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Venezuela: A new phase?
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conditions. A bit of growth and a bit of improvement in politics? Maybe
the country is finally entering into a new phase.

m We are increasing our 2021 real GDP growth forecast to 5.5%, from
4.0% previously. Our revision stems largely from the improvement in oil
output and the faster-than-expected return-to-normal in mobility levels.
Available data show that oil GDP is likely to increase between 3.0% yoy and
5.0% yoy this year, as opposed to our previous expectation of no growth.
Meanwhile, mobility as of late September was above the pre-pandemic
baseline, a much faster and stronger recovery than the one we initially
envisioned. For 2022, we are revising our real GDP growth forecast to 4.5%,
from 3.0% previously — our estimate for next year assumes stability in oil
output and non-oil GDP growth of roughly 4.0%. Though mobility appears
higher than in the rest of the region (relative to pre-pandemic levels),
Venezuela's growth will likely underperform that of LatAm in 2021.

m High inflation will likely persist, despite the government’s decision
to remove six zeroes from the bolivar starting in October. We have
long noted that bolivar inflation no longer has the impact in real activity it
had in the past. However, as a reference, we are revising our 2021 year-
end annual headline inflation forecast to 915%, from a previous estimate of
1,950%; for year-end 2022, our inflation forecast is of about 800%. We
think that a reduction in scarcity levels might be aiding in decelerating price
pressures at the margin. Authorities have stated that, as of October, the
“digital bolivar” will be part of the legal tender — the central bank specified
that the value of physical bolivar bills and digital bolivars would be the same.
Venezuelans have relied on digital transactions for a long time, as the use
of bills became cumbersome once hyperinflation kicked in. We think the
digital bolivar may be just a measure to avoid the need to issue banknotes.
Physical bolivar transactions are relatively non-existent at this point.

Important Information

THIS IS NOT RESEARCH. PLEASE REFER TO THE IMPORTANT DISCLOSURES AND CONTACT YOUR CREDIT SUISSE
REPRESENTATIVE FOR MORE DETAILS. This report represents the views of the Investment Strategy Department of Credit Suisse and
has not been prepared in accordance with the legal requirements designed to promote the independence of investment research. It is not a
product of the Credit Suisse Research Department and the view of the Investment Strategy Department may differ materially from the views
of the Credit Suisse Research Department and other divisions at Credit Suisse, even if it references published research recommendations.
Credit Suisse has a number of policies in place to promote the independence of Credit Suisse’s Research Departments from Credit Suisse’s
Investment Strategy-and other departments and to manage conflicts of interest, including policies relating to dealing ahead of the
dissemination of investment research. These policies do not apply to the views of Investment Strategists contained in this report.


https://plus2.credit-suisse.com/articles/_YonP1AN-Ux8/YonP/a3Y4a6b3TvLuT3bAjI-V

N

1 October 2021 CREDIT SUISSE

m A favorable external backdrop and PDVSA’s output recovery will likely
lead to a current account surplus in 2021. According to Reuters,
Venezuelan oil exports averaged increased to 670kbpd in July/August 2021,
up from 410kpbd a year ago. Using the Merey price basket, and several
assumptions, we estimate that Venezuelan total exports could reach about
$15bn this year. Meanwhile, we estimate imports are likely to total about
$7.5bn. The trade merchandise account, plus a few other bilions from
remittances, are likely to tilt the current account balance toward a surplus of
$3.4bn. We note that international reserves have remained range-bound
between $6.2bn and $6.5bn for several quarters; we do not account for the
IMF’s SDR allocation of $5bn corresponding to Venezuela, as Mr. Maduro’s
govemment does not have access to it. We would expect the oil export inflows
to lead to increases in the reserves, but so far this has not happened; we think
a possible explanation is that export USD proceeds are not repatriated and sold
to the central bank due to issues involving foreign financial sanctions.

m We estimate that total foreign defaulted debt issued by Venezuela,
PDVSA, and Elecar has reached roughly $36.0bn. This includes both
missed interest and amortization payments. On this front, we have not seen
many developments, as bondholders remain in a standstill. An improvement in
democratic conditions could lead to a more positive outlook, however. We
note that a large reason why bondholders have not been more active toward
Venezuelan assets is due to the US’s decision to protect said assets and
support the interim government of Juan Guaidd. A resolution to the political
crisis would bring questions as to whether the protection of foreign assets is
still required and heat up (even if just slightly) debt talks, in our view.

