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Adids Presidente: Venezuela's Political, Economic & Energy
Outlook After Chavez

All eyes on the post-Chavez political transition. Venezuelan president Hugo
Chavez’s death March 5th followed a long battle with cancer and was expected. What
happens next in the country’s political transition is less clear; pending a ruling from
Venezuela’s Supreme Court, our expectation is that Vice-president Nicolas Maduro, a
self-declared communist and Chavez’s anointed successor, will be acting president
until new elections, which could be called as early as April. Current polls suggest the
ruling PSUV will go on to win re-election.

Who Will Lead Venezuela? The pre-election period is likely to feature heightened
tensions between pro-Chavez supporters and the opposition, with inflammatory rhetoric
and the possibility of street clashes, though we think both sides will be inclined toward
restraint. Given the PSUV's strong performance in last year’s elections plus an
expected sympathy factor against a weakened opposition, we anticipate the victory to
provide a strong lead for Maduro. However, the mandate will be somewhat vague: the
continuation of what the population believes would have been the late President
Chavez' policies. While Maduro is expected to be the new President, we do not
anticipate that he will enjoy the same level of control over politics as Chavez did. We
expect the first line of leadership to be divided between President Maduro, the anointed
heir and elected Vice President, National Assembly President Cabello, with strong
PSUV and military links, and PDVSA Chairman Ramirez, who ultimately controls the
critical oil purse.

An Increasingly Complex Economic Outlook: Independently of who succeeds
Chavez, self-inflected wounds to the economy will translate into a year of weak
performance, low goods availability and with it inflation acceleration. We currently
expect GDP growth of 1.0% for Venezuela this year, which is lower than the 5.6%
observed in 2012 according to the central bank. Lower spending and reduction in
private production (which still accounts for 70% of GDP generation) will take its toll on
economic activity.

How Long Can PDVSA Underwrite the Government? With perhaps the largest oil
reserves in the world on paper, Venezuela's crude production has punched well below
its weight. Chavez's reign had been characterized by heavy-handed control of the oil
sector and declining oil production, and production has languished. Venezuelan oil is
relatively heavy and sour, meaning that only more complex refineries can process this
crude. But itis not just Venezuela's crude that is getting hit; the country's downstream
refining sector is also in bad shape. With domestic consumption now around 850-k b/d,
the country has moved from being a net exporter to a net importer of gasoline. With
probably falling oil prices and a need to inject capital into the upstream and
downstream just to hold steady, petroleum looks strained to keep government
revenues even, let alone to let them increase.
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Venezuelan president Hugo Chavez’s
death March 5th followed a long battle
with cancer and was expected. What
happens next in the country’s political
transition is, however, less clear.

Venezuela's constitution mandates that
new presidential elections should be
called within 30 days of the President's
passing.

We expect the ruling PSUV will go on to
win re-election in new polls, given their
strong performance in last year’s
elections plus a sympathy factor.
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Political Outlook for the Post-Chavez Era

As a major energy producer with ties to Iran and Cuba as well as a history of
tensions with Washington, political stability in Venezuela has geopolitical
implications beyond the country’s borders. Venezuelan president Hugo Chavez’s
death March 5th followed a long battle with cancer and was expected. What
happens next in the country’s political transition is, however, less clear. Vice-
president Nicolas Maduro has temporarily taken over the responsibilities of the
Presidency.

There is some debate over the proper interpretation of the constitution - the
opposition emphasizing that until new elections are called, the responsibilities
should fall on National Assembly President Cabello, while the ruling Partido
Socialista Unido de Venezuela (PSUV) appears set on its view that Maduro will be
both interim President and candidate in forthcoming elections. Venezuela's
Supreme Court has yet to express an opinion on the matter, but our interpretation
based on their previous ruling, suggests that it will side with the PSUV's
interpretation.

Venezuela's constitution mandates that new presidential elections should be called
within 30 days of the President's passing. Given the operational complexities of
holding an electoral process, we think the Supreme Court may provide some minor
leeway. In any event, it is in the PSUV's interest to hold the elections as soon as
possible, implying that they are likely to be held in April or May at the latest. In his
last public speech, President Chavez anointed Nicolas Maduro, a left leaning ex-
Foreign Minister, as his heir. Given the strength of the President's political will, we
anticipate that the PSUV will support Maduro's candidacy.

