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By now, we’ve all heard about the developments between the United States and Venezuela.

So today | want to focus on things that you might not read in the newspapers. First off, from an
investment perspective, what should investors care about?

Economy

In its most recent World Economic Outlook report, dated September 2025, the International
Monetary Fund (IMF) estimated Venezuelan gross domestic product (GDP) at around US$82
billion. Adjusting for foreign exchange moves, it is around US$60 billion today. That is about the
same size as Cameroon, Myanmar and Tunisia. As an investor, the key things we believe are
important to think about with regard to Venezuela are debt, commodities and geopolitics.

Debt

We think there is about US$150 billion of debt,! of which US$100 billion is sovereign debt from
PDVSA (the state oil company) and the Republic of Venezuela. Estimates suggest US$43 billion of
this amount is past-due interest, which means that it is interest that keeps building up on defaulted
bonds. In any future negotiation over financing, this outstanding interest is extremely relevant, and it
continues to grow by the day.

Who owns this debt? We know that multilateral lenders own about US$4 billion of it, split about
50/50 between the Development Bank of Latin America and the Caribbean? and the Interamerican
Development Bank.2 China, we think, could own around US$15 billion.# And Conoco Phillips, the
US oil company, has around US$10 billion.5 In September 2025, a judge in the United States
declared Citgo bonds to be valid, and arbitration is ongoing for US$19 billion of that debt in auction.
The likelihood of a successful negotiation over this outstanding debt will depend to a significant
degree on China’s willingness to cooperate. (We know from recent renegotiations in Africa and Asia
that Beijing prefers to negotiate directly with the sovereign, bypassing other claimants.)

If fixed income investors think that the country’s governance is changing and this is an opportunity,
many of them are likely to think immediately about oil.
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So, the next question is, how much oil sector investment is needed for bond investors to want to
come back? So, let us look at the oil. There are widely accepted estimates of 303 billion barrels of oil
in the ground.® Production last year was around 900,000 barrels per day. The peak production in
Venezuela was 1997, when it was 3.45 million barrels per day.” So, these numbers give you an idea
of just how low production has fallen. Currently, the United States imports approximately 100,000
barrels per day of crude from Venezuela,® and that is under a production agreement with US
company Chevron. Theoretically, Chevron has stated on the record that the company could raise
production to 250,000 barrels per day, but the country will need significant investments to get
production up to around about 1.3 or 1.4 million barrels per day in two years’ time. Now to give an
idea of what this means in context. The overall world market is around about 100 million barrels per
day. Currently, Venezuelan output is less than 1% of that market. Whatever happens, even if it
doubles to 2% of the market, it is not likely to shift the oil price in the short term. And do not forget,
the United States is the biggest oil producer in the world today, at around 13.5 million barrels per
day (mbpd).

Another thing to consider: Venezuela is the story of collapsed production of very heavy oil, with
infrastructure that has degraded since 1998 when Hugo Chavez became president. What does that
mean? Venezuelan oil is 8° to 16° API (the American Petroleum Institute measure of crude oil
density or specific gravity). That means that this oil is heavy, it is literally viscous, like tar, and
requires heating to make it more fluid. That makes it more expensive to refine, and only a limited
number of refineries around the world are complex enough to be able to process this kind of oil.
Most of them are in the United States (6), because historically they consumed heavy oil from
Venezuela (pre-1998), Canada and Mexico. But from an investor’s standpoint, the key takeaway is
that Venezuelan oil typically sells at a discount and has struggled to get above US$45 per barrel,
regardless of the market price. Saudi oil, for example, is around 32° to 34° API, and typically trades
at $65-$72 per barrel.

Geopolitics

The key surprise concerns governance. Delcy Rodriguez, the vice president of Venezuela in the
Maduro regime, remains in charge, and the United States is explicitly excluding the possibility of
working with the opposition in the short term and excluding the possibility of elections anytime soon.

