Outlook for Venezuela’s Economy:
2009 and Beyond

Center for Strategic and International Studies / Program Americas

May, 2009

Miguel Angel Santos
Adjunct Professor, Center of Finance, IESA
www.miguelangelsantos.blogspot.com

Outlook for Venezuela’s Economy: 2009 and Beyond © Miguel Angel Santos


http://www.miguelangelsantos.blogspot.com/

After five years of sustained increase in ¢

basket plummeted, closing Jan-Apr 53.7¢
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Starting 2005, oil exports In real terms

Venezuelan history, reaching a peak |
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Presenter
Presentation Notes
 Desde 2005 Venezuela viene registrando récord de exportaciones petroleras en términos reales, pero en términos per cápita el punto más alto de nuestra historia sigue siendo 1974… 



On a per capita basis, however, real

below their peak (1974)
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Presenter
Presentation Notes
 No se puede hablar de boom petrolero en términos per cápita sino a partir del año 2005 …



Oil revenues were translated into publ

causing a massive increase of liquidit

2004-2008: 517%
CAGR: 44% Liquidity - M2
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Inflation
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GDP growth registered a 63.8%+ Increase

already decelerating at a fast pace before

2004
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Presenter
Presentation Notes
 1Q 2009 GDP growth was released by the Central Bank with a remarkable delay…
 Total GDP growth in 1Q 2009 was reported to be positive 0.3%
 Officials insist the figure was delayed because it was under revision, because of “abnormal values” being registered…
 Between 2004-2008, GDP grew 63%, and liquidity grew 517%... If anything, the Venezuelan inflation has been quite low, there has been a reduction in money velocity, that requires more study… But as a matter of fact, according to our own history, the relationship M2-Prices has displayed a unusually low correlation …


The inflation rate reported does not cor

difference between M2 and GDP growt
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Before the Central Bank changed the base

estimation, investment (public and private)

Gross Formation of Fixed Capital
(% of GDP, 1958-2008)
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Presenter
Presentation Notes
 By late 2007, the Venezuelan industrial aparatus was already operating above 95% capacity…
 From then on, increases in public expenditure would cause lower impact on production, and a larger impact on prices…
 That fact caused the Venezuelan inflation to increase 32% in 2008 (49% for food prices), while GDP grew only by 4.9%...
 For the previous four years, increasing public expenditure and overall demand on an economy with a fixed (and even decreasing capacity), had every time smaller effects on growth, and higher effects on prices…
 That result would have prevailed had oil prices not come down, the difference would have been that the government would have had money to keep on increasing consumption through even higher imports… 


The new methodology incorporates imp

(among other changes) as gross format
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By 2004 the average age of the Venez

higher than Chile, 25% higher than Lat

Average Age of Capital
(1970-2004)
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If we start investing twice as much as Chile, by 2025 we may expect to
catch up in terms of technology and age of capital
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Venezuela is currently the worst destinatit

in Latin America... That can not be chang

1 Profile Governance / Business Climate
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* In ease of doing business Venezuela is only above Chad, Sao Tomé, Burundi,

Republic of Congo, Guinea-Bisseau, Central Africa y Democratic Republic of Congo

* [t is a lot easier to do business in Sudan, Irak, Haiti, Zimbabwe y Afganistan
T
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First set of iIdeas...

o The Venezuelan growth experience was based on a combination

of idle capacity, and oil fueled-public expenditure

o With net investment in fixed capital close to zero, increases in

public expenditure had less effect on growth and more in prices

o Had oil prices remained high, inflation (demand driven) would have
been even higher, but there would have been more room to keep

on increasing consumption through cheap imports ...
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If GDP grew at 63.8% between 2004-2(

at an even higher rate: 84.1% (equivale

Consumption
(000s Bs. F. 1997, 1998-2008)

60.000.000 -

50.000.000 A

40.000.000 -

30.000.000 A

20.000.000 A

10.000.000 -

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Outlook for Venezuela’s Economy: 2009 and Beyond © Miguel Angel Santos



The gap between production and

a massive inflow of imports ...

