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[I-REASONS

V Venezuela isa failed country because itisa sick country, with self-inflicted injuries from within .

V None of Venezuel ads problems can be traced to geo
money, culture, nor to any natural or bellicose disaster.

VVenezuel ads modern pr obl efatexd detisidn & ndii@alige itd od indudtne i | |
Il n 1975, Pl acing politicians to oOomanageo6 the huge
Culture of extreme corruption and rent -seeking mentality that ultimately destroyed its democracy
In 1998 and delivered populist Hugo Chavez, who in turn destroyed the economy and its oil industry

V The only possible future of Venezuela if the status quo is remains is a perpetual worsening
of all these socio -economic and political indicators leading to more misery and repression.

V For Latin-American neighbors regional destabilization, poverty and crime is certain.

V For the rest of the world debt defaults and higher oil prices that endangers global economic
growth and prosperity is also a certainty.

V As will be clear from this work, any expectation of Venezuela to cure itself from its self - inflicted
Injuries produced by its historical diseases is unrealistic and counter -productive.



[II-DIAGNOSIS

U Venezuela is a critically sick nation; its now class  -bipolar and self -destructive of its productive apparatus,
of its social and political institutions, and of the prosperity of its citizens.

U Venezuel ads t e n-destrucis arecurting behawibr that has happened many times before,

where civil wars and oOrevolutionso have despoiled the
situations, and it is happening right now in peacetime unabated for the past 44 years, long before Chavez,

that opened the door to unrestrained, unproductive and all destructive rent -seeking behavior.

U Itis also recognized that throughout most of the 20 th century Venezuela was able to neutralize is self -
Destructive tendencies to a dormant stage, a period in which the nation flourished from the worst

state in Latinamerica t o i1 ts best, taking all I nto account. The f
the USA Government, the Petroleum companies of the USA and Europe, and sound economics.

U The Purpose of this work is to examine if these mix of solutions can be applied again in Venezuela and if
not it will recommend the right mix that can be implemented with firm and lasting certainty.

"V A democratic solution within the context of this constitution is possible




IV-PRINCIPAL ENERGY SYMPTOMS
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79% since Hugo Chavez revolution began in 1999. It is now producing a bit
over 700MBD when it produced five times that 3,480 in 1998 and should be
producing over 8,000mbd now given its possession of the largest
accumulation of petroleum reserves in the planet. Petroleum exports accoul
F2NJ 20SN) p1iz 2F Sy ST dzSt I Qa4 KIF NR (
A 17.5% drop was recorded in oil exports in July and an annual output drop
40% is possible in 2019. This is despite the longest years rentier oil income
GKS O2dzyiNEQa KAAG2NR® xSy ST dzSt Iy
working at a fraction of their capacity, it is importing gasoline and has lost al
confidence of private investors due to arrear debt and wrtviegded policies.
The reasons behind this awful performance are fofdl. The mixed

enterprise oil policies implanted in 2006 that took away all operating
decisions of the private companies, including procurement and investment
and increased taxes, and the destruction of the productive apparatus of the
real economic sector that forced PDVSA to foot the import bill of everything
from medicine to food staples and auparts; leaving nothing for

investments. All public debt and corruption hand outs are paid by PDVSA.
{8YLIW2YFGAO 2F +SyST dzStl Qa &aStTF R
happening to some of the oil installations. According to a union leader, the
destruction has reached such a point in many PDVSA fields that workers ar
paid wages so low that they cant afford food for their families, there is no
transport, no running water and now no food in the kitchen that they can
pocket and bring home. So they have quit in droves and at night they steal
the equipment and sell it in the black market. PDVSA has put signs that limi
resignations to five per day. Oil fields are dismantled and deprecated.

This is the equivalent of a person breaking all his bones with a hammer on
purpose. A graphic symptom of a deep mental disease.