The opposition candidate will mostly likely be Capriles, governor of the State of
Miranda and the candidate who faced Chavez in the October 2012 presidential
elections. The opposition, however, appears less mobilized and organized than in
the previous presidential contest. We expect the ruling PSUV will go on to win re-
election in new polls, given their strong performance in last year’s elections plus a
sympathy factor.

We expect the pre-election period to be a period of high emotion, with the risk that
tensions between the opposition and supporters of the ruling party could spillover
into disturbances at rallies and public gatherings. While Chavez's passing could be
an opportunity for new, less-fraught relations between Caracas and Washington, we
expect Washington to refrain from the appearance of interfering in Venezuela's
affairs, though calls to openly support the opposition could arise from the
neoconservative school of the US foreign policy establishment.

Figure 1. Upcoming Political Signposts in Venezuela

Maduro sworn in as acting president March 9

PSUV nominates Maduro March 11

Opposition nominates Capriles March 11

Presidential election April 14

Regional elections for mayors July 14 (now suspended)
2014 budget released October 1

Source: Citi Research
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Initially Chavez’s successors will aim to
reassure continuity, especially funding
for generous social programs. In the
near-term, they could move to implement
potential near-term populist sweeteners
such as a rise in the minimum wage. But
such measures will do little to address
the country’s economic challenges.
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After managing the initial political transition, likely helped by a sympathetic judiciary,
the ability of the PSUV party apparatus to maintain continuity and to manage the
country’s complex economy becomes more questionable in our view. Chavez’s
highly personalized leadership style resulted in a small inner circle. Decisions were
ultimately taken by Chavez personally. Besides lacking the president’s strong public
support, internal rivalries between the PSUV and lower oil prices strongly suggest
that the previous model will not be sustainable for an extended period.

We believe that power within the PSUV will be divided with three key players:
Maduro, a more traditional left-leaning Cuba-ally, as President and with stronger
links to the Supreme Court; Cabello, the National Assembly president, with stronger
nationalist leanings and with strong connections with the military and political
structure of the PSUV; and Ramirez, PDVSA's president, who influences oil policy
and is, ultimately, in control of the key oil purse. The "movement-style" nature of
Chavismo and lack of a cohesive ideology are likely to test the will of the leadership
when faced with politically costly decisions.

The death of Chavez follows a period of declining appeal of his Bolivarian Socialist
model, during which when the Brazilian model of a moderate pro-business left-wing
government gained more traction on the continent. In years to come, the declining
feasibility of this model could open up space for political alternatives. The risk is that
the country deteriorates, and change does not happen in an orderly fashion, but
rather sparks confrontation. Furthermore, President's Chavez political style was
very influential in several nations in the region. The long-standing autocratic leaders
of Ecuador, Bolivia, Argentina and other nations, could draw lessons from
Venezuela. If the transition faces complex uphill challenges, those lessons could
well be a reduced willingness to relinquish power and changes in succession plans
in these and other nations.

The role of the military has always been an enigma in Venezuela but our view is that
they will support an institutional way out, independent of the outcome. This is
possible thanks to statements made in the previous presidential campaign by former
opposition candidate Henrique Capriles, who clearly stated that he will not begin a
persecution within the armed forces in case he gets to power. Hence, the military
know that their conditions will remain constant independently of who wins the
presidential elections.

An Increasingly Complex Economic Outlook

Economic pressures on Chavez’s expensive “Bolivarian socialist” model are
mounting. Initially Chavez’s successors will aim to reassure continuity, especially
funding for generous social programs. In the near-term, they could move to
implement potential near-term populist sweeteners such as a rise in the minimum
wage. But such measures will do little to address the country’s economic
challenges.

