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The Constitution of the Republic of Venezuela has reached its fifth anniver-
sary. Even though during these five years the transformations have been
exceptional, this five-year period of time would not be enough in order to
assess its significance with the necessary retrospective approach that his-
tory has to offer.

One of the features that characterized this period of time is the degree in
which the traditional limits of rationality are being challenged, mainly on
account of the fact that the issue of an incomplete information has been
acknowledged. This must be coupled to the antagonism between the partici-
pants and the clear rejection to cooperate. The successes and mistakes are
not obvious for everyone. Likewise, less calculations are made in order to
ensure a unique outcome and further reformulations in order to design viable
strategies and actions.

This context is not alien to Venezuela, where we can evidence a series of
transformations that are related to a structural change, which is aimed at
solving the major problems that have been derived from the dynamics of the
system and that have been based on an articulation of rules, structures and
processes that contribute to new balances, both within the scope of the mi-
cro economy, as well as at a macro economic scale. In turn, this is coupled
to the creation of the conditions required in order to have the best possibili-
ties for the adequate operation of the system.

This leads to the need of a new ethics that has, as it main values, a clear
commitment and criticism, while its objective is the human dimension.

This ethics -which was at the very origin of the economic science- has a
historical and regulatory nature. Upon accepting the conditionality of ratio-
nal acts per se, efficiency is no longer an ultimate goal of society. Within the
framework of the design and application of public policies, there is an abso-
lute need for taking into account the assessment of social effects, specifi-
cally those that are related to the creation of equal opportunities -this being
an element that is consubstantial of human development.

None of this can be, or has been alien to the Central Bank of Venezuela.

The economic policies would be useless if they were not inserted within the
framework of human purposes. Hence, when decisions are adopted within
the framework of the legislation that is in effect, it is absolutely necessary
to carefully bear in mind the possible consequences that they may have on
society as a whole and, most specifically, on the less favored members of
society.

This is one of the reasons why it will still be necessary to discuss the ethics
and the moral dimension of institutions that have -as one of their main pur-
poses- taking up responsibilities for facing the economic and social chal-
lenges.

I am barely a few days away from the fifth anniversary of my capacity as
President of this Institution and I would like to take advantage of this suc-
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Within the framework of the design
and application of public policies,
there is an absolute need for taking
into account the assessment of
social effects, specifically those that
are related to the creation of equal
opportunities -this being an element
that is consubstantial of human
development.
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This is a most timely opportunity to
point at the foundations of activities
that have been true to the principles
and in tune with the set of ideas that
make up the public service and
citizenship for the consolidation of
Venezuela.

cessful completion of the year 2004 in order to share some reflections around
the principles that have guided the responsible action of the Bank in the
country, in full synchronization with its main objective and the exercise of its
public function. This process of change also requires a time horizon in order
to assess it in all its full scope.

During these years, the Year-End Message of the President of the Central
Bank of Venezuela has also been the ideal means for rendering accounts to
the general population.

This is a most timely opportunity to point at the foundations of activities that
have been true to the principles and in tune with the set of ideas that make
up the public service and citizenship for the consolidation of Venezuela.

Thus, during the 2003 Year-End Message, I was able to state that:

...in fulfilling its mission, part of the efforts of the Institute have not
only been devoted to act in a coordinated manner with the National
Executive Power, but they have also been aimed at building the capa-
bilities and the architecture that is required in order to enable an effi-
cient coordination that yields, as a result, the well being of each and
every Venezuelan citizen.

...the principles that guide the activities and the performance [of the
Bank], have contributed to configure a Central Bank that is more trans-
parent, that is accountable and that takes up all its responsibilities be-
fore society. In fact, it is evident that there is an increase in the amount
and quality of the information that is furnished to different audiences
regarding the operations, policies and performance, being accountable
directly and repeatedly for its attributes, responsibilities, actions and
decisions.

THE ETHICS GUIDING THE BANK

The distance in the relationship between ethics and the economy has been
growing as efforts have been made at setting up a sort of borderline for
knowledge, where ethics determines the purposes and the economy is mainly
in charge of the means.

This notion is deeply rooted in an interpretation that identifies the economic
policy maker as a supplier of technical information that is only useful for the
adoption of decisions and that is devoid of value judgements. Consequently,
a false separation has been made between the dilemma of what is and what
should be.

An argument that is brought up in this respect is that of the need to preserve
an alleged economic rationality, by means of which agents select options
that emerge from a set of restrictions, preferences, beliefs and expectations
that can be clearly quantifiable. In the extreme derivation of Hayek and
Friedman, the separation between economic power and political power is
based on the need to protect individual freedom.

BCV
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These ideas do not take into account the fact that moral notions have an
influence on the behavior of the agents and, hence, on the evolution itself of
the economic facts. Likewise, the notions with respect to political well-be-
ing and the means to achieve it are based on uncontestable moral assump-
tions along with the public policies that are derived from economic interpre-
tations with a high-level moral commitment.

The founders of the political economy -the classics and, mainly, Smith and
Marx- pointed at the close interrelation that existed between the new sci-
ence and philosophy. They argued that the ethical and moral notions of soci-
ety are conditioned by the nature of the economic relations that prevail in
society and by their market derivations. In this respect, the behavior of the
different social groups is determined by their location and by the develop-
ment of those relationships, along with the role of the market.

