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FOREWORD 

This is a remarkable, rigorous and thorough report. If its recommendations 

are followed, Venezuelans will soon leave behind the human tragedy in which 

they are mired and emerge into a new age of prosperity and bounty.

The recommendations focus on increasing the economic freedom of Vene-

zuelans. Hundreds of fact-based studies show that economic freedom—the 

ability of individuals and families to make their own economic decisions, free 

of interference from greedy corrupt crony capitalists or crony socialists—

generates growth, prosperity and many other positive outcomes. When free, 

the drive and ingenuity of individuals organically creates growth while huge 

government controls or grasping crony capitalists crush it.

For a bright future, Venezuelans need look no further than their recent past. 

Back in 1970, Venezuela had the highest level of economic freedom in Latin 

America and ranked 10th in the world. On a per person basis, Venezuela was, 

by far, the richest nation in Latin America. 

Nor was the economy tethered to oil. Throughout the 1960s, Venezue-

la´s economy grew while oil prices declined. Based on the most recent data, 

Venezuelans were richer in 1970 than in 2014. Some blame Venezuela’s misfor-

tunes on oil, but in 1970 a barrel of oil was USD20 in today’s prices compared to 

around USD100 for most of 2014—and again, in 1970, Venezuelans were more 

prosperous. Even today, when Venezuela is an economic and human disas-

ter, oil prices in real terms are twice as high as in 1970. While the Venezuelan 

economy faltered after 1970, global per capita GDP more than doubled.

Venezuelans can also look to their recent past to understand the route to 

disaster. The recent catastrophe also harks back to the 1970s. Venezuelan eco-

nomic policy steadily deteriorated after the early 1970s and, sadly, Venezuela´s 

economy followed its downhill descent. 

As this report details, spiraling oil prices and oil wealth in the 1970s became a 

populist tool. A crony capitalist elite used oil money to buy off the electorate 

and to make themselves exceedingly wealthy. The result was an ecological di-

saster for the economy. The flora and fauna of a healthy economy—small and 

medium sized businesses and non-oil sectors—started to become extinct, 

leaving the economy ever more dependent on oil.
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What dragged the economy down during this period was Venezuela’s long 

collapse in economic freedom, muffling the drive and ingenuity of Venezue-

lans while enriching a few. During this period, Venezuela’s economic freedom 

score declined dramatically, from 10th to 109th by the time Hugo Chavez came 

to power. His government took this trend to its extreme, pushing Venezuela to 

dead last in the index: 159th out of 159 jurisdictions.

This past history presents a warning for the future. Simply replacing a cor-

rupt crony socialist regime with a populist crony capitalist system would only 

partly lead Venezuela to a better future. Compared to crony socialism, crony 

capitalism tends to be less extreme and allows some competition, but it is 

still destructive. It restricts the ability of families and individuals outside the 

crony elite from making their own economic decisions. 

This document details how economic freedom is measured through 42 inde-

pendent variables. But why is it important?

It is easy to see how economic freedom promotes well-being. Any transaction 

freely agreed to must benefit all parties; any transaction that does not bene-

fit all parties would be rejected by the party that would come up short. This 

has consequences throughout the economy. Producers and sellers, including 

new ones, are welcomed to the market-place and must constantly improve 

the price and quality of their products or customers will not freely enter into 

transactions with them. Billions of mutually beneficial transactions occur 

every day to power this dynamic and spur increased productivity and pros-

perity, new job creation, and poverty reduction.

Restrictions on freedom prevent people from making mutually beneficial 

transactions. Such free transactions are replaced by government action or by 

restricted, un-free, crony markets often controlled by elites connected to the 

government. These transactions are marked by coercion in collecting taxes 

and lack of choice in accepting goods and services: instead of gains for both 

parties arising from each transaction, citizens must pay whatever bill is de-

manded in taxes or by crony capitalists and make do with whatever good or 

service is offered in return. 

While crony capitalists spin monopolies to benefit themselves and restrict 

competitors from entering the marketplace and crony socialism simply de-

stroys the marketplace, creating dependence and poverty, economic freedom 

opens the market to everyone. Far more than crony socialism, economic 
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freedom threatens unearned wealth and privilege. Where true economic 

freedom exists and anyone can enter the market, only the most efficient — 

those who provide the best goods and services to people — survive.

When governments — or government supporters under crony capitalism — 

control the economy, it grows slowly or not at all. Individuals and groups battle 

one another for wealth and privilege. People gain by cultivating connections, 

suppressing the opportunities of others and making them worse off. Econom-

ic freedom transforms the dynamics of society. When people make their own 

economic choices, businesses gain only when they produce products or ser-

vices desired in free exchange — in other words, by making people better off 

and increasing prosperity through improved and novel products and higher 

productivity. 

There is a powerful change in dynamics, not just of an economy but through-

out society, when people gain by making others better off rather than by 

making others worse off. With economic freedom, the biggest gains are 

achieved by people who increase the size of the pie for everyone, rather than 

those who gobble up more of the pie for themselves. It is a dramatic change in 

dynamics that, over time, transforms society.

Increasing economic freedom reduces corruption. Lack of economic freedom 

is the raw material of corruption. If you need to ask someone’s permission to 

do something, then there is someone to demand a pay-off. If you are econom-

ically free and able to make your own economic decisions, if you don’t need 

someone’s permission to do something, then there is no one to be paid off. 

Economic freedom has produced prosperity across Europe and North Ameri-

ca. It is propelling growth in the most economically free nations in Asia, Africa 

and Latin America, as it once did for Venezuela. 

This report by Cedice lays out a detailed and secure route to economic free-

dom. It goes well beyond the most recent Economic Freedom of the World Report. 

It updates data in the report with the most recent available statistics and an-

alyzes a number of factors outside the economic freedom index which affect 

economic growth.

