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Abstract 

One of the most extreme recent economic collapses is happening in Venezuela. Caused by institutional 

erosion, mismanagement of oil wealth, and unsustainable fiscal policies which have been worsened by 

external factors including international sanctions and the decline in oil prices, the crisis is at its most advanced 

state. Bloated with hyperinflation, currency devaluation, and an overall shortage of basic goods and services, 

this has led to huge humanitarian requirements, such as mass migration and the plummeting living standards 

of millions. Other factors that have worsened the economic decline include political instability, corruption, 

and the absence of transparent governance. Although recent policy adjustments (mainly partial dollarization 

and partial easing of price controls) have provided some short term relief, long term recovery depends on 

structural reforms, diversification of the economy and rebuilding of trust in institutions. Reaching a solution 

to address political gridlock, opening up the international markets, and stimulating sustainable investment is 

what recovery hinges on. Venezuela’s crisis is examined in terms of the historical drivers of its crisis, its 

broader socioeconomic impact, and on possible avenues towards the country’s recovery with respect to the 

contribution of both domestic and international actors who could work in rebuilding the nation’s economic 

stability. Despite huge obstacles, with substantial natural resources and a supply of human capital, Venezuela 

has the potential to move forward, but only if there is robust reform and a supply of international resources.  

Introduction 

Once a bearer of wealth in Latin America, Venezuela is today the concrete beat of economic shock and 

humanitarian pain. The problem today is decades of mismanagement, the country's overreliance on its oil 

revenues, and some institutional weaknesses. Many of the world's largest oil reserves helped sustain 

Venezuela's economy, historically. Government undertook expansive social program and subsidized 
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programmes during high oil prices while relying heavily on oil export revenue. Yet the economy had not 

diversified, and as a result Venezuela was exceptionally sensitive to changes in global oil prices.  

But the situation exploded in the mid 2010s after oil prices crashed, bringing to light the vulnerabilities of an 

economy too dependent on a lone commodity. In addition, misguided economic policies, such as strict 

currency controls, unsustainable fiscal deficits, and the expropriation of private industries, further 

exacerbated the economic woes. Hyperinflation skyrocketed past anything seen in history, making the 

Venezuelan bolívar nearly worthless, while throwing millions into poverty. Political instability, rampant 

corruption, and international sanctions aimed at the Maduro regime hindered foreign funding, making access 

to foreign funds all but impossible, exacerbating the humanitarian crisis. 

The economic collapse has been a catastrophe. Millions fled the country because of severe shortages of food, 

medicine and basic goods, sparking one of the biggest migration crises in the region. Public services, in 

health and education, have progressively collapsed, leaving the population ever more vulnerable. 

In this paper, we investigate the underlying causes of Venezuela's economic crisis, a scope of its 

socioeconomic consequences and provide a glimpse of its road to recovery. It also examines how domestic 

policy reform and international support are contributing to solving the crisis. Venezuela's misfortune offers 

us lessons about economic mismanagement and what recovery looks like in a polarized, fragile context.  

Background and overview of Venezuela’s economic decline 

The economic decline of Venezuela, traditionally one of the most prosperous nations in Latin America due 

to its enormous reserves of oil, is one of the most striking crashdowns in modern economic history. This 

downturn really began in earnest in the late 20th century, with the result of oil export reliance, corruption 

and mismanagement only exacerbating the problem. During the 2000s, President Hugo Chávez (2002–2013), 

leading socialist policies funded by high oil revenues such as large scale nationalization and social welfare 

programs, developed in Venezuela. But as a result, these measures made the economy rely on inefficient 

sources, caused it to be disincentivized to lure foreign investment, and made it subject to oil price 

fluctuations. Under Chaxez's successor, Nicolás Maduro, the situation worsened when lowering prices for 

oil, the country's main source of revenue, declined globally from 2014 onward. When coupled with 

hyperinflation, US sanctions, and currency devaluation, Venezuela’s GDP plummeted into the abyss and 

launched its economy into a drawn out period of turmoil. Shortages of essential goods, including food, 

medicine and electricity became a humanitarian crisis that was exacerbated by mismanagement and 

corruption. Venezuela has become one of the world's biggest refugee crises, due to the fact that millions of 

Venezuelans have fled the country. At the same time, the government’s continued practice of using state 

control, subsidies, and monetary expansion to solve fiscal deficits led to hyperinflation, destroying public 

trust in the bolívar and consequently blew apart the economy. Venezuela still stands as a cautionary tale of 

the bad habit of depending on resources, bad management of policies, and the wretched after effect of 

economic isolation that makes recovery depend on economic structural reforms, diversification and support 

from the rest of the world. 
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Importance of studying Venezuela’s crisis 

