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Republic of Venezuela

U.S. $500,000,000
13%% Global Bonds due 2018

Interest payable February 15 and August 15

Issue price: 97.639%

Interest on the 13%% Global Bonds due 2018 (the “Global Bonds”) is payable semi-annually in arrears on February 15 and
August 15 of each year, commencing on February 15, 1999. The Global Bonds will be direct, unsecured, general and
unconditional obligations of the Republic of Venezuela (“Venezuela” or the “Republic”). The Global Bonds will mature on
August 15, 2018 and will not be redeemable prior to maturity or entitled to the benefit of any sinking fund. All payments of
principal and interest on the Global Bonds will be made in U.S. dollars without deduction for or on account of taxes imposed
by the Republic, subject to the exceptions described under “Description of the Debt Securities—Taxation; Additional
Amounts” in the Prospectus dated July 30, 1998 (the “Prospectus™).

The Global Bonds will be represented by one or more global securities (each, a “Book-Entry Security”) registered in the name
of the nominee of The Depository Trust Company (“DTC”). Beneficial interests in the Book-Entry Securities will be shown on,
and transfers thereof will be effected only through, records maintained by DTC as depositary for the accounts of its
accountholders (including Morgan Guaranty Trust Company of New York, Brussels office, as operator of the Euroclear System
{(“Euroclear”), and Cedel Bank, société anonyme (“Cedel Bank’)). Except as described herein, Global Bonds in definitive form
will not be issued. See “Global Clearance and Settlement” and “Description of the Global Bonds™ in this Prospectus Supple-
ment and “Description of the Debt Securities—Global Securities” in the Prospectus.

The Global Bonds are offered for sale only in those jurisdictions where it is legal to make such offers. Application has been
made to list the Global Bonds on the Luxembourg Stock Exchange.

THE GLOBAL BONDS HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND
EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION NOR HAS THE SECURITIES AND
EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION PASSED UPON THE ACCURACY OR
ADEQUACY OF THIS PROSPECTUS SUPPLEMENT OR THE PROSPECTUS. ANY REPRESENTATION TO
THE CONTRARY IS A CRIMINAL OFFENSE.,

Underwriting
Price to Discounts and Proceeds to
Public(1) Commissions(2) the Republic(1)(3)
Per Global Bond 97.639% 0.875% 96.764%
Total $488,195,000 $4,375,000 $483,820,000

(1) Plus accrued interest, if any, from August 6, 1998.
(2) The Republic has agreed to indemnify the Underwriters against certain liabilities, including liabilities under the Securities Act of 1933, as amended.
(3) Before deduction of expenses payable by Venezuela, estimated at U.S. $850,000.

The Global Bonds offered hereby are offered by the Underwriters, as specified herein, subject to receipt and acceptance by
them and subject to their right to reject any order in whole or in part. It is expected that the Global Bonds will be ready for
delivery in book-entry form only through the facilities of DTC on or about August 6, 1998.

J.P. Morgan & Co.

Credit Suisse First Boston

ABN AMRO Incorporated
July 30, 1998 |
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THE UNDERWRITERS MAY ENGAGE IN TRANSACTIONS THAT STABILIZE, MAINTAIN OR
OTHERWISE AFFECT THE PRICE OF THE GLOBAL BONDS, INCLUDING OVER-ALLOTMENT,
STABILIZING AND SHORT-COVERING TRANSACTIONS IN THE GLOBAL BONDS AND THE
IMPOSITION OF A PENALTY BID, DURING AND AFTER THE DATE HEREOF. FOR A DESCRIP-
TION OF THESE ACTIVITIES, SEE “UNDERWRITING” IN THIS PROSPECTUS SUPPLEMENT.

The Republic, having made all reasonable inquiries, confirms that this Prospectus Supplement together with the
Prospectus contains all information with respect to the Republic and the Global Bonds which is material in the
context of the issue and offering of the Global Bonds, and that such information is true and accurate in all
material respects and is not misleading, that the opinions and intentions expressed herein are honestly held and
that, to the best of the knowledge and belief of the Republic, there are no other facts the omission of which
would make any such information or the expression of any such opinions and intentions misleading. The Republic
accepts responsibility accordingly. This Prospectus Supplement and the Prospectus are being furnished solely for
use by investors in connection with their purchase of Global Bonds and for listing purposes.

No dealer, salesperson or other person has been authorized to give any information or to make any representations
other than those contained or incorporated by reference in this Prospectus Supplement, and any information or
representation not contained or incorporated by reference in this Prospectus Supplement must not be relied on as
having been authorized by or on behalf of the Republic or by or on behalf of any of the Underwriters. The
delivery of this Prospectus Supplement at any time does not imply that the information contained or incorporated
by reference in this Prospectus Supplement is correct at any time subsequent to the date of this Prospectus
Supplement or the date of the documents incorporated by reference herein.

The distribution of this Prospectus Supplement or any part hereof and the offer, sale and delivery of any Global
Bonds may be restricted by law in certain jurisdictions. Persons into whose possession this Prospectus Supple-
ment comes are required by the Republic to inform themselves of and to observe any such restrictions. This
Prospectus Supplement does not constitute, and may not be used in connection with, an offer or solicitation by
anyone in any jurisdiction in which such offer or solicitation is not authorized or in which the person making
such offer or solicitation is not qualified to do so or to any person to whom it is unlawful to make such offer or
solicitation.
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SUMMARY OF THE OFFERING

The following summary is qualified in its entirety by, and should be read in conjunction with, the more detailed

information appearing elsewhere in this Prospectus Supplement and the Prospectus.

Issuer ......vc0civevnean

Title of Secu‘rity e

‘A'ggrégafe Principal Amount . ..

Maturity Date .. ...........
Interest Rate . . . ... e e .
Interest Payment Dates.......
IssuePrlce“..‘ .....

Payment of Principal and
Interest. . ........... e e e

Status . .......

Negative Pledge . . ... . .. ... .. ~

‘D efaunlt. .. .... A

" Republic of Venezuela.
 13%% Global Bonds due 2018

© U.5.$500,000,000

August‘ 15, 2018

13%% per annum

February 15 and August 15 of each year, commencing February 15, 1999
97 639% of principal amount

Principal of and interest and additional amounts, if any, on the Global Bonds
will be payable in U.S. dollars or in such other coin or currency of the United
States of America as at the time of payment is legal tender for the payment
therein of public and private debts and will be made available at the office of
the Fiscal Agent (as defined herein) in The City of New York as set forth in the
Prospectus under “Description of the Debt Securities—Global Securities”.
So long as the Global Bonds are represented by a Book-Entry Security (as
defined below), payment of principal thereof and interest and additional
amounts, if any, thereon to investors shall be made through the facilities of
DTC as set forth under “Descrlptlon of the Global Bonds—Form,
Denomination and Registration” and “—Payment” in this Prospectus

‘Supplement and under “Descnptlon of the Debt Securities—Global
‘ Se\cuntles in the Prospectus.

The ' Global Bonds will constitute direct, unconditional and general
obligations of the Republic and will rank pari passu without any preference
among themselves. The payment obligations under the Global Bonds will at
all times rank at least equally with all other payment obligations of Venezuela

. relating to unsecured and unsubordinated External Public Debt of the

Republic. See “Description-. of the Debt Securities—Status of the Debt

- Securities” in the Prospectus. = -

The Global Bonds will contain certain covenants, including, without
limitation, restrictions on the incurrence of certain Liens. See “Description of
the Debt Securities—Negative Pledge” in the Prospectus.

The Global Bonds will contain events of default, the occurrence of which may
result in the acceleration of the Republic’s obligations under the Global
Bonds prior to maturity. See “Description of the Debt Securities—Default;
Acceleration of Maturity” in the Prospectus.

The Global Bonds are offered for sale in those jurisdictions in the United
States, Furope and Asia where it is legal to make such offers. See
“Underwritihg” in this Prospectus Supplement and “Plan of Distribution’ in
the Prospectus

The Global Bonds will be 1ssued pursuant to a Fiscal Agency Agreement,
dated as of Augusl 6, 1998, between the Republic and The Chase Manhattan

. Bank, as fiscal agent, paying agent, transfer agent and registrar (the “Fiscal
' Agent”).

The Global Bonds will be issued in book-entry form and represented by one
or more global securities (collectively, the “Book-Entry Security”) in fully
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Book—Entry System ....... ..

Taxation . . ...

Governing Law

registered form, without coupons, which will be deposited with a custedian

for, and registered in the name of a nominee of DTC in New York, New York,
for the accounts of its direct and ihdirecf participants, including Euroclear
and Cedel Bank. Beneficial interests in the Book-Entry Security will trade in
DTC’s Same-Pay Funds Settlement system, and secondary market trading
activity in such interests will therefore settle in same-day funds. Beneficial
interests in the Book-Entry Security will be shown on, and the transfer thereof
will be effected only through, records maintained by DTC and its
participants. Except in limited circumstances, definitive Global Bonds will
not be issued in exchange for beneficial interests in the Book-Entry Security.
See “Description of the Global Bonds—Form, Denomination and
Registration” and “__Definitive Global Bonds” and “Global Clearance and
Settlement” - in this "Prospectus Settlement and “Descrlptlon of Debt
Securltles——Global Securities” in the Prospectus. ‘

Upon the issuance of the Book-Entry Security, DTC or its nominee will credit,
on its book-entry registration and transfer system, the respective principal
amounts of the Global Bonds represented by the Book-Entry Security to the
accounts of institutions that have accounts with DTC or its nominee (“DTC

Accountholders”) that shall be designated by the Underwriters. Ownership of
" beneficial interests in the Book-Entry Security will be limited to DTC

Accountholders or persons that may hold interests through DTC
Accountholders. Ownetship of beneficial interests in the Book-Entry Security
will be shown on, and the transfer of that ownership will be effected only
through, records maintained by DTC or its nominee (with respect to interests
of DTC Accountholders) and on the records of DTC Accountholders (with
respect to interests of persons other than DTC Accountholders). Investors
may .elect to hold interests in the Book-Entry Security through any of DTC,
Cedel Bank or Euroclear if they are accountholders of such systems, or
indirectly through organizations which are accountholders in such systems.

" Cedel Bank and FEuroclear will hold interests on behalf of their

accountholders through their respective U.S. depositaries, which in turn will
hold such interests in accounts as accountholders of DTC. See “Description
of the Global Bonds—Form, Denomination and Registration” and “—
Definitive Global Bonds” and “Global Clearance and Settlement” in this

. Prospectus Supplement and “Description of the Debt Securities—Global

Securities” in the Prospectus.. The laws of certain jurisdictions require that
certain persons take physical delivery of securities in definitive form. Such
limitations and such laws may impair the ability to transfer beneﬁclal
interests in the Book-Entry Security.

Except under certain circumstances, principal of and interest on the Global
Bonds is payable without withholding or deduction for or on account of any
present or future taxes, duties, fees or other charges, of whatever nature,
imposed or levied by the Republic or by any country, municipality or other
political subdivision or taxing authority therein or thereof (“Taxes”). See
“Taxation— Venezuelan Taxation” and “—United States Taxation” in this
Prospectus Supplement and “Description of the Debt Secuntles——Taxatlon,

~ Additional Amounts” in the Prospectus.

The laws of the State of New York, except with respect to the authorization and

‘execution of the Global Bonds, which will be governed by the laws of the

Republic.
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USE OF PROCEEDS

The net proceeds from the sale of the Global Bonds will be used for the general purposes of the Republic,
including the refinancing of domestic and external indebtedness of the Republic. The net proceeds from the sale
of the Global Bonds taklng into account all related costs and fees, will equal approx1mately U.S. $482,970,000.

DESCRIPTION OF THE GLOBAL BONDS - ¢

The following description’ of the particular terms‘of the Global Bonds offered hereby supplements, and to the extent
inconsistent therewith, replaces the description of the general terms and provisions of the Debt Securities (as such
term is used in the Prospectus) set forth in the Prospectus to which description reference is hereby made.

The Global Bonds. are 1o be issued under a fiscal agency agreement between the Republic and The Chase
Manhattan Bank, as fiscal agent (the “Fiscal Agent”), dated as of August 6, 1998 (the “Flscal ‘Agency Agree- ‘
ment”). Coples of the Fiscal Agency Agreement and the form of Global Bond have been fll(—“d as exhibits to the
Registration Statement relating to the Global Bonds of which this Prospectus Supplement is a part. The following
descnptlon and the description under “Description of the Debt Securities” in the Prospectus summarize certain
tetms of the Global Bonds and the Fiscal Agency Agreement. Such summaries do not purport to be complete and‘
aré qualified in their entirety by reference to such exhibits. Wherever particular defined terms of the Fiscal
Agency Agreement are used and not otherwise defined herein, such deflned terms are 1ncorp0rated herein by
reference. :

The Global Bonds, which are to be issued i 1n an aggregate principal amount of U.S. $500 000,000, will bear
interest from August 6, 1998 at the rate set forth on the cover page of this Prospectus Supplement and will
mature at par on August 15, 2018. Interest on the Global Bonds will be paydble semi-annually in arrears in
equal installments on February 15 and August 15° of each year, commencmg February 15, 1999, to the persons in
whose names the Global Bonds are reglstered at the close of business on the precedmg February 1 or August 1,
as the case may be. Interest will be calculated on the basis of a 360-day year, consistirig of twelve 30-day
months. The Global Bonds are not redeemable prior to maturity and are. not entitled to the benefit of any sinking
fund. The Global Bonds will constitute a separate series of debt securities issued under the Fiscal Agency
Agreement, which. provides for the issuance of debt securities in one or more series as may be authorized from
time to time by the Republic.

The Republic may replace the Fiscal Agent at any time, subject to the appointment of a replacement fiscal agent.
The Fiscal Agent is not a trustee for the holders of the Global Bonds and does not have the same responsibilities
or duties to act for such holder as would a trustee. The Republic may maintain deposit accounts and conduct
other banking tlansactlons in the ordlnary course of business w1th the Fiscal Agent.

Form, Denomination and Registration

The statements set forth in this Prospectus Supplement in this section under this subsection and under “—Defin-
itive Global Bonds” and in the section entitled “Global Clearance and Settlement” include summaries of certain
rules and operating procedures of DTC, Euroclear and Cedel Bank that affect transfers of 1nterests in the Book-
Entry Security (as defined below).

The Global Bonds will be issued in fully registered form, without coupons. Each Global Bond will be issued in
book-entry form and represented by one or more global securities (collectively, the “Book-Entry Security”)
registered in the name of Cede & Co. (“Cede’), as the nominee of DTC, for the ac¢counts of its accountholders.
The Book-Eniry Security will be held by the Fiscal Agent as custodian for DTC.

The Book-Entry Security may not be transferred except as a. whole by DTC to a nominee of DTC or by a nominee
of DTC to DTC or another nominee of DTC or by DTC or any such nominee.to a successor of DTC -or a nominee
of such successor. So long as Cede is the registered owner. of the Book-Entry Security representing Global Bonds,
Cede will be.considered the sole owner or holder of the Global Bonds represented by the Book-Entry Security for
all purposes under the Fiscal Agency Agreement. |

Except. as described below under “~—Definitive Global Bonds”, defuntlve Global Bonds w1ll not be issued in
exchange for beneficial interests in the Book-Entry Security.



Euroclear and Cedel Bank will initially hold Global Bonds on behalf of their accountholders through their
respective depositaries, which are accountholders in DTC. Transfers within DTC, Euroclear and Cedel Bank will
be in accordance with the usual rules and operating procedures of the relevant system. Cross-market transfers
between investors who hold or who will hold Global Bonds through DTC and investors who hold or who will hold
Global Bonds. through Euroclear and Cedel Bank will be effected in DTC through the respective depositaries of -
Euroclear and Cedel Bank, subject to certain restrictions. The Chase Manhattan Bank (“Chase Manhattan”) will
initially act as common depositary for Euroclear and Cedel Bank. See “Global Clearance and Settlement”.

Upon the issuance by the Republic of the Global Bonds, DTC will credit, on its book-entry system, the respective
principal amounts of the Global Bonds. represented by the Book-Entry Security to the accounts of DTC’s
accountholders (the “DTC Accountholders™). The accounts to be so credited shall be designated by the Under-
writers. Purchases of Global Bonds under the DTC system must be made by or through Direct Accountholders (as
defined below). Owners of beneficial interests in the Book-Entry Security may hold Global Bonds directly through
DTC in the Umted States or through Euroclear or Cedel Bank in Europe, if they are accountholders in such
systems, or mdlrectly through organizations which are accountholders in such systems Such beneficial 1nterests
will be in denominations of U.S. $1,000 and integral multlples thereof. Owners of beneficial interests in the
Book-Entry Security will not receive written confirmation from DTC of their purchase, but each beneficial owner
is expected to receive written confirmation providing details of the transaction, as well as periodic statements of
its holdings, from DTC (if such beneficial owner is a Direct or an Indirect Accountholder (each as- defined
below)) or from the Direct or Indirect Accountholder through which such beneficial owner entered into the
transaction (if such beneficial owner is not a Direct or Indirect Accountholder). Transfers of ownership interests
in Global Bonds are expected to be effected by entries made on the books of DTC Accountholders acting on’
behalf of beneficial owners. The deposit of Global Bonds with DTC and the registration of such Global Bonds in
the name of Cede or another nominee of DTC w111 not ‘effect any change in beneficial ownership. The laws of
some states require that certain purchasers of securmes take physical delivery of such securities in deflmtlve
form. Such laws may impair the ability to transfer beneﬁclal interests in the Global Bonds..