Venezuela's economy is in a weak position at this juncture. During 2012, the
government pressed hard on spending to lift the economy and to deliver on social
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Venezuela’s dependence on oil is
extraordinary. Almost 95% of the
country’s exports are linked to oil and a
huge fraction of the government
revenues emerge from it as well.
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programs that would allow an ailing President Chavez to fight the credible challenge
being presented by Capriles. As a result, imbalances grew, inflation was partially
contained through price controls, good scarcities mitigated by government imports
of foods and medicines and by increased allocation of dollars through an over-
valued and dysfunctional FX regime. As a result of the electorally driven policies,
the economy grew 5.4% year-on-year in Q4 2012. However, the electoral legacy of
deep fiscal and balance-of-payment imbalances, as well as repressed inflation and
mounting scarcity, forced the authorities to initiate a process of gradual adjustments.
Key amongst those adjustments is a devaluation of the bolivar. The initiative
attempts to produce both, a balance of payment adjustment and a fiscal adjustment.

However, the lack of elasticity of both exports and imports plus the suppression of
the SITME market (and the dollars that were supplied through it) have only resulted
in increased FX scarcity and very strict rationing. The result is a sharp move up of
the parallel exchange rate, inflationary pressures and a deepening of basic
products' shortages. The devaluation shows on the one hand the new authorities
attempt at conducting some pragmatic adjustments. Yet it also illustrates the
difficulties the government faces to come up with a coherent, comprehensive and
sizable enough set of initiatives to address economic imbalances.

The initial phase of the new government is likely to be marked by a tolerant
population, still much affected by a strong sympathy effect and the memory of the
Chavez' years. However, if economic and political difficulties mount, social demands
on the administration are likely to increase. Under those circumstances, more
radical action by the leadership to consolidate control, intervention by the country’s
military or other outcomes with negative implications for political stability cannot be
excluded in the years ahead in our view.

Venezuela is both an important player in global oil markets and critically dependent
on the income the government derives from oil to finance its Bolivarian Revolution.
Venezuela's accounts are murky and it is difficult to determine a precise level of oil
prices that allows the country to fund itself. However, with Brent at an average of
$108 a barrel in 2012, the country still runs a 5% of GDP consolidated government
deficit (including PDVSA). While a more realistic exchange rate could help produce
a fiscal adjustment, much of it would emerge from a decline in real wages --
something that the a post-Chavez PSUV may not have much stomach for.
Therefore, if oil prices (or production) were to decline, the economic challenges
would inevitably mount.

Venezuela’'s dependence on oil is extraordinary. Aimost 95% of the country’s
exports are linked to oil and a huge fraction of the government revenues emerge
from it as well. Therefore, the lower bound of oil prices at which the economy’s
imbalances become truly troublesome is a frequent source of debate. However,
estimating a breakeven level is complex as it depends on other factors. For instance
a devaluation may increase the fiscal tolerance for lower oil prices. Or, capital
outflows may adjust in response to movements of the current account. Notice that a
prudent definition of breakevens would take into consideration the fact that the
country can partly compensate lower prices through other policies and, importantly,
that the government can always use domestic sources of financing (monetary and
local debt placement at low interest rates) for fiscal accounts as well as running
down some of their external assets.

We estimate that oil prices a lower bound of $85 for the Venezuelan variety below
which the balance of payment and fiscal accounts put the country on the threshold
of solvency (Venezuela Macro View - The Price is Right? Part |: Fiscal Perspective
and Venezuela Macro View - The Price is Right? Part II: Balance of Payments
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Amid rising inflation, shortages of basic
goods, a mounting debt burden and
minus the oil price spike that funded
Chavez’s programs, the response of the
government should be carefully
scrutinized. It is likely that after a few
"pragmatic" attempts at managing the
status quo, the authorities are eventually
driven to consider more radical reforms.

Nationalizations have been used by the
government as a measure to exert
control over the private sector.
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Perspective). The number, however, has been growing fast over time as Chavismo
engages in more aggressive spending at a time when production does not grow.
That, plus the outlook for declining Venezuelan variety oil prices (we estimate low
90’s for 2013) promise to stress the domestic economy.

A tenet of Chavismo since the 2002 oil strike has been its undisputable willingness
to pay its external debt (it is more disputable whether a similar willingness to pay
emerges for nationalizations and other business disputes). We think it is highly likely
that the new authorities will exhibit the same perspective in the first few months or
perhaps years. However, the internal differences and the potentially mounting
economic problems could test the resolve of the PSUV new leadership in years to
come. Already PDVSA has fallen significantly in arrears with its services payments,
both at home and to foreign providers. How the authorities respond will be
dependent on a complex set of issues yet, we think, it is fair to say that it is unlikely
that the new government will share the same contrition to its debt obligations.

