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Despite discussions about a revision of the US sanctions (e.g.,
Chevron) policy, the measures under consideration seem

limited in scope and remain dependent on political f'lei';d;fz’*;g‘;za
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window of opportunity in the ongoing effort to address
Venezuela’s political crisis.

® Although Venezuela has been considered by some as potential alternative to the
Russian oil supply, for now, it does not have the capacity to significantly increase
production. We estimate that the most that Venezuela could add in the short term would
be about 200k b/d. This impact on the global oil market would be marginal and have little
effect on oil prices.

¢ The US maintains the strengthening of democratic institutions as a key pillar of its
foreign policy towards Latin America. We find it hard to see the US sacrificing its attempts
to re-establish democracy in Venezuela - which have been the primary objective of the
sanctions - for a marginal additional oil supply.

® The main alternative under deliberation is allowing Chevron to take operating control
of its joint ventures. Financial sanctions are not part of the discussion, which leaves a
potential debt restructuring process still far away and dependent of the resolution of the
political situation.

® The target in the ongoing negotiations remains having a free and fair 2024 presidential
election. Any resolution of the crisis and significant change in US policy before that seems
to have a low chance of occurrence, in our view.!

® The Venezuelan economy could have an statistical rebound this year, but a rebound is
not a recovery. After losing 80% of its GDP, even growing at 10% annually, it would take 17
years to get GDP back to where it was at the beginning of the Maduro administration. In
order to make growth sustainable, a solution to the protracted political crisis is needed.

A new window of opportunity opens up but still
requires time

! EEUU y sus aliados dejan crisis en manos de Venezuela y apoyan eleccion en 2024, El Estimulo, February 16, 2022
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The escalation of global geopolitical tensions as a result of the Russian invasion of Ukraine has
led the US government to engage in direct talks with the Maduro regime in Venezuela.? This has
put on the table Venezuela as an alternative source of oil supply to Russia, leading some to
consider the possibility of a revision of the sanctions policy towards the country.® However, the
measures under consideration are limited in scope and remain dependent on political
negotiations.* Meanwhile, the conditions on the ground in Venezuela suggest that any
contribution in terms of oil supply from Venezuela in the short term is likely to be marginal. For
now, Venezuela does not have the capacity to significantly increase oil production. Nonetheless,
we think these events open a window of opportunity in the ongoing negotiations to try to solve
the protracted political crisis in Venezuela and try to find a new political transition path, which
is critical to advance in the debt restructuring process.

After falling to less than 0.5mn b/d in 2020 from nearly 3mn b/d in at the beginning of the
Maduro government in 2013, Venezuela has been recovering its oil production in recent months
standing now at about 800k b/d. Amid the lack of investment, sanctions, disruptions of basic
services, lack of financing and loss of human capital, Venezuela’s production remains highly
unstable and difficult to sustain. Therefore, the recovery seen in recent months seems to be
mainly resulting from the improvement in the capacity to commercialize the Venezuelan crude,
rather than a recovery in production capacity.

With Iran’s help, Venezuela has found some space to circumvent the sanctions.® Although it has
to sell the crude at a steep discount, the increase in oil prices makes those transactions
commercially viable. Meanwhile, the underlying conditions, with the number of operating rigs
close to zero (Figure 1), suggests that the production capacity has continued to decline and
could probably be about 1mn b/d. Therefore, we think the most that Venezuela could add in the
short term could be about 200k b/d, significantly lower than Russia’s 7mn b/d of exports.

Considering this low amount, Venezuela does not seem to be an alternative to solving the
energy supply issues in the near term. At most, it could replace part of the Russian production
that used to go to the US market (c. 600k b/d), but it would not help to reduce prices at the gas
pump. Moreover, Venezuela’s capacity to divert exports currently placed in Asian markets to the
USis also unclear given the financial obligations that Venezuela has with China, which requires
the country to dedicate most its oil exports to service that debt.

The US maintains the strengthening of democratic institutions as a key pillar of its foreign
policy towards Latin America.® Therefore, it seems hard to see the US sacrificing its attempts to
re-establish democracy in Venezuela - which were the primary objective of the sanctions - for a
marginal additional oil supply. Moreover, Venezuela has become a domestic policy issuein a
key swing state such as Florida, which may make it politically costly for the administration to
make a unilateral lifting of sanctions.”