“Direct Accountholders” include securities brokers and dealers, banks, trust companies, clearing corporations
and certain other organizations, as well as the Underwriters. Access to the DTC system is also available to others
such’as securities brokers and dealers, banks and trust companies that clear through or maintain a custodial
relationship with a Direct Accountholder, either directly or indirectly (“Indirect Accountholders”™). The

rules applicable to DTC- and its accountholders are on file with the Commission. ‘ ‘ e

The Republic expects that conveyance “of notices and other communications by DTC to Direct Accountholders, by
Direct Accountholders to Indirect Accountholders and by Direct Accountholders and Indirect Accountholders to.
beneficial owners will be governed by arrangements among them, subject to any statutory or regulatory require-
ments as may be in effect from time to time. In addition, neither DTC nor Cede will consent or vote with respect
to Global Bonds. The Republic has been advised that DTC’s usual procedure is to mail an omnibus proxy to the .
Repubhc as soon as possible after the record date with respect to such consent or vote. The omnibus proxy would
assign Cede’s consenting or voting rights to those Direct Accountholders to whose accounts the Global Bonds are
credited on such record date (identified in a listing attached to the omnibus proxy)

Euroclear or Cedel Bank, as the case may be, will take any action permitted to be taken by a holder under the -

Fiscal Agency Agreement or the Global Bonds on behalf of a Euroclear or Cedel Bank accountholder only in . .
accordance with its relevant rules and procedules and subject to its deposrtary s ablhty to effect such actions on
its behalf through DTC. : :

The Republic has been advised that DTC will credit the accounts of Direct Accountholders with payment inn
amounts proportionate to their respective holdings in principal amount of interests in-the Book-Entry Security as -
shown oni the records of DTC. The Republic has been advised that DTC’s practice is to credit Direct
Accountholders” accounts on the applicable payment date unless DTC has reason to believe that it will not
receive payments on such date. The Republic expects that payments by Direct Accountholders and Indirect -
Accountholders to beneficial owners of the Global Bonds will be governed by standing customer instructions and
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customary practices, as is now the case with securities held for the accounts of customers. Such payments will be
the responsibility of such Direct Accountholders and Indirect Accountholders.

Further Issues

The Republic may from time to time without the consent of holders of the Global Bonds create and issue further
bonds, -having terms and conditions the same:as those of the Global Bonds, or the same except for.the amount of
the first payment of interest and the issue pnce, which may be consohdated and form a smgle series with the

Global Bonds.

Payment

Payment of pr1n01pal of and interest on the Global Bonds will be made to Cede the’ nomlnee for DTC, as the ‘
registered owner. The principal of and interest on the Global Bonds will be payable in US. dollais or in. su(’h
other coin or currency of the United States of Amenca as at the time of payment is legal tendel for the payment
therein of pubhc and private debts.

Upon recelpt of any payment of pnnCIpal of or interest on the Global Bonds, DTC will CIedit DTC
Accountholders’ accounts with payment in amounts proportionate to their respective beneficial interests in. the
principal amount of the Global Bonds as shown on the records of DTC. Payments by DTC Accountholders to
owners of beneficial interests in the Global Bonds held through such accountholders will be:the responsibility of
such accountholders, as is now the case with securities held for the accounts of customers registered in “street
name.” Neither the Republic nor the Fiscal Agent will have any responsibility or liability for any. aspect of the.
records relating to, or payments made on account of, beneficial ownership interests in the Global ‘Bonds: or for
maintaining, supervising or reviewing any records relating to such beneficial ownership interests.

If any date for payment in respect of any Global Bond is not a business day, the holder thereof shall not be
entitled to payment until the next following business day. In this paragraph “business day” means a day on
which banking institutions in The City of New York and at the applicable: place.of payment are not authorized or
obligated by law or executive order to- be closed No further interest shal] be pdld in respect of any such delav in’
payment. ’ Y ‘

Any moneys held by the Fiscal Agent in respect of the Global Bonds and remainmg unclalmed for two years after
such amount shall have become due and payable shall be returmed to the  Republic, and the holder of such
Global Bond shall thereafter look only to the Repubhc for any payment to which such holder may be entitled.
The Global Bonds will become void unless presented for payment within five years after the maturity date thereof
(or such shorter penod as may be prescribed by applicable law).

The Fiscal Agent will ot impose any fees in respect of the Global Bonds, other than fees for the 1epiacement of
lost, stolen, mutilated or destroyed Global Bonds. However, owners of beneficial interests in the’ Global Bonds
may incur fees payable in respect of the maintenance and operation of the book-entry accounts in which such
interests are held with the clearing systems.

Until the Global Bonds are paid or payment thereof is duly pronded for, the Repubhc Wlll at, all times, maintain
a paying agent in The City of New York' (the “Paying Agent”). The Repubhc has’ appomted The Chase Manhattan
Bank to serve as Paylng Agent. An office of the Paying Agent in The City of New York for all purposes relating to
the Global Bonds is located at the date hereof at 450 West 33rd Street, New York, New York 10001. In addition,
for so long as any Global Bonds are listed on the Luxembourg Stock Exchange and the rules of such exchange
shall so require, the Republic shall maintain a paving agent in Luxembourg (the “Luxembourg Paying Agent”)
and a transfer agent in Luxembourg (the “Luxembourg Transfer Agent”). The Republic has appointed Chase
Manhattan Bank Luxembourg S.A., having offices located at 5 Rue Plaetis, L-2338, Luxembourg, to serve as
Luxembourg Paying Agent and Luxembourg Transfer Agent.
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Definitive Global Bonds

If DTC notifies the Republic that it is unwilling or unable to continue as depos1tary for the Book-Entry Securlty
or ceases to be a clearing agency registered under the Exchange Act at a time when it is required to be and a
successor deposltary is not appointed by the Republic within 90 days after receiving such notice or becomlng
aware-that DTC is no longer so registered, or if an event of default with respect. to the Global Bonds shall have
occurred and be continuing as described under “Description of the Debt Securities—Default; Acceleration of
Maturity” in the Prospectus, the Republic will issue or cause to be issued Global Bonds. in definitive form in
exchange for the Book-Entry Security. The Republic may also at any time and in its sole discretion determine not
to have any. of the Global Bonds represented by the Book-Entry Security, and, in such event, will issue or cause
to be issued Global Bonds in definitive form in exchange for the Book-Entry Security. Global Bonds issued in. -
definitive form will be issued only in fully registered form, without coupons, in denominations of U.S. $1,000 and
integral multiples thereof ‘Any Global Bonds so issued will be registered in such names, and in such denomlna-
tions, as DTC shall request Such Global Bonds may be presented for registration of . transfer or exchange at the
office of the Fiscal Agent in The City of New York, and principal thereof and interest thereon will be payable at
such office of the Fiscal Agent, provided that interest thereon may be paid by check mailed to the registered
holders of the definitive Global Bonds. Such Global Bonds may also be presented for payment or registration of
transfer or exchange at the office of the paying agent and transfer agent in Luxembourg, set forth.on the back
cover of this Prospectus Supplement. With respect to any transfer or exchange of all or a portion of a Global
Bond-issued in definitive form, the transferor and the transferee will be entitled to receive, at the office of the
Fiscal Agent, the paying agent and the transfer agent in Luxembourg, a new Global Bond in definitive form
representing the principal amount retained by the transferor or the principal amount received by the transferee,
as the case may be, after giving effect to such transfer.

Notices

Notices to the holders of the Global Bonds will be deemed to be validly given upon publication at least once in a
leading daily newspaper in the English language of general circulation in London.and New York and, so long-as
the Global Bonds are listed on the Luxembourg Stock Exchange and the rules:of such stock exchange so require,
in a daily newspaper of general circulation in Luxembourg oy, if publication in either London or Luxembourg is
not practicable, in Europe. It is expected that notices in London, New York and Luxembourg will be published in
the Financial Times, the Wall Street Journal and the Luxemburger Wort, respectively. In the case of the Book-
Entry Security, notices also will be sent to DTC or its nominee, as the holder thereof, and DTC will commumcate
such notlces to DTC Accountholders in accordance with its standard procedures

Such notices will be deemed to have been given on the date of such publication o, if publlshed in such

newspapers on different dates, on the date of the first such publication. Neither the failure to give notice nor any
defect in any notice given to any partlcular holder of a Global Bond shall affect the sufficiency of any notice w1th
respect to any other Global Bonds

'

Purchase of Global Bonds by the Republic

The Republic may at any time purchase any of the Global Bonds in any manner and at any price. All Global
Bonds which are purchased by or on behalf of the Repubhc may be held, resold or surrendered for cancellation.

Listing ‘ , 3 ‘
Application has been made to list the Global Bonds on the Luxembourg Stock Exchange.
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GLOBAL CLEARANCE AND SETTLEMENT

Arrangements have been made with each of DTC Euroclear and Cedel Bank to. famhtate initial issuance of the
Global Bonds. See “Description of the Global Bonds—Form, Denomination and Registration” in this Prospectus
Supplement. Transfers within DTC, Euroclear and Cedel Bank will be in accordance with the usual rules and
operating procedures of the relevant system. Cross-market transfers between investors who hold or who will hold
Global Bonds through DTC and investors who hold or will hold Global Bonds through Euroclear and/or Cedel
Bank will be effected in DTC through the respectiveé depositaries of Euroclear and Cedel Bank.

Upon the issuance of the Global Bonds, DTC or its custodian will credit, on its internal system, the respective.
principal amount of the individual beneficial interests represented by the Book Entry Security to the accounts of.
persons who have accounts with DTC. Ownership of beneficial interests in the Global Bonds will be limited to
persons who have accounts with Direct Accountholders, including Euroclear and Cedel, or Indirect
Accountholders. Ownership of beneficial interests in the Global Bonds will be shown on, and the transfer of that
ownership will be effected only through, records maintained by DTC or its nominee (with respect to interests of
Direct Accountholders) and the records of Direct Accountholders (with respect to interests of Indirect DTC
Accountholders).

Euroclear and Cedel Bank will hold omnibus positions on behalf of their participants through customers’ securi- .
ties accounts for Euroclear and Cedel Bank on the books of their respective depositaries, which-in turn will hold
such positions in customers’ securities accounts in such depositaries’ names on the books of DTC:

Since the purchaser determines the place of dehvery, it is important to establlsh at the time of the trade where
both the purchaser’s and seller’s accounts are located to ensure that settlement can be on the desired value date.
Although DTC, Euroclear and Cedel Bank have agreed to the following procedures in order to facilitate transfers
of interests in the Book-Entry Security among participants of DTC, Euroclear and Cedel Bank, they are under no
obligation to perform or continue to perform such procedures, and such procedures may be discontinued at any
time. Neither Venezuela nor the Fiscal Agent wﬂl have any responsibility for the performance by DTC, Euroclear
or Cedel Bank or their respective participants or indirect partlclpants of their respective obligations under the
rules and procedures governing their operatlons :

Trading hetween DTC Accountholders. Secondary market tradlng of Global Bonds represented by the Book
Entry Security between DTC accountholders will trade in DTC’s Settlement System and w111 therefore settle 1 1n
same- day funds

Trading between Cedel Bank and/or Euroclear participants. Secondary market trading between Cedel
Bank participants and/or Euroclear part1c1pants w1ll be settled using the procedures apphcable to conventional
Eurobonds in same-day funds. ‘ ‘ ‘

Trading between DTC seller and Cedel Bank or Euroclear purchaser. When interests are to be trans-
ferred from the account of a DTC Accountholders to the account of a Cedel Bank participant or a Euroclear
participant, the purchaser will send instructions to Cedel Bank or Euroclear through a Cedel Bank or Euroclear
participant, as the case may be, at least one business day prior to settlement. Cedel Bank or Euroclear will
instruct its respective depOSltal‘V to receive such interest against payment Payment will mclude interest accrued
on such beneficial interest in the Global Bonds from and including the last interest payment date to and
excluding the settlement date. Payment will then be made by the depositary to the DTC Accountholder’s account
against delivery of the interest in the Global Bonds. After settlement has been completed, the interest will be
credited to the respective clearing system, and by the clearing system, i accordance with its usual procedures to
the Cedel Bank participant’s or Euroclear participant’s account. The securities credit will appear the next day
(European time) and the cash debit will be back-valued to, and the interest of the Global Bonds will accrue from,
the value date (which would be the preceding day- when settlement occurred in New York). If settlement is not
completed on the intended value date (i.e., the trade fails), the Cedel Bank or Euroclear cash debit will be
valued instead as of the actual settlement date. 7 ‘ ‘ ‘
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Cedel Bank participants and Euroclear participants, will need to make available to, the respective clearing system
the funds necessary to process same-day funds settlement The most direct means of doing so is to preposition
funds for settlement either from-cash on-hand or existing lines of credit, as such participants would for any .
setilement cccurring within Cedel Bank or Euroclear. Under this approach, such participants may take on credit
exposure to Cedel Bank or Euroclear until the interests in the Global Bonds are credited to their accounts one
day later. E S o ' ‘ ‘ s

As an alternatlve, 1f Cedel Bank or Euroelear has extended a hne of c1ed1t to a Cedel Bank or Eurocleal
participant, as the case may be, such participant may elect not to pleposmon funds and allow that credit line to
be drawn upon to finance- settlement. Under this procedure, Cedel Bank participants or Euroclear participants
purchasing interests in the Global Bonds would ineur overdraft charges for one day, assuming they cleared the - -
overdraft when the interests’in the Global Bonds would incur-overdraft charges for one day, assuming they -
cleared the overdraft when the interests in the Global ‘Bonds were credited to their accounts. However, interest on
the Book-Entry Security would accrue from the value date. Therefore, in many cases the investment income on
the interest in the Global Bonds earned during that one-day period may substantially reduce or offset the amount
of such overdraft charges, although this result will .depend on each participant’s\par‘ticular cost of funds.

Since the settlement is taking place during New York business hours, DTC Accountholders can employ their
usual procedures for transferring Global Bonds to the respective depositaries of Cedel Bank or Euroclear for the
benefit of Cedel Bank participants or Euroclear participants. The sale proceeds will be available to the DTC
seller on the settlement date. Thus, to DTC accountholders, a cross-market sale transaction will settle no
differently from a trade between two DTC Accountholders. ‘

Trading between Cedel Bank or Euroclear seller and DTC purchaser. Due to time zone differences in
their favor, Cedel Bank and Euroclear participants may employ their customary procedures for transactions in
which interests in the Global Bonds are to be transferred by the respective clearing system, through its reSpective
depositary, to a DTC Accountholder, as the case may be, at least one business day prior to settlement. In- thesé- 4
cases, Cedel Bank or Euroclear will instruct its respective depositary to deliver the interest in the Global ‘Bonds -
to the DTC ‘Accountholder’s account against payment. Payment will include interest accrued on such beneflclal
interest in the Global Bonds from and including the last interest pavment date to and excluding the settlement'
date. The payment will then be reflected in the account of the Cedel Bank participant or Euroclear participant
the following day, and recelpt of the cash proceeds in, the ‘Cedel Bank or Euroclear participant’s account would
be back-valued to the value date (which would be the ‘preceding dav, when settlement occurred in New York).
Should the Cedel Bank or Euroclear participant have a line of credit in its respective clearing system and elect
to be in debit in anticipation of receipt of the sale proceeds in its account, the back-valuation may substantially
reduce or offset any overdraft charges incurred over that. one-day. penod If settlement is not completed on the
intended value date (i.e., the trade fails), receipt of the cash proceeds in the Cedel Bank or Euroclear partlcl-,
pant’s account would 1nstead be valued as of the actual settlement date

Finally, day traders that use Cedel Bank or Euroclear to purchase interests in the Global Bonds from DT‘C' '
Accountholders for delivery to Cedel Bank participants or Euroclear pamclpants should note that these trades L ‘
will automatlcally fail on the sale side unless affirmative actlon is taken At least three techniques should be
readily avallahle to eliminate this potential ploblem
1. borrowmg through Cedel Bank or Euroclear for one day (untll the purchase side of the day trade is
reflected in their Cedel Bank or Euloclear accounts) in accordance with, the clearing system’s (*ustomarjr
procedures, ‘ ‘ A
2. borrowing the interests in the United States from a DTC Accountholder no later than one day pI‘lOI‘ to
settlement, which would give the interests sufflclent time to be reﬂected in their Cedel Bank or, Eu10c1ear
‘account in order to settle the sale side .of the trade, or . |
3. staggering: the value date for the buy and sell sides of the trade S0 that the value date for the purchase ‘
from the DTC Accountholder is at least one.day prior to the value date for the sale to the Cedel Bank
participant or Euroclear participant. :
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The information in this section concerning DTC, Euroclear and Cedel Bank and their book-entry system has been
obtained from sources Venezuela believes to be reliable, and Venezuela makes no representation or warranty with
respect thereto, other than that such information has been accurately extracted and/or summarlzed from such
sources. ‘ o B

Although DTC, Euroclear and Cedel Bank have agreed to the foregomg procedures fo facrhtate transfers of
interests in the Global Bonds among participants in DTC, Euroclear and Cedel Bank, they are under no obliga-
tion to perform or to continue to perform such procedures and such procedures may be discontinued at any: time.
Neither Venezuela nor the Fiscal Agent will have any responsibilities for the performance by DTC, Euroclear or
Cedel Bank or thelr respective partlcrpants or indirect participants of thelr respectlve obhgatlons under the rules
and procedures govermng their operatlons ‘ ‘

TAXATION

The following is a summary of certain Venezuelan and United States federal income and estate tax considerations
that may be relevant to an initial holder of a Global Bond This summary deals only with Global Bonds held as
capital assets by investors who purchase the Global Bonds in the offering at the offering price, and not with
special classes. of holders, such as dealers in securities or currencies, certain securities traders, banks, tax-
exempt organizations, insurance companies, other financial institutions, persons that hold Global Bonds as a
hedge (or hedged against) currency or interest rate risks or that are part of a synthetic security, straddle or
conversion transaction, or persons whose functional currency is not the U.S. dollar. This summary is based on
laws, regulations, rulings and decisions in effect on the date of this Prospectus Supplement, all of which are -
subject to change, possibly with retroactive effect. No assurances can be given that any such changes will not .
affect the accuracy of the discussions set forth herein.:

Prospective purchasers of Global Bonds should consult their own tax advisors in determining the tax conse-
quences of holding Global Bonds, including the application to their particular circumstances of (i) the tax
considerations discussed below, and (ii) any relevant foreign, state, local or other tax laws.