This is a surprise for a couple of reasons: First, global observers generally believe the opposition
won the last election in July 2024. Therefore, to suggest (except among regime people) that the
opposition has no support seems odd. Second, the Venezuelan constitution demands that, if the
president is clearly incapacitated/absent or dies in the first four years of the six-year term, a new
election must be held within the next 30 days.® So, we will see how that all plays out, but the
assumption must be that this (current) regime is going to be easier for Washington, DC, to influence
than a democratic opposition that has won an election and thinks it has a popular mandate would
be.

The charitable interpretation is that it is realistic to consider the difficulties of regime change when
there are a myriad of armed actors in the country and regime loyalists who do not want to go to
prison.

The Iranian Revolutionary Guard has a long relationship with the Caracas regime and has built
drone manufacturing facilities in the country. So, if you think about it this way, factories that produce
Iranian drones are only 2,400 kilometers from Miami. Iran’s Revolutionary Guard also supplies
Venezuela with fast patrol boats equipped with anti-ship missiles. Alongside the Iranian
Revolutionary Guard, Hezbollah is also active on the ground in a wide variety of endeavors. In this
way, Iran has built a forward operating base in the Caribbean, with power projection capability
uncomfortably close to the United States.
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Russia has had a very long relationship with Venezuela and Cuba, alongside other Central
American states. Venezuela and Russia have signed bilateral defense cooperation treaties and
mechanisms to expand military and political ties, although details are not public.'® Currently, an
estimated 120 Russian military advisors'! may be in the Venezuelan army, possibly deploying
Russian integrated air defense systems and Sukhoi Su-30 fighters, with Russian air-launched anti-
ship missiles. The Russians called this the “Equator Task Force.” It is symbolic that the current
leader who rotated in to run that operation is a general called Oleg Makarievich,'2 who commanded
the operation to destroy the Kakhova Dam in Ukraine. The deployment of this senior general to
Venezuela shows that Russia considers this a theater of strategic importance in the US backyard.

Separately, there is evidence of Colombian guerrilla activity (the ELN and elements of the FARC
that refused to lay down arms in 2017) involvement in drugs, mining and arms smuggling.

Critical minerals

A top priority for the Pentagon is critical minerals, because China has a chokehold on either the
minerals themselves or their refining and production, and the United States is desperately
dependent on imports. The One Big Beautiful Bill Act of 2025 explicitly allocates US$7.5 billion'3 for
critical mineral supplies. Venezuela is rich in minerals, including critical minerals. And interestingly,
in the absence of Western players due to sanctions, Chinese companies have effectively taken
operational control of mining output. The Venezuelan government invited these companies in
2016'* to develop the so-called Orinoco Mining Arc (AMO). Chinese companies are buying at
source because they have the money to invest in production. They direct the production of different
minerals, and they then route them through to Colombia for refining, mixing them in with Colombian
and Brazilian ores. As a result, the origin of these minerals is unclear, and they sell on the open
market. One of the explicitly stated objectives'® of the US administration is to exclude non-
hemispheric competitors from access to resources in the Western Hemisphere, as it may
strategically harm the United States in the future.

The next year is going to be critical for Venezuela and the region. Investors will be watching.

Endnotes

Source
Source

© X Nk wWwN =

12.  Source
13.  Source

Source:
Source:
Source:
Source:
Source:
Source:
Source:
10.  Source:
11.  Source:

:“Venezuela's billions in distressed debt: Who is in line to collect?” Reuters. January 4, 2026.

: “Research Update ‘Corporacion Andina de Fomento Upgraded To ‘AA+" On Criteria Revision; Outlook Stable.” S&P Global. November 7, 2025.

“InterAmerican Development Bank Annual Report 2024, Financial Statements.” InterAmerican Development Bank. March 2025.

Baehr, Christian. “Prospects for Venezuelan Debt Restructuring: A Trump Bump.” Princeton Sovereign Finance Lab. April 2025.

“Venezuela fails to annul ConocoPhillips award.” Global Arbitration Review. January 23, 2025.

“Country Analysis Brief: Venezuela.” U.S. Energy Information Administration. February 8, 2024.

“Country Analysis Brief: Venezuela.” U.S. Energy Information Administration. June 2004.

“U.S. Imports by country of origin.” U.S. Energy Information Administration. As of October 2025.