Venezuela's crisis is an important case study for understanding the intricacies of economic decline, policy 

effects and interactions between political, social and economic forces that draw countries along their 

trajectory. As Venezuela collapsed from one of Latin America’s wealthiest nations to a nation in depths of 

economic, humanitarian, and social turmoil, valuable lessons were learned by economists, policymakers, and 

international organizations. Overdependence on a single commodity exposes the danger in a crisis like the 

one unfolding in Venezuela, where a heavily dependent oil industry is in shambles as the government 

struggles to maintain financial stability. It shows how poor governance, corruption and the abuse of state 

resources can destabilize resource rich economies. Venezuela’s situation offers us insight into what role 

hyperinflation, currency devaluation, and sanctions play on their struggling economy. It is also a case study 

of how poor management of policy, including inordinate monetary expansion and price controls, can cause 

economic downturn to go from bad to worse and cause a collapse of society. Venezuela’s crisis is also an 

important humanitarian study topic because it illustrates an economic failure’s human cost on a broader scale: 

food and medicine shortages, poverty, and mass migration. By understanding Venezuela’s crisis, the world 

can also learn how to stop similar crises from happening elsewhere and initiate economic recovery strategies 

for failed states. It also allows for interrogation of the balance between state control and market liberty; the 

part of foreign aid and intervention; and the ability of societies to withstand failure of the system. 

Causes of the Economic Crisis  

Overreliance on Oil Revenues 

Tied up as it is in oil, Venezuela has long been reliant on oil revenues, making up nearly 95% of the country’s 

export earnings and roughly 25% of GDP before the crisis. This resulted in a high vulnerability of the 

economy to fluctuations in prices of global oil. When oil prices hit their peak in the last decades especially 

in 2000, during Chávez's time in power, the government spent oil revenues on industries it nationalized, 

infrastructure projects and social programs and subsidies. But the cost of these measures was economic 

diversification. Agriculture and manufacturing, which are critical areas, were neglected which made the 

economy crescendo and become increasingly one dimensional. When global oil prices fell in 2014, 

Venezuela was caught napping. The government fared badly in the absence of a robust non oil economic 

base which failed to support social programmes and meet fiscal obligations thereby creating widespread 

economic instability. Oil dependence proved disastrous on two fronts; amplifying the impact of external 

shocks and perpetuating a cycle of economic mismeoneunes by ensuring a lack of investment in long term 

economic resilience. 

Policy Mismanagement and Fiscal Deficits 

Underpinning Venezuela's economic crisis, however, were serious policy mistakes most notably in fiscal and 

monetary policy spheres. As oil demands soared, the government spent too much of their income on public 

spending financed by oil revenues, instead of saving for the days that demands will worsen or investing in 

economic diversification. Industries were nationalized and the state controlled production which led to 
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inefficiencies and low productivity. To bridge budget deficits, the government started to borrow and print 

money that fueled inflation when oil prices started to move down. Further distortions in the economy were 

caused by price controls imposed to curb inflation; and domestic production was discouraged, resulting in 

the wide spread shortages of goods. Fiscal deficits, meanwhile, were uncontrolled in such a way as to 

compound economic instability. Rather than adopting structural reforms, the government persisted with 

unsustainable spending practices only aggravating public debt and destroying confidence in the economy. 

Overspending and monetary expansion fed into one another in a vicious circle, causing major inefficiency 

and propelling Venezuela into its prolonged economic collapse. 

Currency Controls and Hyperinflation 

A key reason Venezuela’s economy went into a tailspin was the government’s introduction in 2003 of what 

would become strict currency controls meant to stabilise the exchange rate and discourage capital flight. The 

bolívar exchanged at the rate fixed by these controls, so a black market developed for foreign currency with 

the exchange rate markedly different from the official rate. It encouraged corruption, speculative practices, 

and therefore drew down the foreign reserves at the expense of the economy. With dwindling oil revenues, 

the government was hit by a foreign exchange crisis, resulting in various shortages – from food, to medicine 

– of imported goods. The government had to print too much money to finance its deficits, setting off 

hyperinflation. Venezuela’s inflation rate by 2018 had become unprecedented, doubling almost every few 

weeks. But savings were wiped out, the bolívar almost became worthless, and millions of Venezuelans 

plunged into poverty. In addition, unsustainable costs crippled businesses further, crippling the economy. 

Currency policies were not reformed, and the underlying causes of inflation were not intercepted, and with 

this the economy freefell. 

Institutional Erosion and Corruption 

Pervasive corruption and institutional erosion were part of Venezuela’s economic crisis. Political institutions 

became progressively authoritarian and unaccountable leading to the erosion of rule of law and economic 

stability over time. The Chávez and Maduro administrations eroded checks and balances and multiplied 

power in their hands while fostering corruption in state enterprises and government bodies. Nationalization 

of everything from factories to the oil sector resulted in the poor management, as many of these entities were 

run by unqualified officials who were loyal to the regime, rather than professionals. Billions of dollars were 

siphoned off public funds by corruption, which pursued fiscal deficits, and also deprived vital sectors of 

investment. But the state run oil company PDVSA, became a symbol of inefficiency and corruption, its 

production and revenue have plummeted notwithstanding Venezuela’s massive oil reserves. Incapable of 

transparency and accountability, foreign investment was discouraged and deep economic isolation ensued. 