Moreover, the legal authorities on which this summary is based are sub]ect to various 1nterpretat10ns, and no
ruhngs have been or will be sought from any tax agency with respect to the matters descrlbed herem

Venezuelan Taxation

Under existing laws and regulations in Venezuela, interest payments made by Venezuela may be subject to
Venezuelan income tax as follows: (i) if the recipient of the interest is a bank or other financial institution not
domiciled in Venezuela, at a flat rate. of 4.95% payable through withholding by Venezuela, (ii) if the recipient of
the interest is a corporation which is not a bank or other financial institution and which is not domiciled in
Venezuela, at maximum rate of '34% for the portion of accumulated net earnings of the corporation exceeding
3,000 Tax Units at the time of the interest payment, 22% for the portion of accumulated net'eamings of the
corporation exceeding 2,000 Tax Units but less than or equal to 3,000. Tax Units at the time of the interest .
payment and 15% for earnings less than or equal to 2,000 .Tax Units at the time of the interest payment, payable
through withholding by Venezuela, or (iii) if the recipient of the interest is an individual non-resident in
Venezuela, at a flat rate of 34% regardless of income, fully payable through withholding by Venezuela. As of
April 14, 1998, the Tax Unit is equivalent to Bs. 7,400. Under current Venezuelan tax laws and regulations, so
long as the Global Bonds are registered in the name of DTC or its nominee, as contemplated under “Global
Clearance and Settlement” above, the applicable w1thhold1ng tax rate with respect to the Global Bonds will be
that described under clause (1) above.

Capltal gains resulting from any trades of Global Bonds. effected between or in respect of accounts mamtamed by
or on behalf of non-residents of the Republic will not be subject to Venezuelan income or other Venezuelan taxes
where such non-residents have no connection with the Republic other than as holders of an interest in the Global

Bonds.
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United’States:Taxation ‘ R . T

Umted States Holders For purposes of this dlscussmn ‘a “United States Holder” is a beneflclal owner who or that
is (i) a citizen or resident of the United States, (11) a corporation or partnership created or orgamzed under the
laws of the United States or any political subdivision thereof, (iii) an estate the income of which is subject to
regular U.S. federal income taxation regardless of its source, or (iv) any trust if a court within the United States
is able to exercise. primary supervision over the administration of such trust and one or more United: States -
persons have the authonty to control all substantlal decisions of such trust.

Gross 1nterest ‘paid on the Global Bonds will be subJect to United States taxation. Such mterest (mcludmg
Additional Amounts pald in respect of taxes withheld in Venezuela) will be taxable toa Umted States holder as
ordinary interest income at the time that it is accrued or is received (in accordance with such holder’s method of
tax accounting). In addition, such interest will be treated "as foreign source income for Unlted States federal
income tax purposes and will generally constitute, for U.S. foreign tax credit purposes, “passive income” or “hlgh
w1thh01d1ng tax 1nterest Pif a Venezuelan W‘ltthldIl’lg tax is imposed at a rate of at Ieast 5% on such gross
income (or in the case of certam holders, fmanmal services income”). '

A United States Holder s tax bas1s ina Global Bond generallv will equal the cost of such Global Bond to such
holder. Upon the sele, exchange .or retirement of a Global Bond, a United States Holder generally will recognize
gain or loss equal to the difference between the amount realized on the sale, exchange or retirement (less
amounts attributable to accriied interest, which will be taxable as ordinary income) and the United States
Holder’s tax basis in the Global Bond. Such gain or loss. generally will be capital gain or less, provided that the
United States Holder-held the Global Bond as a capital asset, and will be a long-term capital gain or loss if the
Global Bond was held for longer than one year at the time of such sale, exchange or retirement. -

Non-United States Holders.  The following discussion summarizes certain United States federal income tax conse-
quences televant to a Non-U.:S. Holdér of a Global Bond. This discussion -does not deal with all apsects ‘of United
States federal income taxation that may be relevant to any' particular Non-U.S. Holder in light of that holder’s -
personal circumstances with respect to such holder’s purchase, ownership or d1sposmon of a Clobal Bond,
including such holder holdlng the Global Bond through a partnershlp For example, persons who are pan‘.ners in
foreign partmerships and beneficiaries of foreign trusts or estatés who are subject to United States federal income
tax because of their own status, such as United States residents or foreign persons engaged in a’trade or business
in the United Stdtes may be subJect to United States federal income tax even though the entlty is not subJect to

such tax

Under Umted States federal income tax law as currently in effect and subject to the dlscuﬁmn of “backup
withholding' below and to the provisions of an applicable income tax treaty, a holder who isinot a United- States :
Holder (as-defined above). (a “Non-United States Holder”) will not be subject to United States federal income . -
tax, including withholding tax; on payments of interest on the Global Bonds unless: : o T
(i) the holder is an insurance company carrying on a United:States insurance business to which the-
“ . .interest is attributable, within the meaning of the United ‘States Internal Revenue Code, or -
(ii) the holder has an office or-other fixed place of business in the’ United States to' which the interest is
- attributable and the interest éither (a) is derived in the active’ conduct of a banking, financing or -
similar business within the United States or (b) is received by a ‘co‘fpbration the prineipal business of
whlch is in trading stocks or"securities for its own account, and ceitain other conditions exist.

In addltlon, (a) sub_]ect to the dlscussmn of backup withholding helow and to the provisions. of an apphcable
income tax treaty, a Non-United States Holder will not be subject to United States federal income tax on any gain
or income realized on the sale or exchange of a Global Bond, unless (i) such ‘gain or mcmhe is effectlvely e
connected with the conduct by the holder of a trade or businéss within the United States; 'or (ii) in the case of a
Non-United States Holder who is an' individual, such holder is present in thé United Statés for a total of 183
days or more during the taxable year in which such gain or income is realized and either (A) such gain or =
income is attributable to an office or fixed place of business maintained in the United States by such holder or
(B) such holder has a tax home in the United States and (b} the Global Bonds will be deemed to be situated
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outside the United States for purposes of the United States federal estate tax and thus will not be includible in
the gross estate for purposes of such tax in the case of a nonresident of the United States who was not a citizen
of the United States at the time of death.

Effect of Venezuelan Withholding Taxes The Venezuelan withholding. tax discussed under “Venezuelan Taxation”
above should qualify as an “incomé tax” for United States federal income tax purposes, prov1ded among other
factors, that the amount of such tax is not considered used by the Republic to provide a subsidy by any means to
a United States Holder, a related person, or any party to the transaction or to a related transaction. If any such
subsidy is considered provided to any such person, a United States Holder should not be required to include the
Additional Amount paid in respect of Venezuelan withholding tax in income and would not be allowed to claim a
forelgn tax credit or a deduction for such Venezuelan withholding tax. If the Venezuelan withholding tax qualifies
as an “income tax” for United States federal income tax purposes (i.e., if, among other factors, no such subsidy is
considered provided), a United States Holder will be required to include the Additional Amounts paid in respect
thereof in income and may be entitled to claim a U.S. foreign tax credit for and in the amount of such
Venezuelan taxes against such holder’s United States federal income tax hablhty with respect to amounts attnbu-
table to interest on the Global Bonds, subject to certain limitations. Alternatively, a United States Holder may be
entitled to deduct such amounts. The calculation and availability of a tax credit or a deduction for Venezuelan
taxes involve the application of complex rules that depend upon the Umted States Holder’s pdrtlcular circum-
stances. United States Holders should consult thelr own tax adv1sors w1th respect to the avallablhty and calcula—

ol

tion of such credit or deduction.

Backup Withholding and Information Reportmg In general information reportlng requlrements will apply to
payments within the United States to non- corporate United States Holders of interest on a Global Bond and,
under certain circumstances, of the proceeds of the sale of a Global Bond, and “backup w1thhold1ng at a rate of
31% will apply to such payments if the United States Holder fails to provide an accurate taxpayer identification
number or is notified by the Internal Revenue Service that it has failed to report all 1nterest ‘and dividends
required to be shown on its federal income tax return.

Under current U.S. Treasury Regulations, backup ‘withholding and 1nformat10n reportmg will not apply to
payments made by the Republic or any agent thereof (acting in such capamty) to a holder of a Global Bond that
is a Non-United States Holder so long as either (i) the beneficial owner of the Global Bond. certifies to the
Republic or its agent, under penalties of perjury, that such holder is not a United States Holder and prov1des the
name, address and taxpayer identification number of such holder or (ii) the holder has otherwise established an
exemption, and provided that neither the Republic nor its agent has actual knowledge that the holder is a United
States Holder or that the conditions of any exemption are not in fact satisfied. Similar rules requiring information
reporting and, in certain circumstances, backup withholding will apply with respect to gross sales proceeds if the
Global Bonds are sold through certain brokers. Recently promulgated regulations which -are scheduled to become
effective on January 31, 1999, provide that a payment to an entity treated as a foreign partnership will be treated
in certain circumstances as having been made directly to the persons treated as partners of such foreign -
partnership, and require in those circumstances that each partner provide a certification under penalties of
perjury to establish that such person is not a Unlted States Holder for purposes of the backup w1thhold1ng rules.
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. UNDERWRITING

Venezuela has entered into an Underwriting Agteément dated July 30, 1998 with J.P Morgan Securities Inc.,
Credit Suisse First Boston Corporation and ABN AMRO Incorporated (the “Underwriters”). Pursuant to the terms
and conditions of the Underwriting Agreement, Venezuela has agreed to issue and sell, and each of the Under-
writers has severally agreed to purchase the followmg respectlve principal amounts of the Global Bonds.

' C : Principal Amount
Underwriter - - o TR, of Notes ... *

a J.B Morgan Securities Inc. . ...... Ce e e A U.S.$425,000,000
“ Credit Suisse First Boston Corporation ...... TP ' 50,000,000
’ ABN AMRO Incorporated A S R ......... e 25,000,000 ‘

O Total ... e e U.5.$500,000,000

The Underwriting Agreement provides that the obligations of the Underwriters are subject to certain conditions
precedent and ‘that' the Underwnters w1ll be obhgated to purchase all of the Global Bonds if any are purchased.

The Underwrlters have adv1sed Venezuela that they propose initially to offer the Global Bonds to the public at
the public offering price set forth on the cover page .of this Prospectus Supplement, and-to certain dealers at such
price less a concession not in excess of 0.50% of the principal amount of the Global Bonds. The Underwriters
may allow and such dealers may reallow a concession not in excess of 0.25% of the principal amount of the
Global Bonds. After the initial public offering, the public offering price and such concessions may be changed.

Each of the Underwnters has agreed that it has comphed and will comply with all apphcable prov1s1ons of the
Flnanmal Servmes Act 1986 with respect to anythlng done by it in relation to the Global Bonds offered hereby‘
in, from or otherw1se 1nvolv1ng the United Klngdom C

Each of the Underwriters has agreed that it will not offer or sell any Global Bonds directly or- mdlrectly in Japan
or to, or for the benefit, of, any Japanese person or to others for re-offering or re-sale directly or indirectly in
Japan or to any Japanese person except under circumstances which will result in compliance with all applicable
laws, regulatlons and guldellnes promulgated by the relevant governmental and regulatory authorities in effect at
the relevant time. For purposes of this paragraph, “Japanese person” shall mean any person resident in Japan,
1nclud1ng any corporatlon or other entity organized under the laws of Japan.

The Global Bonds may. not be offered or sold dlrectly or 1nd1rect1y in Hong Kong by means of this Prospectus
Supplement or any: other offering material or document other than to persons whose ordinary business it is to. buy
or sell shares or debentures, whether as principal or as agent. Unless permitted to do so by-the securities laws of
Hong Kong, no person may issue or cause to be issued in Hong Kong this document or any amendment or
supplement thereto or any other information, advertisement. or document- relating to the Global Bonds other thari
with respect to Global Bonds intended to be disposed of to persons outside Hong Kong or to persons whose .
business involves- the acquisition, disposal or holding of securities, whether as principal or. as agent.

In connectlon with the offering of the Global Bonds, the Underwriters may purchase and sell Clobal Bonds in the
open market. These transactions may include over-allotment and stabilizing transactions and purchases to cover
short positions created by -the Underwriters (for themselves or a syndicate, if there is a syndicate) in connection
with the offering. Stabilizing transactions consist of certain bids or purchases for the purpose of preventing or
retarding a decline in the market price of the securities; and short positions created by the Underwriters (for
themselves or a syndicate, if there is a syndicate) involve the sale by the Underwriter of a greater number of
securities than they own or have a right to purchase. These activities may stabilize, maintain or otherwise affect
the market price of the Global Bonds which may be higher than the price that might otherwise prevail in the
open market; and these activities, if commenced, may be discontinued at any time. These transactions may be
effected on the Luxembourg Stock Exchange, in the over-the-counter market or otherwise.

Venezuela has agreed to indemnify the several Underwriters against certain civil liabilities, including liabilities
under the Securities Act.
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Certain of the Underwriters and their affiliates have engaged in transactions ‘with and performed various commer-
cial banking and investment banking and other seryices for Venezuela in the past and may. do so from time to
time in the future.

VALIDITY OF THE GLOBAL BONDS

The validity of the Global Bonds will be passed upon for Venezuela by Arnold & Porter, 399 Park Avenue, New
York, New York, 10022, United States counsel to Venezuela, and by Lares, Ramos, Ferriera y Vera, S.C., Centro
Banavén, Oficina C-22, Avenida La Estancia; Chuao, Caracas 1061, Venezuela, Venezuelan counsel to Veénezuela,
and for the Underwriters by Sullivan: & Cromwell, 125 Broad Street, New York, New York, 10004, United States
counsel to the Underwriters, and by Tinoco, Travieso, Planchart, Niifiez & Eiris, Avenida Francisco de Miranda,:
Torre Country Club, Pisos 1, 2 y 3, Chacaito; Caracas 1050, Venezuela, Venezuelan counsel to the Underwriters.
As to all matters of Venezuelan law, Arnold & Porter may rely on the opinion of Lares, Ramos y Ferreira y Vera,
S.C. and Sullivan & Cromwell may relay on the opinion of Tinoco, Travieso, Planchart, Ntfez & Eiris. As to all
matters of United States law, Lares, Ramos, Ferreira y Vera, S.C. may rely on the opinion of Armold & Porter and
Tinoco, Travieso, Planchart Nifiez & Eiris may rely on the opinion of Sulllvan & Cromwell

AUTHORIZED REPRESENTATIVE

The Authorized Representative of the Republic of Venezuela in the United States of America is Pedro Luis
Echeverria, Ambassador of the Republic of Venezuela, Embassy of the Republic of Venezuela, 1099 30th Street,
N.W., Washington, D.C. 20007.

GENERAL INFORMATION

Due Authorization

The creation and issue of the Global Bonds have been authorized pursuant to Presidential Decree No. 2,576,
dated July 1, 1998, as published in the Official Gazette of the Republic of Venezuela No. 36,496 dated July 15,
1998, enacted pursuant to Article 3 of the Law that Authorizes the National Executive to Execute and Perform
Public Credit Transactions during Fiscal Year 1998, as published in the Official Gazette of the Republic of
Venezuela No. 36,351, dated December 9, 1997.

