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Introduction  

Venezuela, a country located in South America, has been going through a phase 
of increasing inflation since 2014 and has reached a point where it is considered 
hyperinflation with an overall inflation rate of 1,698,488% in 2018 and 53,798,500% 
in 2019. Due to the immense increase in inflation in Venezuela, Bolivar, the currency 
in Venezuela, is considered to be worthless and citizens are having hard time to fulfill 
their necessities due to the fact that only so little can be bought by people who earn 
minimum wage.  

The cause of this ongoing economic crisis can be narrowed down to 
socioeconomic and political crises caused by poor economic administration in the 
Chavez and Maduro governments and bribery and corruption in the government. The 
tense relationship between Venezuela and the United States also contributes to the 
rough economy in Venezuela since the United States of America has great economical 
influence.  

Although Venezuela is in a very poor state considering its economy, they are 
one of the world’s largest exporters of oil and has the world’s largest oil reserves with 
an estimated 296 billion barrels, which is 20% of global reserves. Venezuela is also a 
member of OPEC (Organization of Petroleum Exporting Countries) however the 
country cannot rely on the exportation of oil and petroleum products to improve its 
economy because oil prices are very low in Venezuela and there is a major drop in 
Venezuela’s oil production due to lack of maintenance and investment.  

The government of Venezuela is trying to solve this major economic crisis but 
some people in the dark alleys of Venezuela have taken the problem in their own 
hands and they exchange foreign currencies that come to the country with a higher rate 
than the government, causing less foreign money to arrive at the legal economy. 
Although the exchange in the black-market prevents the growth of the economy, 
citizens do not have a better choice because they are not confident that they would get 
their work’s worth otherwise.  

To conclude, the inflation rate in the country has reached heights beyond 
imagination like 53,798,500% and is making the lives of Venezuelan citizens very 
difficult. The cause of this never-before-seen inflation is corruption, bribery and poor 
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management in the Chavez and Maduro governments; poor international relationships 
with influencing countries and socioeconomic problems in the society like the black-
market, selling oil for very cheap prices and the lack of investment in the oil market. 

 

Definition of Key Terms  

Hyperinflation: Hyperinflation is a term to describe rapid, excessive, and out-of-control 
price increases in an economy. While inflation is a measure of the pace of rising prices for 
goods and services, hyperinflation is rapidly rising inflation. 

Bolivar: The basic monetary unit of Venezuela. 1 US Dollar is equal to 67,142 Venezuelan 
Bolivar  

BCV: The Central Bank of Venezuela is the central bank of Venezuela. It maintains a fixed 
exchange rate for the Venezuelan bolivar and since 1996 is the governing agent of the 
Clearing House System. 

Monetarism: Monetarism is a school of thought in monetary economics that emphasizes the 
role of governments in controlling the amount of money in circulation. Monetarist theory 
asserts that variations in the money supply have major influences on national output in the 
short run and on price levels over longer periods.  

 

General Overview  

Increase in inflation in Venezuela started in the 1980s when the oil prices crashed. 
Back then, Venezuela was a country that only focused on oil and petroleum products as the 
main source of income and did not really invest on any other sectors of business. During the 
presidency of Carlos Andres Perez, Venezuela started to suffer from this huge mistake. When 
the oil prices declined by 58%, Venezuela’s economy which was based on oil started 
contracting and weakening which would ultimately result in an inevitable increase in inflation 
which peaked at 84% in 1989. To save some money during this time of economic crisis, 
government cut down its own spending and the opening of markets which was not considered 
as the right move by the citizens and the capital city of Caracas suffered from looting and 
rioting as a reaction. President Perez decided to initiate liberal economic policies and make 
Venezuelan markets freer which was a success increasing GDP to 4.4% from -8.3% in just a 
year. 