m Regarding the COVID-19 situation, vaccinations are taking place,
albeit at a slow pace. As of early September, data from the Pan
American Health Organization suggested that about 30% of the
Venezuelan population had received at least one dose of the vaccine. The
country is largely relying on the Sinopharm and Sputnik V vaccines, in line
with our expectation that Chavismo would depend on geopolitical allies China
and Russia. Mr. Maduro announced in early August that through the COVAX
facility the country would get 6.2mn additional vaccine doses, which should
help in speeding up the immunization campaign. We think that Venezuelan
authorities will keep opening up the country in line with regional peers.

m The opposition has decided to participate in the mayoral and
gubernatorial elections set for 21 November. This is the first time,
since 2018, that the opposition leadership has agreed to be part of an
electoral process. This decision follows the ongoing talks that are taking
place in Mexico, with the support of Norway's government. Over the past
few years, many negotiations have taken place, with the large bulk of them
accomplishing hardly anything, as both parties have been unwilling to find
palatable compromises. Thus, it is extremely hard for us to be optimistic
that this time around is when everything will change. Having said that, this
is indeed the first time that there is an agreement to have somewhat
competitive elections — that is new and could be a first step toward an
improvement of democratic conditions in the country.

m The opposition seems divided, and it appears unlikely that there will
be a cohesive coalition nationwide; thus, Chavismo might be
competitive. However, even in a scenario in which opposition candidates
do not do well, a return to ballots and to electoral battles is better than the
current scenario, in which the political crisis just deepens and there are no
glimmers of change. Our hope is that after this election, both Chavismo and
the opposition understand that the way out of this hole is through elections,
no matter how bitter are the concessions required to get there.
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Figure 1: Covid-19 daily new cases

Figure 2: Mobility tracker

Seven-day moving average, per 1mn people

Venezuela Argentina
800 - Brazil Chile
700 - Colombia Mexico
Peru
600 -
500
400
300
200
100
0
Mar-20 Sep-20 Mar-21 Sep-21

% change in visits to retail and recreation sites, grocery
and pharmacy stores, and workplaces compared with

Jan/Feb 2020 baseline

40 - =—\/enezuela
LatAm average
20 A
o 1 . | - M
20 »/ \"m’
- - r,‘” '
Mol / |
-40 -
-60 -
Mar-20 Sep-20 Mar-21 Sep-21

Source: Johns Hopkins University, Credit Suisse

Figure 3: Real GDP analysis

Source: Google community mobility reports, Credit Suisse

Figure 4: Real GDP
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Figure 5: Venezuela's oil output as
reported by OPEC

Source: Central bank, Credit Suisse

Figure 6: Oil prices
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Venezuela's new COVID-19
infection data suggest that
there have been no spikes in
cases — the reliability of these
figures is low, however.

Regardless, mobility indicators
suggest that the country is
opening up in line with
regional peers; this has taken
place slightly faster than we
expected.

Latin America’s base effect
growth for 2021 is an average
of 6.0%. Thus, if Venezuela’s
economy grows 5.5% this
year, it would still be
underperforming regional
peers.

We now expect that both oil
and non-oil GDP will
contribute positively to
economic performance in
2021 and 2022.

Petroleum output has
continued to improve, in line
with our expectations. Despite
news about production issues
in August, we expect the oil
sector to continue recovering
slowly.

The increase in oil prices wil
likely lead to greater income
for the government.
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Figure 7: Consumer price inflation

Figure 8: Monetary base in selected
countries

% mom; June, July and August data is from opposition-
controlled National Assembly, dotted line is 12-month
roling average

200
175
150
125
100
75
50
25

0
Aug-18

Aug-19  Aug-20  Aug-21

% of GDP

2019
—2020
-e-=efEx Vzla Avg.