Listing and Listing Agent

Application has been made- to list the Global Bonds on the Luxembourg Stock Exchange. The Luxembourg Listing
Agent, from whom copies of the Global Bond Offering materials may be obtained in Luxembourg, is Banque
Internationale 4 Luxembourg S.A., 69 route d’Esch, L-1470 Luxembourg.

Litigation

Neither the Republic nor any governmental agency of the Republic is involved in any litigation or arbitration or
administrative proceedings relating to claims or amounts which are material in the context of the Global Bond
Offering or issue of the Global Bonds and which would materially and adversely affect the Republic’s ability to
meet its obligations under the Global Bonds and the Fiscal Agency Agreement with respect to the Global Bonds

and no such litigation or arbitration or admlnlstratlve proceedings are pending or, so far as the Republic is aware,
threatened.
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Documents Relating to the Global Bonds

Copies of the Fiscal Agency Agreement, the Banco Central. Undertaking and the form of Global Bond may be
inspected during normal business hours on any weekday (Saturdays, Sundays and public holidays excepted) at
the specified offices of the Fiscal Agent and Paying Agents.

Information on the Repubhc

If any Global Bonds are listed on the Luxembourg Stock Exchange, copies of the most recent Informe Economlco
Anual del Banco Central de Venezuela and budget of the Republic for 1994, 1995 and 1996 and each subsequent
year, (as or when available), or if any such materials cease to be published, comparable econemic information of
the Republic may be obtained at' the office of the listing agent for the Global Bonds and at the office -of the
Fiscal Agent during usual business hours on any day (Saturdays, Sundays and public holidays excepted).

Clearing

The Global Bonds have been accepted for clearance through Euroclear, Cedel Bank and DTC {Common Code
8975540; ISIN: US922646AT10; CUSIP: 922646AT1).
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PROSPECTUS

Republic of Venezuela

Debt Securities

The Republic of Venezuela (the “Republic” or “Venezuela”) may from time to time offer debi securities consist-
ing of bonds, debentures and/or notes (“Debt Securities”) with an aggregate principal amount of up to
$2,000,000,000 or the equivalent thereof in one or more other currencies or currency units; provided, however,
the Republic may increase the foregoing aggregate principal amount if in the future it determines that it may
wish to sell additional Debt Securities. Debt Securities will be offered in one or more series in amounts, at prices
and on terms to be determined at the time of sale and to be set forth in supplements to this Prospectus {each a
“Prospectus Supplement”)

The terms of the Debt Securities, including, where applicable, the specific designation, aggregate principal
amourt, denomlnatlons maturity, premium, discount, interest rate (which may be fixed, floating or zero) and time
of payment of any interest, currency or currencies (1nclud1ng any currency unit) in which the Debt Securities are
denominated or in which payments in respect of the Debt Securities may be made, terms for redemption or
exchange at the option of the Republic or the holder (if any), terms for sinking fund payments (if any), the initial
publicjpffering‘ price and the other terms in connection with the offering and sale of each series of the Debt.
Securitiés in respect of which this Prospectus is being delivered, will be set forth in one or more Prospectus
Supplements relating to such series of Debt Securities. The net proceeds to the Republic from each such sale will
also be set forth in such Prospectus Supplements. Such Prospectus Supplements may also set forth, if appropnate,'?
information regarding developments relating to the affairs of the Republic subsequent to ‘the date of this ‘
Prospectus.

The Debt Securities may be sold through agents designated from time to time, through underwriters or dealers, or
directly by the Republic. If any agents of the Republic or any underwriters are involved in the sale of Debt
Securities, the names of such agents or underwriters and any commissions or discounts will be set forth in the
applicable Prospectus Supplement.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES
AND EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION NOR HAS THE
SECURITIES AND EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION
PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS. ANY REPRESENTA-
TION TO THE CONTRARY 1S A CRIMINAL OFFENSE. ’

The date of this Prospectus is July 30, 1998.
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No person has been authorized to give any information or to make any representations other than those contained
in this Prospectus or any accompanying Prospéctus Supplement, and, if given or made, such information or
representation must not be relied upon as having been authorized. This Prospectus does not constitute an offer to
sell ‘or-the solicitation of an offer to buy any securities other than the securities ‘described in a Prospectus
Supplement relating hereto or any offer to sell or the solicitation of an’offer to buy such securities in any
circumstances in which such offer or solicitation is unlawful. The delivery of this Prospectus at any time does
not, under any circumstances, imply that the information herein is correct as of any time subsequent to the date
hereof. The information contained in this Prospectus is qualified in its” entlrety by the supplementary information
contamed in the Prospectus Supplement. Lo
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Avallable Informatlon

A Reglstratlon Statement w1th respect to the Repubhc and the Debt Securities has been filed with the Securities
and Exchange Commission, Washington, D.C., under the. Securities Act of 1933. Additional information concern-
ing the Republic and the Debt Securities is to be found in such Registration Statement and any pre- or post-
effective amendment thereto, including the various exhibits thereto, which may be. inspected and copied at the °
public reference facilities maintained by the Securities and Exchange Commission at.450 Fifth Street, N.-W.,
Room 1024, Washlngton, D.C., 20549, as well as at its Regional Offices located at Seven World Trade Center,
New York, New York 10048 and at 500 West Madison Street, Chicago, Illinois 60661. Copies of such information
can be obtained from the Public Reference Section of the Securities and Exchange Commission at 450 Fifth
Street, N.W., Room 1024, Washington, D.C. 20549 at preseribed rates. In addition, a copy of the Registration
Statement and such other information can also be obtained at the office of the paying and transfer agent in
Luxembourg at 5 Rue Plaetis, L-2338, Luxembourg free of charge.

Except as otherwise specified, all amounts in this Prospectus are expressed in United States dollars (“dollars”,

“$7, “U.S.$7, “US$” or “U.S. dollars™).

Certain amounts that appear in this Prospectus may not sum because of rounding adjustments.

Official Statements

Information included herein which is identified as being derived from a publication of, or supplied by, Venezuela
or one of its agencies or instrumentalities is included herein on the authority of such publication as a public
official document of Venezuela. All other information herein and in the Registration Statement of which this
Prospectus is a part is included as a public official statement made on the authority of Dra. Maritza. Izaguirre,
Minister of Finance. The information included herein on the authority of Banco Central de Venezuela (“‘Banco
Central”) is considered preliminary until Banco Central has published such information in its Annual Report of
National Accounts for the year following the year to which such data relates. -

Enforcement of Civil Liabilities

The Republic is a foreign sovereign state. Consequently, it may be difficult for investors to obtain or realize upon
judgments in the courts of the United States and Venezuela against the Republic. The Republic will irrevocably
submit to the exclusive jurisdiction of the Supreme Court of the State of New York, County of New York or the
United States District Court for the Southern District of New York, in the courts of England that sit in London
and the courts of Venezuela that sit in Caracas in any suit, action or proceeding against it or its properties, assets
or revenues, arising out of or relating to the Debt Securities of any series (a “Related Proceeding”) and the
Republic will irrevocably agree that all claims in respect of any Related Proceeding may be heard and deter-
mined in such New York State or federal courts, English courts or Venezuelan courts. The Republic will irrevoca-
bly waive, to the fullest extent it may effectively do so, the defense of an inconvenient forum to the maintenance
of any Related Proceeding and any objection to any Related Proceeding on the grounds of venue with respect to
Related Proceedings in any such courts. To the extent that the Republic has or hereafter may acquire any
immunity (sovereign or otherwise) from jurisdiction of such courts or from any legal process (whether through
service or notice, attachment prior to judgment, attachment in aid of execution, execution or otherwise) in such
courts, the Republic will irrevocably agree not to claim and will irrevocably waive such immunity in respect of
any Related Proceeding to the fullest extent permitted by law, and, without limiting the generality of the
foregoing, the Republic will agree that such waivers shall have the fullest scope permitted under the Foreign
Sovereign Immunities Act of 1976 of the United States (the ““U.S. Immunities Act”) and are intended to be
irrevocable for purposes of the U.S. Immunities Act. See “Description of the Debt Securities—Jurisdiction and
Waiver of Immunity” and “—Governing Law.” Under the laws of the Republic, neither the Republic nor any of
its property has any immunity from jurisdiction of any court or from set-off or any legal process (whether through
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service or notice, attachment prior to judgment, attachment in aid of execution, execution or otherwise), except
that the Republic and its properties located in Venezuela have immunity from set-off, attachment prior to
judgment, attachment in aid of execution of judgment and execution in actions and proceedings in Venezuela.

The. Republic has not consented to service or waived sovereign 1mmunlty with respect to actlons brought against
it under United States federal securltles laws or any state securities. laws. In the absence of a waiver of 1mmun1ty
by the Republic with respect to such actions, it would not be possible to obtain a judgment in such an action
brought in a United States court against the Republic unless such court were to determine -that the Republic is
not entitled under the U.S. Immunities Act to sovereign immunity with respect to such. action. Further, even if a
United States judgment could be- obtained in any such action under the U.S. Immunities Act, it may not be:
possible to enforce in the Republic-a judgment based on such a United States judgment. Execution upon property
of the Republic located in the United States to enforce a United States judgment may not be possible except
under the limited circumstances specified in the U.S. Immunities Act.

Incorporation of Certain Documents by Reference

The Republic intends to file annual reports of Form 18-K with the U.S. Securities and Exchange Commission (the
“Commission’’) on.a voluntary, basis. Each Annual Report on Form 18-K (including all exhibits thereto) and any
amendments to such Form 18-K on Form 18-K/A (including all exhibits thereto) (collectively, a “Form 18-K”’)
filed with the Commission by the Republic subsequent to the date of this Prospectus and prior to the termination
of the offering of the Debt Securities shall be deemed to be incorporated by reference herein and into any
accompanying Prospectus Supplement and to be a part hereof and thereof from the date of the filing of such
documents and shall supersede and replace any prior Form 18-K. As used herein, the term “Annual Report’ shall
refer to any Form 18-K 1ncorporated hereln not superseded or replaced by operatlon of the preceding sentence.
Any statement herem or contained in a document that is incorporated by reference herein shall be deemed to be
modified or superseded for purposes of this Prospectus or any accompanying Prospectus Supplement to the extent
that a statement contained in the accompanying Prospectus Supplement or in any other subsequently filed
document that is deemed to be incorporated by reference herein modifies or supersedes such statement. Any
statement so modified or superseded shall not be deemed, except as so modified or superseded to constitute a
part of this Prospectus or of any accompanymg Prospeetus Supplement.

Any person receiving a copy of this Prospectus may obtain, without charge, upon request, a copy of any of the
documents incorporated by reference herein, except for the exhibits to-such documents (other than exhibits
expressly incorporated by reference therein). Requests for such documents shall be directed to: Embassy of
Venezuela, 1099 30th Street, N.W., Washington, DC 20007, Attn: Manuel Iribarren, Director of Economic and
Petroleum Affairs; telephone: (202) 342-6823. Copies of the Prospectus and each Prospectus Supplement with
respect to each series of Debt Securities that is listed on the Luxembourg Stock Exchange may also be obtained
at the office of the paying agent and transfer agent in Luxembourg at 5 Rue Plaetis, L-2338 Luxembourg free of
charge.

| Us,e of Proceeds |

Unless otherwise spediﬁed in the applicable Prospectus Supplement, the net proceeds from the sale of Debt
Securities will be used for the general purposes of the Republic, including the refinancing of domestic and
external indebtedness of the Republic.



Introduction
General o

Venezuela is situated on the northern coast of South Amenca It has a coastline on the Caribbean Sea and the
Atlantic Ocean and is bordered on' the west by Colombla, on the south by Brazil and on the east by Guyana The
capital of Venezuela is Calacas At June 30, 1997, Venezuela had an estimated populatron of 22 6 mllhon

Venezuela has had a demOCIatlcaﬂy elected government since 1958, following the overthrow of a military dictator-
ship., The most recent presidential election was held in December 1993 when Mr. Rafael Caldera, running as a
coalition candidate for the Convergencia Party, was elected for a five-year term of office. Presidential elections are
scheduled for December 1998. National legislative power is vested in the Congress. Venezuela is divided into 22
states, a federal district, a federal territory and various dependencies.

The Venezuelan Economy

Venezuela has been a major petroleum exporter for most of the twentieth century. According to the BP Statistical
Review of World Energy 1996, Venezuela is the seventh largest petroleum producer in the world and the fourth
largest petroleum eéxporting country in the world. Petroleum revenues account for over 50% of fistal revenues,
and the petroleum industry accounts for approximately one-quarter of Venezuela’s gross domiestic prodact < - - -
(“GDP”) notwithstanding that it employs less than one percent of the total Venezuelan workforce: In' 1997,
revenues related to petroleum represented over 75% of Venezuela’s total export revenues and over 60% of -
Venezuela’s fiscal revenues. _ R 2

Nevertheless, the ‘Venezuelan economy is reasonably diversified, with nonpetroleum activities generatlng approx1-
mately three- -quarters of GDP in recent years. Md_]()l" components of nonpetroleum GDP include commerce, )
manufactunng and finance. The Government has introduced a number of measures to reduce its dependency on
petroleum revenues, but it is anticipated that petroleum w111 continue to be the mam source of export earnlngs
and flseal revenues for the foreseeable future. ‘

Economlc Performance from 1989 to 1996

Begmmng in 1989, the Government has 1mplemented stablhzatlon and structural adJustment reforms, flrst through
a structural adjustment program launched in 1989 (the “Adjustment Program’ ) and subsequently as a part of
Agenda Venezuela, adopted in 1996, in an effort to correct fiscal, balance of payments, monetary and other
macroeconomic imbalarices evident in the Venezuelan economy. Economic policy measures under these programs
have been aimed at reéducing the role of the Government in the direct production and disttibution of goods and
services and in the Venezuelan economy in general in an effort to strengthen market forces in the economy. Such
measures have included the liberalization of exchange, price and interest rate controls that hid previously been
imposed during periods of fiscal crises to address slgnlflcant increases in inflation, capital aceount deficits and
declines in the levels of international reserves. o v

The implementation of the Adjustment Program between 1989 and 1993 introduced important reforms in fiscal,
exchange rate and monetary policies and produced positive results in growth of nonpetroleum GDP and improve-
ment in international reserves. However, the Adjustment Program’s effectiveness was undermined by political
instability and adverse economic developments. In 1992, two coup attempts were launched, by dissident factions
within the Venezuelan military agamst the Government of then President Carlos Andrés Pérez. Although each
coup attempt was successfully defeated in less than one day by forces loyal to the Covernment, these events had
adverse effects on the continuation of the economic reform programs and pollcles contemplated by the Ad]ustment
Plan. Further political instability occurred in 1993 when President Pérez was suspended by Congress in connec-
tion with allegations concerning the misapplication of Bs. 250 million in Government funds, and an interim-
administration led by President Ramoén Velasquez, an independent Senator not associated with any of the major
political parties, was appointed by the Venezuelan Congress to serve until the next regularly scheduled Presiden-
tial elections in December 1993.




Immediately following President Caldera’s election in December 1993, a financial sector crisis of unprecedented
severity was triggered by the collapse of Banco Latino, Venezuela’s second-largest commercial bank. This crisis
led the Caldera administration to undertake significant corrective measures. Such measures included the imposi-
tion of exchange and price controls and the fixing of foreign exchange rates in an effort to address significant
outflows of international reserves and a substantial devaluation of the Bolivar against the U.S. dollar.

The financial sector crisis continued throughout 1994 and, to a lesser degree, 1995 as additional financial
institutions suffered significant losses of deposits, requiring the Government to intervene in financial institutions
representing approximately 54.6% of total financial sector deposits. By the end of 1995, the financial sector
crisis had been stabilized and in 1996 the Government commenced the: reprivatization of a ‘number ‘of flnanmal
institutions 1n which it had 1ntervened during the. early stage of the financial sector crisis.

Agenda Venezuela

In April 1996 the administration of President Caldera began the 1mplementat10n of Agenda Venezuela. The
general objectives of Agenda Venezuela included the achievement of a sustainable low level of inflation, the
stabilization and sirengthening of the country’s fiscal accounts, balance of payments and international reserves
and structural reforms, all aimed at increa‘sing the competitiveness and efficiency of the economy.

With the support of a standby agreement with the International Monetary Fund (“IMF”), Agenda Venezuela was
conceived as a two stage program. During the’ first stage, from April 1996 to Aprll 1997, measures adopted led to
a stabilization of the Venezuela economy. The objective of the second stage was to initiate a wide-ranging
program of structural reforms. The IMF standby agreement totalled U.8.$1.4 billion, of which U.S.$509 million
was disbursed in accordance with Venezuela’s balance of payments requirements during the. availability period
under the agreement and remained outstanding at June 30, 1998. The standby agreement contained a number of
targets intended to promote greater flexibility in the economy through the removal of price and exchange controls,
the reduction of the fiscal deficit through the adoption of measures to increase ordinary fiscal revenues and to:
reduce public expenditures including the elimination of subsidiaries for energy; the introduction of structural
reforms, including privatization of state-owned banks and other public enterprises; and labor reforms.