Like a good doctor, it investigates the many causes of Venezuela’s econom-

ic malaise to determine the way to restore the health of the patient or, in this 

case, of Venezuela.
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The descriptions of the economic freedom audit meetings that led to this re-

port contain sparkling and important insights from across the political, social 

and economic spectrum on current policy in Venezuela and how improved 

policy can be implemented.

Cedice is a hugely important organization for Venezuela. With visionary in-

sight it has been warning for years of the horrors to which Venezuela’s path 

would lead. It has been presenting sensible and wise policy alternatives to the 

people of Venezuela for many years.

Like the people of Venezuela, I owe many thanks to Cedice. Rocio Guijarro 

has courageously directed Cedice and provided great leadership and inspira-

tion; Orlando Guedez Calderin headed the research team that has produced 

this comprehensive audit report; Cristina Blassi, researcher, and Vladimir 

Chelmisnki were terrific hosts during my visit. All of those involved in Cedice 

have exhibited great courage and foresight.

Now, when it is most needed, is the time for Cedice’s light to shine brightly and 

with this report and its impressive array of other studies, create a beacon for 

the future.

A key message calls for a significant change in attitude among Venezuelans, 

encouraging them to reject paternalism of any sort, free themselves from the 

belief that strong government or supposedly benevolent special interests are 

needed, and instead develop their own inherent abilities and drive.

This report should be required reading for all politicians and leaders who wish 

to understand how Venezuela got into this predicament and chart a course 

out of it. The report should also be required reading throughout the continent 

for those in other nations who wish to avoid emulating Venezuela’s descent 

into chaos and seek their own way forward.

FredMcMahon

Michael Walker Chair of Economic Freedom Research

The Fraser Institute

Vancouver - Canada
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INTRODUCTION

The Report entitled Economic Freedom of the World 2016, «EFW 2016» pub-

lished by the Fraser Institute studies the situation of economic freedom in 

159 countries. Data are gathered since 1980 (and even from 1970). This report 

summarizes the performance of each country in five dimensions: Size of Gov-

ernment , Legal System and Property Rights; Sound Money, Freedom to Trade 

Internationally and Regulation (which includes three sections: Credit Market 

Regulations; Labor Market Regulations and Business Regulation). 

Venezuela Economic Freedom Audit 2016-Areas evaluated 

1. Size of Government 

1. Government Consumption 

2. Transfers and Subsidies 

3. Government enterprises and investment

4. Top marginal tax rate 

4.1. Top marginal income tax rate

4.2. Top marginal income and payroll tax rate

2. Legal System Property Rights

5. Judicial Independence 

6. Impartial Courts 

7. Protection of property rights 

8. Military interference in rule of law and politics

9. Integrity of the legal system 

10. Legal enforcement of contracts 

11. Regulatory restrictions on the sale of real property

12. Reliability of police 

13. Business cost of crime

3. Sound Money 

14. Money Growth 

15. Standard deviation of inflation 

16. Inflation: most recent year

17. Freedom to own foreign currency bank accounts

8
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4. Freedom to trade internationally 

18. Tariffs 

18.1. Revenue from trade taxes (% of trade sector) 

18.2. Mean tariff rate 

18.3. Standard deviation of tariff rate

19. Regulatory trade barriers

19.1. Non-tariff trade barriers 

19.2. Compliance costs of importing and exporting

20. Black market exchange rates 

21. Controls of the movement of capital and people 

21.1. Foreign ownership/investment restriction 

21.2. Capital controls 

21.3. Freedom of foreigners to visit 

5. Regulation: Credit, Labor and Business 

22. Credit market regulations 

22.1. Ownership of banks 

22.2. Private sector credit 

22.3. Interest rate controls/negative real interest rates

23. Labor market regulations 

23.1. Hiring regulations and minimum wage 

23.2. Hiring and firing regulations 

23.3. Centralized collective bargaining 

23.4. Hours regulation 

23.5. Mandated cost of worker dismissal 

23.6. Conscription

24. Business Regulations 

24.1. Administrative requirements 

24.2. Bureaucracy costs 

24.3. Starting a business 

24.4. Extra payments/bribes/favoritism 

24.5. Licensing restrictions

24.6. Cost of Tax Compliance
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1 Available at:  

http://www.

freetheworld.com

Venezuela has shown a consistent deterioration in its results for this index 

since 1980. Table 1 shows the global index for Venezuela and its ranking, com-

pared to the other countries analyzed. Only during 2000 a slight recovery in 

the index took place; however, it was not enough, comparatively speaking, to 

improve its place in the ranking. 

table 1. Historical Performance of Venezuela in the Economic Freedom 

Index published by the Fraser Institute

Year 1980 1990 2000 2005 2010 2013 2014

Index 6.72 5.55 5.83 4.73 4.01 3.36 3.29

Ranking 14 56 94 137 153 157 159

The team at the Venezuelan Centre for the Dissemination of Economic Knowl-

edge for Liberty (Centro de Divulgación del Conocimiento Económico para la Libertad), 

CEDICE Libertad, with the support of Fraser Institute (Canada) and Atlas Net-

work (USA), conducted an Audit Report of the index for Venezuela. These are 

the steps of our audit process:

• We analyze each one of the 42 variables individually. The first step was 

to download the whole dataset published on-line by the Fraser Institute1. For 

each dimension, we verified the result for Venezuela, its comparative perfor-

mance and historical behavior. This kind of analysis would have been more 

difficult if we had limited it only to the printed report.

• We go directly to the sources considered for each variable. The meth-

odology section of the EFW 2016 mentions the reports and datasets used to 

construct the index value (GWARTNEY et. al., 2016, pages 273-285). 

Two of the most relevant sources are the Doing Business report by the World 

Bank, which measures the ease of doing business in 189 economies, and the 

World Competitiveness Report, which is published by the World Economic 

Forum and includes 138 countries. 