15 -

10 A

AR BZ CL CO MX PE VzZ

Source: Central bank, Credit Suisse

Figure 9: Export and import proxies

Source: Central banks, Credit Suisse

Figure 10: Current account balance
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Figure 11: Gross international reserves

Source: Central bank, PDVSA, Credit Suisse

Figure 12: Foreign public debt metrics
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We have consistently noted that
since foreign currency usage is
so prevalent, we do not see
much benefit on focusing on
bolivar inflation; we highlight,
though, that monthly inflation has
decelerated.

The monetary base in Venezuela
is minimal in comparison with
peers; however, economic
activity is clearly taking place.
The advent of the digital bolivar is
in line with authorities’ interest in
minimizing/eliminating the use of
bolivar banknotes, in our view.

Imports have increased in line
with the improving domestic
demand; higher oil prices will
lead to greater USD export
inflows.

The improvement in terms of
trade will likely result in a robust
trade merchandise balance; this,
along with remittance inflows,
should lead to a current account
surplus of over $3.0bn in 2021.
For 2022, we expect similar
dynamics to take place.

International reserves have
remained stable at between
$6.2bn and $6.4bn over the past
few quarters; we find no
compelling reasons to think they
would decline in a higher USD
inflow environment.

The crisis has shrunk the
economy to around a quarter or a
fifth of the size it was in the early
2010s. Total foreign debt is likely
around 200% of GDP. Any
future debt renegotiation will
involve a steep haircut, in

our view.
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Venezuela: Selected economic indicators

2014 2015 2016 2017 2018 2019E 2020E 2021F 2022F

National accounts, population and unemployment
Real GDP growth (%) -3.9 -6.2 -17.0 -16.7 -19.6 -35.0 -25.0 5.5 4.5
Growth in real private consumption (%) -3.4 -8.9 -19.4 -16.2 -20.1 -37.2 -26.1 5.8 4.8
Growth in real fixed investment (%) -16.9 -20.4 -45.1 -45.3 -37.5 -42.8 -22.3 35 5.3
Fixed investment (% of GDP) 27.5 23.4 156.5 10.0 7.8 6.1 4.8 n.a. n.a.
Nominal GDP ($bn) 200.0 161.6 120.0 86.3 97.9 94.8 73.8 n.a. n.a.
Population (mn) 30.1 30.6 30.56 28.5 27.5 26.6 265 260 265
GDP per capita ($) 6,642 4,959 3,934 2,994 3,660 3,719 2,895 n.a. n.a.
Unemployment (% of labor force, end-year) 5.9 6.3 7.0 6.7 6.8 n.a. n.a. n.a. n.a.
Prices, interest rates and exchange rates
CPI inflation (%, December to December) 68.5 180.9 350.0 844.4 130015 9585 2059.8 915.1 791.6
CPI inflation (%, average) 62.2 121.7 270.6 433.3 65133 19906 2365.1 16455 740.9
Nominal wage growth (% year-on-year change) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Exchange rate (VEB per USD, end-year) @ 27.0 47.7 122.0 2152 700 54700 1,108,000.00 n.a. n.a.
Exchange rate (VEB per USD, average) @ 21.7 61.8 255.4 2232 115 12847  325,000.00 n.a. n.a.
90 day deposit rate (%, end-year) 14.5 15.1 14.9 14.5 15.0 n.a. n.a. n.a. n.a.
Fiscal data
Consolidated public sector overall balance (% of GDP) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Consolidated public sector primary balance (% of GDP) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Consolidated public sector expenditure (% of GDP) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Money supply and credit
Broad money supply (M2, % of GDP) 46.2 42.9 33.9 66.7 7.2 3.3 2.3 n.a. n.a.
Broad money supply (M2, % year-on-year change) 66.7 100.0 160.0 1122.1 63232.0 4945.6 1286.8 n.a. n.a.
Domestic credit (% of GDP) 21.4 33.9 40.1 21.9 6.2 2.0 8.8 n.a. n.a.
Domestic credit (% year-on-year) 80.5 111.6 139.9 585.6 964.0 2376.6 2465.8 n.a. n.a.
Domestic credit to private sector (% of GDP) 21.0 S8ts 39.5 21.4 5.9 1.9 3.2 n.a. n.a.
Domestic credit to private sector (% year-on-year) 78.8 112.7 140.6 580.1 933.3 2337.5 2506.9 n.a. n.a.
Balance of payments
Exports (goods and non-factor services, % of GDP) 37.3 24.6 22.8 39.9 34.4 19.5 7.5 n.a. n.a.
Imports (goods and non-factor services, % of GDP) 23.6 22.0 13.6 14.1 13.1 6.5 8.6 n.a. n.a.
Exports (goods and non-factor services, % change in $ value) -156.9 -60.1 -26.4 24.2 =10 -45.0 -70.0 170.0 5.0
Imports (goods and non-factor services, % change in $ value) -17.4 -20.5 -560.9 -26.6 6.3 -62.0 30 20.0 16.0
Current account balance ($bn) 4.9 -16.1 -3.9 8.7 8.6 1.6 -1.3 3.4 2.7
Current account (% of GDP) 2.5 -10.6 -3.2 10.2 8.8 1.7 -1.7 n.a. n.a.
Net FDI ($bn) 1.9 -3.4 0.4 0.0 -2.3 0.2 -0.3 -0.2 0.0
Scheduled debt amortization ($bn) 4.5 4.7 3.6 4.6 2.9 4.1 6.1 3.8 4.8
Foreign debt and reserves
Foreign debt ($bn, end-year) 135.8 151.0 149.9 150.0 148.4 148.4 1484 1484 1484