Two main ideas are derived from what has been mentioned above. One of
them is that the socioeconomic structures amply shape the contents of the
motivations. The other one rejects the fact that iniquity can be the result of
selfishness as a characteristic of human nature. The phenomenon is still
being evidenced and the most relevant contemporary economists have warned
about the degree in which these ethical values could be —and, in fact, have
been- strongly undermined by the degree in which these market relation-
ships have been turned into a real myth.

Not many people currently question the validity of a new and growing di-
mension of the relationship between ethics and the economy, which is none
other than the topic of equity: “...the species undergoing the strongest dan-
ger of extinction among political ideals”, as mentioned by Dworkin, one of
the most outstanding philosophers of equality, when faced with the criticism
that these policies lead to a lost of efficiency. And what happens is that the
scale of values for measuring efficiency and equity is considerably different
and the set of instruments of the latter is still in a more incipient or earlier
phase. Besides, it is more controversial on account of the interests that af-
fect these instruments. In case this is not done, we would have to accept
that the social world in which we hope to live and its ethical perceptions will
always be under the control of an eminently quantitative rational calcula-
tion.

However, besides this, moral attitudes have an important influence on distri-
bution facts and, in Venezuela, it has been clearly evidenced over and over
again, that the uneven distribution of income is morally questionable. Hence,
we should not only carry out efficiency assessments, but also equity assess-
ments and these should be a part of the ethical behavior.

Only in this way will it be possible to understand the principles that rule the
formulation of public policies and the moral factors that have an influence
on the economic behavior.

From the point of view of the neo liberal approach, people sometimes forget
to mention categories as the following: needs, opportunities, rights or impar-
tial individuals and the assumptions of dignity. Therefore, systematically the
perverse effects associated to the more orthodox application of the macro-

Not many people currently question
the validity of a new and growing
dimension of the relationship
between ethics and the economy,
which is none other than the topic
of equity.

The scale of values for measuring
efficiency and equity is considerably
different and the set of instruments
of the latter is still in a more
incipient or earlier phase. Besides, it
is more controversial on account of
the interests that affect these
instruments.

However, besides this, moral
attitudes have an important
influence on distribution facts and,
inVenezuela, it has heen clearly
evidenced over and over again, that
the uneven distribution of income is
morally questionable. Hence, we
should not only carry out efficiency
assessments, but also equity
assessments and these should he a
part of the ethical behavior.
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economic policies have been disregarded, whether it is the exchange, the
monetary or the fiscal policy. As a result of this, when we regard all the
economic agents as agents that have equal rights, we loose the possibility of
measuring the redistribution impact -generally regressive- between the dif-
ferent strata of the population. There lies the moral responsibility of contrib-
uting to modify the prevailing conditions of iniquity.

To this end, it is necessary to make qualitatively new representations that, in
short, lead to a revision of traditional assessments.

Hence, we can not avoid addressing an important ethical responsibility of
international institutions. The latter is related to the role currently played by
multilateral economic organizations, specifically the International Monetary
Fund, the World Bank and the World Trade Organization.

More than half of the world population and two thirds of the countries of the
planet lack an effective and autonomous self-control over their economic
policies. They rather depend on the technical and material contributions of
those international organizations. Furthermore, the latter mostly have a lim-
ited effect on human development. This tends to worsen many of their insti-
tutional problems without attaining a renewed pace of growth with a greater
degree of equity.

This responsibility is not alien to an international order that deepens the dif-
ferentiation between countries and, consequently, it has a deep moral sig-
nificance.

In the Message that I submitted at the end of the year 2000, I mentioned the
following in this respect:

It is an order that makes all the nations come in contact, though at the
same time it contains deep fissures between different groups of coun-
tries and the social groups of each country and, undoubtedly, it leads
to a marked asymmetry between the regions to the detriment of the less
developed ones. Among others, its trends are the following: the fast
growth and internationalization of financial markets fostered by the
technological revolution and opening of the markets, the transforma-
tions of trade patterns favoring the services and manufactured prod-
ucts that have a high technological content, the displacement towards
the Pacific as an area where trade intensifies, the proliferation of re-
gional commercial agreements, and the expansion of trade within
transnational companies, among others. Institutionally, this has been
coupled to the creation of the World Trade Organization (WTO) that
supplements the International Monetary Fund, the World Bank, the Or-
ganization for Economic Cooperation and Development (OECD) and
the Trilateral Commission, acting as leading organizations.

THE NEW DIMENSION OF PUBLIC POLICIES: HUMAN DEVELOP-
MENT

The arguments that address the capability that intervention policies would
have for facing economic unbalances -in view of the fact that they would be

BCV
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anticipated by the agents- acquired more strength after the Keynesian ap-
proach was questioned in the decade of the seventies, in the XX century.

This has lead to several corollaries. One of them refers to the inefficiency
of state intervention when attempting to modify the path towards economic
progress and the boom of the neo liberal criticisms towards the deleterious
effects of government expenditures. The latter tend to idealize a world where
the full activity of the market should be expanded without any obstacle what-
soever.

The other one refers to the limits of stability and it is related to the interpre-
tation made by the orthodox positive economy that associates economic bal-
ances to purely accounting ones that, in most of the cases, lead to tautologi-
cal results. This is also a discussion that started many years ago when the
modern theory of development was formalized as the expression of a his-
torical process that generates structural deformations in dependent coun-
tries. Every since that time, it was acknowledged that overcoming underde-
velopment generated costs that forced us to modify the paradigms that had
been set forth for other societies.

From this point of view, we can evidence the limited validity of the economic
models that are being used and that set forth a priori that future relation-
ships of the system are constant when they respect in time the continuity of
those observed in the past. At the same time, they assume the stability of
the technical coefficients and insist in showing truth under changing histori-
cal conditions.