One limitation of the EFW 2016 index is that its results have been updat-

ed only until 2014. This is a very recent year and its statistics remain valid for 

most countries; however, the situation in Venezuela has deteriorated remark-

ably since then. Thus, we decided to go directly to the sources. In the two 

aforementioned reports, their most recent versions for 2016-2017 were issued 

while we were editing the final version of this report during October 2016. We

 venezuela
economic freedom 

audit 2016

Introduction



11

1 Available at: 

 http://www.

freetheworld.com

decided to refresh our audit using data from those newest versions, even 

though it would take us additional time and cause some delay. The gain 

from this decision is that we have refreshed the variables with the most 

recent information available for Venezuela, including its macroeconom-

ic indicators (updated by the IMF in October 2016). It is discouraging that, 

based on these updates, the profile for Economic Freedom in Venezuela is 

even grimmer than that described in the EFW 2016.

• We review each area of the index with a panel of experts. In CEDICE, during 

the last week of July of 2016, we organized an individual workshop for each 

of the seven areas considered in the EFW 2016 index. A session was devoted to 

Size of Government, another one for Legal System and Property Rights, and 

so on. We gathered a total of 83 people representing 48 organizations, who 

discussed all the spheres of economic freedom considered in the Index. Ap-

pendix 1 incorporates the team´s preparation steps for this research project 

and Appendix 2 includes the list of participants to the workshops. 

The individual vision of these citizens is valuable in order to add a quali-

tative dimension to the results of the Economic Freedom index. The daily 

struggles of Venezuelan citizens to make a living in a repressed economy are 

better captured through the testimonies of these participants in the work-

shops. Their speeches included public policy proposals to improve economic 

freedom in Venezuela. Pragmatism is the key for these proposals, identifying 

the «quick-wins» of public policy - adjustments that have a bigger impact and 

may be implemented with fewer difficulties or costs (including time and po-

litical resistance). Some small adjustments could dramatically improve the 

living standards of Venezuelan people. 

The participants to these workshops came from various sectors. They in-

cluded union representatives and a delegation of law students, who also 

participate in political movements. It was moving when a citizen, victim 

of an expropriation by the government, gave his testimony: his parking lot 

was taken over by the government five years ago, and there has not been any 

compensation or judicial decision on his case. Additionally, we had the inter-

vention of a public servant who was dismissed without a clear reason and 

who is appealing this decision. She considers that her political preferences, 

contrary to those of the government determined her dismissal. Her case is an 

example of many others, as will be discussed further in the report. 
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2 Indeed, it was 

not a «full» floating 

rate regime. The 

government 

followed a «crawling 

peg» – moving 

devaluation scheme. 

A remarkable 

measure was that 

the exchange 

control regime was 

dismantled.

These personal testimonies provided a human dimension to the statistical 

measures. They were considered by the other panelists: public servants, ac-

ademics and college professors, researchers, entrepreneurs and citizens 

who have organized civil associations to rescue some spaces of econom-

ic freedom who all discussed property rights and the judiciary system. There 

was also participation by politicians including congressmen, public servants 

in municipalities and a former candidate to the Presidency of Venezuela. 

Therefore, the heterogeneity of profiles of these participants offers a collage 

of perspectives to characterize more comprehensively the problem of lan-

guishing economic freedom in Venezuela. 

Fred McMahon, researcher at the Fraser Institute, participated in these 

seven workshops. His contributions during the sessions are incorporated in 

this report. As an agenda for further research, he considered these issues:

• The relevance of the agricultural sector for the recovery of economic growth 

and freedom.

• The remarkable performance that the Venezuelan economy had during the 

60s, even without the boom in oil prices that would emerge in the following 

decade and during 2005-2014.

• The review of an experience of economic reform, the 8th Plan of the Nation 

or «Gran Viraje» (Big Turnaround). 

A short comment on this last issue is worthwhile. Between 1989 and 1993, the 

Venezuelan government attempted initiatives and reforms akin to a market 

economy. Most price controls were removed (with the exception of gasoline) 

and the adoption of a flexible exchange rate took place2. Additionally, there 

was a program of privatization of public enterprises (in the telecommunica-

tions, finance and airlines sectors) and there was an opening to international 

trade. Another important initiative was the restructuring of the external sov-

ereign debt, and the request for credit lines and support programs from the 

International Monetary Fund and the World Bank. These programs applied 

rules of fiscal discipline and structural reform. 

These measures were suddenly stopped when President Carlos Andrés Pérez 

was deposed in August 1993 (and was later tried for mismanagement of pub-

lic funds). Resistance to his market-friendly initiatives coming from political 

parties, industry leaders and unions proved decisive to force Carlos Andrés 

Pérez to step down from his functions. 
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This brief and significant experience is an example of the resistance that, 

even today, any reform designed to increase economic freedom in Venezu-

ela would face. Instead of pessimism, however, this experience suggests that 

we, libertarians, need to properly understand the current situation of Vene-

zuela, proceeding with pragmatic public policies. Any reform will fail without 

a shared view and commitment of the Venezuelan society to the advantages 

that a market economy may bring to its quality of life. 

Our report is available at www.cedice.org.ve 
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3 This is the 25% 

of countries that 

obtain the best 

results in the 

Economic Freedom 

Index of the Fraser 

Institute. The index 

range is between a 

minimum level of 

1 and a maximum 

level of 10.

4 GDP per capita 

is calculated in 

dollars under the 

Purchasing Parity 

Power, PPP, instead 

of nominal dollars. 

This measure 

considers the 

purchasing power 

of local currency: 

a country with 

less GDP per 

capita in nominal 

(current) dollars 

may have lower 

prices for goods and 

services, and this 

«compensates for 

this».

ECONOMIC FREEDOM. DEFINITIONS AND IMPORTANCE

The Fraser Institute applies this conceptual approach for Economic Freedom 

(GWARTNEY et. al. 2016, page 1): 

«Conceptually, economic freedom is present when economic activity is 

coordinated by personal choice, voluntary exchange, open markets, and 

clearly defined and enforced property rights. People are economically free 

when they are permitted to choose for themselves and engage in voluntary 

transactions as long as they do not harm the person or property of others. 