V- PRINCIPAL ECONOMIC SYMPTOMS

THE ERA OF NICOLAS MADURO
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Between20132018the GDPof the country hasdropped a full 60%. Accordingto the IMF a further drop of 35%
will occurin 2019 (-23% CEPAL)Venezuelahas endured 24 quarters of consecutivenegative economicgrowth.
Between20132018the Averagelnflation Ratewas 155,124% (IMF). In 2018the inflation rate was 929,790%4 in
2019IMF expectsto be severaltimesthat. All this is unsustainable asare thesefollowing data:

Money dissolutior: there have been49 & Y A y A wadeW y O NBsinée $99%(27 since Maduro) and now the
minimum daily wagein Venezuelas USP0,06. Thatis over 31 times lessthan poverty rate set by the World Bank
(US$1,90).

Agriculture production can only feed 20%-30% of population. Venezuelais 80% dependent on food imports to
feed its population.

Industrial Production decreased20,6% in the year ending in January2019 Accordingto the businesschamber
Fedecamaragndustrial capacityis down to 80%

I O0O2NRAY3I G2 (GKS 22NXR .lyl dzySyLxt 2eySyid Ay =+SySIi
in 2019, that measures inflation +unemployment was 8,000,011.4%. Second place is Argentina at 51.4%.

The exchange rate of the national currency the Bolivar has devalued almost teaastence. In 1998 one US$1.00
cost Bs.574.00. In August 2019 it cost Bs.22,000,000,000,000.00. Public Debt increased 478%261896m
US$22,6Billion to US$130,6 Billion amidst the highest and longest period of oil prices and revenue in history
A Corruption metastasis in the public sector.

Total imports were 85% lower in 19Q1 than in the 20Q@15 average; implying collapse of domestic demand and
living standards. According to a respectable consulting firm, total imports in 2019 may drop to around US$14
billion, while international reserves will drop this year to about $8billiorl6% since 2017) which translates into
6.8 months of imports. In 2016 imports were dows2% to US$21billion from 2015. 2019 will likely dregB,3%.

Total enterprising companies dropped to 220,000 in 2018 from 650,000 in 1998. Industrial Production decreas
20,6% in the year ending in January 2019. According to the business chafdarcamarasindustrial capacity is
down 80%. Gross Fixed Capital Formation, a measure of long term investment, has decreased since 2012 anc
expected to drop by half this year.

Since March 2019 the Central Bank increased the reserve requirement of all banks toAL@8psopriation.



Vi- PRMNCIPAL SOCIAL SYMPTOMS

In 2017, accordingto a comprehensivestudy by the 3 most renowned universitiesof the
country, total povertylevelsreached87% of populatiory almost2/3 in extremepoverty. Food
scarcityin the largestcity of the country, Maracaibowas63%in June2019

POVERP{)VBJ&NS%ME H=vEL C Accordingto the United Nations,undernourishmentin Venezuelancreased231,25%in the
period between2012-2018 Accordingto UN-FAQO,in 2012 Venezuelehad 3,6 million people
EXTREME : TOTAL i i ; o .
- p'\(l)%TR § POOR | oo+ TOTAL in food hunger, that figureincreasedo 21,2 millionin 2019

C Cattleheadsare down to 11 million, only the 3rd time in hasbeenthis low inthe y I G A 2
history; the other 2 were in the IndependencéVar andthe Federalwarsof the 19" century
87,0 whenthe populationwasundera million people

C Accordingto Datanalisis a private economicfirm, by end of this year the percentageof
peoplegoinghungryin Venezuelacould be ashigh as97% affectingeventhosewith money,
61,2 for lackof inputsfor food production

' C Accordingto the PharmaceuticaFederationVenezuelais suffering from 85% shortage of
84 medicine, an exodusof 13,000 doctors over the past 4 years, and previously eradicated
diseasedike malariaandtuberculosishavereturned. Alsothe numberof AIDSelated deaths
havetripled while starvationand malnutrition is spreadingcausingalarmto the future and

u8 pg 20 incurablemental risksof the young

|||| |||| :

2014 2015 2016 2017

C Schooland university desertionsare an all-time high, reaching40-45% in some cities and

130 . . . : .
increasingat the primaryschoolasmalnourishedchildrenare forcedto beg