Agenda Venezuela achieved positive results in its first year of 1mplementat10n Exchange and price controls were
removed, and the Government 1mplemented a unified, free-floating exchange rate of the Bolivar against the U.S.
dollar and liberalized interest rates. These actions resulted, as expected, in a significant increase in inflation and
a decrease in economic activity in the nonpetroleum sector of the economy At December 31, 1996, year-end
inflation, as measured by changes in the Consumer Price Index for the Caracas Metropolitan Area (the “CPI”),
increased by 103.2%, the nonpetroleum sector of the economy declined by 3.6% in real terms, and the Bolivar
experienced a devaluation against the U.S. dollar from a rate of Bs. 290=0.8.$1.00 at April 22, 1996 to

Bs. 476.75=$1.00. However, Agenda Venezuela’s programs helped to stabilize the Venezuelan economy. Along
with increased petroleum revenues resulting from higher international petroleum prices and higher sales volumes
in 1996, the Venezuelan ‘consolidated public sector recorded a fiscal surplus of 7.5% of GDE reversing four years
of fiscal deficits. Gross international reserves at Banco Central increased by U.S. $5.5 billion and ended 1996 at
U.S. $15.2 billion; their- ‘highest level since before the beginning of the Latin American debt crisis in the early
1980s. Inflation slowed in the second half of 1996, with the CPL recordmg an accumulated increase of 25.2% as
compared to the 62.3% registered in the first half of 1996.

Notwithstanding the reductlon in the rate of inflation since the introduction of the initial stablhzatlon measures
pursuant to Agenda Venezuela, the Venezuelan economy has suffered from high rates of inflation since the
introduction of the Adjustment Program in 1989. In the past five years, inflation, as measured by the CPI, was
45.9% in 1993, 70.8%.in 1994, 56.6% in 1995, 103.2% in 1996, and 37.6% in 1997, and based on accumu-
lated inflation through the first half of 1998, it is anticipated that inflation for 1998 will be'similar to that ‘
experienced in 1997. Such inflation has resulted from the Government’s fiscal deficits, which in turm have been
caused by an inefficient public sector and by the dependence of the fiscal accounts on cyclical international
petroleum markets. The Testructuring of the public sector in Venezuela, including the privatization of many state-
owned entities and other steps contemplated to reduce the role of the Government in the economy, the creation of




a Macroeconomic Stabilization Fund to conserve for future use excess petroleum revenues (the “MSF”) and
improvements in the collection of nonpetroleum taxes, are intended to reduce the Government’s dependency on
international petroleum revenues and thereby help to contribute to a lessening of lnﬂatlonary pressures in the
Venezuelan economy

Recent Economlc Results ‘ , -
In 1997, the Venezuelan economy continued to beneflt from the policy measures adopted under Agenda Vene-
zuela with the Venezuelan economy growing in real terms at a rate of 5.1% and consolidated public sector
accounts recording a fiscal surplus of 2.6% of GDP. Gross international reserves at Banco Central continued to
increase and stood at U.S.$17.8 billion at year end. The foregoing results were due.in part to continued strong..
performance of the petroleum sector, including the opening of that sector to private investment. The Government
was also able to implement further adjustments in its macroeconomic policies in 1997, includingsreforms in . -
Venezuelan labor and social security laws and the privatization of the state-owned steel manufacturing company.

Beginning in the last quarter of 1997 and continuing to date, the Venezuelan economy has been adversely
affected by. a number of factors, including a significant drop in international oil prices due to increased world-
wide petroleum production and lower worldwide demand as a result of the Asian economic crisis and warm -
weather patterns in North America. caused by “El Nifio,” with Venezuela and other oil producing nations realizing
lower per barrel oil prices than at any time in the past ten years. The Government currenily estimates that oil
revenues for 1998 could decrease by approximately U.S.$4.0 billion as compared to 1997 and that a recovery, il
any, in the international 011 markets during the remalnder of 1998 and 1999 will be gradual

The sharp decline in. oil revenues, along with uncertainties created by the likely effect of the drop in oil.
revenues, in Venezuela’s fiscal accounts, has caused a more rapid decline in the Bolivar/U.S. dollar exchange rate
during. 1998 to date and a drop. in international reserves at Banco Central. -For the first six months of 1998 gross
international reserves fell by U.S.$2.3 billion, or 13.0%, as compared to year-end 1997, although current levels
of international reserves remain at historically high levels as compared to recent years. The fall in demand for -
Bolivars due to concerns over the anticipated 1998 fiscal deficits in the consolidated public sector accounts and
market perceptions concerning the sustainability of Banco Central’s foreign exchange policy have increased
demand for U.S. dollars, and the expectation of a significant devaluation of the Bolivar against the Us. dollar has
led to anticipatory price markup policies that have accentuated inflationary pressures. Some, abatement of these
tendencies was observed in June 1998, as higher interest rates, turning positive in real terms, and a concerted
slowdown in public expend]tures (including those of the national petroleum company, Petrileos de Venezuela, S.A.
(“PDVSA”)), have given greater credibility in the financial markets to the announced policy of reducing Govern-
ment expendltures

The forégoing events have led 'Banco Central to intensify its restrictive monetary policies, . prltnarlly through the ,
issuance of certificates of deposit, and more recently, Titulos de Estabilizacion Monetarie (‘‘TEMs”). Through
such policies, domestic interest rates, which had been neutral or negative in real terms, have become positive:
Banco Central has also taken measures to release pressure on Venezuela’s international monetary reserves by
increasing the rate of the ‘crawling band for its system of currency exchange. For 1998, the Government set the
initial ‘central parity for its currency at Bs. 508.50="T.S. $1.00 and a crawlirig band of 7.5% above and below
the central parity. The monthly rate of increase of the central parity was adjusted from 1.16% to 1.28%. Banco
Central’s restrictive monetary and exchange rate policies have promoted positive real interest rates, which have
begun to attract foreign investment 1nﬂows At July 20, 1998, the Bohvar traded at Bs. 558.50= U. S.$1. 00

As a result of the decline in oil revenues, combined with increased: expenditures for salaries and pension beneflts
mandated by reforms passed in 1997 to Venezuela’s labor laws, Banco Central .currently projects a fiscal deficit
in the consolidated public sector accounts for 1998 of approximately 4.4% of GDE To address the -decline’ in oil .
revenues, the Government has implemented a series of budget cuts under. its. 1998 Budget Law, including, -
reductions-in the Government’s: expenditures. In reducing its capital expenditures, the Government has cut back
on capital transfers to state and local: governments and certain investments. With respect to its current expendi-
tures, the Government has reduced its expenditures on goods and services and made miscellaneous reductions.




The Government also expects to privatize certain of its assets during 1998, simultaneously generating additional
foreign exchange revenues and decreasing the level of government expenditures.

In the longer term, the Government has begun to implement structural changes to mmgate the effects of oil price .
volatility. Under the proposed MSF, which has been approved by the finance committee of the Venezuelan
Congress, in years in which the Government receives revenues from the petroleum sector in excess of the average
of such revenues for the prior five years, such excess would be retained in special foreign currency accounts for

.use in later years in which petroleum revenues drop below certain levels. In addition, in. 1997 the Venezuelan

Congress approved the Debt Rescue Fund (“DRF”), pursuant to which a portion of the proceeds received by the
Government under its privatization program and other extraordinary. revenues would be specifically allocated for
the servicing of public sector debt obligations rather than making such revenues available for general purposes.
In its first year of operation, in excess of U.S.$400 million has been allocated to the DRE Other programs under
discussion or implementation include steps to increase the level of nonpetroleum fiscal revenues, such as the
modernization of customs collection procedures. The Government also has submitted a bill to Congress that would
amend the current wholesale sales tax and excise tax on certain luxury terms (collectively, the “LWT") into a
broader-based value-added tax by expanding the reach of the LWT to the retail level and removing numerous
exemptions. In furtherance of these programs, the Government reached an agreement with the IMF in June 1998
for a staff monitoring program for the period through December 31, 1998.

The inflation rate_as measured by the CPL, on an annualized basis through June 30, 1998, was approx1mately
34%. The persisterice of this inflationary trend is due in part to continued inflationary expectations resulting from
the anticipated impact on the Government’s fiscal accounts of the recent reforms of Venezuela’s labor laws and
the decline in eil revenues, increases in the prices of certain-public goods and services, an increase in the
minimum wage and increases in the prices of certain agricultural products due to adverse weather conditions
caused by El Nifio. The Government anticipates that its plans regarding the establishment of the MSF and the
other steps taken to reduce the economy’s dependence on international petroleum revenues and to reduce public
sector expenditures should reduce the volativity of its fiscal accounts and lessen inflationary expectations over the
longer term.

Soelal Development

An important goal of Agenda Venezuela is the improvement of soc1al development and 5001al well being among
the Venezuelan population. The Government contemplates that its social development programs will be supported
by financial and technical assistance from multilateral institutions, including the International Bank for Recon-
struction and Development (the “World Bank™) and the Inter-American Development Bank (the “IADB”). At the
end of 1997, preliminary figures indicated that Venezuela’s unemployment rate was 10.6%. In addition, as much.
as one-half of the population may be earning income in the informal sector of the economy. The percentage of
poor and extremely poor among the Venezuelan population has increased from 39.4% in 1995 to 68.7% in the ‘
second half of 1997, in part due to the failure of wages to maintain balance with the high rates of inflation
experienced in 1996 and 1997. In addition to seeking to stimulate real growth in the economy and thereby. .
increase job opportunities, the Government aims at addressing these issues through an increased emphasis on the
primary education system to improve educational and technological skills among the future Venezuelan workforce;
a decentralization of health and education support systems; and a reform of the social security and pension,
systems. In June 1997, the Government adopted a series of long-awaited labor compensation reforms which are:
expected to provide greater flexibility in the labor markets. The reforms caused an increase in Government
obligations for required severance compensation of approximately U.S.$8.0 billion, which under the new labor law
are required to be paid out over a five-year period. The Government has’ submltted a proposed law to the
Venezuelan Congress that would permit such obligations to be documented in a manner that will permit the
satisfaction of such obligations over an extended period of years.

The Government recently entered into two separate loan agreements with the IADB, in principal amounts of
U.S.$350 million and U.S.$45 million, respectively, and a 1.S.$200 million loan agreement with Corporacién
Andina de Fomento (“CAF”) (a multilateral development bank, the headquarters of which are located in
Caracas), the proceeds of each of which will be used to reform the social security system.




Principal Economic Indicators

Economic Activity - E
Real GDP Growth (Decline)® . . . . .. R
‘Petroleum Sector . ... . i ...
Nonpetroleum Sector.. . . ... . .......... ... :

Consumer Prices
Endofyear -. . . ... .. .ov. .. .. ...
Average . . .. ... ... e e

Wholesale Prices o o
Endof year « .. oovoviin i
Average . . . .. ... ... .. T

Unemployment (in percent) . . .. . ... ... .. ... ..

Balance of Payments
Exports (fo.b) . .. ... .. e
“ Imports (f.o.b.)

TradeBalance;.‘..........; ....... ‘

Current Account Surplus (Deficit) . . ... ..
Overall Balance . . . . .. e

Intérnational Reserves
Gross Banco Central Reserves . ........
Liquid Banco Central Operating Reserves. .
Net Banco Central Reserves. . ... ......
FIV International Monetary Assets

Average Petroleum Export Prlce (U.S. $/barrel)

Imports Coverage(

Consolidated Public Sector
Total Revenues. . . ... ........ e e
Total Expenditures

Overall Surplus (Deficit) ... . ... ... e

(as percentage of GDP) .. ... ... ... ... ...,

Monetary Aggregates
Money Supply (M2) . . : .o oo i
Monetary Base . . .. ..o oo o oo

(1) Preliminary flgures

(2) Based on constant Bolivars of 1984 purchasing power ( 1984 Constant Bolivars”).

Year Ended December 31,

1997

(24.3)

32 .
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Source: Banco Central

: 1993 - 1994 1995 1996
(percentage ‘cl‘lange)
03% -~ (23)% 3.7% (04)% 5.1%
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133 165 102 18.6 17.4
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1365 155.4 1452 2014 191.0
154.0 2312 177.6 160.2 175.0
. (17.5) (75.8) (32.4) 412 16.0
(3.00% (13.2)% (6.9Y% 7.3% 2.6%
V (percentage change irt real terms) ‘ o
(13.9)% ®5% . (10.1)% (258)% - 18.0
(17.6). (8.5) 30.3
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- Republic of Venezuela

Area and Population

Venezuela is situated on the northem coast of South America. Ii has a coasthne of approximately 2,813 kilome-
ters on the Caribbean Sea and the Atlantic Ocean and is bordered on the west by Colombia, on the south by
Brazil and on the east by Guyana Venezuela $ natlonal territory of appr0x1mately 916,445 square kilometers
includes 72 islands in the Canbbean

At June 30, 1997, Venezuela had an estlmated populatlon of 22.6 mllhon It is estlmated that by the year 2000,
34% of all Venezuelans will be under 15 years of age, 62% will be between the ages of 15 and 64, and 4% will
be 65 years of age or older..

Caracas, Venezuela’s capital and largest city, is the political, financial, commercial, communications and cultural -
center of Venezuela. The population of metropolitan Caracas is approximately 3.6 million. Maracaibo, the nation’s
second largest city with an estimated population of 1.8 million, is located near Venezuela’s most important
petroleum fields and richest agricultural areas. The Venezuelan territory varies from tropical to mountainous.

to Amazonian regions, and environmentally protected areas comprise approximately 20% of the land. See .
“__Environment.”? Drug traffickers and guerilla incursions from Colombia present a minor but continuing problem
on the sparsely populated western border, where Venezuelan armed forces have been stationed to control such
incursions and to provide protection to Venezuelan ranchers residing in this area. Part of the eastern border with
Guyana is subject to a latent border dispute in which Venezuela has claimed'that certain territory occupied by
Guyana should be considered part of Venezuela’s national territory. The area of dispute is currently under the
control of Guyana. Pursuant to the Geneva Agreement of February 17, 1966, which has been superseded by the -
Protocol of Port Spain dated June. 18, 1970, Venezuela and Guyana have agreed to seek a negotiated settlement .
of the territorial dispute. Since the execution of the Geneva Agreement, Venezuela and Guyana have periodically
undertaken negotiations regarding the status of the territory, but the negotlatwns to date have not resulted in a
final accord. The Protocol of Port Spain does not contain any final date by which the parties must resolve the
dispute.

The estimated labor force at September 30, 1997 was approx1mately 9.5 million, of whom' appronmately 12.4%
were employed -in the primary sector (agriculture and petroleum and mining exploration and extraction), approxi-
mately 19% in the secondary sector (manufacturing, petroleum refining, construction and water and electricity -
utilities) and approximately 57%. in the tertiary sector (serv1ces, fmance, transportatlon communications and
Government employment) v

Programs to improve the social welfare of poor and extremely poor Venezuelans, estlmated to represent 68 7% of
the Venezuelan population at June 30, 1997, are part of Agenda Venezuela. See “The Venezuelan Economy—
Historical Economic Performance—Agenda Venezuela and Economic Performance in 1996 and “—Poverty and
Income Distribution; Education.” The following table sets forth comparative GDP figures and selected other
comparative social indicators for 1994 for Venezuela and other selected Latin American coiintries:

Venezuela _ Argentina - Brazil' - Chile Colombia - Mexico Pern

GDP (billions) ‘ $58.3 $201.9° = $554.6 $52.0 $67.3  $377.1 $50.1
Life expectancy at o

birth (years) . ... .. 72.1 724 . 664 75.1 701 .. . 720 67.4
Infant mortality rate . AR :

(per. 1,000 births) . . 22 23 45 13 26 . 32 ‘ 52

Adult literacy rate (%) 91.0 96.0 . . 82.7 95.0 . 911 89.2 88.3

(1) The United Nations caleulates GDP and its components at purchaser values.

Sources: United Nations Development Program Human Development Report, 1997: World Bank 1997 World
Development Indicator (statistics for the largest seven economies of Latin America).
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Form of Government and Political Parties

Venezuela, which is divided into 22 states, a federal district, a federal territory and various dependencies, has
had a democratically elected government since 1958, following the overthrow of a military dictatorship. The
Constitution of 1961 sets forth the structure of the government, individual and collective rights and duties, and
the division of powers among the executive, legislative and. judicial branches of government. :

Executive power is vested in the President, ‘who is elected for a term of five years The President may not
succeed himself or be Teelected within ten years after the expiration of his term. The Mlnlsters, who together 4
constitute the Council of Ministers, are appointed by the President and head various executive departments.
Pursuant to the Constitution, the President is the commander-in-chief of Venezuela’s armed forces: The dlfferent ‘
services within Venezuela’s armed forces report to'the Minister of Defense.