The Economic Freedom of the World (EFW) measure might be thought of as 

an effort to identify how closely the institutions and policies of a country 

correspond with the ideal of limited government, where the government 

protects property rights and arranges for the provision of a limited set 

of «public goods» such as national defense and access to money of sound 

value, but little beyond these core functions. To a large degree, a country’s 

EFW summary rating is a measure of how closely its institutions and 

policies compare with the idealized structure implied by standard textbook 

analysis of microeconomics.»

There is a relevant correlation between the degree of economic freedom 

and the quality of life of citizens. The following findings were commented by 

Fred McMahon of the Fraser Institute at the working sessions that took place 

in Venezuela on July 25-28, 2016 (GWARTNEY et. al., 2016, page. vi):

• Nations in the top quartile of economic freedom3 had an average per-capi-

ta GDP4 of $41,228 in 2014, compared to $5,471 for bottom quartile nations.

• The average income of the poorest 10% in the nations that integrate the 

top quartile of economic freedom was $11,283 compared to $1,080 in the 

bottom quartile in 2014 (PPP dollars, base year: 2011). 

• Life expectancy is 80.4 years for the countries in the top quartile of eco-

nomic freedom. In the bottom quartile of economic freedom, nations have 

a life expectancy of 64 years. 

This potency of economic freedom to improve the quality of life of citizens is 

aligned with the findings of J.P. Floru, who analyzed the successful experienc-

es in GDP growth and improvement in quality of life for eight countries. When 

he considers these cases, his message is strong (FLORU, J.P., 2013, pages. 268-269):

14



15

«Governments don’t create prosperity; individuals do. As Adam Smith 

taught us 237 years ago, productivity increases make wealth growth. If 

people are left free, their desire to improve their lives will make the pie 

grow. Economic freedom is what steers all progress. If allowed to proceed 

unchecked, individuals beavering away will deliver standards of civilization, 

and overcome adversity, at levels as yet unknown.

Free markets create wealth and lift the less well-off out of poverty. When 

there are no regulations to stop them, people can use their talents to 

improve their situation, and social mobility increases. Talent is much more 

evenly divided than capital: allow those who work the hardest and have the 

most talents to thrive on their freedom, and the market will redistribute 

its bounty more evenly than regulated societies do. The endless variety in 

a free market is more likely to offer opportunities to even those with few 

talents. The disadvantaged are the least likely to profit from regulation, 

as they have the smallest leverage with government. Do away with big 

government and those at the bottom of the ladder will climb it. The free 

market is therefore intrinsically social.»

McMahon (2000, page 201) considers these advantages for economic freedom:

«Policymakers in lagging economies the world over all too often seek some 

magic elixir for economic growth. Yet, once cost competitiveness is in place, 

no magic elixir is required to create jobs and economic growth. They come 

naturally to competitive market economies, whether in lagging and leading 

regions. Five hundred years of market economic history makes that clear 

– people in any market economy live in a society immensely wealthier 

than their parents did. No other economic structure has even come close to 

creating the same level of prosperity as market economies.»

The Economic Freedom index for each country according to the EFW 2016 can 

be found in Appendix 3. Venezuela has an index of 3.3 (3.29, if we take two 

decimal places), the worst result among 159 countries. The best placed coun-

try is Hong Kong, with an index of 9. The Venezuelan gap with respect to the 

first place is notorious; however, the situation is even more worrying when 

the gap with the second worst result is considered: Libya, with an index of 4.6, 

is 1.3 points away from Venezuela (a distance of 40% in relative terms). The 

best result for South America is Chile, with the 13th best global result and an 

index of 7.3.
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Our audit of the results after updating variables with their 2016 values and 

the evidence gathered in the workshops will demonstrate that Venezuela 

has experienced further deterioration in economic freedom since 2014 (the 

year used in the EFW 2016 report.)

Another way to perceive the relevance of the Venezuelan case is the histor-

ical downward trend in its Economic Freedom index. Appendix 4 shows the 

evolution of the EFW Index for Venezuela from 1970 to 2014, based on the meth-

odology of the Fraser Institute (there are statistics from 2014 on). We have 

obtained these results directly from the dataset of the Fraser Institute - in the 

printed report the historical series contain fewer years. 

The involution of its economic freedom makes the Venezuelan case even 

more challenging: 

• In 1970, Venezuela had an economic freedom index of 7.18 and it was 

the 10th best placed among 56 countries analyzed. In 1975, it ranked 15th, 

with an index of 6.22. 

• In 1980 (four years after the nationalization of the oil industry), Venezuela 

was in the 14th position, with an index of 6.72. 

• In 1985, two years after the first exchange rate control or «RECADI» system 

had been in place, Venezuela ranked 31st and its index fell to 6.08. 

• In 1990, Venezuela obtained an index of 5.5 and was ranked 56th. In 1989-

1993, a set of public policies designed to insert Venezuela in a market 

economy - the aforementioned «Gran Viraje» (Big Turnaround) was im-

plemented. This plan was interrupted between May and August 1993 after 

a legal motion was filed against President Carlos Andrés Pérez, who was 

finally deposed (he was charged for mismanagement of public funds). In 

the aftermath, exchange controls were reestablished and bankrupted 

banks were nationalized. Therefore, the index in 1995 did not fully reflect 

the advances made in 1989-1993 and the index fell to 4.35, placing Venezue-

la in the 109th position. 

• In 1996, some degree of economic openness was reestablished. Foreign Di-

rect Investment was permitted in the oil industry and exchange controls 

were suppressed. The resulting index for 2000 was 5.83 and Venezuela 

was in the 94th position. 

• In December 1998, Mr. Hugo Chávez was elected President of Vene-

zuela for the first time, based on his «anti-politics» proposal. He was a
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newcomer in politics who had attempted two failed coups d’état in 1992. 

After being sworn in as President in February 1999, he turned to Marx-

ist socialism and made closer ties with the Cuban dictatorship of Fidel 

Castro. A new constitution was approved. As a result of these early de-

velopments, Venezuela lowered its index to 4.44 and was ranked 135th. 