C The exodusof Venezuelandas reached4 million; most since 2015 and was expectedto
doublenextyearbefore COVIIL9 (25%Population) Accordingo a pollingfirm 44%of those
remainingwant to emigrateasthey seeno solutionto the y I i Ac@sig Q &

Fuente; Encuesta Condiciones de Vida (ENCOVI) 2015. UCAB-USB-UCV. 2014 a 2017



VII-PRINCIPAL INSTITUTIONAL SYMPTOMS

CONSTITUCION DELA
REPUBLICA BOLIVARIANA
DE VENEZUELA

dn orderto improvethe institutional structurewe shouldfirst havea clearcomprehensiomf the originsof that institutional structure We needto knowwhere

we havebeento knowwherewe are 3 2 A -y3béglasNorth, NobelLaureatein Economics]1993

Themajority of Venezuelansavelost faith in their democraticinstitutionsfor thesereasons

A) NicolasMaduro hasbrokenthe Constitutionin at least8 occasions

A Heneverprovedhe wasborn in Venezuelaa prerequisiteto be electedPresident

A Art. 229 0f the Constitutionprohibits standingVPsto run for President he did andwon.

A Hecompletelyevadedthe callfor nationalreferendumin April 2016asthe law states

A After loosingthe NationalAssemblyelectionsin 2015 he createda fictional one with cronies

A Hecrowedthe SupremeCourtwith puppetsto blockall decisionsy the electedNationalAssembly

A Foreignnationshaveinfiltrated the bureaucracyand securitysystemsof Venezuela

A Thereare hundredsof political prisoners

A Many of the most important political opponents have been disqualified from participating in the
electoralprocesswhile othersarein jail or exile

B) As a result, Venezuelais an extractive autocratic and absolutist country with no power-sharing
institutions. The onesthat do exist are there in name only. The legitimate national assemblyhas very
limited powersmembersreceiveno salarymanyare in exileor jail-otherscollaboratewith government
C)Asa result, Venezuelahastwo presidents,two congressiwo attorney generalstwo supremecourts
Thisbipolarbehavioris symptomaticof the 2 geneticaldiseaseshe nationinherited from its history:.

D) Thelossof faith in institutional democracyhasdisorientedthe majority of Venezuelansnany
askingprayingfor military intervention, others sufferingfrom Stockholnsyndrome othersemigrating
E)Politicalinstitutions,designedo protect Venezuelansare now their worst enemy



VIII-RISKS

There are 8 major risksthat Venezuela and the World faces if this holistic solution isnot promptly
Implemented

1. Worsening Economic _conditions . As mentioned , the only posible direction of the economic and
Social indicators of Venezuela if the status quo remains isa myriad of more misery and poverty .

2. Civil War Venezuela had 39 revolutions between 1830, when the country was founded, until 1903

all following a similar pattern of an underclass toppling the elite only to become themselves the

new elite, to be challenged and defeated by a new generation of under -class, and so on. The
reason for this vicious cycle are these counterposed genetical disorders in constant battle mode

with each other. After a long period of dormant stage, rentism awakened them again.

3. Worsening oil output : Venezuela may need $20Billion dollars to reestablish its pre  -Chavez il
output and much more to reach its full potential. These all need to come from private investors

who will not if the regime stays. Oil prices will remain too high for OECD GDP growth A Anxiety .

4. Humanitarian Abuses : As misery deepens and widens, it is unavoidable to see more repression,
unlawful detentions, hunger, medicine shortage, lower educational levels, crimes and death.

5. Reqional Destabilization . It is unavoidable that the misery of Venezuela will spread to its neighbors

in the western hemisphere and Europe. Crime, xenophobia, labor tensions, sickness and hunger.

6. Russia takes over, With the USA embassy gone, and the Russians becoming the lender and oil

buyer of last resort for Maduro, while building military presence, they have the upper -hand now.

7. Geopolitical Conflict . 60 countries met in Peru | ast year to
Venezuela, Russia, China or Cuba. The meeting failed. At stake is the Worlds largest oil reserves.

World Warl sparked when 1 person was killed; involved 32 countries; no resources were at stake.