Amid rising inflation, shortages of basic goods, a mounting debt burden and minus
the oil price spike that funded Chavez’s programs, the response of the government
should be carefully scrutinized. It is likely that after a few "pragmatic" attempts at
managing the status quo, the authorities are eventually driven to consider more
radical reforms. A likely variant of such reforms is a turn towards increasingly
aggressive price controls, nationalizations and other economic interventions.

Despite what has been said by many analysts, the bilateral agreements between
China and Venezuela, known locally as the Chinese funds, have provided the
country with resources for projects at a cheaper financing cost than standard debt
issuance. Another interesting fact is that under the conditions of these agreements,
Venezuela has to put money as well, and disbursements are only made after the
Chinese Development Bank approves the projects. The first fund was for US$4
billion and currently there are another 2 funds worth US$8 billion and one more for
US$20 billion. We do not see additional loans on the horizon and even there has
been speculation of China delaying disbursements and complaining about the
quality of the oil being exported to China.

Nationalizations have been used by the government as a measure to exert control
over the private sector. However, after many years of such privatizations, the share
of public and private sectors on the GDP has remained constant at 30% and 70%
respectively. Within the government, they know that the private sector is necessary
to keep production, but at the same time there is a faction of Chavistas who believe
that the role of the state has to be increased even further. This is when the triangle
of power between Maduro, Cabello and Ramirez becomes useful as, as long as
they stay together, those forces can be contained and we would see a continuation
rather than a radicalization of the nationalizations.

It is worth talking about the help that Venezuela gives to other countries through the
PetroCaribe and ALBA agreements. We believe that with Maduro this help will
continue and only when income runs short they will think about modifying the
conditions. Currently, these agreements represent between US$10-12 billion a year
(with ~US$4 billion to Cuba) so they are an important liability for the government.
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Chavez's reign had been characterized
by heavy-handed control of the oil sector
and declining oil production, which fell
from peak levels of 3.5-m b/d in 1998, the
year he was elected, down more than 1-m
b/d to 2.35-m b/d in early 2013.

Figure 2. Venezuelan Crude Oil Exports by
Destination, 2011
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How Long Can PDVSA Underwrite the Government?

Venezuela has, at least on paper, the largest proven oil reserves in the world, but
has struggled to realize its potential. The BP Statistical Review of World Energy
2012 sees Venezuela's reserves at 296.5 billion barrels, above Saudi Arabia's 265.4
billion barrels. Nevertheless, it is the fourth-largest exporter in OPEC.

For further details on the outlook for Venezuela's energy sector, please see
"Venezuela after Chavez - A fresh look at Venezuela's oil sector and its potential" by
Eric Lee, Ed Morse and the Citi Commodities Team.

Chavez's reign had been characterized by heavy-handed control of the oil sector
and declining oil production, which fell from peak levels of 3.5-m b/d in 1998, the
year he was elected, down more than 1-m b/d to 2.35-m b/d in early 2013. 1970
saw the peak of Venezuelan production at 3.7-m b/d, but the nationalization of the
oil industry and formation of PDVSA in 1976 led to a fall in foreign investment which
negatively impacted oil production, which dropped fitfully to the 1985 nadir of 1.68-
m b/d. The response to this was the La Apertura initiative to open up to foreign
investment in the upstream sector after the onset of the first Gulf War in 1990.

But as Chavez took power in 1998, oil prices were plummeting. Venezuela played
an important role in the OPEC-non-OPEC alliance to cut output and put a floor
under prices. Compliance with these quotas meant an easing of production levels.
PDVSA would have majority ownership of all oil projects within any joint ventures, or
"empresas mixtas." Venezuelan investment in the sector began to recede as oil
prices fell on the back of Saudi overproduction at the same time as demand was hit
by the Asian financial crisis.