Traditionally, the two largest political parties in Venezuela have been Accién Democrética (“AD””) and Partido
Social Cristiano .(“Copei”). These parties attract support from a wide spectrum of political interests, and hoth
parties are considered to be centrist. Between 1958 and 1993, representatives of AD held the.presidency five
times, and representatives of Copei held the presidency twice. In the most recent presidential election held in
December 1993, Mr. Rafael Caldera of the Convergencia party (“Convergencia”), a recently formed party, was
elected president for a five-year term with 30.5% of the vote. Mr. Caldera, who had previously served as
President between 1969 and 1974, then as the head of Copei, ran in 1993 as a coalition candidate and defeatéd :
three other candidates, each of whom received between 21.9% and 23.5% of the vote. The Convergencia party
was established among many followers of Mr. Caldera from Copei and has been run as a coalition comprised. of -a
number of smaller parties. Mr. Caldera’s election reflected the Venezuelan population’s’ disenchantment with the -
established political parties and concerns over allegations of public mismanagement and corruptlon by the
traditional majority parties. . :

The next presidential elections are scheduled for December 1998, The major candidates in the upcoming presi-
dential election are Luis Alfaro Ucero, who has been nomlnated by AD; Enrique Salas Romer, an 1ndependent
candidate and’ former } governer of the State of Carabobo, one of Venezuala’s most 1mportant industrial areas; Irene
Saez, an independent candidate openly supported by Copei and Causa R and former mayor of the Chacao
municipality in the Caracas federal district; Hugo Chavez, a former military officer who led an unsuccessful coup
attempt against the Government of then President Carlos Andrés Pérez in 1992, currently running as an indepen-
dent. candidate openly supported by the Movimiento al Socialismo party (“MAS”) and other leftist and socialist
parties; Claudio Fermin, a former member of AD and former mayor of Caracas, currently running as an indepen-
dent candidate nominated by Partido Renovacién; and Miguel Rodriguez, an independent candidate and: former -
cabinet minister and President of Banco Central during the Pérez administration who has bees nominated by
Partido Apertura, the political party founded by ex-president Carlos Andrés Pérez. Convergencia has not yet
announced whether it will nomlnate 1ts own candldate or support an exlstlng candldate for this pre31dentlal
election. :

National legislative power is vested in the Congress, which consists of a Senate and a Chamber of Deputies. Both
senators and deputies are elected by universal suffrage for terms of five years. As a result of electoral reform .
legislation passed in 1993, approximately one-half of the members of the Chamber of Deputies are elected
through direct elections of individual candidates. The remainder are elected under a proportional representation
system by which party leaders name deputies to seats allocated on the basis of the ‘number of votes received by
each party in'each state.

Currently, of the 52 seats in the Senate, AD holds 16, Copei holds 14, Causa R, a relatively new-party with roots
in the Guayana labor movement which promotes labor and socialist policies, holds five, Patria para Todos, a party
which recently separated from Causa R, holds four, Convergencia holds five, MAS holds six and the two remain-
ing seats are held for life by former presidents of Venezuela in accordance with the Venezuelan Censtitution.
MAS, which was formed in the 1970s out of the former Venezuelan Communist Party, has shifted its emphasis -
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from a socialist orientation towards the support of a market-oriented economy. In the Chamber of Deputies, AD
holds 27.1% of the seats, Copei 26.1%, Causa R 19.7%, Convergencia 12.8% and MAS 11.8%. Prior to the
1993 elections, either AD or, Copei had traditionally held a majority or near-majority of each of the Senate and
the Chamber of Deputles The 1993 elections resulted in giving neither Presuient Calderd nor his opponents a.
working majority in the Congress, and thus coalitions are requ1red for the passage of leglslatlon Nonetheless, the
Government has been able to date to enact into law legislation effecting the major policy objectives of Agenda
Venezuela, such as the passage of the LWT, the opening of the petroleum sector to foreign and domestic private
investment, the second stage of the privatization of Compania Anénima Nacional Teléfonos de Venezuela
(“CANTV?”), the former state-owned monopoly fixed-switched telephony provider, and the privatization of C.V.G.
Siderurgica del Orinoco, C.A. (“SIDOR”), the former state-owned steel manufacturing company, increases.in
domestic gasoline prices and the reform of severance liabilities, through a process of negotiation with the
opposition parties and the formation of ad hoc coalitions. The Government intends to continue its policy of
creating legislative coalitions in an effort to enact into law remaining items of structural reform contemplated by
Agenda Venezuela during the remainder of its term ending December 1998. The next Conﬂressmnal elections are

scheduled for December 1998.

The Senate and the Chamber of Deputies have 51m11ar legislative powers For a bill to become law, it must be oo
approved by a majority. ‘of both bodies. Differences between the two chambels are resolved by majorlty vote of the‘
Congress meeting in joint session. The Constitution provides for ploeedqres by which the President may reject
bills passed by Congress, as well as provisions by which Congress may override such Presidential veto acts.

Judicial power is vested in the Supreme Court of Justice (the “Supreme Court™) and various lower tribunals. The
Congress in joint session elects the 15 justices of the Supreme Court for nine-year staggered terms, one-third
being elected every three years. The Supreme Court is the final court of appeal and has the power to declare null
and void any laws, regulations or other acts of the executive or legislative branches whlch (,onﬂlct with the
Constitution. Venezuela is currently participating in a judicial reform program sponsored by the World Bank. With
the support of a U.S.$30 million loan from the World Bank, the Government has introduced a number of reforms
to help modernize the judiciary. These reforms include enhanced technology, training and a general restructuring
of the courts. As of May 30, 1998, U.S.$5.2 million had been disbursed under this loan. The Government has
also entered into a second agreement with the World Bank under which U.S.$4.7 million will be made available
to modernlze the Supreme Court, strengthen its admlmstratlve and mvestlgatlve capamtles and increase pubhc
access to the court process

In each state, executive power is exercised by a governor who is elected by umversal sufflage State leglslatlve
power is vested in state assemblies whose members are also elected by universal suffrage. In early 1992, the
electoral procedure for gubernatorial and municipal officials was reformed, to require that two-thirds of all .
officials be elected directly by the electorate and the remaining one-third be elected under a proportional
representation system through selection by the political parties based on the pelcentage of the vote recelved by
candidates nommated by the political palt1e<

For the first tlme in over two decades, two military coup attempts were staged in 1992 agamst the Government of
then President Carlos Andrés Pérez. Both attempts were short-lived and did not significantly interfere with normal
economic activity. On December 6, 1992, less than two weeks after the second. coup attempt, gubernatorial,
mayoral and city council elections were held throughout Venezuela as originally scheduled. In May 1993, the
Supreme Court of Justice determined that sufficient grounds existed to support a full trial against then President
Pérez regarding allegations of the misapplication of Bs.250 million of Government funds. In accordance with the
Venezuelan Constitution, the Venezuelan Senate then determined that a trial should take place and suspended
President Pérez from office. The Venezuelan Congress then elected Mr. Ramén Velasquez, ah independent Senator ‘
not associated with any of the major political parties, to serve as President until the scheduled Presidential
elections in December 1993. Mr. Velasquez served in that position untll Mr. Caldera was elected 1 in December "
1993 and began serving his term in March 1994 :
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External Affairs and International Organizations

Venezuela is a member of the United Nations and a founding member of the Organlzatlon of Amencan States. It
is also a member of the IME, the World Bank, the IADB, the Organization of Petroleum Exporting Countries
(“OPEC”), the General Agreement on Tariffs and Trade (“GATT”) and the World Trade Organization (* WTO”).

Venezuela has traditionally consulted with various international agencies, such as the IADB, the World Bank and
the IME, regarding its economic programs, objectives, projections and policies. In particular, Venezuela complies
with Article IV of the IMF Articles of Agreement, which provides that member countries carry out annual |
consultations with the IME,

Venezuela is a member of the Andean Community, an Andean regional integration alliance, the current member -
countries of which are Bolivia, Ecuador, Colombia, Peru and Venezuela. Venezuela, along with the other members
of the Andean Community, is currently seeking to join Mercosur. ‘

Recently, Venezuela has 51gned several bilateral trade agreements, 1nclud1ng with Chile and Mexico, and has i
entered into a number of other multilateral trading groups, including the G-3 Group with Mexico and Colombia
and the Caribbean Community and Common Market (“CARICOM”). See “The Venezuelan Economy—Historical
Economic Performance—Structural Adjustment Program, 1989-1993.” Venezuela is also a member of the Latin
American Integration Association (“ALADI”), an association which promotes and regulates trade within Latin
America; the International Fund for Agricultural Development (“IFAD”), an association which promotes agricul-
tural development primarily through' the making of loans; and CAF. ‘

Environment

Venezuela is a sparsely populated country with a wide range of geographically extensive. habitats, many of which
remain practically undisturbed. Venezuela is one of the world’s most biologically diverse countries and is classi-
fied by the World Wildlife Fund for Nature as a megadiverse country. For example, Venezuela is home to more
than 21,000 species of vascular plants, 1,300 species of birds (out of a world total of 9,000 and including 40%
of the known species of neotropical birds) and more than 300 species of mammals (18 of which are endangered).

Over the last 50 years, the Government has instituted a system .of protected areas to manage and protect
Venezuela’s environment and natural resources. The protected areas now constitute approximately 20% of the
national territory, compared to a world average of only 5%. In addition to preserving the environment and its rich
biodiversity, the system of protected areas provides tangible economic and social benefits. Ecotourism is a
developing sector of the' Venezuelan economy. The protection of critical watersheds results in a good supply of
potable water for the population as well as the national production and export of electricity. National parks are”
the source of 30% of the water supply to major urban areas, as well as 30% of the water used by Venezuelan
hydroelectric dams. ‘ ‘ ‘

A body of environmental legislation and an extensive legal system of management and enforcement are in place. ‘
Venezuela has ratified 72 international treaties related to the environment. Medium- and long-term environmental
goals and related rules are set forth in the Organic Law of the Environment of 1976 and the Organic Zoring Law
of 1983. Venezuelan environmental law is administered and enforced by the Ministry of the Environment and
Renewable Natural Resources (“MARNR”), which was founded in 1976 and has broad authority to issue regula-
tions. MARNR also' supervises, plans and administers all aspects of the enjoynient, conservation, defense and = -
improvement of the environment. Laws regardmg mummpahties and decentrahzation allow for the shanng and
delegation of federal authority. ‘

MARNR’s policies include strategies and programs intended to: (1) promote development through a rational
apportionment of renewable natural resources that stimulate the growth of industry, tourism and commerce, while
minimizing adverse effects upon society and the environment; (ii) improve standards of living by securing a
potable water supply, a healthy environment, the treatment of toxic or dangerous waste products and the control
of contamination; and (iii) develop and apply clear, precise regulations that facilitate the adequate and enforce-
ment of environmental policies.
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Both the judiciary and MARNR became empowered to enforce environmental law standards through the Environ- -
mental Penal Law of 1992. This law calls for criminal sanctions for acts that violate Venezuelan environmental.
laws and regulations as well as for equitable remedies including injunctions, restitution and reparation. Claims
may be brought by both the Government and individuals.

The Venezuelan Economy
Overview

While for most of the 20th century Venezuela has been a major petroleum exporter, the Venezuelan economy is
reasonably diversified, with nonpetroleum activities generating approximately three-quarters of GDP in recent
years. The major components of nonpetroleum GDP in 1997 included manufacturing (16.5%), financial institu-
tions (12.9%), and commerce (11.8%). Nonetheless, the structure of the Venezuelan fiscal system has been
highly dependent on petroleum revenues, with petroleum revenues aecounting in recent years for approximately
three-quarters of Venezuela’s foreign exchange earnings and over 50% of Venezuela’s ordinary fiscal revenues.

Since 1989, the Government has implemented, as part of the Adjustment Program and subsequently as part of
Agenda Venezuela, economic policy measures aimed at reducing the role of the Government in the direct
production and distribution of goods and services and in the Venezuelan economy in general. See “—Historical
Economic Performance—Structural Adjustment Program, 1989-1993” and “—Economic Performance in 1996 and
Agenda Venezuela.” To achieve these objectives, the Government has reduced and rescinded import controls and
other forms of licensing and implemented a privatization program. Although some of these efforts have

been adversely affected by the actions taken by the Government in addressing the financial sector crisis (see .
“—Historical Economic Performance—The Financial Sector Crisis and Economic Performance in 1994”), the
Government anticipates a continuation of these efforts in promoting private sector development in 1998 and the
following years. These efforts are intended to refocus the Government’s role toward directing its resources to the
provision of basic mfrastructure, health, safety and education services, paltlcularly to the poorer segments of the
population.

Notwithstanding the Government’s efforts, the Venezuelan economy remains a mixed economic system in which
both the public and private sectors are active participants. The Govemment through PDVSA and Corporacién
Venezolana de Guayana (“CVG”), controls significant proportmns of GDP i in the petroleum, mining and basic
industries sectors of the economy. In addition, the Government supphes the majority of basic services such as
water, electricity, health and education. Through PDVSA, the Government also accounts for the bulk of Vene-
zuela’s total exports. Most other economic activities are owned and operated by the private sector.

Historical Economic Performan(ﬁe
Structural Adjustment Program, 1989—-1993

Following the inauguration of the Pérez administration in February 1989, the Government adopted a structural
adjustmerit program (the “Adjustment Program’™) aimed at correcting the severe macroeconomic imbalances, -
including continued fiscal and capital account deficits and declines in the level of Venezuela’s international
reserves, that had constrained economic growth in Venezuela in the 1980s. The Adjustment Program had as. its
objective the transformation of the Venezuelan economy from an economy based on the general subsidization by
the petroleum industry of all other sectors of the economy to a broader-based, competitive economy not tied to
trends in international petroleum prices that would promote sustainable long-term growth. The Adjustment Pro-
gram relied on the elimination of many general subsidies in the Venezuelan economy to balance the fiscal
accounts and the introduction of a competitive exchange rate to balance external accounts. By adopting a unified
floating exchange rate, the Government eliminated a de facto system of generalized price subsidies created by a
multiple exchange rate system applied to certain consumer goods, decreased imports and promoted nonpetroleum
exports. The Government also announced the implementation of a program of gradual increases in the price of
many public sector goods and services, including gasoline, electricity and water. The Government liberalized
domestic interest rates by removing limits on the maximum interest rates chargeable on loans and payable on
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deposits so as to enable such rates to be set by market forces. The removal of such prior limits permitted interest
rates to. be become positive in real terms, which in turn helped to promote private sector savings and reduce
incentives for capital flight. Combined with an improvement in international petroleum prices in 1990, the
Adjustment Program was successful in rapidly restoring general macroeconomic equilibria: the deficit of the
consolidated nonfinancial public sector was reduced from 8.6% of GDP in 1988 to 1.1% in 1989. By 1990 a
surplus of 0.2% of GDP was achieved; and the current account shifted from a deficit of 10.4% of GDP in 1988
to a surplus of 5% and 4% of GDP in 1989 and 1990, respectively. The Adjustment Program also resulted,
however, in an 8.6% decrease in GDP in 1989 as the economy adjusted to new prices and shifted away from the
production of import substitutes toward the manufacture of produets in which Venezuela possessed a competitive .
advantage, Following the removal of most price controls, excluding those on a basket of basic foodstuffs and ..
transportation, consumer prices increased during March and April 1989 to more realistic levels. Inflation for .

1989, as measured by the change in the CPL, reached 81.0%, although excluding the adjustment in March and
April 1989 the average monthly increase during 1989 was 2.8%. . :

A major part of the'fiscal policy and public sector restructuring policy was the privatization of public assets. As
previously noted, in 1991 the Government sold 40% of CANTV to an international consortium led by GTE :
Corporation for U.S.$1.9 billion, a 40% interest in the state airline, VIASA, to Iberia Airlines, a cellular -
telephone band concession to a consortium led by BellSouth, several commercial banks and other assets.:

In order to open the Venezuelan economy, the Government took a number of steps commencing in 1989 with the
lowering of tariffs and the removal of non-tariff barriers. The Government acceded to GATT in September 1990
and in addition entered into a number of bilateral and multilateral trade alliances. Venezuela concluded free-
trade agreements- with' Colombia, Chile, Ecuador, Mexico and the CARICOM countries and promoted the creation -
of a free trade zone amorg the Andean Community countries within the framework of the Cartagena Agreemen‘r )
In addition, Venezuela pursued free-trade agreements with certain countries of Central America. As a result-of the
free trade agreement with Colombia, Colombia has become the laigest market for non-oil Venezuelan exports;’
which reached U.S.$1.3 billion in 1996, representing a U.S.$229 ‘million increase from the previous year. Tri
April 1991, Venezuela entered into a framework agreement with the United States to promote increased trade and -

mvestment..

The Govérmment also commenced a program of financial sector reform in an effort to permit greater transparency
and market forces in the financial intermediation process. Banco Central freed interest rates to match demand,
allowing rates for loans and deposits to float within wide bands. In addition, the Government adopted a new law
for Banco Central’ Whlch was demgned to provide for greater 1ndependence See “Financial System—Banco “

Central.”

