high degree of

dollarization, the Venezuelan economy is still far from "importing” inflation rates similar to
those in the United States.

Cost of living in USD vs. Inflation in the US
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Note: Inflation of the US available up to July 2021.
Sources: US Census Bureau and Ecoanalitica.

Caution does not rest in the face of (lower) inflations

At Ecoanalitica we believe that, despite a "moderation" in inflationary pressure,
vulnerabilities related to fiscal imbalances and monetary aggregate movements will
persist in the short and medium terms. Even when dollarization makes financial planning
more predictable, variations in the cost of living will continue to be partly linked to the

8 Real exchange rate appreciation.
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volatility of local inflation and will continue to be asymmetric across items, creating a
changing relative price environment. From this perspective, the tentative end of the
hyperinflationary episode in Venezuela does not imply that the cost of living, in any
currency, will stop growing.

Giorgio Cunto
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WEEKLY INDICATORS

Weekly Economic Indicators

Weekly chg.  Depre/Apre

2nd Week September
P (%) (pp)*

FX Boards

4,068,486.8 1.4 1.4
(VES/USD)?

Weekly chg.  Annual chg.

4th Week August
g (op) (bP)

Lending Interest

Rate (%) 52.3 -0.6 13.8

Weekly chg.  Annual chg.

2nd Week September
P (pP) (pp)

Overnight Interest

Rate (%) 137.7 19.0 -88.9

1st Week September Weekly chg.  Annual chg.

(%) (%)
International
Reserves 6.2 0.5 2.1
(USD Bn)
Weekly chg.  Annual chg.
4th Week August %) %)
Monetary
Liquidity 2,318,904,889.0 2.8 1,2495
(MM VES)
Price of International Oil Baskets (USD/bl)
Weekly chg.  Annual chg.
4th Week August %) %)
WTI 67.6 3.9 59.7
Brent 71.0 4.3 58.7
Price of the Venezuelan oil basket (USD/bl)
Weekly chg.  Annual chg.
5th Week July %) %)
Weekly Average 224 0.0 -61.9
Annual Average 28.8 -0.7 -51.7

Sources: BCV, MENPET, ONT and Ecoanalitica
* Annual variation of accumulated expenditure.

! Depreciation (+)/Apreciation (-)
2 FX Borads' average exchange rate
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CHART OF THE WEEK: “PERSISTENT UPTURN”.

Annual inflation in Latin America
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Sources: Central Banks of each country and Ecoanalitica.

Following the reopening of the region's economies affected by the COVID-19 pandemic
and one of the worst recessions in decades, inflation has been on the rise. This is
compounded by rising oil and commodity prices and problems in global supply chains
that have led to higher sea freight prices and shortages of some goods.

These shocks are passed on to demand forces which, at a time when Latin American
economies are beginning their reopenings, result in price increases; Brazil from 2.3% in
July 2020 to 9.0% in July 2021, Mexico from 3.6% to 5.8%, Chile from 2.5% to 4.5%,
Colombia from 2.0% to 4.0% and Peru from 1.9% to 3.8%.

In the case of the Dominican Republic, an increase of 10.5% was registered in May 2021,
but inflation decreased to 7.9% in July, that is, 2.6 percentage points (pp) below what was
registered in May. The Central Bank of the Dominican Republic (BCRD) reported that,
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despite price increases and distortions in supply chains that have affected other countries
in the region, the Dominican Republic has seen a decline in international prices of
agricultural goods which, together with the good performance of domestic agricultural
production, has managed to moderate year-on-year inflation.

The inflationary trend is driven in each country of the region by different specific causes.
According to the latest report from Focus Economics and some expert economists in the
region, they estimate that the upward trend could continue to cause interest rate hikes by
Central Banks.
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ECONOMIC TIPS

COVID-19 in Venezuela. According to government figures as of September 9th, the
country has 342,148 registered cases of the coronavirus and 4,133 deaths. According to
OurWorldinData, as of Aug. 27th, an estimated 20.9% of the population had received at
least one dose of a vaccine.

Confined against the pandemic. The week of August 9-16 was managed under
radicalized containment measures, in accordance with the "7+7" scheme with which the
national authorities have approached the pandemic. During this week, stricter
containment measures were implemented and all sectors of the economy maintained
their activity following the relevant biosecurity standards.