Production since then has languished, exacerbated by the shut-in of production in
December 2002 to January 2003 as almost half of all PDVSA workers went on
strike calling for the removal of Chavez from office; some 20,000 PDVSA personnel
were dismissed following the strike, including experienced engineers and
managers, hitting the industry's human capital. Despite the downward descent of
the oil sector, in June of last year Chavez continued to call for production to reach
more than double to 6-m b/d by 2019.

While production waned, domestic consumption also rose as Chavez implemented
wanton government price subsidies which almost doubled oil demand. The
country's domestic gasoline prices are among the lowest in the world after subsidies
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Figure 3. Historical profile of Venezuela's oil production, 1973-2012
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Several major policies stand out in their impact on exploration and development
activities, and the growth trajectory of oil production, including the management of
declines of mature fields. Historically, Venezuela's fiscal regime was based on a
concession system. The 1967 Hydrocarbon Law saw the first use of Service
Contracts, but the oil industry was nationalized before production began at any of
the blocks awarded under service contract terms. With La Apertura from 1990,
international oil companies returned to Venezuela's upstream sector, under service
contracts (Operating Service Agreements, or OSAs). The OSAs saw PDVSA retain
title to hydrocarbons production, with operating companies broadly paid on the
basis of capital recovery, incentives and operating expenses.

In April 2006, Venezuela moved to take control and majority equity stakes in its
OSAs and Strategic Associations. ExxonMobil and ConocoPhillips quit their projects
as a result and remain in an arbitration stalemate with Caracas. BP, Chevron, Statoil
and Total accepted their new status as minority partners in new "empresas mixtas".
The services sector was targeted in 2010, and drilling rigs and other assets were
partially nationalized.

Venezuelan oil is relatively heavy and sour, meaning that only more complex
refineries can process this crude; the US Gulf Coast is particularly well suited to
this. But even as Venezuelan production has been struggling, the North American
hydrocarbons revolution is reducing the US's need for imports of both light sweet
and heavy sour crudes. Venezuelan crudes are already being hit and could continue
to suffer, especially as US Gulf of Mexico production of medium sour crudes also
begins to pick up, and as Canadian sours increasingly reach the Gulf Coast.

With the US accounting for some 40% of Venezuelan crude exports, this is a major
blow, although some trade should remain for term contracts to PDVSA's
downstream assets. About half of Venezuela's exports are committed to others, due
to the need to service debts, particularly to China.
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term prospects more uncertain as a
result.

Citi Research

But it is not just Venezuela's crude that is getting hit; the country's downstream
refining sector is also in bad shape, with major refineries facing periodic outages
and far lower utilization rates than nameplate. With domestic consumption now
around 850-k b/d, the country has moved to being a net exporter to a net importer of
gasoline, mostly from the US. The broken Venezuelan refining system has been a
major pull on product markets, leaving a supply shortfall to satisfy growing regional
demand. The problems were highlighted by the tragic explosion last August which
were part of a long line of problems due to chronic underinvestment and neglect.

Given the continued downward trend in oil production, the country's heavy reliance
on PDVSA's oil revenues to finance ballooning social spending, leaving continued
underinvestment to bolster these oil revenues going forward, there is a spiral of
bloating public debt that means oil policy, government programs and aid to Cuba
need to be reassessed. Without the charisma and popularity of Chavez,
Venezuela's future leaders may not be let off so lightly on corruption and economic
mismanagement of the country by the populous.

So if this unsustainable status quo persists, both Venezuela's crude production and
refinery system should struggle. When change comes is hard to say, but if more
conducive policy were to conceivably come about, not only would crude oil
production (with lower operating costs than Canada's oil sands) put downward
pressure on global prices, but also any recovery of the refining system would be
doubly bearish on Brent. European refineries would be savaged, and the resulting
drop in Northwest Europe crude needs would be bearish for Brent.

Conclusion

The months ahead will be a crucial time for Venezuela, closely-watched not only by
domestic observers but by Washington and others in the region. The capacity of
Chavez's successors to manage the transition and the country's complex economy
will have implications far beyond its borders, as Venezuela is one of the few
remaining significant economies to practice this brand of state-centered socialism. It
will not be able to rely upon the dynastic transition enjoyed by the Castro brothers in
Cuba.

Inter-PSUV rivalries and the gradual decline of Chavez-era support compounded by
economic constraints could make the country's post-Chavez outlook more
complicated and its longer-term prospects more uncertain as a result.