This attack has been cornering more and more the political economy and the
debate with respect to its objectives. There are several new approaches
that have tried to rescue some of the main values of the economic thought.

The new institutionalists emphasize the study of structures and the role played

by organizations in the operations of the economies. The contributions of

Amartya Sen to the theory of social election have as their main purpose that

of integrating the application of the economy to politics. Hence, the system

of interests of the members of society by means of non-mercantile decisions

-in other words, those that are outside the market- lead to social well-being.

We can no longer fail to recognize the existence of asymmetries of informa-

tion that privilege some agents to the detriment of others, by means of the

market. More recently, a widely shared vision that points at the fact that

political factors are crucial for determining economic events, has acknowl-  From this point of view, we can

edged the heterogeneity of interests and conflicts between economic agents.  eyjdence the limited validity of the

This is the case, both on account of political preferences, and of aspects egonomic models that are being

related to the distribution of the income. Finally, several experimentation yged and that set forth a priori that

techniques have evidenced that the behavior of the agents follows patterns  fyture relationships of the system

that are contrary to those that have been specifically set forth by the ortho-  are constant when they respect in

dox thought that has been ruling the discipline. time the continuity of those
observed in the past. At the same

It is worth remembering -as we did sixty years ago, in the midst of the eu- time, they assume the stability of the

phoria that still prevailed after Bretton Woods- that Latin America was able technical coefficients and insist in

to create a line of thought of its own, in order to interpret the problems of showing truth under changing

the region and to find solutions that were adapted to the region. historical conditions.

YEAR-END ADDRESS PRESIDENT DECEMBER 2004 PAG. 9



In turn, structuralism enabled the
study of phenomena ranging from
inflation and distribution of income,
to the role of the State, which
included the recognition of the
imperfections of the markets. This
phenomena found due explanations
in a theory that also privileged the
long term as the time horizon that
was capable of giving an answer to
the necessary qualitative changes
that are associated to the possibility
of overcoming economic
underdevelopment.

Currently, it is absolutely necessary
to adopt a new theoretical approach
in order to face up and assess the
growing impact of
internationalization on the inequity
and the process of Latin American
integration.

Within this new context, itis
ahsolutely necessary to adopt the
notion of human development as a
core category, thus turning it into
the strategic objective of the public
policies and into their main element.
Consequently, the mission of
economy was turned into a reality
and this is none other than being at
the service of the human condition.

In turn, structuralism enabled the study of phenomena ranging from inflation
and distribution of income, to the role of the State, which included the recog-
nition of the imperfections of the markets. This phenomena found due expla-
nations in a theory that also privileged the long term as the time horizon that
was capable of giving an answer to the necessary qualitative changes that
are associated to the possibility of overcoming economic underdevelopment.

A key role was attached to the explanation of the economic behavior of the
different social players. Furthermore, the latter was also historically condi-
tioned and, as a result of this, was organized into a system of institutions that
clearly represented both their interests and power.

Besides, one way or another, this phenomena are still present today and
other new ones are coupled to them.

Currently, it is absolutely necessary to adopt a new theoretical approach in
order to face up and assess the growing impact of internationalization on the
inequity and the process of Latin American integration. These relationships
-as the center of powers would like to impose- include the reduction of trade
barriers, migration, capital flows, direct foreign investment and technology
transfers. The differences between similar manifestations that were evi-
denced around the end of the XIX century and those that are taking place
now, clearly point at the fact that, back then, there were convergent rela-
tionships between countries. In turn, that situation differs considerably from
the current asymmetries, related to differences, not only with respect to the
level of economic and technological growth, but also to the growth of the
human capital and with respect to the price levels of the factors involved.

Within this new context, it is absolutely necessary to adopt the notion of
human development as a core category, thus turning it into the strategic ob-
jective of the public policies and into their main element. Consequently, the
mission of economy was turned into a reality and this is none other than
being at the service of the human condition.

In this way, the origins of science are rescued along with the eminently so-
cial dimension of the political economy as a discipline that has, as its core
aspect, the research on social relationships that are set up in the process of
value generation. Therefore, the economy and economists would be at the
service of human creation, thus enabling a dignified society for us all.

The notion of human development enables a global approach of the relation-
ships of society. It is based on the consideration of social aspects as the
element of a complex system of interactions that includes offering basic public
services, as is the case of health, education and the generation of employ-
ment, elements related to the economic, institutional and legal conditions that
are indispensable for eradicating inequalities. It is worth mentioning that,
within that framework, price stability acquires this dimension of a public
good.

In the areas mentioned above, the participation of the State finds specific
fields of action that also require the contribution of other players in order to
guarantee social well-being and so as not to turn common property into the
less common and scarce among the properties.

YEAR-END ADDRESS PRESIDENT DECEMBER 2004
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When the human being is posed as the object and subject of the economy,
the model acquires another dimension and dynamics and it is absolutely nec-
essary to assure integrity. In other words, it is necessary to set forth the
conditions for offering equitable opportunities to the population, for foster-
ing the deployment of their capacities and for facilitating citizen action, in
order to achieve a wider and participative democracy, thus setting forth
spaces for all its members.

Venezuela has taken up as a strategic option the commitment that is not
possible to ensure a real process of change without a prior social equity.
The road is not an easy one to follow, nor is it clearly delimited. As is the
case of any other social process, it definitely requires political will.

This option is also inherent to the Central Bank of Venezuela and, in this
respect, the Bank has been acting in the pertinent manner.