To the national treasury (I). In August, the National Integrated Customs and Tax
Administration Service (SENIAT) collected VES 781,895,782,835,377, or USD
188,658,522 at the official month-end exchange rate. As a result, Seniat has collected
VES 3,713,857,462,849,320, or USD 896,092,389.66, so far this year.

To the national treasury (I1). If we break down the origin of these revenues, we observe
that Income Tax (ISLR) collected VES 111,334,045,187,822 (USD 26,863,063.9), Value
Added Tax (VAT) contributed VES 384,754,685,380,736 (USD 92,834,942.9), and
Customs collected VES 102,181,614,582.58 (USD 102,181,614,942.9).754,685,380,736
(USD 92,834,942.9), customs collected VES 102,181,614,586,871 (USD 24,654,733.8)
and other internal revenues collected VES 183,625,437,679,948 (USD 4,144,502.9).

Bonuses and more bonuses. On September 2nd, the delivery of the 100% schooling
bonus began, aimed at those parents who also receive the "Hogares de la patria” bonus.
This has an amount of VES 3,500,000, or USD 0.85, at the official exchange rate on that
date.

The reconversion is moving forward. As of September 1st, the prices of goods and
services began to be expressed in the new sovereign bolivar, which divides the previous
amounts by 1,000,000. Thus, it will be common to find prices expressed in three versions:
the old sovereign bolivar, the reconverted sovereign bolivar and U.S. dollars.

The worst in the region... 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.
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...in one of the worst regions. 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%).

One batch at a time. The Russian embassy indicated that on September 6th a batch of
second doses of the Sputnik V vaccine arrived in the country, however, the number of
doses that arrived in the country was not detailed.

Money Tables. For the second week of September, the average rate of the money tables
was VES 4,068,486.8/USD, which represents an appreciation of 1.4% with respect to the
previous week.

Liquid? Liquidity was VES 2,318,904,889.0 million for the week of August 27, a change
of 2.8% in nominal terms from the previous week and 1,249.5% from last year.

OIL TIPS

August alerts (I). 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.

August alerts (ll). 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.

August alerts (lll). Reuters also states that, during the same month, PDVSA exported
crude and refined products that were shipped from its local ports in 26 cargoes totaling
approximately 625.8 kb/d. This was a drop of around 16% compared to almost 750 kb/d
exported the previous month.

August alerts (IV). More than 75% of last month's cargo was mainly destined for China,
Malaysia and Cuba; however, the state-owned company has relied on customers in
Russia, Lebanon and other locations to intermediate the marketing of its products in Asia,
according to the report.

Colombian supervision. The Superintendence of Companies of Colombia announced
that it will supervise the operations of the company Monémeros Colombo Venezolanos,
a subsidiary company of Pequiven, belonging to Pdvsa, but currently controlled by the
administration of Juan Guaido.
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Quotas confirmed (I). OPEC+ has confirmed the October production quotas set for each
of its members after setting the collective production increase at 400 kb/d. Both Russia
and Saudi Arabia will have to comply with 9.8 mb/d.

Quotas confirmed (I1). On the other hand, OPEC members Venezuela, Libya and Iran
will continue to be excluded from the moderation agreement that was established for alll
members of the organization in previous months.

Quotas confirmed (lll). Despite the measures taken by OPEC+ to restore production
levels that existed before the coronavirus pandemic, the organization's analysis also
suggests that the strategy could change in view of the effect of the delta variant on crude
oil demand. Assuming stable demand, this target could be reached by September 2022.

Intercontinental business. The Government of Guyana chose ATL, the trading
subsidiary of Saudi Aramco, from a group of 15 firms that participated in the tender for
the marketing of one million barrels of its Liza crude. ATL will charge a commission of
USD 0.025 per barrel, according to the agreement, and will begin the loading process
between the 21st and 22nd of this month.

Post-hurricane relief (I). U.S. authorities approved a 1.5 million barrel loan from the
Strategic Petroleum Reserve (SPR) to ExxonMobil to alleviate fuel shortages in the state
of Louisiana following Hurricane lda. This is the second loan granted by the government
on the SPR after the cyclone.