Finding a way to address to the complex Venezuelan political crisis requires a mix of carrots and
sticks. For the US government its approach to Venezuela seems more likely be an attempt to
find a new path for political negotiations regarding the Venezuelan crisis.® The Maduro regime
was in talks with the Venezuelan opposition in Mexico with the mediation of Norway and other
countries last year. However, given the lack of incentives from the regime to concede in the
improvement in electoral conditions, those negotiations were frozen in October. Within that
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FIGURE 1. The recent recovery seems to be explained mainly by an
improvement in commercialization, rather than production capacity

context we think some flexibility in the oil sanctions on Venezuela could be a way to unlock the
negotiations.’

The main alternative under deliberation is allowing Chevron to take operating control of the
joint ventures that it shares with the state-run company PDVSA and allow it to commercialize
the Venezuelan crude coming from those projects. However, U.S. officials have made it clear
that any new authorization will depend on whether Venezuelan President Nicolas Maduro takes
further steps in political negotiations and Chevron spokesman Ray Fohr stated in a Bloomberg
article that the company remains “in compliance with the current sanctions framework” and
maintained that Chevron is “a constructive presence in Venezuela.”'° ** Chevron JVs in
Venezuela, Petroboscan and Petropiar, used to produced around 150-200k b/d before the 2019,
which is probably within the range of the production that could be recovered. For now, financial
sanctions are not part of the discussion, which leaves a potential debt restructuring process still

far away.

FIGURE 2. Without access to financing to increase Capex production
recovery is capped and is difficult to sustained
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Although we think that in the short term Venezuela does not have the capacity to replace part of
Russian oil supply and any additional supply is likely to be marginal for global markets, the
country still has the potential to re-emerge as major oil producer in the long term. To realize
Venezuela’s potential a re-institutionalization of the country would be critical. This remains a
medium-term objective, with the 2024 presidential elections as a target. Any resolution of the
crisis and significant change in US policy before that seems to have a low chance of
occurrence.’? However, if an agreement is reached to re-institutionalize the country and the
political crisis is overcome, Venezuela could become a way to diversify the oil supply for the
West and reduce energy security vulnerabilities.

In addition to the economic factors, the Venezuelan crisis has spillover effects - such as
migration over neighboring countries in Latin America - which could be destabilizing for key
regional US allies such as Colombia. Having a failed state in the western hemisphere also
implies security issues.’® Therefore, there are still incentives in the international community to
find a solution to the crisis. However, we believe a viable solution depends whether there is a
fracture within the regime, which despite the high pressure has not happened; or if domestic
stakeholders are willing to give mutual concessions and advance in a negotiation process.

° Penfold, Michael (2021), Democratization in Venezuela: Thoughts on a New Path, Wilson Center.

10 Exclusive: Chevron set to trade Venezuelan oil if U.S. relaxes sanctions, sources say, Reuters, March 14, 2022

11 “y.S. Weighs Easing Limits on Chevron Contacts With Venezuela,” Bloomberg, March 30, 2022

2 EEUU y sus aliados dejan crisis en manos de Venezuela y apoyan eleccion en 2024, El Estimulo, February 16, 2022

13 “Armed Gangs and Warlords Are Taking Over Venezuela,” World Politics Review, April 29,2021
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As discussed in Venezuela: From sanctions to negotiations?, November 6, 2020, the fatigue as a
result of the extension of the stalemate could give incentives to negotiate a solution. Maduro
has been able to stay in power but has not been able to provide a solution to the economic
situation.* The economy has dollarized and controls have been lifted, which has helped to
alleviate the severe scarcity and inflation problems, but the economy has stabilized at a low
income level . After having lost 80% of GDP since Maduro took office in 2013 (Figure 3),
Venezuela has the lowest GDP per capita of the western hemisphere (Figure 4). The increase in
oil prices provide some relief in the economy that could help it to recover; however, sanctions
on Russia also complicate the situation for the Venezuelan government as it was using the
Russian financial system to process its transactions.'® Therefore, some of its liquidity is now
stuck in Russia and they now face new operational difficulties.

The economy could have an statistical rebound this year, but even growing at 10% annually, it
would take 17 years to get GDP back to where it was at the beginning of the Maduro
administration. Considering the low starting point, such high rates of growth could be achieved
this year, the question is what needs to be done to make it sustainable. Venezuela has the
potential to grow at very high rates. However, in order to have sustainable growth, the country
would need to have access to capital , which would require a debt restructuring (that the
sanctions block)and some minimum level of institutionality that today does not exist.