VIII-RISKS-CONT

8. Sadam Husein style total or partial conflagration the largest oil reserves of the World, If Maduro isinvaded .
Some of those Wells in Kuwait took over a year to hose down . An estimated 2Billion barrels were lost..




IX-THE MILITARY DILEMMA

c:

It hasbeenestablishedhat+ Sy S 1 dzferfietic@disordershaveproduced? deeplyantagonisticsocialclassesachwith radical
factionsthat would be more than happyto seethe other stampedout.

Thesepicturesillustrate 2 likely scenariogor Venezuelaf the military dilemmais not resolvedholistically

It is establishedn thiswork that + Sy ST gr8bfeinsgtarted not when Chaveavaselectedin 1998but long before in the mid
1970Q &hen oil was nationalizedcreatinga rentism culture that ultimately providedthe countrywith 2 ¢ f RED | B $hé ¢
1980s-90s, decadesthat were riddled with poverty, unimaginablecorruption, capital flight, declining GDPclientele, reduced
private capital accumulationand shrinking living standardsof the poor all culminatingin street riots, 2 coup attempts, a
presidentialimpeachmentpankfailuresandHugo/ K I @efettd@@alvictoryin 1998

Thisgivesthe readera pulse of the profound dilemma facingthe military forcesof Venezuelavhich have historicallybeen a

power force in Venezuelarpolitics, especiallyVladimir PadrinoLopezas the Minister of Defense If he doesO 2 dzM¥eleéro’s

regime,who is he supposedto handthe reins of power to? the upper-classrent-seekingdominated oppositionthat produced
chavismin the first place? Theexperiencewith this solutionin the recent history of the April 2002 coupis horrid; HugoChavez
wasoverthrownfor just two daysandthe coupgeneralsnvolvedfled the country forever ekingout an exile existencefar below

their living standards Keepin mindthat + Sy S 1 dfif hdveRdiiticizesthe policiesthat led to Chavein the first place(except
RafaelCalderafor pardoningChavez)Thereis no guaranteethat they will not install the samemotivationsto repeatthe same
mistakesthat madethem rich. Turningbackthe political clockto the pre-chavezeraof the 1990sis not a realisticoption.

If not, is PadrincLopezsupposedto keep the power to himself Pinochetstyle for decadesVould he be acceptedby the
democraticinternationalcommunityor would Venezuelde subjectedto the terms of the OASDemocraticCharterAVould he be
ableto generatesufficientconfidencein the armedforcesand attract the massiveforeigninvestmentsand humanitarianaid that
the nation so desperatelyneeds?Would he be able to control the dispersedarmed paramilitary forcesthat respondto other
orderswithout severebloodshedButif PadrineLopezdecidesto keepthe statusquo asis, there is no questionthat Venezuela
in all certainty will continueits current path to bottomlessselfdestruction Thisis a first degreedilemmaand this work explains
exactlywhat the military shoulddo.



X-CREDENTIALS _

My nameis CarlosA. Rossi(1960. | havethe right comprehensiveexperiencein 3 of the 4 areasabove My
undergraduate& graduate degreesare in economicsAmericanUniversity, WashingtonDC and international
economicsSusseXJniversity,Englandwith afocuson economicdevelopment

My wisdomdefined as academicareading,writing, publishingand teachingplus over 3 decadesof professional
experiencehas accumulatedfrom freshmaneconomistin the Venezuelargovernment,to financialanalystin
multilateral financialdevelopmentcorporation,to private macroeconomiconsultancyto diplomacyin the USA
and, since 1997, in the hydrocarbonsindustry where | was SeniorEconomistE&Pin + Sy S 1 delidnal @da
company PDVSA Senior economistin the institutional representative of all privately owned hydrocarbon
multinational corporations in Venezuela and, since 2012 Presidentin the consulting firm | founded
EnergyNomicsle Venezuelawhere adviceis providedon the economicshydrocarbonand Venezuelarpolitics
www.energynomicgcomyve