This conviction was also stated in the Message prepared for the closing of
the year 2001:

This is an excellent occasion for insisting on the conviction that re-
forms that are associated to the exclusive attainment of macroeconomic
balances are not enough by themselves to solve the problem of inequi-
ties. Hence, other transformations are indispensable and this must en-
able everyone to achieve these sustainable rates and to fulfill higher
human development standards, along with the significant reduction of
poverty. These transformations refer to what is institutional, in order to
render feasible the structuring of a system of rules that defines the be-
havior of individuals and organizations. In this way, it would be pos-
sible to achieve more efficiency in the markets and administrations in
order to generate favorable conditions for a productive investment.

THE LIMITS IMPOSED ON THE ACTIVITIES OF THE CENTRAL
BANK OF VENEZUELA

Throughout all these years, the activities of the issuing institute have been
completely in accordance with the Constitution of the Bolivarian Republic of
Venezuela, with the law that rules it and with the policies that are the com-

petence of its Board of Directors. The Central Bank of Venezuela

safeguards the compliance with the
Under the notion of a democratic and social State framed within law and  principles of the social and

Justice, the Central Bank of Venezuela safeguards the compliance with the  economic regime that has been set
principles of the social and economic regime that has been set forth in the forth in the Constitution. The latter
Constitution. The latter are the base for macroeconomic stability, namely gare the base for macroeconomic
the fiscal balance and a wise level of public debt; autonomy of the monetary  stanility, namely the fiscal balance
authority in exercising its functions and an adequate accountability mecha-  and a wise level of public debt;
nism; coupled to a transparent coordination of the macroeconomic policies  autonomy of the monetary authority
with the National Executive Power. in exercising its functions and an

adequate accountability mechanism;
As a result of what has been mentioned before, in order to exercise the coupled to a transparent
monetary competence of the public power, the legal ordainment has entrusted  ggordination of the macroeconomic
to the Central Bank of Venezuela the functions aimed at formulating and policies with the National Executive
executing the monetary policy, participating in the design and implementa- power.
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Under such a notion, price stability
is the foundation of equitable
public policies that, as has been
mentioned hefore, turns into a
public right in order to implement a
more general objective, which is
that of a society that is worried
ahout inequality and poverty, as
well as ahout economic growth
and the efficiency of its
investments.

In this respect, the Central Bank of
Venezuela has aimed all its
decisions and activities at its main
objective and at the principles for
exercising public functions, while
at the same time adapting the
model of organization and
functioning of the Institute and the
decision-making process to what
is set forth in the Constitution and
the laws that rule it. In this way, it
has further expanded its political
and social responsibility as a
modality for contributing to social
change and democracy.

Itis a matter of reconciling at every
point in time the encouragement of
a productive economic with the
economic policies. This means
combining a new modality for
socially organizing production via
the design and implementation of
guidelines for harmonizing
macroeconomic policies within a
context that is characterized by
consensus building.

Itis necessary to insist that the
structural change can not he
analyzed simply on the bases of
national accounts and the
hehavior of macroeconomic
indicators. The basic premise is
that a balance is not equivalent to
accounts that cash up. The theory
of games enables a practical
approximation to this type of
problems because it considers that
the results are a consequence of
the balance that is present in the
strategies of the different players.

tion the exchange policy, regulating the currency, exclusively issuing the coins
and bills, as well as managing and centralizing international reserves.

Under such a notion, price stability is the foundation of equitable public poli-
cies that, as has been mentioned before, turns into a public right in order to
implement a more general objective, which is that of a society that is wor-
ried about inequality and poverty, as well as about economic growth and the
efficiency of its investments.

In this respect, the Central Bank of Venezuela has aimed all its decisions
and activities at its main objective and at the principles for exercising public
functions, while at the same time adapting the model of organization and
functioning of the Institute and the decision-making process to what is set
forth in the Constitution and the laws that rule it. In this way, it has further
expanded its political and social responsibility as a modality for contributing
to social change and democracy.

It is a matter of reconciling at every point in time the encouragement of a
productive economic with the economic policies. This means combining a
new modality for socially organizing production via the design and imple-
mentation of guidelines for harmonizing macroeconomic policies within a con-
text that is characterized by consensus building.

The challenge is indeed important because, as has been mentioned before,
the Bank is designing a new management model that includes the possibility
of overcoming the prevailing orthodox visions that led to a rupture between
positive and the regulatory aspects of the economic analysis under excep-
tional circumstances when an in-depth transformation of the main economic
structures is also being faced.

It is necessary to insist that the structural change can not be analyzed simply
on the bases of national accounts and the behavior of macroeconomic indi-
cators. The basic premise is that a balance is not equivalent to accounts that
cash up. The theory of games enables a practical approximation to this type
of problems because it considers that the results are a consequence of the
balance that is present in the strategies of the different players.

This is precisely what leads not only to the significance of an agreement
regarding policies, but also to role played by the Central Bank of Venezuela
as an autonomous and independent organization that is fully independent when
exercising its competence, that must inform about the results of its activities
and policies and that must be accountable for all of them before society.
Insofar as its activities are coherent with the message and the information
that is furnished, it will be able to strengthen its credibility and will increase
the prestige and the reputation of the Institute in the defense of the interests
of the citizenship. This is where the monetary policy of the Central Bank of
Venezuela can be inserted.