After the 1998 Venezuelan presidential election, the inflation rate fluctuated between 
12.5% to 31.1%. The Venezuelan economy was naturally shrinking and in the first three 
months of 2010, the economy shrank 5.8% compared to the previous year. Hugo Chavez was 
the president at that time and he expressed optimism that Venezuela would emerge from 
recession despite the statistics and data. Although Chavez’s optimism boosted the people’s 
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confidence, the inflation continued increasing faster than ever. In 2013 when Hugo Chavez 
died, the country’s economy continued to fall into an even greater recession. After the death 
of Chavez, Nicolas Maduro was the president and he came with great hopes of solving this 
huge economic crisis but he was not successful, during his presidency in 2014 Venezuela’s 
inflation reached the highest in the world at 69%. With the continuing rise in inflation, in 
November 2016, Venezuela entered a period of hyperinflation. This rise in inflation continued 
for years and the society was devastated and tired of working so hard to not even get their 
work’s worth, Venezuelan Government decided to put an end to this and “essentially stopped” 
producing inflation estimates. Although inflation estimates were no more a thing, inflation 
kept rising reaching 130,060% in 2018 and over 10,000,000% in 2019. 

There are obviously reasons for this economic crisis and increased inflation in 
Venezuela since the 1980s. The hyperinflation in Venezuela is caused by the fact that Bolivar 
has no firm basis to give it a value, people holding the money lack confidence, heavy money 
printing reducing the currency’s value and deficit spending by the government. The reasons 
why Venezuela could not recover from this crisis is that their economy was based on oil 
production only and instead of changing their currency like how Zimbabwe did in the 2000s 
they kept on printing their currency reducing its value to a point of no return.  

The current situation is rough for Venezuela with inflation rate reaching 53,798,500% 
and still rising. Venezuelans cannot get their money’s worth so they choose to go to the black-
market causing the country’s economy to be weakened even more. Due to the fact that 
Venezuela is an LEDC, they cannot pay their debts and provide food for their country 
simultaneously so they ask neighboring countries to send them humanitarian aid like how 
Guaido did. All economic problems aside, Venezuela is in a state of political conflict within 
itself with Juan Guaido declaring himself the president when there already is one, Nicolas 
Maduro. This political conflict is also a contributor to the increase in inflation and poverty, 
since Maduro opposes any help that Guaido offers. 

To conclude, Venezuela is entangled in the issue of increasing hyperinflation since the 
1980s during the times of 4 different presidents; Carlos Andres Peres, Hugo Chavez, Nicolas 
Maduro and since some countries recognize him as a president, Juan Guaido. The cause of 
this crisis is hugely because of poor economic decisions and administrations but it should not 
be forgotten that political conflicts and socioeconomic structure of Venezuela also have an 
impact. In 2019, Venezuela is a country with an inflation rate of 53,798,500%, with “2” 
presidents, with a population which is on the verge of poverty and rated the 7th most corrupted 
country in the world. 
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Major Parties Involved  

The United States of America 

In Venezuela, the elected president is Maduro and the Maduro Government is the current 
government. However, after Guaido declared himself as the president of Venezuela arguing 
that Maduro was not elected righteously, there has been conflict between Maduro and Guaido. 
United States of America recognizes Guaido as the president of Venezuela and thus the 
relationship between the elected government, Maduro, and the United States is not friendly.  

 

OPEC  

Organization of Petroleum Exporting Countries is an organization which Venezuela is a 
member of. As Venezuela has the greatest reserves of petroleum, they have great potential in 
terms of being petroleum rich. However, since OPEC decides the price for petroleum; 
Venezuela’s petroleum and poor maintenance of petroleum inquiry cannot improve the 
country’s economy as expected. 

Colombia  

During the time when Guaido declared himself the president of Venezuela, he reached out to 
neighboring countries to send them humanitarian aid because of the conflict between two 
sides, Maduro and Guaido supporters, and the damage it does to the Venezuelans. Colombia 
was one of the countries which sent humanitarian aid to Venezuela but Maduro saw that as an 
attempt to overthrow his government so he opposed against this aid that the citizens needed 
very badly. Maduro shut down the country’s borders with Colombia and acted violently to 
stop the US supported aid from coming in the country through Colombia.  

  

Timeline of Key Events  

When Event 

February 18th, 1983 Venezuelan Bolivar suffered an abrupt devaluation against the US 
Dollar. 

December 1985 Oil prices crashed, and exporting countries came under economic 
strain. 58% decline in a matter of months. 

1998 Hugo Chávez founded the Fifth Republic Movement and 
was elected president of Venezuela in 1998.  

1999 Venezuela held a referendum to approve a new constitution 
extending the president’s term to six years and reducing Congress to 
a unicameral National Assembly.  
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2000 Chavez was re-elected 

April 11th, 2002 The Venezuelan coup d'état attempt of 2002 was a failed coup 
d'état on 11 April 2002 that saw President Hugo Chavez ousted from 
office for 47 hours before being restored to power. 