8 citivelocity.com



Global Political Insights .
11 March 2013 Citi Research

Appendix A-1
Analyst Certification

The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at
the front of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst.
Each of these analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein
accurately reflect their personal views about each issuer and security referenced and were prepared in an independent manner, including with
respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly,
related to the specific recommendation(s) or view(s) expressed by that research analyst in this report.

IMPORTANT DISCLOSURES

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking
revenues.

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product ("the
Product"), please contact Citi Research, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's
disclosure website at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. Valuation and Risk assessments can be found in the text of the
most recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request.

NON-US RESEARCH ANALYST DISCLOSURES

Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:

Citigroup Global Markets Ltd Tina M Fordham

Citigroup Global Markets Inc Guillermo Mondino; Edward L Morse; Eric G Lee; Matthew P Dabrowski
Citibank - Colombia S.A. Munir Jalil

OTHER DISCLOSURES

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal
basis.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (i) are not deposits or other
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Research does not set a
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Research to provide research coverage of
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The
Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase
securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc.
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed
only through Citigroup Global Markets Inc.

9 citivelocity.com



Global Political Insights .
11 March 2013 Citi Research

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley & Co. LLC (Morgan Stanley) research reports may be
available about the companies that are the subject of this Citi Research research report. Ask your Financial Advisor or use smithbarney.com to view any
available Morgan Stanley research reports in addition to Citi Research research reports.

Important disclosure regarding the relationship between the companies that are the subject of this Citi Research research report and Morgan Stanley Smith
Barney LLC and its affiliates are available at the Morgan Stanley Smith Barney disclosure website at
www.morganstanleysmithbarney.com/researchdisclosures.

For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and
https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.

This Citi Research research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval was
conducted by the same person who reviewed this research report on behalf of Citi Research. This could create a conflict of interest.

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed
by. The Product is made available in Australia through Citi Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant of
the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is
made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty
Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship managers. If there is any
doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private Bank in Australia. Citigroup
companies may compensate affiliates and their representatives for providing products and services to clients. The Product is made available in Brazil by
Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comiss&o de Valores Mobiliarios, BACEN - Brazilian Central Bank, APIMEC -
Associagao dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associagdo Nacional dos Bancos de Investimento. Av.
Paulista, 1111 - 11° andar - CEP. 01311920 - S&o Paulo - SP. If the Product is being made available in certain provinces of Canada by Citigroup Global
Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the Product. Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J
2M3. This product is available in Chile through Banchile Corredores de Bolsa S.A., an indirect subsidiary of Citigroup Inc., which is regulated by the
Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile. The Product is made available in France by Citigroup Global Markets
Limited, which is authorised and regulated by Financial Services Authority. 1-5 Rue Paul Cézanne, 8éme, Paris, France. The Product is distributed in
Germany by Citigroup Global Markets Deutschland AG ("CGMD"), which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). CGMD,
Reuterweg 16, 60323 Frankfurt am Main. Research which relates to "securities" (as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws
of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes full responsibility for its content. Citigroup
Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made available through Citibank, N.A., Hong
Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank
N.A. is regulated by the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong Kong, Branch if you have any queries on
or any matters arising from or in connection with this document. The Product is made available in India by Citigroup Global Markets India Private Limited,
which is regulated by Securities and Exchange Board of India. Bakhtawar, Nariman Point, Mumbai 400-021. The Product is made available in Indonesia
through PT Citigroup Securities Indonesia. 5/F, Citibank Tower, Bapindo Plaza, JI. Jend. Sudirman Kav. 54-55, Jakarta 12190. Neither this Product nor any
copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with
applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The securities referred to in this Product have not been
registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations,
and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens through a public offering or in circumstances which
constitute an offer within the meaning of the Indonesian capital market laws and regulations. The Product is made available in Israel through Citibank NA,
regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel. The Product is made
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. Via dei Mercanti, 12, Milan, 20121,
Italy. The Product is made available in Japan by Citigroup Global Markets Japan Inc. ("CGMJ"), which is regulated by Financial Services Agency, Securities
and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-Marunouchi
Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by SMBC Nikko Securities Inc. it is being so distributed under
license. In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Citi Velocity website. If you have
questions regarding Citi Velocity, please call (81 3) 6270-3019 for help. The Product is made available in Korea by Citigroup Global Markets Korea
Securities Ltd., which is regulated by the Financial Services Commission, the Financial Supervisory Service and the Korea Financial Investment Association
(KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180, Korea. KOFIA makes available registration information of research analysts on its
website. Please visit the following website if you wish to find KOFIA registration information on research analysts of Citigroup Global Markets Korea
Securities Ltd. http://dis.kofia.or.kr/fs/dis2/fundMgr/DISFundMgrAnalystPop.jsp?companyCd2=A03030&pageDiv=02. The Product is made available in
Korea by Citibank Korea Inc., which is regulated by the Financial Services Commission and the Financial Supervisory Service. Address is Citibank Building,
39 Da-dong, Jung-gu, Seoul 100-180, Korea. The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Company No.
460819-D) (“CGMM”) to its clients and CGMM takes responsibility for its contents. CGMM is regulated by the Securities Commission of Malaysia. Please
contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala Lumpur, Malaysia in respect of any matters arising from, or in connection with,
the Product. The Product is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero
Banamex ("Accival') which is a wholly owned subsidiary of Citigroup Inc. and is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col.
Juarez, 06600 Mexico, D.F. In New Zealand the Product is made available to ‘wholesale clients’ only as defined by s5C(1) of the Financial Advisers Act
2008 (‘FAA) through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114 832 and AFSL No. 240992), an overseas financial adviser as defined by
the FAA, participant of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW
2000. The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is regulated by the State Bank of Pakistan and Securities
Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 4889, Karachi-74200. The Product is made available in the Philippines
through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which is regulated by the Philippines Securities and Exchange Commission.
20th Floor Citibank Square Bldg. The Product is made available in the Philippines through Citibank NA Philippines branch, Citibank Tower, 8741 Paseo De
Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom
Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego. Dom Maklerski Banku