Constitucion de la Republica Bolivariana de Venezuela, Article 233. December 30, 1999.

“Venezuela expands ties with Russia amid escalating tensions with the United States.” El Pais. September 18, 2025.

“A Russian contingent of over 120 military personnel is present in Venezuela, led by a Russian general — Budanov.” Ukrainian National News. November 23, 2025.
: “Russian General In Venezuela Leading Advisory Mission: Ukraine’s Intel Chief.” The War Zone (twz.com). November 19, 2025.

: One Big Beautiful Bill Act, Section 20004: Enhancement of Department of Defense Resources for Munitions and Defense Supply Chain Resiliency Section 20004:

Enhancement of Department of Defense Resources for Munitions and Defense Supply Chain Resiliency.

14.  Source

: “Ministro de Petroleo y Mineria de Venezuela ofrece a firmas chinas invertir en Arco Minero del Orinoco.” Sistema Econémico Latinoamericano y del Caribe (SELA). March

2,2016. SELA is a regional economic group with 25 members: Argentina, Bahamas, Barbados, Belice, Bolivia, Brazil, Colombia, Cuba, Chile, Ecuador, E| Salvador, Guatemala,
Guyana, Haiti, Honduras, México, Nicaragua, Panama, Paraguay, Per0, Republica Dominicana, Suriname, Trinidad and Tobago, Uruguay and Venezuela.

15.  Source

: “National Security Strategy of the United States of America.” Whitehouse.gov. November 2025.

3 Consider This: How to think about Venezuela



WHAT ARE THE RISKS?
All investments involve risks, including possible loss of principal.

Commodity-related investments are subject to additional risks such as commodity index volatility, investor speculation, interest rates, weather, tax
and regulatory developments.

To the extent the strategy invests in companies in a specific country or region, it may experience greater volatility than a strategy that is more broadly
diversified geographically.

Fixed income securities involve interest rate, credit, inflation and reinvestment risks, and possible loss of principal. As interest rates rise, the value of
fixed income securities falls.

International investments are subject to special risks, including currency fluctuations and social, economic and political uncertainties, which could
increase volatility. These risks are magnified in emerging markets.

The government’s participation in the economy is still high and, therefore, investments in China will be subject to larger regulatory risk levels
compared to many other countries.

There are special risks associated with investments in China, Hong Kong and Taiwan, including less liquidity, expropriation, confiscatory taxation,
international trade tensions, nationalization, and exchange control regulations and rapid inflation, all of which can negatively impact the fund.
Investments in Hong Kong and Taiwan could be adversely affected by its political and economic relationship with China.

Any companies and/or case studies referenced herein are used solely for illustrative purposes; any investment may or may not be currently held by any
portfolio advised by Franklin Templeton. The information provided is not a recommendation or individual investment advice for any particular security,
strategy, or investment product and is not an indication of the trading intent of any Franklin Templeton managed portfolio. Past performance does not
guarantee future results.
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IMPORTANT LEGAL INFORMATION

This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or solicitation
to buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may not be reproduced,
distributed or published without prior written permission from Franklin Templeton.

The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as at publication date and may
change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and may differ from
other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis of every material fact
regarding any country, region or market. There is no assurance that any prediction, projection or forecast on the economy, stock market, bond market
or the economic trends of the markets will be realized. The value of investments and the income from them can go down as well as up and you may not
get back the full amount that you invested. Past performance is not necessarily indicative nor a guarantee of future performance. All
investments involve risks, including possible loss of principal.

Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in that
connection and, as such, is provided to you incidentally. Data from third party sources may have been used in the preparation of this material and
Franklin Templeton ("FT") has not independently verified, validated or audited such data. Although information has been obtained from sources that
Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be incomplete or condensed and
may be subject to change at any time without notice. The mention of any individual securities should neither constitute nor be construed as a
recommendation to purchase, hold or sell any securities, and the information provided regarding such individual securities (if any) is not a sufficient
basis upon which to make an investment decision. FT accepts no liability whatsoever for any loss arising from use of this information and reliance upon
the comments, opinions and analyses in the material is at the sole discretion of the user.