YEAR-END ADDRESS PRESIDENT DECEMBER 2004
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It is worth insisting that, on account of the objectives of the monetary policy,
there is a need for an effective consistence with those more general objec-
tives of the economic policy and, hence, there is a need to be very careful
when determining what can be achieved, or not, with such a policy. In this
respect, the criterion that the permanent encouragement of the real economy
by means of the monetary policy is not a sustainable option is acquiring
more validity. This is even more evident in the current conditions of uncer-
tainty and deep social changes that are taking place in Venezuela.

For the Central Bank of Venezuela, the more general concerns start with
the contrast between the ideal of a monetary policy that is fully coordinated
with the fiscal policy and other components of the macroeconomic strategy
—that are even recognized in the Constitution and in other laws— and the
reality imposed by historical and structural characteristics in Venezuela. In
this respect, mention can be made of the following: an open economy that is
small though highly influenced by cyclical movements of the prices of oil,
without any clear rules for the functioning of stabilization fund and where
the fiscal policy plays a leading role conditioning monetary objectives.

The Venezuelan case is also characterized by important weaknesses with
respect to the depth of its financial market. In turn, this erodes the credibil-
ity itself of the monetary policy and of the issuing institute. As stated by
Professor Stiglitz, “...the absence of a specific market... has deep implica-
tions in the way in which other markets operate”, which could even lead to
adverse effects on the level of living of society.

Besides, we can not forget that both the time horizon where the objective of
stability that the Central Bank of Venezuela must establish, as well as the
own goals of economic growth are also at stake and, in this respect, there
should be full consistency.

In terms of economic governance, into would indeed be a mistake to center
ideas only around the quality of the policies, without taking into due account
adequate institutional structures that will make the markets more efficient.
The restructuring of the institutional frameworks must be analyzed from the
perspective of efficiency in adapting the social economic system to the trans-
formations of the environment. Professor Douglass North insists in the clear
differentiation that exists between economic growth and economic change.

Convinced of the need of going forward towards a new model of interpreta-
tion and management of the policies that are entrusted to the Bank, the 2002
Message stated as follows:

...has posed the possibility of counting on an agenda of research, mod-
ern and sophisticated analysis tools, simulation and forecasting; pro-
moting modernization of the payment systems, analyzing more in depth
the risk management and setting the bases for the consolidation of
knowledge networks in issues related to the policies that are the com-
petence of the Bank.

It is worth insisting that, on account
of the objectives of the monetary
policy, there is a need for an
effective consistence with those
more general objectives of the
economic policy and, hence, there is
a need to be very careful when
determining what can be achieved,
or not, with such a policy.

For the Central Bank of Venezuela,
the more general concerns start
with the contrast hetween the ideal
of a monetary policy that is fully
coordinated with the fiscal policy
and other components of the
macroeconomic strategy -that are
even recognized in the Constitution
and in other laws- and the reality
imposed by historical and structural
characteristics in Venezuela.

In terms of economic governance,
into would indeed be a mistake to
center ideas only around the quality
of the policies, without taking into
due account adequate institutional
structures that will make the
markets more efficient.
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... [In this way] a model of management based on the approach of change
in being consolidated. This model takes into account conceptual and
organizational design criteria.

In the first one, the directors are based on the construction of a culture
centered on learning, the adoption of an institutional management by
results, based on the existence of clear rules of the game, acting prin-
ciples and interaction mechanisms that reinforce the capabilities for
maintaining the autonomy of the Institute, guaranteeing its sustainability
and feasibility and facilitating transparency and accountability.

BCV
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A very significant consolidation was attained in the political movement lead
by the President of the Republic, which ensured the viability of the process
for changing basic structures of society. At the same time, the national
economy evidenced a significant improvement. All this was coupled to a
contradictory international environment. On the one hand, mention can be
made of the US military occupation of Iraq and the climate of violence and
risk that this entailed. This brought about strong uncertainties in the oil mar-
ket, thus leading to the effects evidenced in significant price increases. On
the other hand, mention can be made of the recovery of the US economy
with a cycle that is still uncertain, along with the strong growth of the econo-
mies of both China and India. This has had a positive influence on interna-
tional markets. Venezuela, indeed, could benefit from that situation with ex-
pectations that go beyond the short term.

THE INTERNATIONAL ENVIRONMENT

The growing rate of expansion that has been evidenced in the world economy
since 2001, led to an estimated rate of 5% in 2004. This accounted the maxi-
mum annual figure registered in 30 years. At the same time, the estimates of
the world trade volumes point at an increase of 8.8% -almost 4 percent
points higher than 2003. This enabled the strengthening of the regional inte-
gration processes when the intraregional and interregional trade gained sig-
nificance and the general vulnerability with respect to the economic cycle of
the United Stated decreased.

Even though the growth of the world economy has shown trends of being
more sustainable and less volatile at the long term, there are still some risks
related to the prices of basic products, due to the impact that the countries
with an accelerated growth as China (9%) and India (7%) has on the world
supply and demand. The production structures of China and India are based
on less efficient energy consumption patterns as compared with the advanced
countries. Consequently, this affects sensitive goods as is the case of oil —a
fact that was evidenced in 2004, when the quotation of its prices reached
nominal figures that had never been attained before.

During the year, the economy of the United States was still the one that
had the strongest influence on the global performance. It grew by an esti-
mate of 4.3% due to the raise in private consumption and the recovery of
investments for the second year in a row. Its growth perspective could be
compromised if the growing deficit in the balance of trade reaching almost
6% of its Gross Domestic Product is not corrected in an orderly manner.