Despite certain macroeconomic disruptions associated with the implementation of the Adjustment Program,.
including the significant devaluation of the Bolivar against the U.S. dollar in 1989 upon the freeing of exchange
rate controls and an increase in inflation as a result thereof, the Vehezﬁelan economy substantially improved its
internal and external financial positions during the period from 1990 through 1992. By 1993, however, political
uncertainties caused by two unsuccessful coup attempts in 1992 and elections scheduled for the end of 1993, as.
well as high interest rates and coniraction in the rate of GDP growth in the nonpetroleum sector of the Venezue-
lan economy, led to-a slowdown in economic. activity. ‘ o

The Financial Sector Crisis and Economic Performance in 1994

Political difficulties and changes during 1993, including the suspension of former President Rerez, the appoint-
ment of the inteiim Velisquez administration and upcoming congressmnal and pre51dentlal elections, contributed
1o an atmosphere of increasing commercial uncertainty and a deterioration in the economy. The economic 51tua—
tion deteriorated further when, in January 1994, the. Government was forced to intervene in, and temporarily
closé, Banco Latino, Venezuela’s second-largest commercial bank with deposits of over Bs.134.3 billion (approxi-
mately U.S.$1.3 billiori). The temporary closure of Banco Latino caused depositors at several other large Venezue-
lan banks to questlon the ‘solvency of those institutions. As a result, an additional eight financial institutions were
forced to seek more than Bs.500 billion {approximately U.S.$4.0 billion) in financial assistance from Fondo de
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Garantia de Depésitos y Proteccién Bancaria (“FOGADE”) during the first six months of 1994. In addition,
FOGADE capitalized Banco Latino, prior to its reopening, with Bs,300 billion (approximately U.S.$2.4. billion). In
connection with its financial assistance, FOGADE received collateral, including real estate properties, loan ‘
portfolios and other assets, as security for the ‘repayment of such assmtance

Althoughi the financial sector crisis appeared to be triggered by the Government s intervention in Banco Latino,
the crisis soon proved to be the result of a number of systemic factors including: (i) internal mismanagement
regarding loans and investments, including certain alleged fraudulent transactions; (ii) lack of efficient supervi-
sion within both the system and the individual institutions; (iii) low capitalization levels in the banking system;
(iv) general inefficiencies in the banking sector resulting from an overcapacity of institutions and high transaction
costs; (v) unsupervised and unregulated investments in off-shore banks and loans to interrelated companies with
poor credit; (vi) sustained high interest rates coupled with inflation, whlch increased the levels of arrears in loan
portfolios; and (vii) general macroeconomic instability in Venezuela. ‘The passage of amendments to the General
Law of Banks and other Financial Instltutlons in January 1994 and subsequent developments in the Venezuelan
financial sector have resulted in improvements in many of the areas of weakness in the financial sector that
caused the financial sector CI’lSlS See “Financial System—Financial Instltutlons

On March 8, 1994, Congress passed special laws that retroactively raised the upper hmlt on insured deposits :
from Bs.1,000,000 to Bs.4,000,000 and raised the insurance fees that local banks were required to pay semian- .
nually to FOGADE from 0.25% to 1.0% of a bank’s total deposits (excluding deposits. of public sector entities).
In June 1994, the Republic issued Bs.400 billion (approximately U.S.$2.4 billion) in domestically placed govern-
ment bonds, with staggered maturities, for placement in the market by FOGADE. It was anticipated that the
issuance of the government bonds would permit FOGADE to repay a portion of the money that FOGADE
borrowed from Banco Central (approx1mately US. $6 9 billion) to assist troubled financial institutions. However,
this obJectlve was not achieved because FOGADE was forced to use the proceeds to pay depositors for their
insured deposit amounts and to prov1de capital to certain of the nationalized financial institutions. Banco Central
and FOGADE subsequently negotiated terms for the repayment of the debt owed by FOGADE to Banco Central.
The current terms set forth in the Ley de Regulacién de la Emergencia Financiera permit FOGADE to repay the ’
loan with bonds 1ssued by FOGADE w1th matuntles of no more than 30 years and interest rates not hlgher than
5.0%. ‘ R ‘

Govemment intervention in the frnanmal sector in 1994 caused a 51gn1flcant 1ncrease in the monetary base in
nominal terms, which in turn resulted in an acceleratlon in inflation and exchange rate deterloratlon On June 29,
1994, pursuant to Decree No. 248, the Junia de Emergenaa Fmanclem (¢ ‘Flnanc1al Emergency Board” or the
“Board™) was created to manage and supervise the remaining financial institutions. The Board was given broad
powers to prevent the failure of additional financial institutions, including the powers to hire and dismiss
directors and managers; expropriate assets from troubled institutions; and direct and approve the purchase of all
shares of a troubled financial institution that had been pledged to the Government in exchange for FOGADE’s
financial assistance as described above. Thé Board superseded in authority both FOGADE and the Superinten-
dency of Banks. Members of the Board included the Minister of Finance, the President of Banco Central, and
three individuals appointed by the President of the Republic. The flight of private capital due to the financial
crisis during the first half of 1994 accounted for. a significant portion of the U.S.$3.8 billion drop in Venezuela’s
foreign reserves during that period. The continuing adverse economic conditions and pressures on the rate of |
inflation, exchange rates and the level of international reserves led the Government in July 1994 to implement an
exchange control regime and to adopt price controls in an effort to control inflation and support Venezuela’s
international reserves posmon ‘

Dunng the penod following the introduction of exchange and price controls, the flnancml sector contlnued to
experience additional disruptions. In August and September 1994, the Board discontinued financial assistance to
troubled banks and instead acquired for nominal consideration Banco de Venezuela, Banco Consolidado and
Banco Andino, which together held approximately 15.0% of the financial system’s total deposits. On Decem-
ber 13, 1994, the Board intervened and closed Banco Progreso, and distributed certain of its liabilities among all
the public sector banks. On January 31, 1995, the Board intervened and closed Banco Italo Venezolano, Banco ..
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Profesional and Banco Principal and distributed certain of their liabilities among the public sector banks. The
last bank intervened and closed was Banco Empresarial in: August 1995. The total cost to the Government of the
financial sector crisis' was approximately Bs.2,563 billion' in nominal terms (approximately U.S.$16.8 billion). . -

By the third quarter of 1995, the financial sector’s position had stabilized. Tvo foreign banks, ING Bank and
ABN AMRO, opened-operations in Venezuela in-March and October 1995, respectively. By the end of 1996 the
financial crisis had been overcome, and three banks and: several assets owned by financial institutions ‘acquired
by the Government during the financial crisis were reprivatized in December 1996, raising more than Bs.406
billion. See ““—Agenda Venezuela and Economic Performance in 1996” and “Financial System—Financial -
Institutions.” ' ‘ ! - EE

In 1994, after four consecutive vears of growth, the Venezuelan economy, as measured by GDB contracted in real
terms by 2. 9%. The lower level of economic act1V1ty contrlbuted to an increase in the unemployment rate in 1994
to 8.5%, compared to the 1993 unemployment rate of 6. 3% The balance of payments regstered a deﬁut of .
U.5.$893 million in 1994 despite a significant surplus in the current account of U.S. $2.5 b1ll1on, ‘which burplus
was principally attributable to an increase in petloleum exports and a decrease in imports of 26. 7%, caused
primarily by the imposition of exchange controls. The capital account régistered a deficit of U.S.$3.2 billion,
partially “attributable to a lack of external financial resources. An acceleration in prices and exchange rates as -
well as an increase in the monetary base due to government intervention in the financial sector contributed to an
increase in inflation in 1994 as measured by the CPI of 70.8% for 1994, compared to- 45 9% in- 1993

Economzc Performance in 1995 o e

The Venezuelan economy grew during 1995, with' prehmmary f1gure> showing an increase in GDP of 3.7%. This =
increase was attributable principally to increased produétion and exports of petroleum and to higher international
petroleum pr1ces Prehmmary figures also indicate that the private sector experlenced a gradual decline, princi-
pally in the areas of commerce, financial 1nst1tut1on< and constructmn ’

The consolidated nonﬁnanctal public sector reglstered a def1c1t of 6. 9% of GDP an 1mprovement over the 13 2%
deficit recorded in 1994. The decrease in the public sector deficit was due to a decrease in Government
spending and a readjustment of Venezuela’s investment plans in order to regain access to local and international .
financial markets in light of Venezuela’s economic situation. The current account surplus decreased from U.S.$2. 5‘
billion at year-end 1994 to U.S.$2.3 billion for 1995, primarily as a result of a 37.2% increase in imports. In
addltlon, Venezuela s continued lack of access to the intémational capital markets, combined with continuing )
levels of amortizations of public and private indebtedness, led to a capital account deficit of U.S. $2.8 billion as
of December 31, 1995. As of December 31, 1995, the balance of payments reg1stered a deflclt of US.$1. 1 ‘
b1lhon, as compared to the U S $893 million deflclt reglstered in 1994.

Inflation for year-end 199'3 as measured by the CPI, registered approumately 56 6%, compared to 70. 8% for o
year-end 1994. The significant decrease can be principally attributed to the effects of the exchange and price ..
controls. During 1995, unemployment increased to- 10.2% from 8.5% in 1994.. - ‘

Gross international reserves at Banco' Central declined during 1995 by U. S.$1.8 billion and stood at U.S:$9.7
billioh at December 31, 1995. L1qu1d operating reserves at Banco Central were at U.S.$5.5 billion at Decem-
ber 31 1995 Internanonal monetary assets of’ FIV totalled Us. $906 m1111on at December 31‘ 1995

Economic Performance in 1996 and Agenda Venezuela

In April 1996, the Government began to implement Agenda Venezuela, which superseded the Adjustment Pro-
gram implemented during the Pérez administration. See “—Structural Adjustment ‘Program, 1989-1993.” Agenda
Venezuela is premised upon the acknowledgment that Verezuela’s public sector is inefficient and rigid in its -
expenditure, labor and legal structures and that Venezuela’s-budget deficits have diverted required financial and '
technological investments from the productive sectors- of the ‘economy. Thesé matters in tum have adversely
affected social conditions and development, as real wages ‘have decreased, pubhc services have detenorated and

unemployment and inflation have increased.
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The objectives of Agenda Venezuela include promoting social development; increasing the competitiveness and
efficiency of the economy and its legal structure, stabilizing and strengthening the country’s fiscal accounts,
balance of payments and internaticnal reserves and achieving a sustainable low level of inflation, The following

paragraphs describe certain principal objectives of Agenda Venezuela and the means by which Venezuela expects

to, ac}ueve such objectlves

Fiscal Policy. - Agenda Venezuela contemp]ated an initial penod of macroeconomic stablhzatlon through
integrated fiscal, monetary, exchange rate and financial sector policies: Through a process of reduced
spending, privatization and increased collection of nonpetroleum taxes, Agenda Venezuela contemplates
lowering the deficit in the consolidated public sector accounts. The consolidated public sector accounts
recorded a surplus equivalent to 7.3% of GDP in 1996 and a surplus of 2. 6% of GDP iin 1997, after four
consecutive years of deficits in the accounts. ‘

To reduce governmental spending and i 1ncrease fiscal revenues, Agenda Venezuela contemplates a number of

" institutional and legal reforms, including a reduction in the total number of Government employees and the

creation of a more efficient system of budget preparatlon and administration through the adoption of a new
law governing the budget and approprlatlons process. Once fully 1mp1emented these reforms should help to
remove public administration and budget rigidities and create a process ‘of decentralization that allows the
Government to set priorities for its ‘expenditures, as opposed to the previous system, in which the Govern-
ment’s expenditures were automatically assigned by formula. without regard for the Government’s current
priorities, needs. and strategies. Regarding reduction of Government spending, over 17,500.public sector
employees were terminated in 1996. Regarding increases in revenues, on April 16, 1996, the Government
increased domestic gasoline prices by approximately 800%. Prior to the increase, domestic gasoline prices

- had been heavily subsidized by the Government, resulting in. substantial annual fiscal losses. In order to

minimize the effects -of the gasoline price increase on the poorer segments. of Venezuelan' society, the
.Government announced a subsidy for users of public transportation. On July 31, 1997, the Government
again raised domestic gasoline prices by an average of 25.5% to-adjust domestic gascline prices to. the
equivalent export FOB price received by Venezuela from its petroleum exports.

In addition to increasing domestic gasoline prices, the Government has takén a number of other actions to
increase. revenues, including the reform: of the tax collection process through Servicio Nacional Integrado de
Administracién Tributaria (“SENIAT”) and the adoption of the LWT and a business assets tax. Further steps
to improve fiscal revenues include the realization of increased receipts from the privatization of state-owned
industries and the authorization of private investment in the petroleum sector to make needed capital
invesiments in that sector. The Government also has realized revenues in 1996 and 1997 from the sale of
the assets received by FOGADE in' connection with the financial sector crisis. See “~~The Financial Sector
Crisis' and Economic Performance in 1994” and ““Financial System—Financial lnstitutions.” The Govern-
ment in the fourth quarter of 1996 completed the reprivatization of several large Venezuelan financial .
institutions acquired as a result of the financial sector crisis in 1994 and 1995, as well as the sale of 40%
of CANTV (in addition to the 40% sold in 1991). FOGADE has continued its reprivatization efforts through-
out 1997 and the first half of 1998 in the financial institutions, service, insurance and real estate sectors of
the economy.

Financing Policy. In order to provide the necessary resources and increase international reserves during the
restructuring process, the Government’s financing policy includes a consensual restructuring of Venezuela’s '+
bilateral and domestic indebtedness and a return to the domestic and international capital markets on -an
opportunisti¢ basis. Between September. 1996 and June 1997. Venezuela issued debt securities in the-
German and Euromarkets in the approximate aggregate principal amount of U.S.$700 million. In September
1997, the Republic issued Global Bonds in the aggregate principal amount of U.S.$4.0 billion in an- = - =
exchange (the 1997 Global Bond Exchange”) for an aggregate principal amount of U.S.$4.4 billion in ..
principal ‘amount of its outstanding Collateralized Fixed Rate Bonds Due 2020 (the “Par Bonds™) and its
Collateralized Floating Rate Bonds Due 2020 (the “‘Discount Bonds,” and together with the Par Bonds, the

. “Brady Bonds”). The 1997 Global Bond Exch‘éhge enabled the Government to release U.S.$1.3 billion in.
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collateral covering the' Brady Bonds, which collateral was transferred to Banco Central to reduce debt owed
by the Government to Banco Central that was incurred by the Govemment to purchase the collateral for the
Brady Bonds.: : : ‘ ‘ ‘

Monetary and Exchange Policy. Agenda Venezuela contemplated a restrictive monetary policy. In April
1996, the Government announced a dismantling of the system of official controlled exchange rates instituted
in July 1994 and the establishment of a unified, free-floating exchange rate with free convertibility. Such
policies were intended to help stabilize prices and, along with the financing policies deseribed above, to
help maintain an acceptable level of international reserves. On July 8, 1996, Banco Ceniral announced the
establishment of a trading band for the Bolivar: For 1997, Banco Central established an initial central parity
of Bs. 472=1.8.$1.00, effective January 2, 1997 and a crawling band of 7.5% above and below the central
parity. On August 4, 1997, Banco Central modified the rate of increase of the central parity to 1.16% per
month. Banco Central undertook this policy action to conform the crawling band to the actual results of the
fore1gn exchange markets. For 1998, the Government set the initial central parity at Bs.508.50=U.S. $1 00
and a crawling band of 7.5% above and below the central parity. For the year 1998 the slope of the crawling
band has been adjusted upward to a rate of 1.28% per month to allow for a rcductlon of the rate of real
appreciation. At July 20, 1998 the Bolivar traded at Bs.558.50 = U.S.$1.00.

Stabilization Funds. As an adjunct to the macroeconomic and social development programs being imple-
mented as part of Agenda Venezuela, the Government has introduced a proposed law that seeks to provide
fiscal stability to the Venezuelan economy through the savings of unanticipated revenues from petroleum
sales. Through the establishment of the MSE, the Government would be obligated to reserve in special
foreign currency accounts petroleum revenues received in any year that exceed the average of petroleum
revenues for the prior five years, which excess amounts would be available for use in later years in which
petroleum revenues drop below certain levels.to provide supplementary funds for general budgetary pur-
poses. In addition, Congress enacted a law for the establishment of the DRF, pursuant to which a portion of
the - proceeds. received by the Government under its privatization program and other extraordinary revenues
would be specially allocated for the servicing of public sector debt obligations, ‘

Soctal Development. Agenda Venezuela recognizes that in order to position Venezuela successfully in the
global economy, it is necessary to invest in social development. The social instability resulting from the
decrease in real wages, under- and unemployment and the existence of a work force that lacks the educa-
tional and technological skills necessary to develop a competitive economy have impeded the Government’s
efforts to correct the current macroeconomic disequilibria. Among the contemplated reforms are an increased
emphasis on the primary education system; a decentralization of health and educational support systems;
technical and financial support for micro-enterprises (defined as entities with five or fewer employees and
with assets of Bs.10 million or less); and a reform of the social security system, including health services,
retirement funds and fringe benefits. On April 15, 1996, the Government announced a number of new social
measures, including ‘an increase in the family subsidy, an increase in the amount received pursuant to social
security retirement pensions, an increase: in public worker salaries, subsidies for public transpertation and
certain prescriptions and medicines, and the .expansion of staple supply centers which distribute five key -
staples at a 40% discount from market prices. The Government has also reformed the labor law. See
—Employment and Labor.”