Venezuela started the current decade in 153th place and an index of 4.01.

In order to properly describe and characterize the situation of Venezuela, this 

report audits the seven categories of the Economic Freedom of the World 

Index:

• Size of Government. 

• Legal System and Property Rights.

• Sound Money.

• Freedom to Trade Internationally .

• Credit market regulations.

• Labor market regulations.

• Business Regulations.

Additionally, the main findings in the workshops for each one of these 

areas are summarized and their resulting proposals for public policies are 

incorporated. 

During this audit, we updated the results for each one of the 42 variables con-

sidered in the index, consulting their sources and their results for 2016. 

Our goal was to motivate Venezuelan citizens and their policymakers to im-

prove the current state of economic freedom and quality of life based on these 

results. Additionally, Venezuela is an attractive case for international organi-

zations and supporters of freedom worldwide. That is why, in addition to the 

original document in Spanish, we have prepared this English version. 

When we make recommendations on public policies, we follow the approach 

of Milton Friedman when he says (FRIEDMAN, 2002, page xiv):

«That, I believe, is our basic function: to develop alternatives to existing 

policies, to keep them alive and available until the politically impossible 

becomes the politically inevitable.»

One of the participants in the workshops, economist Roberto Casanova, put it 

this way: «We need to help politicians in the adoption of new ideas.»
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5 «Bolivarian 

Revolution» is the 

slogan chosen by 

former President 

Hugo Chávez, who 

ruled the country 

from 1999 to 2013 

(the year he passed 

away), and led 

the transition to a 

Socialist economy.

6 Inflation 

diminishes the 

real value of 

financial debt (the 

purchasing power 

of that debt, in 

terms of goods and 

services). Creditors 

of the government 

will receive less 

real money in 

an inflationary 

economy. Therefore, 

an aggressive 

leverage of the 

government that 

goes along rising 

inflation will help 

the balance sheet of 

the public sector, in 

real terms – hurting 

the individual 

balances and profit 

& loss statements of 

citizens.

1. SIZE OF GOVERNMENT

In this sphere, Venezuela obtained a global index of 4.37, which places it in the 

114th position among 123 countries that were analyzed in all the variables in 

this section: Government Consumption; Transfers and Subsidies; Govern-

ment Enterprises and Tax Rate. 

The Government dimension, measured by the size of its revenue and expens-

es in addition to its balance sheet, reveals to what degree the government is 

replacing private business and initiatives by conducting economic activities 

on its own and divesting resources from the private sector, funds which could 

have been channeled to consumption, savings and investment by citizens 

and enterprises. 

The detailed account for Venezuela in each variable is as follows. Before that, 

a previous mention of the dimension of the Venezuelan fiscal debt will elo-

quently show the deterioration of its government accounts (REINHART, C. and M. 

Santos, 2015, pages 4-5):

«Despite soaring oil prices from 2006 to 2013, the net consolidated external 

debt of Venezuela rose from USD 26.9 to USD 104.3 billion. The central 

government, however, only accounted for roughly a fifth of that increment. 

The difference, USD 60.9 billion (78%), was due to standard practices of the 

Bolivarian revolution5, and was issued by state-owned enterprises and the 

relatively new Fondo Común China-Venezuela (China-Venezuela Common 

Fund or FCCV for its acronyms in Spanish). The FCCV is a special-purpose 

vehicle that allows Venezuela to withdraw from a rolling line of credit at 

the Chinese Development Bank in exchange for future shipments of oil 

(the latter escapes the scrutiny of the National Assembly, is shielded from 

any formal mechanism of accountability and is not included in the official 

external debt statistics, as reported by the World Bank).

Domestic debt in local currency also climbed, rising from 36,298 million 

bolivars (VEF) in 2006 to 450,502 million in 2013. The nominal increase 

of 1,060% (an average annual rate of 42%) was partially offset by an 

accumulated price increase of 528% (or an annual average annual rate of 

30%), reducing the cumulative increase in real domestic debt to about 85% 

(or 9% per annum)6. 
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During much of this period, the combination of exchange controls 

and interest ceilings created a captive domestic audience for domestic 

government debt, despite markedly negative real ex post interest rates.  

The significant losses imposed on domestic bondholders escalated  

over time, owing to accelerating inflation.»

Individual Analysis of the Variables

1. Government Consumption. This variable reflects the share of government 

consumption in the total consumption of the economy. Two values are taken 

as reference for minimum and maximum: 0% and 40%. The Venezuelan result 

is an index of 4.72, with a share of 24% of Government Consumption in total 

National Consumption Spending in 2014. Venezuela is ranked 104th among 

159 countries The average value of the 159 countries is a 21.6% share of govern-

ment consumption within total consumption. 

2. Transfers and Subsidies. This item weighs Public Consumption within GDP. 

Two reference values are considered: 0.5% of GDP and 37.2% of GDP. The Venezu-

elan share of transfers and subsidies within the GDP in 2014 was 16.01% and 

its index was 5.77. Venezuela placed 120th among 159 countries. The average 

participation that transfers and subsidies have in the GDP for the 159 countries 

that were ranked is 8.99% of the GDP. In South America, the best result is for 

Peru, in the 27th position with 1.92%. Venezuela is the second worst of the sub-

continent, behind Argentina, with 22.07% of GDP (Argentina ranks 135th). 

3. Government enterprises and investment. An index of 10 is assigned to 

those countries where the share of public investment within total investment 

of the economy is less than 15%. Instead, when this magnitude reaches above 

50%, an index of zero is applied. At present, Venezuela was given this zero 

index: public investment is 60.59% of total investment in the country. It is the 

highest in South America and the ninth highest global share of government 

investment (including public enterprises). The average value for the 135 coun-

tries considered in this section is 28.16%. In South America, the best ranked is 

Chile, which gets the global silver medal in this section: public investment has 

a share of 8.73% in total investment of the economy.