The adverse effects of this external unbalance lead to a strong depreciation
of the dollar. Furthermore, the consequence of this depreciation on the world
economy could further worsen if no agreement is reached in multilateral
fora with respect to an orderly alignment of the exchange rates. In this re-
spect, it is worth highlighting a probable increase of external pressures on
China, so that it modifies its current foreign exchange regime that has a
fixed parity of 8.3 Yuans per dollar.

I/
ECONOMY
ON YEAR 2004

The growing rate of expansion that
has been evidenced in the world
economy since 2001, led to an
estimated rate of 5% in 2004. This
accounted the maximum annual
figure registered in 30 years.
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Likewise, special mention was made of the beginning of a restrictive money
cycle in the United States, so as to moderate the rate of internal economic
growth and restrain the inflationary pressures that are associated to the en-
ergy component. This action was followed by other central banks -among
them, even that of China. This country faced for the first time in 9 years a
4% domestic increase in consumer prices per annum, as compared to the
1.2% registered in 2003, due to restrictions in the supply brought about by
scarcity of inputs.

The growth of the economies of the United States and China was not fol-
lowed by the economies of the Eurozone and Japan. This was due to the fact
that the exports of the former were affected by the strong appreciation of
their currencies against the US dollar and the Chinese Yuan, as well as by
the deceleration of the global demand during the second semester. In the
case of the Eurozone, a 2.2% increase of the real GDP in 2004 as compared
to the 0.5% registered in 2003, is forecasted. However, during the third quar-
ter, the annual growth rate dropped to 1.9%. As to Japan, the forecasted
4.4% growth for 2004 versus the 2.5% posted in 2003 has been weakening
due to a limited increase of 0.3% per annum in the third quarter.

The renewal of a bullish cycle in the interest rates of the United States,
starting in June, has exacerbated the concern about the fiscal deficit due to
the fact that its financing is founded on external savings derived from the
external surplus in current account. On account of this, there are higher
risks related to a possible outflow of foreign capital from the United States
debt market, in case the dollar continues to fall. Hence, the Federal Reserve
could increase the interests rates to levels higher than the current ones (250
base points up to a 2.25%), which would end by affecting the growth of the
US economy and, consequently, of the global economy.

On the other hand, the improvement in the exchange terms within an envi-
ronment of acceleration in the growth of world trade, fully favored the eco-
nomic performance of the developing countries, estimating a 6.6% increase
in 2004, the highest in 20 years, vis a vis the 6.1% reported in 2003. Like-
wise, it enabled the strengthening of its payment capacity, while at the same
time facilitating the implementation of debt restructuring processes under
more advantageous access conditions. Furthermore, it had an effect on the
notorious drop of country risk levels within the framework of a greater de-
gree of discrimination against the emerging countries by the investors and a
clear decrease of risk aversion in the international financial markets.

The latter could be evidenced despite the fears that preceded the start of a
new monetary restrictive cycle in the United States, due to unfavorable be-
haviors that had lead to this political action in the sovereign debt markets in
the past. This was influenced by the nature of the increases in the interests
rate in the United States; the strengthening of the banking sector in emerg-
ing countries; the increase of international reserves and an improvement in
the perception of investors with respect to the implementation of structural
progress; less vulnerable growth sources based on the in depth analysis of
the regional integration processes, and a far more diversified world market.
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It is worth mentioning that the EMBI+ -the global reference index of the
country-risk behavior in emerging markets- reached its lowest levels in seven
years. Consequently, besides the progressive decline of the foreign debt per-
centages and the debt service payment with respect to the exports of the
group of countries of emerging markets and developing regions, which were
placed in 92.9% and 14.9% in 2004, vis a vis 111.3% and 17.9% in 2003,
respectively.

The improvement evidenced in the country-risk levels of the emerging mar-
kets could overcome the political uncertainty generated by the war against
Iraq that was started in March, 2004 by the United States. During the recent
past, this climate of war confrontation favored the advanced countries, on
account of the condition financial haven, to the detriment of the merging
countries. On this occasion, this element fostered the purchases of gold and
the increase in Euro and Yen denominated positions without any declines in
the financial currents that flow towards emerging countries.

The prolonged military stay of the United States in Iraq, the continuous at-
tacks against oil facilities by the Iraqui insurgents, coupled to the political
instability that has been taking ground in key countries in oil aspects, as is
the case of Saudi Arabia, let to the consolidation of a psychological war
premium of near US$ 15 in the oil prices.

The reduction evidenced in the past 20 years due to the global capacity of
oil production also had an influence on the nominal price reached by oil in
2004. This has restricted very severely the total additional supply in times
where a progressive increase in the demand for energy is gradually being
evidenced at this point in time.

Likewise, the sensitivity of participants in the futures market, when faced
with a greater possibility of interrupting the global crude supply, always af-
fected the price of oil because it increased the speculation activity vis a vis
many adverse news, coming basically from Iraq, Saudi Arabia, Nigeria and
Russia.

MAIN MACROECONOMIC RESULTS

The domestic economy recorded an important reactivation expressed in the
growth of 20.4% in the GDP until the third quarter, with respect to the same
period of the year before. This is coupled to the reduction of inflation and
unemployment figures, along with a level of gross international reserves at
the BCV of US$ 23.392 million!. The recovery that was evidenced enables
us to anticipate that upon closing 2004, the favorable results in terms of
economic activity will compensate for the experimented losses that were
evidenced during 2002 and 2003.