In addition to this, the erosion of independent institution, like judiciary and the central bank prevented policy 

response to the crisis, rendering the economy for ever incapable of functioning well. Institutional decay and 

rampant corruption that eventually crippled economic performance and destroyed public trust were at the 

root of Venezuela’s growing economic and social collapse. 
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 Socioeconomic Impacts  

Venezuela’s economic collapse has created widespread poverty and inequality, with most of the population 

unable to meet basic needs. At one time one of Latin America’s wealthiest nations, Venezuela today sees 

more than 90 percent of its population living below the poverty line. But the erosion of wages by 

hyperinflation has increased income inequality by stripping the working class of a large part of their wealth 

while those with foreign exchange or political connections were spared. Widespread malnutrition caused by 

food shortages and soaring prices has decimated the children in particular. Economic collapse takes its most 

human toll, however: public health statistics show rapid increases in stunted growth and preventable disease. 

The bolívar is almost worthless because of hyperinflation, a defining feature of the economic crisis. Within 

weeks, prices for basic commodities double and most families will be unable to afford even staple foods. 

Workers are often paid in goods or barter, not cash and savings have been wiped out. It drove millions of 

Venezuelan's into extreme poverty and kept them in a cycle of deprivation and despair.  

Added to their suffering is the collapse of public services as healthcare, education and utilities have crumbled 

to a critical level. Essential medicines, equipment and staff meant for hospitals are missing and patients are 

dying and suffering from preventable deaths and untreated illnesses. Schools have closed because of lack of 

funding, resources, as teachers fled the country, and the education impacted. Commonplace, these power 

outages and water shortages only worsen the quality of life. The mass migration resulting from this 

humanitarian crisis has seen over 7 million Venezuelans fleeing neighboring countries making for one of the 

largest refugee crises in modern history. This exodus has fallen hard on countries like Colombia, Brazil, and 

Peru. Economic hardship has fuelled social and political unrest that has seen protesters come out on the 

streets, a violent crackdown by the Maduro government and increasing dissatisfaction with the country's third 

president. Each day their living conditions worsen, which exacerbates a wide mix of frustration and a violent 

desire to action that continues to destabilize the country and create effects in larger geographic regions.  

Research Problem 

Venezuela’s economic crisis is one of the most severe and longest running economic collapses in modern 

history, turning one of Latin America’s richest economies into a poverty stricken, hyperinflationary and 

politically unstable country. This crisis requires understanding the root causes of the crisis, how these effects 

of the crisis cascade on the rest of the world, and what recovery paths could be taken. It is a product of 

overdependence on oil revenues; policy mismanagement; rampant corruption and institutional erosion. 

Globally declining oil prices in 2014 revealed that Venezuela lacks economic diversification, combined with 

poor fiscal and monetary policies gave rise to hyperinflation, rendering the bolívar almost without value and 

hastening millions into severe poverty. At the same time, public services such as healthcare and education, 

as well as utilities have collapsed into a humanitarian disaster, which is also exacerbated by mass migration 

and the region's consequences. 

The primary research problem this thesis approaches is not only an analysis of the causes of Venezuela’s 

economic decline, but also explores its countervailing social, political, and regional effects. It seeks to 

understand how economic mismanagement, political authoritarianism and systemic corruption have 
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interacted, and also the role of international sanctions and global economic dynamics. The prospects for 

recovery are explored, particularly in requiring economic reforms, political stabilization and international 

aid. This thesis examines Venezuela’s crisis comprehensively to find out how nations can rebuild themselves 

after state collapse and to identify prevention strategies to avoid such crises in the future. Of particular 

relevance for policymakers, economists and the international community seeking to tackle and resolve 

complex economic and humanitarian challenges, the findings demonstrate the negative role that the use or 

threat of violence may play in firms' decisions to often have decisive impact on economic and humanitarian 

outcomes during times of crisis. 

Conclusion 

Permit me then, to conclude that Venezuela’s economic crisis is a multifaceted tragedy characterized by 

economic mismanagement, over dependence on a single resource, and institutional decay. Venezuela’s 

collapse was once a thriving nation and all resources are not good with poor governance they can have 

systemic failure. Long driven by falling oil revenues, hyperinflation, corruption, and authoritarian policy, the 

crisis has reduced the majority of the population to poverty, dismantled public services, and one of modern 

history's largest mass migrations has begun. Malnutrition is widespread among the population; death from 

preventable diseases is commonplace; and living conditions have deteriorated dramatically. Combined with 

social unrest and spreading regional instability, this crisis has become ever more complicated to overcome. 

Venezuela’s crisis is also instructive: it provides lessons for the global community. This underlines how 

crucial diversification of the economy, sound fiscal management, and robust institutional frameworks are for 

stability and resilience. Full recovery depends on comprehensive reforms starting with political stabilization, 

anti-corruption measures, and investment in economic diversification. In addition, rebuilding Venezuela’s 

economy and social fabric will require international support in the form of humanitarian aid, economic 

assistance, and diplomatic pressure. Understanding the reasons and consequences of Venezuelans crisis can 

help policymakers and international organizations bustle about solutions to help recovery and refrain other 

nations form collapsses like Venezuelan lieutenants. Venezuela’s story, ultimately, is a stark reminder that 

economic, social, and political factors interconnect to bring about a development of the country and, hence, 

it is essential that these challenges are dealt with in an integrated manner. 
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