The high share of Public Investment in Venezuelan Total Investment confirms 

the feebleness of the private sector and the sluggish «animal spirit» of entre-

preneurs to acquire capital goods and develop new projects. 
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7 These «Misiones» 

which started in 

2000, are programs 

of official assistance 

with a wide range 

of purposes such 

as help for housing 

construction, 

support for ill 

people, aid for 

teenage moms, 

support for farmers, 

among others. They 

were explicitly 

linked to high oil 

revenue during the 

commodities boom 

of 2005-2014, with 

almost null auditing. 

For a list of the 

¨Misiones¨ and their 

scope, visit http://

www.misiones 

bolivarianas.com/

4.1.Top marginal income tax rate. For this topic, an index ranging from 1 to 

10 is applied. It considers a double-entry table, with the top marginal income 

tax rate and the income threshold where its starting point is (measured in 

constant dollars, with 1984 as the base year). The index for Venezuela in this 

section is 8, with a marginal income tax rate of 34% for the highest incomes, 

which places it in the 88th position among 159 countries. The best result for 

South America is Bolivia, with an index of 10 and a top marginal rate of 13%. 

4.2. Top marginal income and payroll tax rate. This section considers the 

highest tax rate applied on wages (payroll) and the threshold of salary level 

in which it starts to apply. In 87 countries out of the 159 countries considered, 

this tax burden is higher than in Venezuela. Argentina gets the worst result in 

Latin America, with a payroll tax rate of 58% on the highest paychecks.

Workshop

Participants who gathered in CEDICE to discuss this issue agreed on the over-

sized nature of the Venezuelan government. The partakers in this workshop 

ranged from public servants to academics, members of political parties, jour-

nalists and consultants. These are some statistics and facts they provided: 

• There are nearly 3 million public servants, which represent 20% of all active 

workers. Formal employment in the private sector does not reach 5 million 

people.

• Additionally, there are 3 million pensioners and another 2 million people 

who receive help from the «Missions» of Government Assistance7, according 

to the 2014 survey on living conditions entitled «Encuesta de Condiciones de 

Vida (ENCOVI for its acronyms in Spanish)«. This means that nearly 8 million 

people depend directly on welfare benefits from the government. 

• Public servants are not properly distributed according to their functions. 

In the judiciary system, for example, the shortage of attorneys and judges 

may explain why there are 70,000 imprisoned people awaiting trial. In the edu-

cation sector, there is a hypertrophy of employees in tertiary education: there 

are 800,000 students and 130,000 professors in the public universities and col-

leges created by the government since Mr. Chavez came to office. 

• Excessive Payroll. In 2011, the health sector payroll reached 411,000 public 

servants, only one third of which are doctors and nurses, as expressed by a 

 venezuela
economic freedom 

audit 2016

1. Size of Government

http://www.misionesbolivarianas.com/
http://www.misionesbolivarianas.com/
http://www.misionesbolivarianas.com/


21

8 See these three 

references: http://

www.nytimes.

com/slideshow 

/2016/05/15/

world/americas/

venezuelas-public-

health-emergency/s/

end.html 

http://www.semana.

com/mundo/

articulo/venezuela-

recien-nacidos-en-

cajas-de-carton-

en-hospital-de-

anzoategui/494530 

https://www.

lapatilla.com/

site/2016/06/24/

en-venezuela-se-

registran-194-

muertes-de-ninos-a-

la-semana/

participant in the workshop. Obscure or surprising job categories, such as typ-

ist, promoter, planner and analyst, exist within the administrative functions. 

This oversize of the public health sector does not result in better health indi-

cators. For example, according to a participant in the workshop, the mortality 

rate from cancer diseases in Venezuela is 6%, compared to the regional aver-

age of 6.5% in Latin America. There is no chemotherapy treatment available 

for children, according to this person. Worse, further statistics and reports re-

veal that Venezuelan people are dying because of an absence of equipment, 

one terrifying example of which are incubators for newborns.8

• Military presence. This item was mentioned in this discussion, even though 

it is a variable included in another section of the Index, «Legal System and 

Property Rights.» Nevertheless, the participants in this workshop consid-

ered it unavoidable to talk about this issue when discussing the government 

dimension. 

Firstly, they point out that Venezuelan territory has been divided into «Re-

gions of Integral Development» («Regiones de Desarrollo Integral»), which are 

intentionally overlapped with the «Regions of Integral Defense» («Regiones de 

Defensa Integral»), where military authority is even more respected than ci-

vilian authority. There are 13 Governors, in a total of 23 Federal States, that 

come from the Army (56% of governors). One participant estimated that there 

are between 3,000 and 4,000 active military officers working in the civil public 

administration. For example, the three most recent secretaries of «food se-

curity» in Venezuela have come from the Army. Another number is eloquent: 

Venezuela has between 600 and 700 active generals. Meanwhile, the US Army, 

the greatest global Armed Force, only has 240 generals.

In his intervention about Size of Government, Mr. Fred McMahon recalled 

two stylized facts arising from the excessive dimension of the payroll in 

the public sector: it promotes corruption (under partisan and rent-seeking 

schemes), and deteriorates working ethics. 

The participants in this workshop highlighted the existence of duplication 

in government functions. A structure parallel to the traditional government 

entities has been created, both in the central government and in the regions, 

to consolidate presidential power. This explains, in a relevant manner, the in-

crease in public spending. The logic behind these duplications of functions 

and this sort of «Parallel State» seems to stem from a military vision, that 
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9 It is ironic to 

consider that the 

President who led 

the aforementioned 

«Big Turnaround» 

was tried in 1993 

because of non-

budgeted expenses 

of insignificant 

magnitudes.

is, to generate a power that offsets the legitimate, elected authorities, using 

pressure from communal leaders and armed groups – the latter would report 

directly to the President and his political supporters, thus guaranteeing the 

preeminence of the presidential authority. 