December 2nd, 2007 In his first electoral defeat in nine years, Chavez lost a referendum 
that would have amended the 1999 constitution to abolish 
presidential term limits and end the central bank’s autonomy. 
 

March 5th, 2013 Chavez dies due to cancer. 

April 15th, 2013 Chavez’s chosen successor, Nicolas Maduro, wins election in 
Venezuela. 

2014 Inflation rate reaches 69% 

May 20th, 2018 Maduro gets re-elected with the arrestment of opposing politicians. 

August 4th, 2018 A drone attack planned to assassinate President Maduro fails. 

2019 
 
 
 
 

Guaido declared himself interim president at a rally in Caracas just 
weeks after Maduro began his second term. Claiming that Maduro 
was elected in a flawed election, Guaido invoked a constitutional 
amendment allowing the head of the legislature to lead a caretaker 
government until new elections can be held.  

2019 Inflation rate reaches numbers over 10,000,000% 

2019 Guaido attempted to bring humanitarian aid from neighboring 
countries but Maduro saw that as an attempt to overthrow his 
government so he opposed with violence. 

 

Previous attempts to resolve the issue  

The case of Zimbabwe: Hyperinflation in Zimbabwe was a period of currency instability 
in Zimbabwe that, using Cagan's definition of hyperinflation, began in February 2007. During 
the height of inflation from 2008 to 2009, it was difficult to measure Zimbabwe's 
hyperinflation because the government of Zimbabwe stopped filing official inflation statistics. 
To cope with the inflation Zimbabwe Government chose to introduce new currencies to the 
economy. The Central Bank authorized 1,000 businesses to deal with the US dollar, the euro, 
and the South African rand. In 2009, those foreign currencies were formally legalized and 
most businesses adopted the US dollar as their currency of choice. Zimbabwe adapted to the 
US Dollar mostly and 80% of Zimbabweans started using it. The government abandoned 
printing Zimbabwean Dollar at all at this time. Citizens with the help of the black-market 
exchanged their Zimbabwean Dollars and the economy took on different currencies, mostly 
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US Dollar, and solved the problem of hyperinflation by essentially starting a new page of 
economy in Zimbabwe. 

 

Possible Solutions  

Improve Production of Goods: The most straight-forward solution is to start producing. 
Production of goods will help the country struggling with inflation to engage in trade. Trade 
will help the country make profit from production and get foreign money into the economy 
causing the economy to thrive and encourage businesses to enhance production therefore 
decreasing the inflation rate. In order for a country to improve production they need to open 
new and improved factories and start manufacturing which is somewhat difficult to 
accomplish for a country struggling with inflation. They will need to use all their resources in 
the making of these factories to get a result that will solve the problem in the short-run and 
boost the country in the long-run. 

Reduce the Printing of Currency: Countries that struggle with increasing inflation tend to 
print more money to pay their debts and overall have more money. However, when a 
country’s national money is produced in very large numbers; that currency starts to lose its 
value since there is so much of it. This causes a decrease in welfare and citizens cannot buy 
products that they were able to buy causing inflation to increase. To solve this issue, countries 
should slowly reduce the rate of production of their currency to help their currency gain value 
again and therefore help the population get their money’s worth and ultimately decrease 
inflation. 

Change Currency: The hyperinflation in Zimbabwe was solved by this method. A country 
struggling with increasing inflation can choose to abandon their currency which is losing 
value quickly and create or adapt a new currency backed by real assets or a stable foreign 
currency. This act causes a currency that will not lose value to be introduced to the economy 
causing the economy to thrive, businesses and the society to be more confident. This method 
will overall boost a country’s economy and well-being resulting in a decrease in inflation.  

 

Appendix/Appendices  

• https://www.forbes.com/sites/stevehanke/2019/11/13/venezuelas-hyperinflation-
drags-on-for-a-near-record36-months/ 

• http://theconversation.com/what-caused-hyperinflation-in-venezuela-a-rare-blend-of-
public-ineptitude-and-private-enterprise-102483 

• https://www.cnbc.com/2019/08/02/venezuela-inflation-at-10-million-percent-its-time-
for-shock-therapy.html 

• https://www.bbc.com/news/world-latin-america-36319877 
• https://www.heritage.org/index/country/venezuela 
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