Post-hurricane relief (11). On the other hand, by September 4th, oil production in the Gulf
of Mexico reached 15 kb/d with the reactivation of 14 of the platforms that would have
been evacuated; however, 92.5% of the total production capacity has yet to be recovered.
In search of recovery (I). The company TotalEnergies and the Iragi government signed
an investment contract valued at USD 27 billion under which the company will resume
the development of four oil and energy production projects that have been paralyzed for
years in the country.

In search of recovery (ll). According to the Iragi authorities, it is estimated that profits of
USD 95 billion will be achieved over the life of the contract, provided that the price per
barrel is USD 50. It is hoped that, with the restoration of a stable electricity supply, Iraq
will be able to reduce its dependence on gas imports from Iran.

SECTORAL TIPS
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Yet another regulator. The president of the Health Subcommittee of the Interinstitutional
Roundtable for the Defense and Oversight of Human Rights, Congressman Eduardo
Puertalos, announced that they are evaluating the creation of a national superintendence
to oversee the costs and services of private clinics and hemodialysis centers.

Executive vs. the academy. In relation to Nicolas Maduro's announcement that in
October they would start vaccinating children and adolescents between the ages of 3 and
17 with "tested and proven" vaccines, the National Academy of Medicine (ANM) of
Venezuela assured that there are still no vaccines against COVID-19 for children under
12 years old approved by reliable regulatory agencies.

Excitement for the Russians (I). According to the president of the Nueva Esparta State
Chamber of Tourism, Viviana Betancourt, an operation that will bring Russian tourists to
Margarita Island will be launched on September 6th. Betancourt affirmed that "it is the
beginning of the reactivation" and "the economic impulse that we have been waiting for a
long time".

Excitement for the Russians (I1)... There will be fortnightly flights from September 6™ to
October 26th, after which date the flights will be three times a week. In principle, this
operation will run until March next year, but, if successful, it would be extended from two
to five years.

... What about basic services? Betancourt assured that all hotels are prepared with
plants, wells and conditioning to receive water, and pointed out that Cantv "has been
working hard to provide good internet connection services".

Manufacturing investment in thirds. Conindustria's Qualitative Survey of Industrial
Situation for the second quarter of 2021 showed that 36% of the manufacturing sector
reported a reduction in investments, while for 32% capital contributions rose and 31%
said there were no changes.

Employment, destroyed. According to the same survey, 61% of the industry reported a
decrease in employment during the second quarter of the year, of which 43% recorded a
slight decrease in its payroll, while the remaining 18% recognized more acute staff cuts.
Most of those surveyed say they will only be able to sustain themselves for a month and
a half with the current order book.

And how much do they earn? According to data from the first semester of the year, in
the national industry, the average salary of a worker is USD 90.9 per month, that of a
professional or technician is USD 190.4 and that of management personnel averages
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USD 440 dollars, while, in large industrial companies, workers earn an average of USD
104.8, professionals and technicians earn USD 247.6 and managers earn USD 610.3.

It must be dollarized. The president of the National Federation of Public Employees
(Fedeunep), Antonio Suarez, asked the government that the next salary adjustment for
the public sector is in dollars, with an amount of USD 60.

A striking percentage. According to the president of the Venezuelan Association of
Wholesalers and Tourist Representation Companies (Avemarep), José Luis Pino, they
have asked the Ministry of Tourism and INAC to review the 7+7 scheme, since he assures
that "it has been proven that in airplanes the percentage of contagion does not reach 1%".

Against... The Chamber of Industries and the Chamber of Commerce of Lara State filed
a request before the Superior Court in Civil and Administrative Litigation of the region, to
repeal Resolution 2019-026 which provides for the establishment of urban sanitation
rates according to square meters and its anchoring to the petro.

... because it contradicts the Law (I). According to Eldi Montero, president of the
Chamber of Commerce of the state of Lara, in the Law of Waste and Solid Waste in force
since 2004, the charge for the urban sanitation service "should be established by the
amount of waste generated"; in addition, they claim that the measure was approved by
the Mayor's Office and not by the Municipal Chamber of Iribarren as it should be.