During the debate, the high levels of public spending were another worry-

ing issue. Public spending has grown in the last 15 years from 24% to 47% of 

GDP. This includes non-budgeted spending9, which accounted for 1% of GDP in 

2000 and is now more than 20% of GDP. This kind of spending is not transparent 

and is not subject to any auditing. It is discretional and includes using the dol-

lars obtained from the state-owned oil sector.

According to one attendant to the meeting, the fiscal deficit of the central gov-

ernment is estimated at 20% of GDP. Half of this deficit is financed through 

money issuance by the Central Bank. The impact of the inflationary tax is 

estimated at 14% of GDP. This inflationary tax, which erodes the value from 

wages and assets of the citizens, is another kind of tax that should be taken 

into account in the Venezuelan case (the inflation issue is discussed in the 

«Sound Money» section.)

One of the most fortunate statements during the workshop was that «There is 

too much ́ fat´ in the public sector.» It properly summarizes how this pathology 

should be treated, that is by rationalizing the government structure and de-

fining its functions in a more proficient manner. 

A more academic vision on this Venezuelan problem can be summarized in 

this passage by McMahon (2000, page 203):

 «Government doesn’t create costs solely through taxes. High government 

debts and deficits increase costs through the uncertainty related to inflation, 

concerns about future tax increases needed to pay down the debt, and 

increased borrowing costs which suppress private-sector investment.»

Recommendations for Public Policy

The diagnosis resulting from these workshops anticipates public policy solu-

tions. The proper definition of a problem is the first step towards its solution.

Some of the corrective measures that the participants proposed during the 

workshop on «Size of Government» are as follows: 

 venezuela
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10 Its webpage 

is https://icsid.

worldbank.org. The 

acronym of this 

Centre in Spanish is 

CIADI.

11 Currently, the 

legislative power 

is restricted. The 

central government 

has support from 

the judiciary power 

to obstruct the 

decisions of the 

National Assembly. 

However, the big 

issue is that the 

members of this 

organization do 

not show a clear 

commitment with a 

market economy.

• Relaunching the Commission for the Reform of the State («Comisión para 

la Reforma del Estado», COPRE). This includes updating the repealed 1989 

Organic Law of Municipal Regime («Ley Orgánica de Régimen Municipal»), 

which recognized the advantages of the decentralized public administra-

tion and granted more autonomy to the federal states. The discretionary 

power of the President and the military intervention in politics can be 

offset by elected regional authorities. According to one of the participants, 

a 80% share of public spending is directly managed by the President of the 

Republic. Therefore, a political solution close to Federalism may offer a 

better alternative. 

• Stopping expropriations, which have contributed to the hypertrophy 

of the State. The seizure of private enterprises through nationalization 

has been the main driver of government growth. A privatization poli-

cy should be applied so that nearly 3,000 small and medium enterprises 

can be returned to private hands. These enterprises should be reverted 

to their original owners or go to public auctions. This will improve fiscal 

accounts and return these enterprises to the auditing and profit-seeking 

discipline of private businesses. One participant of the workshop estimat-

ed that the value of expropriated assets in the last fifteen years is nearly 

USD 15 billion. A claim for the return of these assets has been submitted to 

the International Centre for Settlement of Investment Disputes, ICSID10, 

an agency of the World Bank.

• Changing legislative vision. After elections that took place in Decem-

ber 2015, the Venezuelan National Assembly has been controlled by 

political parties that oppose the government. However, these congress-

men exhibit a surprising affinity with the official concepts of economic 

intervention and subsidies. The concept of «autonomous institutes», sup-

ported by parliament in its legislative agenda, was criticized by some 

workshop participants. These institutes, indeed, only duplicate existing 

functions in the government structure. A rationalization of government 

functions may be promoted by the legislative power by changing laws, 

setting a better audit function (internal and external), applying more 

discipline to the control of national accounts and preventing further ex-

propriations from taking place11.

• Implementing proper audits on the state-owned oil company PDVSA. 

According to one participant in the workshop, this company would have
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12 The discipline of 

private ownership 

and issuance 

of stock abroad 

(ADR program) 

helped to discover 

corruptive practices 

in Brazilian 

Petrobras – that led 

to the deposal of 

President Rousseff- 

and the excessive 

costs during the 

modernization of 

the refinery Reficar 

built by Colombian 

Ecopetrol.

13 See: http://www.

eluniversal.com/

opinion/120105/

el-medi-ticket

14 Our previous 

report on 

Conditional Cash 

Transfers (with 

the support of the 

Atlas Foundation) 

included a key 

finding: this kind 

of subsidy, indeed, 

originated in 

Venezuela. Most 

of the bibliography 

on these subsidies 

trace their origins 

to Mexico in 1997. 

Nevertheless, 

there is a previous 

experience in 

Venezuela that 

actually started 

during the «Big 

Turnaround» («Gran 

Viraje») - market-

friendly policies that 

were implemented 

 disbursed nearly USD 70 billion in «social policy spending» since 2010. 

Even in 2015, a year of low oil prices, USD 9 billion were channeled toward 

this (rather ambiguous) area. No auditing process is applied and the com-

pany is always late in publishing its annual financial statements. The 

entrepreneur state in Venezuela gravitates around this oil company and 

implementing a better audit control of its finances, issuing stocks in the 

private market (as Colombian Ecopetrol and Brazilian Petrobras have 

done12), disclosing its quarterly financial statements and having a clear 

focus on the oil business would bring about positive changes in PDVSA. In-

deed, the company could compete with private oil companies, as Norway 

and Colombia allow. The main goal would be to prevent PDVSA from con-

tinuing to be the epicenter of Venezuelan fiscal disarray. 

• Changing the current supply-sided vision of public services to a de-

mand-sided vision. A practical case commented during the workshop 

was the Medi-ticket13 initiative, which has been implemented in Miranda 

state and includes sectors of Caracas. This program is conceptually akin 

to the vouchers program conceived by Milton Friedman. One participant 

stressed that nearly 70% of Venezuelan citizens lack health insurance or 

prepaid medical care. Under these circumstances, the Health Secretary 

in Miranda state implemented an innovative measure, to wit: For cost-

ly treatments such as a coronary by-pass they financed patient access to 

private hospitals and clinics, instead of providing care in a public facility. 