Franklin Templeton has environmental, social and governance (ESG) capabilities; however, not all strategies or products for a strategy consider “ESG”
as part of their investment process.

Products, services and information may not be available in all jurisdictions and are offered outside the U.S. by other FT affiliates and/or their distributors
as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for further information on
availability of products and services in your jurisdiction.

Brazil: Issued by Franklin Templeton Investimentos (Brasil) Ltda., authorized to render investment management services by CVM per Declaratory Act n. 6.534, issued on October 1,
2001. Canada: Issued by Franklin Templeton Investments Corp., 200 King Street West, Suite 1400 Toronto, ON, M5H3T4, Fax: (416) 364-1163, (800) 387-0830,
www.franklintempleton.ca. Offshore Americas: In the U.S., this publication is made available by Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906. Tel:
(800) 239-3894 (USA Toll-Free), (877) 389-0076 (Canada Toll-Free), and Fax: (727) 299-8736. U.S. by Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906,
(800) DIAL BEN/342-5236, franklintempleton.com. Investments are not FDIC insured; may lose value; and are not bank guaranteed.

Issued in Europe by: Franklin Templeton International Services S.a r.l. - Supervised by the Commission de Surveillance du Secteur Financier - 8A, rue Albert Borschette, L-1246
Luxembourg. Tel: +352-46 66 67-1 Fax: +352 342080 9861. Poland: Issued by Templeton Asset Management (Poland) TFI S.A.; Rondo ONZ 1; 00-124 Warsaw. Saudi Arabia: Franklin
Templeton Financial Company, Unit 209, Rubeen Plaza, Northern Ring Rd, Hittin District 13512, Riyadh, Saudi Arabia. Regulated by CMA. License no. 23265-22. Tel: +966-112542570.
All investments entail risks including loss of principal investment amount. South Africa: Issued by Franklin Templeton Investments SA (PTY) Ltd, which is an authorised Financial
Services Provider. Tel: +27 (21) 831 7400 Fax: +27 10 344 0686. Switzerland: Issued by Franklin Templeton Switzerland Ltd, Talstrasse 41, CH-8001 Zurich. United Arab Emirates:
Issued by Franklin Templeton Investments (ME) Limited, authorized and regulated by the Dubai Financial Services Authority. Dubai office: Franklin Templeton, The Gate, East Wing,
Level 2, Dubai International Financial Centre, P.O. Box 506613, Dubai, U.A.E. Tel: +9714-4284100 Fax: +9714-4284140. UK: Issued by Franklin Templeton Investment Management
Limited (FTIML), registered office: Cannon Place, 78 Cannon Street, London EC4N 6HL. Tel: +44 (0)20 7073 8500. Authorized and regulated in the United Kingdom by the Financial
Conduct Authority.

Australia: Issued by Franklin Templeton Australia Limited (ABN 76 004 835 849) (Australian Financial Services License Holder No. 240827), Level 47, 120 Collins Street, Melbourne,
Victoria 3000. Hong Kong: Issued by Franklin Templeton Investments (Asia) Limited, 62/F, Two IFC, 8 Finance Street, Central, Hong Kong. Japan: Issued by Franklin Templeton
Investments Japan Limited. Korea: Issued by Franklin Templeton Investment Advisors Korea Co., Ltd., 3rd fl., CCMM Building, 101 Yeouigongwon-ro, Yeongdeungpo-gu, Seoul, Korea
07241. Malaysia: Issued by Franklin Templeton Asset Management (Malaysia) Sdn. Bhd. & Franklin Templeton GSC Asset Management Sdn. Bhd. This document has not been
reviewed by Securities Commission Malaysia. Singapore: Issued by Templeton Asset Management Ltd. Registration No. (UEN) 199205211E, 7 Temasek Boulevard, #26-03 Suntec
Tower One, 038987, Singapore.

Please visit www.franklinresources.com to be directed to your local Franklin Templeton website.

The views and opinions expressed are not necessarily those of the broker/dealer; or any affiliates. Nothing discussed or suggested should be construed as permission to supersede or
circumvent any broker/dealer policies, procedures, rules, and guidelines.
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