Imports 2008: 5.8%
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Presenter
Presentation Notes
 Once the rate of growth in imports came to a halt, domestic consumption growth had to align with gross domestic product growth: 4.9% vs. 6.5%


Cheap imports were eased by massively overve

Exchange Rates US$/Bs.F.
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Cheap imports were eased by massively ove

Real Exchange Rate - Jan 1990 - April 2009
(CPI - Jan 1990 =100%)
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And then oil prices came down... the future

At US $45 per barrel, oil exports per capita would fall 53% when compared to 2008 ...
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We need to cut down sharply in imports at a point when

dependence of imports is very high: 36-37% of total inte

Volume of imports as a percentage of total internal demand
(1997-2008)
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Total US$ granted at official rate (2.15) f

59% in March, sending importers to the
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... where the prevailing exchange rate is 200%

Tasa de Cambio Oficial y Paralela
(Ene 2000 - Abr 2009)
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What have we done with the US$ coming fr

In 2008, with the average Venezuelan barrel at US $88.6 and oil exports at US
$87.433 billion net accumulation of foreign reserve was US$9.275 billion ...
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Given the fears and expectations fuelec

parallel market stable means to finance

Private Capital Outflows
(US $ Million, 2000-2008)
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At run rate, to keep imports and private outfic

same pace implies losing US$30.5 billion of |

Assuming oil exports at 2.8 MBD (official figure) at US $45 per barrel ...
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If, instead of official figures, we use the VVenezue

by international sources (2.2 MBD) ...

Balance of Payments (pro-forma)
(US $ Million)
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1Q Balance of Payments: A deficit of US $1

Balance of Payments
US$ Million, 1997-2009 (1Q)
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How much US$ does the gove

GRAB Index GP *114
VNRS NY 18MAY0OQ 00:00 28.523 BILLIONS US$ - US$ 29.555 million of

NRS INDEX | Hide GP - Line Chart Page 1/5 international reserves
Range [FNUIEHE - [EEREE Uorer (EEERIEEEEN Vov. Avos (NN Currency
Period [EEICHNNNE Lo ECENE Vov 0 Other funds accumulated

abroad and neither reported
formally anywhere and nor
subject to any mechanism of
accountability (FONDEN,
FONDESPA, BANDES, Fondo
Chino, Fondo Miranda)

0 According to the government:
- US$ 27.811 million

- 14 months of imports, 10
months of imports + private
capital account

0O Other private sources:
- US 8.000 million

- 9 months of imports, 6
months of imports + private
capital account
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Presenter
Presentation Notes
 If the government has so much money abroad… why the parallel market has depreciated 100% in twelve months strongly focused in Jan-Apr 2009
Why CADIVI has reduced the allotment of dollars at official rate by 59% in March?


Accounting for the fiscal and balance of

an art since the approval of the Central

Before 2005 ... 2005 onwards ...
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Oil forecasts point (very
recover

GRAB ComdtyCPFC
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What has been the policy package so far

Fiscal

Implemented:

o Increase VAT from 9% to 12%

o Increase base for calculating
Income Tax by 19%, with
inflation running at 32%

o Increase minimum wage by
10% May + 10% September (a
sharp reduction of real
minimum wage)

o Sell more dollars in the parallel
market, enjoy the benefits of
depreciation without
devaluation

o Finance fiscal gap by issuing
domestic debt

In the making:

o Luxury tax

Exchange/BOP
Implemented:
o Sharp reduction in the allotment
of dollars at official rate

o Transfer international reserves
to funds abroad (without
absorbing liquidity)

o Allow large depreciation of
currency in the parallel market
(100% YQY)

In the making:

o Dual exchange rate system?
Sincere / formalize parallel
market?

Monetary
Implemented:

o Decrease reserve
requirements for banks

o Decrease maximum interest
rate (from 28% to 26%)

o Reduce the growth of liquidity
(M2) by selling less dollars to
the Central Bank and more to
the parallel market

In the making:

o Nationalization of the banking
system?
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Just a word on oil revenues and poverty

Real Oil Income PC and Poverty
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Venezuela: 2009 ...

o With oil revenues 55% lower than 2008, the government will restrict imports, focusing
official allotment of dollars to food and medicines (31% of basic consumption basket)

o GDP and consumption will fall (1%-3%), with inflation above 40% (and the
government introducing “new inflation indexes”)

o Devaluation will be delayed at least one more year, but access to the official rate will
be restricted (depreciation of parallel market used to finance fiscal gap)

o Expropriations/Nationalizations will continue, with the government paying in
bolivares-denominated public bonds (trying to get short-term gains / political capital)

o An “effort / collaboration” will be demanded to the private sector, production will be
commoditized and profit margins forced down

o The government does not have fuel to continue being the big employer of the
Venezuelan economy ...