10 citivelocity.com



Global Political Insights .
11 March 2013 Citi Research

Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa. The Product is made available in the Russian Federation through ZAO Citibank, which is licensed
to carry out banking activities in the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian
Federation and brokerage activities in accordance with the license issued by the Federal Service for Financial Markets. Neither the Product nor any
information contained in the Product shall be considered as advertising the securities mentioned in this report within the territory of the Russian Federation
or outside the Russian Federation. The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July
1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10 Gasheka Street, 125047 Moscow. The Product is made available in
Singapore through Citigroup Global Markets Singapore Pte. Ltd. (‘CGMSPL"), a capital markets services license holder, and regulated by Monetary
Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1, Singapore 018960, in respect of any matters arising
from, or in connection with, the analysis of this document. This report is intended for recipients who are accredited, expert and institutional investors as
defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A.,
Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore. Please contact your Private Banker in Citibank N.A.,
Singapore Branch if you have any queries on or any matters arising from or in connection with this document. This report is intended for recipients who are
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). This report is distributed in Singapore by Citibank
Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent research or analysis of the substance or in preparation of
this report. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you have any queries on or any matters arising from or in
connection with this report. This report is intended for recipients who are accredited investors as defined under the Securities and Futures Act (Cap. 289).
Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its registered office
is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities Exchange South Africa, South African
Reserve Bank and the Financial Services Board. The investments and services contained herein are not available to private customers in South Africa. The
Product is made available in Spain by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. 29 Jose Ortega
Y Gasset, 4th Floor, Madrid, 28006, Spain. The Product is made available in the Republic of China through Citigroup Global Markets Taiwan Securities
Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan and/or through Citibank Securities (Taiwan) Company Limited ("CSTL"), 14
and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the respective license scope of each entity and the applicable laws and regulations in the
Republic of China. CGMTS and CSTL are both regulated by the Securities and Futures Bureau of the Financial Supervisory Commission of Taiwan, the
Republic of China. No portion of the Product may be reproduced or quoted in the Republic of China by the press or any third parties [without the written
authorization of CGMTS and CSTL]. If the Product covers securities which are not allowed to be offered or traded in the Republic of China, neither the
Product nor any information contained in the Product shall be considered as advertising the securities or making recommendation of the securities in the
Republic of China. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security or
financial products. Any decision to purchase securities or financial products mentioned in the Product must take into account existing public information on
such security or the financial products or any registered prospectus. The Product is made available in Thailand through Citicorp Securities (Thailand) Ltd.,
which is regulated by the Securities and Exchange Commission of Thailand. 18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500,
Thailand. The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets Board. Tekfen Tower, Eski Buyukdere
Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey. In the U.A.E, these materials (the "Materials") are communicated by Citigroup Global Markets
Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and licensed and regulated by the Dubai Financial
Services Authority ("DFSA") to Professional Clients and Market Counterparties only and should not be relied upon or distributed to Retail Clients. A
distribution of the different Citi Research ratings distribution, in percentage terms for Investments in each sector covered is made available on