The Government contemplates that its social development programs w111 be supponed by financial and technical
assistance from multilateral institutions, including the World Bank and the TADB. The Government has entered
into a series of loan agreements with the World Bank and the IADB covering programs in the areas of social
development, health, education, judicial reform and living conditions. The Government’s loans from the World
Bank and the IADB total U.S.$2.6 billion and U.S.$3.5 billion, respectively, of which approximately U.S.$1.7
billion and U.S.$1.6 billion, respectively, had been disbursed as of March 31, 1998. The proceeds of such. -
multilateral loans will be directed to worker-training programs; nutritional support for the youth segment of the
population; and’ strengthening of the health and transportation sectors used by the poorer segments of the .
Venezuelan society. In addition, the Government has entered into two separate loan agreements with the IADB, in
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the principal amounts of U.8.$350 million and U.$.$45 million, the proceeds of which will be used to reform the
social security system. Under the U.S.$350 million loan, disbursements, which are to be made in three separate .
tranches, are contingent upon the Government’s compliance with certain conditions concering its macroeconomic
policies and existing social security system. The Government believes that it has complied with all of the .
conditions precedent to disbursement of the first tranche under the loan agreement. The proceeds of the

U.S.$45 million loan are to be used to cover certain ancillary costs relating to s0c1al security reform, including
consultmg fees and legal expenses. In March 1998, the Government entered into a U.S. $2OO million loan ‘
agreement with CAF the majority of the proceeds of which will be used to cap]tahze the social security system’s
pension fund. As a result of the loan with CAE the Government expects to raise minimum monthly pension
payments to Bs. 75,000 effective April 1, 1998

With the support of the IME, Agenda Venezuela has been designed in two stages. Dunng the flrst stage, from
April 1996 to April 1997, the Government adopied measures to stabilize the Venezuelan economy. The objective
of the second stage has been to consolidate stabilization efforts and continue a wide-ranging program of structural
reforms. In the first stage of the implementation of Agenda Venezuela, the Government entered into a 12-month
standby agleement with the IMF for a total of U.S.$1.4 billion of which U.S. $509 m1lllon was disbursed in
accordance W1th Venezuela’s balance of payments requirements during the ava1lab111ty period under the agreement
and remained outstanding at June 30, 1998. The standby agreement Contalned a number of targets intended to
promote greater flexibility in the economy through the removal of price and exchange controls; the reduction of
the fiscal deficit through the adoption of measures to increase ordinary fiscal revenues and to reduce public
expenditures; the introduction of structural reforms, including privatization of the state-owned banks and other
public enterprises; and labor reforms. In June 1998, the Government reached an agreement with the IMF for a
staff monitoring- program for 1998, the terms of which set targets for fiscal deficits and annual inflation.

Agenda Venezuela also contemplated that many of the financial 1nst1tut10ns taken over by the Government during
the financial sector crisis will be returned to private ownership and that improved 1egulat10n of the banking
sector as a result of legal and regulatory reforms commenced in the bevlnnmg of 1994 w1ll result i in a stronger,
more competitive financial sector. During the second half of 1996 and the first half of 1997, the Covernment
successfully reprivatized three of the banks which it had intervened during the financial sector crisis, sold the
branch networks of Banco Latino, and sold assolted assets and entities owned by the Venezuelan banks inter-
vened by the Government in 1994 and 1995. In December 1997, the Government. Ieprlvauzed Banco Popular y
de los Andes. See “—Privatization Program dIlCl ‘Financial System— Financial Institutions.”

Agenda Venezuela achieved a number of _positive results in its first year of 1mplementat10n Even though the
inflation rate for year- -end 1996 was 103.2%, the inflation rate slowed in the second half of 1996 with an
accumulated increase of 25.2% compared to the 62.3% registered in the first half of 1996. As plevmusly noted
the financial sector crisis was overcome in 1996 and three banks and several assets owned by financial institu-
tions acquired by the Government during the crisis were privatized in December 1996, raising more than Bs.406
billion. Major foreign banking institutions, including Bauco Bilbao Vizcaya, Grupo Santander and a large Chilean
group, Infisa, participated in such acquisifions and, as a result, have active operations in the country. At
December 31, 1997, all Venezuelan commercial banks were in compliance with internationclll\ recognized mini-
mum capital adequacy standards' (the “Basle Standards”), and their plofltabﬂlty 1nd1cat015 have exhlblted gladual
1mpr0vement See ¢ Fmancml System—Flnanmal Institutions.” : '

Although the pohcy action items of Agenda Venezuela, including the clevaluatlon of the Bohvar the removal Of
price and interest rate controls and the i increases in the prices of public sector goods and services such as .
domestic. gasoline, have resulted in dlmlnlshed purchasing power for the ‘Venezuelan population, the Govelnment
believes that the Venezuelan pubhc has been generally supportive of Agenda Venezuela. Although there were ‘
certain peaceful public protests in connection with the increases in_ the price of domestic gasollne, ‘the majorlty of
the Venezuelan population have accepted the increases in prices, unlike the situation encountered when the
Government raised gasohne prices in 1989, at Whlch time w1deecale riots resulted in over 250 deaths and
significant property damage The Government believes that the Venezuelan public shares the Government’s
principal g ooals of i 1mprov1ng the competitiveness and eff1c1ency of the Venezuelan eeonomy w1th a sustainable low
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level of inflation and understands that the adjustment actions taken under Agenda Venezuela have been necessary
steps in accomplishing such goals notwithstanding their initial adverse effects on the Venezuelan population and
economy.

According to preliihinary figures, the Venezuelan economy, as measured by GDE contracted 0.4% during 1996
notwithstanding the 7.7% growth experienced by the petroleum sector. The nonpetroleum sector contracted by
2.8%. The expansion in the petroleum sector is attributable to an increase in international demand, investments
made within this sector by both national and international companies through the program to open the petroleum
sector (see “Principal Sectors of the Venezuelan Economy—Petroleum and Natural Gas—The Opening of the
Venezuelan Petroleum Sector) and increases in international oil prices. The contraction in the nonpetroleum
sector can be attributed to a decrease in internal demand due to price adjustments and deterioration of salaries
in real terms.; Preliminary figures for 1996 show an increase in unemployment to 12.4% compared to 10.2% in
1995, with the highest unemployment levels in the construction (20%), manufacturing (11. 3%) and services
(11.1%) sectors. ‘ -

The consolidated public sector registered a surplus equivalent to 7.3% of GDP in 1996 which reversed the
previous year’s deficit of 6.9% of GDP. This result was achieved through an increase in fiscal revenues resulting
from, among other measures, an increase in the LWT from 12.5% to 16.5%, an increase in the domestic priée of
gasoline by approximately 800%, adjustments in certain public service tariffs and ‘i‘mprovements in Venezuela’s
tax collection systems. The oil Toyalty payment from PDVSA iricreased as a result of increased oil exports durin"g'
the year. The central Government registered a deficit equlvalent to 0.6% of GDP compared to the previous year’s
deficit of 4.3% of GDE

In 1996, the balance of payments registered a surplus for the flrst time in flve years, reaching U.S.$6.5 bllhon
This surplus can be attributed to a trade surplus of U.S.$12.2 hillion, which allowed the current account balance
to increase by U.S.$5.1 billion over its level in 1995. The positive results for 1996 were achieved as a result of
substantial increases in the dollar value of oil exports and a significant increase in foreign direct investment in
Venezuela. Also, an additional 40% of CANTV was sold by FIV in 1996 in an initial public offering listed on the
New York and Caracas Stock Exchanges. The CANTV initial public offering included a feature intended to help
to proinote stock ownership among Venezuelan citizens. See “Financial System—Securities Markets.” The '
increased investment in both the financial and petroleum sectors contributed 51gn1flcantly toa reductlon in the
capital account deficit from U.S.$2.8 billion in 1995 to U.S. $518 million in 1996.

Gross international reserves at Banco Central increased by U.5.$5.5 billion dunng 1996, and stood at U.S.$15.2
billion at December 31, 1996. Liquid operating reserves at Banco Central totaled U.S.$11.1 billion at year end
1996, and net international reserves at Banco Central totaled U.S.$12.0 billion at the same date. Internatlonal
monetary assets stood at U.8.$17.1 billion at December 31, 1996.

Economie Performance in 1997

The Venezuelan economy recorded real positive growth in 1997 of 5.1% of GDP. The petroleum sector of the
economy recorded growth of 8.8%, based in part on the Government’s initiatives to open the petroleum sector .to
private investment. See “—Principal Sectors of the Venezuelan Economy-—Petroleum and Natural Gas.” The
nonpetroleum sector of the economy recorded its strongest results since 1992 with real growth of 3.3% as the
economy benefited from the continuation of policy measures implemented under Agenda Venezuela. In 1997, the
Government took a number of additional policy actions in furtherance of Agenda Venezuela, including the
adoption of reforms in Venezuelan labor and social security laws, a further incréase in the price of domestic

113

gasoline to raise such prices to the FOB export price for Venezuelan gasoline, a return to the United States
capital markets and the privatization of C.V.G. Sidertirgica del Ormoco C.A. (“SIDOR”) the state-owned steel -
producer, which was completed in January 1998. ‘ ‘ A ‘

Inflation for 1997 totalled 37. 6%, .as compared with 103.2% for 1996. The relatlve stability of the Bohvar whlch
went from Bs.476.75 = U.S.$1.00 on December 31, 1996 to Bs.504.75 = U.8.$1.00 at December 31, 1997, was.
maintained in part due to strong inflows of foreign exchange from the petroleum Jndustry Such inflows related ‘
both to the increased production and sales by PDVSA (with petroleum sector exports totalling U.S.$18.3 billion in
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1997, compared to U.S.$17.6 billion in 1996) and to foreign direct investment through the Government’s pro-..
grams to open the. petroleum sector to private investment (with direct investment in the petroleum sector in 1997
totalling U.S.$3.2 billion). The balance of payments recorded its second consecutive surplus in 1997, registering.
a surplus of U.S.$3.4 billion after a U.S.$6.5 billion surplus in 1996. ‘ ‘

The consolidated nonflnanmal public sector registered a surplus of 2. 6% of GDE the second consecutive year in
which the consolidated public sector accounts recorded positive results. Inflows from the petroleum sector,
including extraordinary income received as a result of bidding contracts under the third round of the Govern-
ment’s marginal fields initiative (see “—Principal Sectors of the Venezuelan Economy—Petroleum and Natural
Gas—The Opening of the Venezuelan Petroleum Sector’), more than offset increased salary and severance -
obligations that accrued due to changes in minimum wage legislation and amendments in the laws governing
severance payments. Unemployment dropped from 12.4% at year end 1996 to 10.6% at year end 1997. .

Gross international reserves at Banco Central increased during 1997 by ‘U.S.$2‘.6 billion and stood at US.$17.8
billion at December 31, 1997, the highest level recorded at Banco Central in Venezuela’s history. Liquid
operating reseives at Banco Central totaled U.S.$14.0 billion at year end 1997, an increase of U.S.$2.9 billion
from the prior year, and international monetary assets totaled U.8.$19.1 billion at December 31, 1997. The |
foregoing results were due in part to continued strong performance of the petroleum sector, including the openmg
of that sector to prlvate Investment.

Recent Economic Performance ‘

Beglnmng in the last quarter of 1997 and contmulng to date, the Venezuelan economy has been adversely
affected by a number of faetors, including a significant drop in international oil prices due to increased world-
wide petroleum production and lower worldwide demand as a result of the Asian economic crisis and warm
weather patteins in North America caused by “El Nifio,” with Venezuela and other oil producing nations realizing
lower per barrel oil prices than at any time in the past ten years. The Government currently estimates that oil
revenues for 1998 could decrease by approximately U.S.$4.0 billion as compared to 1997 and that a recovery, if
any, in the international oil markets during the remainder of 1998 and 1999 will be gradual.

The sharp decline in oil revenues, along with uncertainties created by the likely effect of the drop in oil
revenues, in Venezuela’s fiscal accounts, has caused a more rapid decline in the Bolivar/U.S. dollar exchange rate
during 1998 to date and a drop in international reserves at Banco Central. For the first six months of 1998 gross
international reserves fell by U.S.$2.3 billion, or 13.0%, as compared to year-end 1997, although current levels
of international reserves remain at historically high levels as compared to recent years. The fall in demand for
Bolivars due to concerns over the anticipated 1998 fiscal deficits in the consolidated public sector accounts and
market perceptions concerning\ the sustainability of Banco Central’s foreign exchange policy have increased
demand for U. S dollars, and the ‘expectation of a significant devaluation of the Bohvar against the U.S. dollar has
led to ant1c1pat0ry price markup pohcles that have accentuated lnﬂatlonary pressures Some abatement of these
tendencies was observed in June 1998, as higher interest rates, turning positive in real terms, and a concerted
slowdown in public expenditures (including those of PDVSA) have given greater credlblhty in the financial
markets to the announced policy of reducmg Government expenditures.

The foregoing events have led Banco Central to intensify its restrictive monetary pollcles, primarily through the
issuance of certificates of deposit, and more recently, TEMs. Through such policies, domestic interest rates,
which had been neutral or negative in real terms, have become positive. Banco Central has also taken measures
to release pressure on Venezuela’s international monetary reserves by increasing the rate of the crawling band for
its system of currency exchange. For 1998, the Government set the initial central parity for its currency at

Bs. 508.50 = U.S. $1.00 and a crawling band of 7.5% above and below the central parity. The monthly rate of
increase of the central parity was adjusted from 1.16% to 1.28%. Bance Ceniral’s restrictive monetary and
exchange rate policies have promoted positive real interest rates, which have begun to attract foreign investment

inflows. At July 20, 1998, the Bohvar traded at Bs. 558.50=U.S. $1. 00

As a result of the decline in oil revenues, combined with increased expenditures for salaries and pension beneflts
mandated by reforms passed in 1997 to Venezuela’s labor laws, Banco Central currently projects a fiscal deficit
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in the consolidated public sector accounts for 1998 of approximately 4.4% of GDP. To address the decline in oil
revenues, the Government has implemented a series of budget cuts under its 1998 Budget Law, including
reductions in thie Government’s expenditures. In reducing its capital expenditures, the Government has cut back
on capital transfers to state and local governments and certain investments. With respect to its current expendi-
tures, the Government has reduced its expenditures on goods and services and .also made miscellaneous reduc-
tions. The Government also. expects to privatize certain of its assets during 1998, 51multaneously generatlng
additional foreign exchange revenues and decreasmg the level of government expendltures

oy

In the longer term, the Government has begun to 1mplement structural changes to mitigate the effects of 011 price
volatility. Under the proposed MSE which has been approved by the finance commiitee of ‘the Venezuelan:
Congress, in years in which the Government receives revenues from the petroleum sector in excess of the average
of such revenues for the prior five. years, such excess would be retained in special foreign currency accounts for
use in later years in which petroleum revenues drop below certain levels. In addition, in 1997 the Venezuelan
Congress’ approved the DRF pursuant to which a portion of the proceeds received by the Government under its,
privatization program and other extraordinary revenues would be specifically allocated for the sewlclng of publlc
sector debt obhgatlons rather than making such revenues available for general purposes. In its first year of
operation, in excess of US. $400 million has been allocated to the DRE. Other programs under discussion or
implementation include steps to increase the level of nonpetroleum fiscal revenues, such as the modernization of
customs collection procedures. The Government also has submitted a bill to Congress that would amend the
current LWT into a broader-based value-added tax by expanding the reach of the LWT to the retail level and
removing numerous exemptions. In furtherance of these programs, the Government reached an agreement with the
IMF in June 1998 for a' staff' monitoring program for the period through December 31, 1998.

The inflation rate as measured by the CPL on an annualized basis through June 30, 1998, was approx1rnately
34%. The persistence of thls inflationary trend is due in part to continued inflationary expectations resultlng from

the anticipated impact on, the Government’s fiscal accounts of the recent reforms of Venezuela’s labor laws and

the dechne in oil revenues, 1ncreases in the pnces of certain public goods and services, an increase in the

‘minimum wage and increases in the prices of certain agricultural products due to adverse weather condltlons )

caused by El Nifio. The Government anticipates that its plans regarding the establishment of the MSF and the
other steps taken to reduce the ‘economy’s dependence on international petroleum revenues and to reduce public
sector expenditures should reduce the volativity of its flscal accounts and lessen mﬂatlonary expectatlons over the

longer tenn "

Gross Domestic Product

Venezuela experlenced volatile rates of glowth durlng the period from 1989 to 1997. In 1989 there was a
significant decrease In economic activity associated with the introduction of the AdJustment Program, evidenced
by a reduction i in real GDP of 8.6% %o, with commerce, construction and manufactu