For Maduro the failure to resolve the economic crisis implies risks. So far the opposition and
external threads have contributed to keep chavismo unified, but as those threats ease, Maduro’s
leadership could be questioned within the regime. While those at the top of the regime were
able to benefit from the good time, the others in lower positions have not had their chance yet,
which makes the current equilibrium unstable.'® The sanctions prohibit the issuance of debt,
restricting fund raising. Therefore, in order to find a stable economic solution, the regime needs
to address the main issue - Improvement in electoral conditions, which has been the main
requirement from the international community in order to provide for sanction relief.” 18

In our view, the weakening of the opposition may provide a situation in which the regime may
improve the electoral conditions, with the view that it could win an election. It would be up to
the opposition to turn that into an potential opportunity for a political transition, similar to
what they recently did in the local elections in the state of Barinas. ** However, if the elections
are conducted under minimum acceptable conditions for all parties involved, independently of
who wins, it could provide a solution to the protracted political crisis and potentially pave the
way for a debt restructuring. Although conditions suggests this is a possible scenario, political
transition process are not linear. They have back and forth. Therefore, the process likely will
require time to crystallize.?®

* Pantoulas, Dimitris and McCoy, Jennifer (2019), Venezuela: An Unstable Equilibrium, Scielo

15 Sanctions on Russian banks could also hurt Moscow’s Latin American allies, Miami Herrald, April 12,2022

16 Quiénes conforman la cGipula militar que sostiene a Nicolas Maduro en Venezuela, El Universo, February 19,2019
7 U.S., EU, Canada willing to review Venezuela sanctions based on negotiations, Reuters, June 25, 2021

8 Venezuela’s Opposition Wins on Hugo Chavez’s Home Turf, Foreign Policy, January 14, 2022

19 Venezuela’s Opposition Wins on Hugo Chavez’s Home Turf, Foreign Policy, January 14, 2022

2 EEUU y sus aliados dejan crisis en manos de Venezuela y apoyan eleccion en 2024, El Estimulo, February 16, 2022
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FIGURE 3. After losing 80% of its GDP, even growing 10% annually (Per FIGURE 4. Venezuela has stabilized at a low income level (GDP per
capita real GDP, VEB 1997) capita, USD)
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22 67196399. Any other reports produced by Barclays’ Investment Bank are distributed in India by Barclays Bank PLC, India Branch, an associate of
BSIPL in India that is registered with Reserve Bank of India (RBI) as a Banking Company under the provisions of The Banking Regulation Act, 1949 (Regn
No BOM43) and registered with SEBI as Merchant Banker (Regn No INM000002129) and also as Banker to the Issue (Regn No INBI00000950). Barclays
Investments and Loans (India) Limited, registered with RBI as Non Banking Financial Company (Regn No RBI CoR-07-00258), and Barclays Wealth
Trustees (India) Private Limited, registered with Registrar of Companies (CIN U93000MH2008PTC188438), are associates of BSIPL in India that are not
authorised to distribute any reports produced by Barclays’ Investment Bank.

This material is distributed in Singapore by the Singapore Branch of Barclays Bank PLC, a bank licensed in Singapore by the Monetary Authority of
Singapore. For matters in connection with this material, recipients in Singapore may contact the Singapore branch of Barclays Bank PLC, whose
registered address is 10 Marina Boulevard, #23-01 Marina Bay Financial Centre Tower 2, Singapore 018983.

This material, where distributed to persons in Australia, is produced or provided by Barclays Bank PLC.
This communication is directed at persons who are a “Wholesale Client” as defined by the Australian Corporations Act 2001.

Please note that the Australian Securities and Investments Commission (ASIC) has provided certain exemptions to Barclays Bank PLC (BBPLC) under
paragraph 911A(2)(l) of the Corporations Act 2001 from the requirement to hold an Australian financial services licence (AFSL) in respect of financial
services provided to Australian Wholesale Clients, on the basis that BBPLC is authorised by the Prudential Regulation Authority of the United Kingdom
(PRA) and regulated by the Financial Conduct Authority (FCA) of the United Kingdom and the PRA under United Kingdom laws. The United Kingdom
has laws which differ from Australian laws. To the extent that this communication involves the provision of financial services by BBPLC to Australian
Wholesale Clients, BBPLC relies on the relevant exemption from the requirement to hold an AFSL. Accordingly, BBPLC does not hold an AFSL.

This communication may be distributed to you by either: (i) Barclays Bank PLC directly or (ii) Barrenjoey Markets Pty Limited (ACN 636 976 059,
“Barrenjoey”), the holder of Australian Financial Services Licence (AFSL) 521800, a non-affiliated third party distributor, where clearly identified to you
by Barrenjoey. Barrenjoey is not an agent of Barclays Bank PLC.