request. Financial products and/or services to which the Materials relate will only be made available to Professional Clients and Market Counterparties. The
Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. This
material may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA and further details as to
where this may be the case are available upon request in respect of this material. Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB. The
Product is made available in United States by Citigroup Global Markets Inc, which is a member of FINRA and registered with the US Securities and
Exchange Commission. 388 Greenwich Street, New York, NY 10013. Unless specified to the contrary, within EU Member States, the Product is made
available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.

Pursuant to Comiss&o de Valores Mobiliarios Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a
commercial relationship with the subject company.

Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of
publication or distribution of investment research. The policy applicable to Citi Research's Products can be found at
https:/iwww.citivelocity.com/cvr/eppublic/citi_research_disclosures.

Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specific
transactions or recommendations.

The Product may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers. The Product is not to
be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.

Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject
to change. If in doubt, investors should seek advice from a tax adviser. The Product does not purport to identify the nature of the specific market or other
risks associated with a particular transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice,
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product.
With the exception of our product that is made available only to Qualified Institutional Buyers (QIBs) and other product that is made available through other
distribution channels only to certain categories of clients to satisfy legal or regulatory requirements, Citi Research concurrently disseminates its research via
proprietary and non-proprietary electronic distribution platforms. Periodically, individual Citi Research analysts may also opt to circulate research posted on

11 citivelocity.com



Global Political Insights .
11 March 2013 Citi Research

such platforms to one or more clients by email. Such email distribution is discretionary and is done only after the research has been disseminated via the
aforementioned distribution channels. Citi Research simultaneously distributes product that is limited to QIBs only through email distribution.

The level and types of services provided by Citi Research analysts to clients may vary depending on various factors such as the client’s individual
preferences as to the frequency and manner of receiving communications from analysts, the client’s risk profile and investment focus and perspective (e.g.
market-wide, sector specific, long term, short-term etc.), the size and scope of the overall client relationship with Citi and legal and regulatory constraints.
Citi Research product may source data from dataCentral. dataCentral is a Citi Research proprietary database, which includes Citi estimates, data from
company reports and feeds from Reuters and Datastream.

© 2013 Citigroup Global Markets Inc. Citi Research is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are trademarks and service
marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. Any unauthorized use, duplication,
redistribution or disclosure of this report (the “Product’), including, but not limited to, redistribution of the Product by electronic mail, posting of the Product on
a website or page, and/or providing to a third party a link to the Product, is prohibited by law and will result in prosecution. The information contained in the
Product is intended solely for the recipient and may not be further distributed by the recipient to any third party. Where included in this report, MSCI sourced
information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information and any
other MSCl intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices. This information is
provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or
related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fithess
for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third
party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan Stanley Capital
International and the MSCI indexes are services marks of MSCI and its affiliates. The Firm accepts no liability whatsoever for the actions of third parties. The
Product may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm,
the Firm has not reviewed the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no
responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained therein. Such address or hyperlink
(including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the linked site
does not in anyway form part of this document. Accessing such website or following such link through the Product or the website of the Firm shall be at your
own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced website.

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST

for access to Citi's cross-asset research, commentary, data and analytics. C|t| V E Lo C I TYSM)


http://www.citivelocity.com/�

	An Increasingly Complex Economic Outlook
	How Long Can PDVSA Underwrite the Government?
	Conclusion