o How will the government cope with the economic results in the short-to-medium term
if oil prices do not recover?
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Venezuela: 2009 ...
HE B B an d

beyond?
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Thanks!
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E“Net accumulation of foreign public as

way to conceal the over-estimation of

2006 2007 2008
Oil Exports (US$ Million — BCV) 58.438 62.555 | 87.443
Average Venezuelan Basket Price 56,4 64,7 88,7
(US$ per barrel - MENPET)
Implicit Volume (MBD) 2,84 2,65 2,70
Domestic Consumption (MBD) 0,5 0,5 0,5
Total Implicit Volume of Oil Production 3,34 3,15 3,20 >
(Venezuela) °
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Presenter
Presentation Notes
 Estimados más realistas del consumo interno de gasolina lo sitúan en 0,7 – 0,8 millones de barriles por día, debido al crecimiento del parque automotriz y al contrabando de extracción, probablemente esa cifra ya haya superado el millón de barriles día …

En esta cuenta no se han ajustado los barriles de petróleo subsidiados al resto de América Latina …



How much is the over-estimation of «

2006 2007 2008
Total Production (Venezuela) MBD 2,70 2,40 2,40
Oil-Derivatives (included in oil exports but not 0,3 0,3 0,3
in estimates of international sources) MBD
Total production + derivatives (MBD) 3,00 2,7 2,7
Domestic Consumption (MBD) (0,5) (0,5) (0,5)
Oil Exports (MBD) 2,5 2,2 2,2
Average Venezuelan Basket Price 56,4 64,7 88,7
(US$ per barrel - MENPET)
Oil Exports (US$ Million) 51.465 | 51.594 71.226
Oil Exports (US$ Million — BCV) 58.438 | 62.555 87.443
Over-estimation of oil exports (MM USS$) 6.973 10.961 16.217
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Chavez second economic depends on: 1) Short
outlook in the medium term (recovery of the wc

Alternatives of economic policy / Adjustment

ADJUST NOW _
Short-term o 0 Large devaluation Plus: Room of m_aneuv_e'_’ (future)
O Sharp decrease in
expenditure
Oil prices
DELAY ADJUSTMETS ) isis?
L9 : (Plus: Delays adjustment Higile CrISIS
+ o Keep on overvaluing e A 5 Large recession?
RIN + Public - 9 currency and relying | (What if oil prices go up?) _ ron
nssets on imports Shortcoming: High risk of running L-shaped®
0 Burn international out of fuel 2010y 2011 V-shaped?
abroad reserves -
e . -
HALF-WAY P_Ius. Como vaya viniendo vamos
(3] THROUGH viendo”
ADJUSTMENT [ Shortcoming: Fatigue

Political/

Electoral
Impact

Outlook for Venezuela’s Economy: 2009 and Beyond © Miguel Angel Santos



En términos de crecimiento por habitante, 200¢&

nuestra historia, aun por debajo del quinguenic

Producto Interno Bruto por Habitante
(1957-2008, 1958=100)
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En el periodo 1958-2008, el crecimie

al crecimiento de las exportaciones [

Producto Intermo Bruto y Exportaciones Petroleras por habitante
(1957-2008, 1958=100)
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PIB por habltante, Exp. Petroleras por habltante (1958 = 100)

|—0—F’IB por Habitante —=—Exp. Pefroleras por habitante |

En estos cincuenta afnos la tasa de crecimiento registrado en el PIB por habitante es de 0,74%
anual, muy parecida a la registrada por las exportaciones petroleras por habitante (0,64%)
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Los resultados economicos del mod

con dinero (2004-2008) tienen un co

Tabla I. Resumen Indicadores Macroeconoéomicos

Promedios Aritméficos

Crecimiento Volatilidad Crecimiento Inflacion VZLA Inflacién USA Devaluacion Exp. Petrol Exp. Petrol per Cap.
Presidente Periodo PIB (%) PIB (%) per Cap. (%) (%) {%) Oficial (%) Paralelo (%) US$ 2008 Us$ 2008
Betancourt 1959-1963 6,6% 1,9% 27% 1,6% 1,2% 0,0% 15.093 1.919
Leoni 1964-1968 54% 2.4% 1,9% 1,4% 2,6% 7.6% 16.330 1.636
Caldera | 1969-1973 5,0% 2. %% 1,6% 3,0% 5,0% 0,7% 16.767 1.413
Pérez | 19741978 6,0% 21% 23% 8.2% 8,0% 0,0% 35.318 2.699
Hemrera 1979-1983 -1,2% 25% -3,9% 13,2% 8,9% 0,0% 39.698 2576
Lusinchi 1984-1988 3.4% 3.0% 0,8% 18,4% 3,5% 33,6% 20.891 1.200
Pérez Il * 1989-1993 3,0% 6,2% 0,5% 45.8% 4,1% 59, 7% 19.001 954
Caldera 1994-1998 1.6% 3.1% -0.6% 61.3% 2.4% 42 7% 20.693 925
Chavez | 1999-2003 -3,3% 5,3% -5,2% 21,2% 2,4% 25,9% 45%
Chavez || 2004-2008 10,5% 4.4% 8,7% 21,1% 3,6% 6,4% 16% < 61.510 2.266 >
Chéavez 1999-2008 3,6% 8,4% 1,7% 21,1% 3,0% 16,2% 31% 44.379 1.684