This material, where distributed in New Zealand, is produced or provided by Barclays Bank PLC. Barclays Bank PLC is not registered, filed with or
approved by any New Zealand regulatory authority. This material is not provided under or in accordance with the Financial Markets Conduct Act of
2013 (“FMCA”), and is not a disclosure document or “financial advice” under the FMCA. This material is distributed to you by either: (i) Barclays Bank
PLC directly or (ii) Barrenjoey Markets Pty Limited (“Barrenjoey”), a non-affiliated third party distributor, where clearly identified to you by Barrenjoey.
Barrenjoey is not an agent of Barclays Bank PLC. This material may only be distributed to “wholesale investors” that meet the “investment business”,
“investment activity”, “large”, or “government agency” criteria specified in Schedule 1 of the FMCA.

18 April 2022 8



Barclays | Venezuela

Middle East: Nothing herein should be considered investment advice as defined in the Israeli Regulation of Investment Advisory, Investment Marketing
and Portfolio Management Law, 1995 (“Advisory Law”). This document is being made to eligible clients (as defined under the Advisory Law) only.
Barclays Israeli branch previously held an investment marketing license with the Israel Securities Authority but it cancelled such license on 30/11/2014
as it solely provides its services to eligible clients pursuant to available exemptions under the Advisory Law, therefore a license with the Israel
Securities Authority is not required. Accordingly, Barclays does not maintain an insurance coverage pursuant to the Advisory Law.

This material is distributed in the United Arab Emirates (including the Dubai International Financial Centre) and Qatar by Barclays Bank PLC. Barclays
Bank PLC in the Dubai International Financial Centre (Registered No. 0060) is regulated by the Dubai Financial Services Authority (DFSA). Principal
place of business in the Dubai International Financial Centre: The Gate Village, Building 4, Level 4, PO Box 506504, Dubai, United Arab Emirates.
Barclays Bank PLC-DIFC Branch, may only undertake the financial services activities that fall within the scope of its existing DFSA licence. Related
financial products or services are only available to Professional Clients, as defined by the Dubai Financial Services Authority. Barclays Bank PLC in the
UAE is regulated by the Central Bank of the UAE and is licensed to conduct business activities as a branch of a commercial bank incorporated outside
the UAE in Dubai (Licence No.: 13/1844/2008, Registered Office: Building No. 6, Burj Dubai Business Hub, Sheikh Zayed Road, Dubai City) and Abu Dhabi
(Licence No.: 13/952/2008, Registered Office: Al Jazira Towers, Hamdan Street, PO Box 2734, Abu Dhabi). This material does not constitute or form part
of any offer to issue or sell, or any solicitation of any offer to subscribe for or purchase, any securities or investment products in the UAE (including the
Dubai International Financial Centre) and accordingly should not be construed as such. Furthermore, this information is being made available on the
basis that the recipient acknowledges and understands that the entities and securities to which it may relate have not been approved, licensed by or
registered with the UAE Central Bank, the Dubai Financial Services Authority or any other relevant licensing authority or governmental agency in the
UAE. The content of this report has not been approved by or filed with the UAE Central Bank or Dubai Financial Services Authority. Barclays Bank PLC in
the Qatar Financial Centre (Registered No. 00018) is authorised by the Qatar Financial Centre Regulatory Authority (QFCRA). Barclays Bank PLC-QFC
Branch may only undertake the regulated activities that fall within the scope of its existing QFCRA licence. Principal place of business in Qatar: Qatar
Financial Centre, Office 1002, 10th Floor, QFC Tower, Diplomatic Area, West Bay, PO Box 15891, Doha, Qatar. Related financial products or services are
only available to Business Customers as defined by the Qatar Financial Centre Regulatory Authority.

Russia: This material is not intended for investors who are not Qualified Investors according to the laws of the Russian Federation as it might contain
information about or description of the features of financial instruments not admitted for public offering and/or circulation in the Russian Federation
and thus not eligible for non-Qualified Investors. If you are not a Qualified Investor according to the laws of the Russian Federation, please dispose of
any copy of this material in your possession.

IRS Circular 230 Prepared Materials Disclaimer: Barclays does not provide tax advice and nothing contained herein should be construed to be tax
advice. Please be advised that any discussion of U.S. tax matters contained herein (including any attachments) (i) is not intended or written to be used,
and cannot be used, by you for the purpose of avoiding U.S. tax-related penalties; and (ii) was written to support the promotion or marketing of the
transactions or other matters addressed herein. Accordingly, you should seek advice based on your particular circumstances from an independent tax
advisor.

© Copyright Barclays Bank PLC (2022). All rights reserved. No part of this publication may be reproduced or redistributed in any manner without the
prior written permission of Barclays. Barclays Bank PLC is registered in England No. 1026167. Registered office 1 Churchill Place, London, E14 5HP.
Additional information regarding this publication will be furnished upon request.
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