1 Al20 de diciembre de 2004

The domestic economy recorded an
important reactivation expressed in
the growth of 20.4% in the GDP until
the third quarter, with respect to the
same period of the year before. This
is coupled to the reduction of
inflation and unemployment figures,
along with a level of gross
international reserves at the BCV of
US$ 23.392 million'. The recovery
that was evidenced enables us to
anticipate that upon closing 2004.
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Main Macroeconomic Variables

Januaryl§eptember
At 1997 prices
2004 / 2003(*) 2003 /2002 (*)
Gross domestic product ( Variation %)
Qil Activities 18.6 (9.9)
Non-oil Activities 20.0 (11.7)
Other net taxes on products 28.8 (22.4)
Total 20.4 (12.3)
Unemployment 1/ 137 16.7
Inflation 17.3 24.8
Inflationary core (Variation %) 2 19.4 35.4

(*) Provisional figures
1/ Figures by October

2/ Accumulated by November
Source: BCV.

The reactivation was related to the considerable expansion of the domestic
aggregate demand (28.9%), expressed in significant increments of public
and private consumption and investment expenses. In fact, the fixed gross
investment was recovered from a similar level to that of 1989 in order to be
equipped with that registered in 2002.

With the growing fiscal income coming from oil exports, the increase of pub-
lic expenditures, together with the increase of banking credit, we were able
to foster the aggregate demand and the internal economic activity. Conse-
quently, it was possible to observe a reduction of the idle capacity and the
boom of imports.

Aggregate demand
(Variation %)

January/September
At 1997 prices
2004/2003 2003 / 2002(*)

1) Final consumption 15,0 4,7)
Public sector 14,9 (0,9)
Private sector 15,0 (5,6)

2) Fixed gross investment 49,4 (42,7)

3) Domestic aggregate demand 28.9 (15,4)

4) Exports 18,8 (17,8)

5) Minus: Imports 59,5 (31,3)

6) Aggregate Demand (3 + 4 - 5) 20,4 (12,3)

(*) Provisional Figures
1/ Includes stock variation
Source: BCV.
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The greatest sectorial relevance of the economic expansion was evidenced
in manufacturing, trade, and financial institutions. These are sectors that, on
account of its own nature, contributed to a higher degree of job generation.

The sustainability of the long-term economic growth with positive effects on
the income and employment will be determined by the evolution of the in-
vestment and the capacity of the banking system for efficiently carrying out
the intermediation of the financial resources in the economy. The decreas-
ing trend evidenced in the investment expenses as a proportion of the GDP
during the last two decades has lead to a contraction of the capital baggage
per worker, thus limiting the capability to generate economic activities and
new employment sources. The reversion of this trend requires the imple-
mentation of a policy aimed at reducing the general volatility of the Venezu-
elan economy under conditions of price stability. In this respect, the eco-
nomic policy and the institutional strengthening must be aimed at consolidat-
ing the bases, so that the recovery is sustainable in time, by means of persis-
tent increases in the investment rate -as the one that was evidenced in 2004.
In turn, this consolidated the bases for a greater internal integration with
less external dependence and continuous decrease of the inflation rate.

In fact, the drop of inflation by 7.5 percentage points in a year, is related to
the use of the exchange rate as the nominal anchor of the economy and the
price control regime, which enabled us to maintain the inflation expectations
that came from the last period of political confrontation and drops in the
demand for money. It is worth emphasizing that certain indicators -the infla-
tion core and the dissemination index- point at the fact that really, during the
second semester of the year, the inflation deceleration required a dynamic
which is pertinent to that associated to the higher offer and trust in the
strengthening of the economy.

On the other hand, the policy of using the appreciation of the exchange rate
as an anti-inflationary instrument is sustainable at a short term, by virtue of
the availability of international reserves. This gives way to higher degrees
of freedom for the design and execution of the economic policies that are
aimed at recovering macroeconomic stability and at fostering social
inclusion.

In this respect, beyond the legacy of exclusion and inequality in income dis-
tribution, inherited from the growth crisis of the last two decades, the reac-
tivating thrust of the expansion of demand and its effects on the product,
will have to be supplemented with employment policies (maintenance and
expansion of the physical and services infrastructure) and poverty reduction
that will have an immediate incidence on the real income -as is the case with
the investment expenses in housing, education and health.

In view of the fact that the long-term economic evolution will be sustained
with an increase in investments, thus constantly expanding the production
capacity and employment absorption, it is absolutely necessary to consoli-
date the institutions that guarantee the provision of stable financial resources.
In this way, it is possible to eliminate the current volatility that is associated
with the dependence on oil income.

In fact, the drop of inflation by 7.5
percentage points in a year, is
related to the use of the exchange
rate as the nominal anchor of the
economy and the price control
regime.
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Currently, there is evidence in
Venezuela that the income of the
poorest strata is increasing directly
and proportionally to the volumes of
economic activity. Gonsequently,
ensuring the growth and the
conditions of equity will enable
access to a society with growing
levels of well-being for all.

In terms of its Gross Domestic
Product, the South American
Community of Nations will be the
fifth world power with an
approximate GDP of one trillion
dollars (of the United States) and
annual exports for the amount of
USS 190 billion.

Hence, it is necessary to supplement the financial savings of the public sec-
tor in the Macroeconomic Stabilization and Intergenerational Savings Funds
as a provisional savings of society as a whole, so as to count at a mid term
on a mass of stable economic resources contributed throughout the working
life of the workers that can be aimed, both at restructuring the economy, and
at funding the long-term investment.

Currently, there is evidence in Venezuela that the income of the poorest
strata is increasing directly and proportionally to the volumes of economic
activity. Consequently, ensuring the growth and the conditions of equity will
enable access to a society with growing levels of well-being for all.