Public ($bn) 117.2 129.2 128.1 128.8 128.5 128.5 1286 1285 128.5

Private ($bn) 18.6 21.8 21.8 21.2 19.9 19.9 19.9 19.9 19.9
Foreign debt (% of GDP, end-year) 67.9 99.6 124.9 175.7 151.6 166.5 201.1 n.a. n.a.
Central bank gross FX reserves ($bn) 22.1 16.4 11.0 9.5 9.2 7.5 6.3 6.0 6.5
Central bank gross non-gold FX reserves ($bn) 73 6.3 8.3 3.0 &7 2.6 2.2 2.1 2.3

(1) Public and private sector wages. (2) Expressed in VEF through 2017 and VEB starting in 2018; 2014-2019 estimates represent a weighted average exchange
rate across official and unofficial foreign exchange markets.

Source: Central Bank, IMF, INE, Ministry of Finance, PDVSA, the BLOOMBERG PROFESSIONAL™ service, Credit Suisse
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Kong) Limited ("CSHK") is licensed and regulated by the Securities and Futures Commission of Hong Kong under the laws of Hong Kong, which differ from
Australian laws. CSHKL does not hold an AFSL and is exempt from the requirement to hold an AFSL under the Corporations Act in respect of providing
Financial Services. Credit Suisse Equities (Australia) Limited (ABN 35 068 232 708) ("CSEAL") is an AFSL holder in Australia (AFSL 237237). In Australia,
this material may only be distributed to Wholesale investors as defined in the Corporations Act. CSEAL is not an authorised deposit taking institution and
products described herein do not represent deposits or other liabilities of Credit Suisse AG, Sydney Branch. Credit Suisse AG, Sydney Branch does not
guarantee any particular rate of return on, or the performance of any products described.

This material is distributed in the European Union by Credit Suisse Bank (Europe), S.A. regulated by the Comision Nacional del Mercado de Valores.

If this material is issued and distributed in the U.S., it is by Credit Suisse Securities (USA) LLC (“CSSU"), a member of NYSE, FINRA, SIPC and the NFA, and
CSSU accepts responsibility for its contents. Clients should contact sales coverage and execute transactions through a Credit Suisse subsidiary or affiliate in
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from Australian laws. CSSU does not hold an AFSL and is exempt from the requirement to hold an AFSL under the Corporations Act in respect of providing
Financial Services. Credit Suisse Asset Management LLC (CSAM) is authorised by the Securities and Exchange Commission under US laws, which differ from
Australian laws. CSAM does not hold an AFSL and is exempt from the requirement to hold an AFSL under the Corporations Act in respect of providing Financial
Services.

If this material is issued and distributed in Japan, it is issued and distributed in Japan by Credit Suisse Securities (Japan) Limited, Financial Instruments Firm,
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