... because it contradicts the Law (Il). Marco Asuaje, president of the Real Estate
Chamber of Lara, added that "there are members who have stated that the monthly debt
of the toilet represents 8% of their income, well above the 2% of gross income they must
pay the tax of the economic patent to the municipality".

POLITICAL TIPS

Back to the classrooms? Nicolas Maduro reiterated, during an interview with Ernesto
Villegas, that in October on-site classes will begin in the country and explained that the
return to classrooms will be under the “7+7” scheme at all levels of education. He also
said that schools, high schools and universities should prepare the necessary biosecurity
measures to teach on-site classes.

In search of relief. The leader of the delegation of the United Platform of Venezuela,
Gerardo Blyde, said that the negotiation process between the Venezuelan Government
and the opposition in search of a solution to the humanitarian crisis in the country was
reached.
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He formally joins. Representatives of the delegation of the United Platform of
Venezuela, assured that the deputy of the National Assembly elected in 2015, Freddy
Guevara, joined the negotiations in Mexico. This information was confirmed by Freddy
Guevara himself on his Twitter.

More rejection. The Executive Vice President of the Government of Nicolas Maduro,
Delcy Rodriguez, rejected the statements offered by the Colombian Vice President and
Foreign Minister, Marta Lucia Ramirez, on the Venezuelan dialogue in Mexico. Ramirez
said that the dialogue between the Government and the opposition in Mexico should lead
to a transparent and free presidential election in Venezuela.

Participation and risks. In relation to the decision of the Unitary Platform to participate
in the November 21st elections, political analysts consider it positive that the opposition
has discarded the abstentionist route, but warn about the risk of dispersion of the anti-
PSUV vote in states and municipalities where the Unitary Platform does not have
positioned leaders.

An orphan state. The prosecutor appointed by the 2017 National Constituent Assembly,
Tarek William Saab, reported that the Public Prosecutor's Office initiated a criminal
investigation against the opposition governor of Anzoategui, Antonio Barreto Sira.

Disqualified. The Popular Revolutionary Alternative (APR), which groups dissident
Chavism, denounced that just half an hour before the deadline for nominations, the
National Electoral Council (CNE) notified them of the rejection of the registration of
Eduardo Saman to run for mayor of Caracas for alleged administrative disqualification.

Unfriendly. Nicolads Maduro called for applying "severe justice" against the leader of
Voluntad Popular for promoting economic sanctions against his administration and
asserted that there will be no impunity in the negotiation process carried out in Mexico.
At the same time, Juan Guaido expressed that he dreams of the day when Venezuela is
free and democratic.

Meanwhile. The Mesa de la Unidad Democratica (MUD, in spanish) party registered
political scientist José Luis Cartaya as candidate for the governorship of Miranda before
the CNE, while the dispute between Carlos Ocariz and David Uzcéategui is being resolved.

In freedom. Venezuelan politician Yovanny Salazar, head of Voluntad Popular (VP) in
Guarico, was released after ten months in detention. Similarly, the former opposition
deputy Gilberto Sojo was also released, hours after the start of the second phase of
negotiations between the Government and the opposition.
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On both sides? The president of the National Assembly, Jorge Rodriguez, who serves
as spokesman for the delegation of the Government of Nicolas Maduro in the negotiations
in Mexico, told the media that the parties are advancing in partial agreements "related to
the care for the people of Venezuela".

Not a single one. Delcy Rodriguez reported that the country has not yet received a single
dose of the vaccines through the COVAX mechanism administered by the World Health
Organization (WHO), although the corresponding payment has already been made.

Evaluating achievements (I). Venezuela and South Africa pledged to deepen bilateral
cooperation and strengthen their economic relations, Nicolas Maduro's Foreign Ministry
said in a statement issued after a meeting between representatives of both nations.

Evaluating achievements (Il). The meeting was headed by Foreign Minister Felix
Plasencia and the South African Ambassador to Venezuela, Joseph Nkosi, and
discussed the "international geopolitical panorama”. During the forum, a collaboration
agreement was signed between the Venezuela-South Africa Chamber of Commerce
(Vensa) and Fedeindustria.
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