Academically havetaught graduateand undergraduatePetroleumEconomicsPoliticalEconomyDevelopment
Financeand Fundamentalsof Economicsand have a strong publishingrecord that includes peerreviewed
papersand 4 books 1 on comparativeeconomicdevelopmentof Latin Americaand Asiaand the other 3 on

petroleumeconomics2 of whichare publishedby a prestigiousscientificeditorialin New York

Thiscoverswell the energy,economicsand the socialsector Regardingmore specificnature like agricultural
policy,| knowthe right peopleto contribute. RegardingNorld and Venezuelarpolitical history,that hasbeenmy
particular reading passionfor ever and, by necessity,it has also been one of the areasthat | have mostly
researchedabout in my company reports. It is this accumulatedwisdom that | presentin this work for
+ Sy S1 befdfitlfirsl,2and,in a broaderperspectivefor the benefit of our neighborsandpartners


http://www.energynomics.com.ve/
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XI-METHOD 1_POLITICS

THERE ARE 2 IMPORTANT CONCLUSIONS THAT WE CAN DRAW FROM HISTORY

A) + Sy S1 drStéry miats towards transitional gradual forms of changerather than abrupt
radicalmutations and

B) B) Thenew governmentmust include important elementsof their antagonists i.e it must be a
coalition form of government

There is no other way toln order to be able to influence Venezuelato changeits path a full
comprehension is in order of all of the afore mentioned objectives of
Politics/Energy/Economics/Socidl Institutional and their inter-relations with each other. This
explainswhy Part 1 of this 4 Part Work is necessarilyong + Sy S 1 érfire his®& will to uncover
the origins of its malfuncitionsand to suggestrecommendationghat shapeand influence present
and future behaviorin a positive way. Chiefamongthem are policiesthat eradicate Rentseeking

behavior becauseit was this cause,more than any other, that awokenand triggered our modern
historicalfailures



\My u -uvu“ ﬂ v ) . . .
mg |N SUMMary,l know the strategiesand who to collaboratewith to implementthe tacticsthat warrant a repeatof the succes®f the

i great oil production yearsin the entire chainof hydrocarbonsfrom UpstreamE&Pto DownstreamR&M. Thisentails applyingthe
Q accumulatedexperienceof the best practicesin physicaloil and gas production, distribution, and businessdecisionsthat have
. provento work in the pastin Venezuelaand are flexible enoughto be adaptedto new and better technologiesand strategies There
| isno earthlyreasonnot to expectthem to work againin new adaptedformsif, andonly if, the conditionsare in placethat guarantee
s @ juridical securityfor all investorsfor the foreseeablefuture: on A)ThePoliticatMilitary Model B)TheEconomicModel and C) The
(hewrn w Sociaknd Institutional Model
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XII-METHOD 2_ENERGY

TheMethod for the Energypart is calledBackto the Future Energyin Venezuelaasicallymeansoil and gasand hydroelectricityfor
the internal electricalsectorandit is simplerbecausdt mostly entailsthe re-invigorationof the motivesand conditionsthat attract
and keepforeign oil multinationalsinvestingand producinghydrocarbondn+ Sy S 1 #efi§ In thidareaVenezuelehad over sixty
(60) yearsof greatexperiencebefore the ill-fated nationalizationof 1975but evenafter that, especiallyfrom the 1990s Aperturaup
until 2005 Venezueldaredwell in its energysector

Thisindustry is easyfor me becausel have beeninvolvedwith it uninterruptedly since1997. Theseassureseveryonethat | know
exactlywhat | am talking about regardingthe oil and economichydrocarbondn Venezuelaand its interactionswith the rest of the
economysjts politicsandits history. I.E | know exactlywhat hasworkedin the past,whatR 2 S avgrknow, and how to makeit work
againin the oil sectorper-seandits relationshipto the restof the economy

Thestrategyproposedin this Partdoespreciselythat. It isanaboutfaceto the businessproduction policiesthat are knownto work
in Venezuelaas was proven for a long time to fit within the context of the other mentioned parts. Amongstthe policiesto be
includedare air-tight juridical securities,full operationalcapabilitiesto operatingforeign investors,procurement,decisionmaking,
and guaranteedan capitalrepatriation Completelyfocust 5 + { pbl@iasin the productionof oil and gasalone relievingit from all
unrelatedactivitiesthat havedistractedit financiallyand productively