En conjunto, estos ultimos diez afios estan cabeza a cabeza con los peores gobiernos
venezolanos, muy lejos del desempeio registrado en las primeros gobiernos de la
democracia, a pesar de disponer de ingresos sustancialmente mayores ...

Chéavez SIN dinero: Caida en el PIB, pérdida ingreso por habitante, inflacién, depreciacion
acelerada del bolivar, fuertes restricciones cambiarias, inestabilidad politica, econdmica y social

Chavez CON dinero: Crecimiento, inflacién, menor depreciacion, control es un dispositivo
politico pero en la practica reparte doélares oficiales a manos llenas ...
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¢, Qué capacidad tienen nuestras cuentas exter

Las importaciones en términos reales estan en su punto mas alto de la historia, en
términos por habitante en el punto mas alto de los ultimo 27 afos

Importaciones FOB
(en délares de 2008)
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Desde un punto de vista historico, el sesgo existen

oficial (devaluacion) y la inflacion domestica, esta p

Inflacion vs. Devaluacion (Enero 1990 - Abril 2008)
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Venezuela y Argentina son de los mayores fi

Desempeino de la Prima por Riesgo de Latinoamerica
09/05/09
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Con el nuevo traslado de reservas a FONDEN, |

M2/RIN se deteriord 42,5% en un solo dia ...

Tipo de cambio implicito
(Liquidez Monetaria/Reservas Internacionales)
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La caida en la demanda genera un diferencial g

de produccion y la produccion efectiva de los p

OPEC Surplus Crude Oil Production Capacity

. Forecast

Million 4
barrels
perday 3 T

1998 2000 2002 2004 2006 2008 2010

Note: Shaded area represaonts 199520038 average (2.8 miflion Hatrals per dalwl

A A e Y
=hort-Term Energy Outlook, February 2003 @aj
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En términos de inflacion, a pesa

atenuantes que podrian contrib

El abaratamiento de los alimentos a nivel mundial permitira economizar
divisas y reducir el subsidio en las ventas de Mercal...

Promedios trimestrales Promedios anuales Ene2009 - 2008

Iv-2007 | 12008 | 11-2008 | II-2008 | IV-2008 | Ene-2009 2007 | 2008 | Ene-2009 2008
Crude ol, avg, spot $/bbl 88 95 121 116 56 44 71 97 44 -55%
Palm oil $/mt 928 1,156 1,198 928 512 534 780 949 534 -44%
Barley $/mt 195 217 239 217 130 121 172 201 121 -39%
Maize $/mt 172 220 259 245 168 173 164 223 173 -23%
Rice, Thailand, 5% $/mt 344 478 855 703 564 580 326 650 580 -11%
Sorghum $/mt 173 219 247 215 151 153 163 208 153 -26%
Wheat, Canada $/mt 415 622 484 390 322 340 300 455 340 -25%
Wheat, US, HRW $/mt 342 412 347 318 228 239 255 326 239 -27%
Sugar, world ¢/kg 23 28 27 31 26 28 22 28 28 -2%
Cotton A Index ¢/kg 153 168 166 168 127 126 140 157 126 -20%
Cotton Memphis ¢/kg 155 174 172 170 130 135 143 161 135 -16%
DAP $/mt 522 860 1,192 1,154 663 351 433 967 351 -64%
Phosphate rock $/mt 98 234 368 409 371 265 71 346 265 -23%
Potassium chloride $/mt 231 368 511 635 767 853 200 570 853 50%
TSP $/mt 425 715 1,036 1,108 762 na. 339 905 n.a.
Urea $/mt 365 358 576 745 292 263 309 493 263 -A7%
Aluminum $/mt 2,444 2,743 2,940 2,787 1,821 1,413 2638 | 2573 1,413 -45%
Copper $/mt 7,188 7,796 8,443 7,680 3,905 3,221 7,118 | 6,956 3,221 -54%

e: Banc
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