LATIN-AMERICAN INTEGRATION

At the end of the year 2004, it is the adequate point in time to welcome the
creation of the South American Community of Nations (SCN) within the
framework of the III Meeting of the Presidents of South America that was
held on December 8™ this year in Ayacucho, Pert. On that opportunity, the
heads of state and representatives of twelve countries (Argentina, Bolivia,
Brazil, Chile, Colombia, Ecuador, Guyana, Paraguay, Peru, Surinam, Uru-
guay and Venezuela), subscribed the Declaration of Cuzco, by virtue of which
the above mentioned community was created. The purpose of this initiative
is that of developing an integrated space in the political, social and economic
arena, in order to tend to the basic elements of our nationalities, starting
from a shared history; the recognition of the preeminence of human rights
and cultural plurality; the concurrence of common interests for developing
one’s own capabilities and improving international insertion; the encourage-
ment of economic development along with the fair equitable distribution of
income and the struggle against poverty. All this in tune with their different
government democratic systems, a stronger participation of the citizens and
a full transparency in all the transactions.

There are three basic pillars of the South America Community of Nations.
They are the following: the definition of common policies between multilat-
eral organizations; the integration of the physical infrastructure, and the con-
vergence of the existing integration blocks (the Andean Community of na-
tions and the Common Market of the South).

In terms of its Gross Domestic Product, the South American Community of
Nations will be the fifth world power with an approximate GDP of one tril-
lion dollars (of the United States) and annual exports for the amount of US$
190 billion. Its consumption markets will account for the fourth position in
the world and its population is larger than 311 million inhabitants. In fact, the
region is self-sufficient in energy. It has eight square kilometers of forests
and holds a 27% of the drinking water of the planet. Besides, it shares the
two major oceans (the Pacific Ocean and the Atlantic Ocean) and has the
largest biodiversity in the planet.

The integrationist vocation of the Central Bank of Venezuela makes us feel
proud of this very timely decision made by our governments.
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The closing of the a year of great efforts and favorable results for the well-
being of Venezuela enables us to anticipate with optimism the excellent years
we will have ahead of us.

By the year 2005, several trends of economic indicators already forecast
that we will able to continue progressing and consolidating achievements in
the path of human development.

At an international level, where Venezuela has countless relationships due
to historical and structural reasons, it could be foreseeable that the world
economy evidences a strengthening of the deceleration that started during
the second semester of 2004, due to the effect that the restrictive monetary
policies that were executed during this year will have on the demand. This is
coupled to the impact of higher oil prices, specifically in the economies with
the lowest relative development, because they have a lower level of effi-
ciency in the use of energy with respect to the growth of the GDP, as com-
pared with that of the advanced countries.

These factors, coupled to the corrective measures that are derived from
pressures generated by the devaluation of the US Dollar and the growth of
the deficit, and to a lesser extent, by the deceleration that eventually can be
anticipated in the economic expansion of China, would lead to a global growth
of 4% in 2005 vis a vis 5% in 2004.

Nevertheless, the growing influence of China in the world economy will not
be undermined. Hence, its economic relations in all foreign investment sec-
tors will continue to flow when the process of worldwide industrial reloca-
tion will further strengthen itself and expand. The same progress will be
evidenced in the processes of regional integration when an external multilat-
eral strategy is consolidated in the case of many countries, in order to coun-
teract the harmful effects of unilateral political actions.

The deceleration that is expected in the global demand would weaken the
prices of the basic products, thus reducing growth and this might affect the
currents of capitals that flow towards the emerging markets in search for
higher yields, taking into account, as well, the fact that the interest rates will
go up in the international financial markets. Despite this fact, the emerging
countries have strengthened their financial position. In turn, this will enable
them to overcome some deterioration in the balance of payments and main-
tain a considerable domestic economic performance in 2005.

The climate of geopolitical uncertainty of the year 2004 can further deterio-
rate in 2005, thus exerting an upward pressure in the oil prices due to the
fact that it has not been expected that the current additional oil production
capacity would be considerably expanded. Besides, it has been estimated
that the world demand for energy will continue growing, although a slower
rate than in 2004.

The results observed -together with an international environment that will
be favorable for oil exports and an internal climate of political consolidation-
enable us to anticipate that the economic growth will continue as the trust
based on the increase in real public expenses and the restart of investments
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Therefore, it can be expected that
the growth of the products will fall
within the range of no less than 5%-
6%, thus maintaining the trend
towards the decrease in inflation
figures.

is maintained. Therefore, it can be expected that the growth of the products
will fall within the range of no less than 5%-6%, thus maintaining the trend
towards the decrease in inflation figures. As the economic growth progres-
sively incorporates the excluded population to the labor market and produc-
tion, the economy will acquire a dynamics of its own, characterized by the
increase in the average income, based on which, it will be able to encourage
a virtuous circle that enables funding the accumulation of physical and hu-
man capital in the production units, which will result in a higher level of
social well-being.

In this my last message, [ would like to express my deepest gratitude to all
the institutions and people that have been so kind as to offer us their collabo-
ration.

Specially, I would like to thank the directors of the Bank, because all of us
made a great team with an experience of more than 250 years in central
banking. This fact is maybe unique to contemporary management. Likewise,
their support and cooperation have been of great value in order to maintain
at a very high level the ethical, moral and technical values of the Institution.

At the same time, I express my recognition to each and every one of my
workmates, employees and workers for the effective and emotional support
that they had the kindness to offer me.

Diego Luis Castellanos E.

Caracas, December 22", 2004
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