Theimportancefor oil consumingnationsis paramount IEApredictsglobalproductionto halveby 2025without new investments
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Xlll- METHOD 3_ECONOMICS

Themethodologyusedin economicss alsotried andtestedin muchof the emergingmarketworld duringthe latter half
of the last century, but needsto be adaptedfor Globalizationmpactsof this century and tailored to the particularsof
Venezuela economyand history. Theeconomicplanrevertisto the groundbreakingworksof GermaneconomistAlbert
O.1 A NE O Rhebtsategyof EconomidDevelopment(1958 and the works after him by DavidLandes DouglasNorth
and Acemoglu/Robinsoin institutions, AmartyaSenon entitlementsand rights, aswell asfield work by JeffreySachs,
+ Sy S1 &fdpreba®@alarand my own work and someof my Venezuelarcolleges

Hirschmanin particular emphasizedhe importance of un-balancedgrowth through the stimulation of one or a few
particular industriesand recognizingthat these industriesdependon other industriesand can have impact on them;
what he termed forward and backwardlinkagesand how these can stimulate multiplier effectsfor the establishmentof
external economies,complementarities,cumulative causations satellite and non-satellite industriesin the productive
and servicesector, by first relyingon the masterindustry-oilin+ Sy S 1 daSe ahd@h&n how these canslowlyreduce
the dependenceon the masterindustry by branchingout to other input providersand clients Shortagesn education,
financesand proper infrastructure as well astime-lagsin the developmentof some of the linkagesexist but are not

~ mayorconcernghat cantbe dealtwith.

ThisPart also appliesstandardfamiliar macroeconomicguidelines chief amongthem are a fully independentCentral
Bankthat graduallyeradicatesthe ¢ RA 3 A { l-of thel ntoief ipply to bring inflation down to one digit, partial

1 dollarizationof the economy,juridical securityto private property, manageabldiscaldeficits of one digit that balances

productiveeconomicgrowth with inflation, foreign (commercialand financial)debt re-negotiation,labor wagespolicyin
both rural and urban areas,agro-industrial programsin line with standardindustrial policythat goesto the core of the
relevantstructuralissuesandother policyfully disclosedn this part.



Thisis the hardest part to develop, but it is as important as the rest and in no way can it be solved
separatelyfrom them, least of all ignored becauseit involvesthe majority of people in the country.
Fortunately, much of the ground work has been advancedin the theoretical case by the current
governmentthroughthe Misiones,exceptthat they did not executethem properly.

At the institutional level it is to their credit that Venezuelahas what probably is the most democratic
constitution in Latin America,and that is the sole reasonthat we must keep it. Chiefamongthem is
strengtheningthe power sharing structure of a representative bicameral congressand a non-political
judicialsystemwith a SupremeCourtwith animmovablefixed numberof unevenseats asin the USAThe
military from insideand outsidewill havean activerole in structuringthe juridicalsecurityof the nation.

In the immediateterm humanitarianaid will be accepted After, measuresand policiesthat attackdirectly
the needsof the poor will be implementedand managedwith the help of international organizationsas
the UN-PNUD World Bank and localreligiousorganizationssuchasFey Alegria Thesemeasuresnclude
medicalaccessfood sustainabilityeducationof the youngandold, labortrainingin rural and urbanwork,
infrastructureroads, bridges,schoolsand housing,and evenattitude coachingto teach them productive
work countsandthat Venezueladoesnot haveto be a classdividednation becausewe all countthe same
A similarlessonis required by someof the elite-aristocraticmemberswho will be encouragedo reinvest
profits insideVenezuelaather than syphonedthem off in capitalflight.

Thisreport examinesthe accomplishment®f the Misionesand far from eradicatingthem it makessure

that we build upon them and complementthem; by fixing it with solid juridical securityin the caseof

institutions and solid tried and tested policiesfor the poor. Theirailmentswill be concretelyaddressed
with incentivesto help eradicatepoverty.