This policy has the advantage of avoiding the cost of providing the service 

through expensive official payroll and infrastructure, allowing citizens to 

choose the private provider of the service within a subsidized budget. This 

approach reminds us of the essential responsibility of the government, 

which is to give access to public goods, instead of supplying public goods.

In 2015, CEDICE published a report on Conditional Cash Transfers («Subsidios 

Condicionados», in Spanish). This subsidy is given to families whose children 

attend school and comply with pediatric and prenatal mandatory controls 

(vaccines, for example). This kind of incentive has the advantage of promoting 

access to public services in children and teenagers, with a positive impact on 

their human capital. Auditing control of this kind of aid is easier given that it is 

channeled through the banking system and it is possible to trace who gets the 

money. This scheme has another advantage for the Venezuelan case, which is 

that there is no proselytizing, as there is in the current «Misiones» 14.
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during 1989-

1993. A program 

called «Becas 

Alimentarias» 

(Food Grants) was 

established to 

help families buy 

food and staples 

if their children 

were eligible and 

were studying in 

public schools. This 

program, under 

another name, 

was kept in place 

under subsequent 

governments, 

even though they 

did not support 

a pro-market 

approach.  

Paradoxically, 

when the socialist 

government took 

power in 1999, this 

program of social 

aid was suspended. 

In its report on 

Conditional Cash 

Transfers, CEDICE 

compiled statistical 

evidence on the 

benefits of the 

«Beca Alimentaria» 

and showed 

that it improved 

nutrition indexes 

and diminished 

absenteeism in 

school. While 

Venezuela was 

leaving behind this 

program, Mexico 

started a similar 

initiative, with 

better marketing 

and political 

commitment - and, 

perhaps, without 

any knowledge 

about the previous 

experience in 

Venezuela. For a 

copy of this report, 

contact CEDICE at 

www.cedice.org.ve.
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15 In Venezuela,  

the questionnaire 

was applied on 

56 people. There 

is a standard 

methodology of 

sampling and 

questionnaire design 

set by the World 

Economic Forum. 

In Venezuela, it 

is applied by the 

Agency devoted to 

promote Foreign 

Direct Investment, 

the «Agencia de 

Promoción de 

Inversiones», 

CONAPRI (the two 

people at CONAPRI 

that led the survey 

participated in the 

CEDICE workshops 

– See the List of 

Participants in the 

Appendixes). For 

further information 

on the methodology 

of the Global 

Competitiveness 

Report, see SCHWAB 

et. al., 2016, pages. 

77-87.

2. LEGAL SYSTEM AND PROPERTY RIGHTS

The EFW 2016 index for Venezuela in this section is 2.0 (the maximum attain-

able value is 10). It is the second worst result and only the Central African 

Republic gets a lower index. The second worst result in Latin America is that 

of Paraguay, with an index of 3.73. Chile is the best ranked among Latin Ameri-

can countries, with an index of 6.94.

An individual analysis of the variables considered by the Fraser Institute for 

this section helps to properly understand the poor performance of Venezuela 

in this sphere. 

Individual Analysis of the Variables 

5. Judicial Independence. The source to measure this variable is the Global Com-

petitiveness Report by the World Economic Forum, which uses a questionnaire 

in its methodology15 to appraise the independence of courts. An index summa-

rizes the result and ranges from 1 (absence of judiciary independence) to 7. 

We have accessed the most recent version of this Competitiveness Report 

(SCHWAB et. al., 2016, page. 361). In it, Venezuela obtains an index of 1.6, the worst re-

sult among 138 countries. The 2106 EFW report, with information up to 2014, 

also places Venezuela in the worst place among 151 countries, with an index of 

0.21. The best global result is New Zealand, with an index of 9.41, and the silver 

and bronze medals go to Finland and Norway, respectively. Uruguay has the 

best result in Latin America and is ranked 21st, with an index of 7.82.

6. Impartial Courts. In this section, the source is the aforementioned Glob-

al Competitiveness Report of the World Economic Forum. The EFW 2016 report 

provides an index resulting from answering the question about «efficiency 

of the legal framework in settling disputes.» The original questionnaire ap-

plies a scale of 1 to 7 and it is converted to the scale of the EFW 2016 report, 

which ranges from 1 to 10. In its 2016-17 edition, The Global Competitiveness Re-

port places Venezuela at the lowest level for this variable among 138 countries, 

with an index of 1.6 (SCHWAB et. al., 2016, page 361 – «1st pillar: Institutions).

In the EFW 2016 report, which includes information for 2014, Venezuela is 

already ranked in the worst place, with an index of 0.64 (the maximum at-

tainable index is 10). A striking fact is that Angola, the second worst placed, 
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16 We requested 

a free copy of the 

Venezuelan data, 

strictly for research 

purposes, from 

the PRS Group. 

Unfortunately, it 

was not possible to 

obtain that report.

has an index of 1.97, a considerable gap with respect to Venezuela´s 0.64 index. 

In Latin America, Uruguay obtained the best index (5.18) and is ranked in the 

44th position. 

7. Protection of property rights. The source for this variable is also the WEF 

Global Competitiveness Report. In the current edition of this report (2016-17), Ven-

ezuela gets the worst score among 138 nations (SCHWAB et. al., 2016, page 361). Its 

index is 1.6 (the scale goes from 1 to 7). In the EFW 2016 index, with information 

up to 2014, Venezuela is also ranked with the worst index: 0.99 (in this index, 

the scale goes from 1 to 10). It should be pointed out that Venezuela fits the 

pattern of having a significant gap between its index and the second-worst 

result in several instances. For this variable, Zimbabwe has the second worst 

result, with an index of 2.33. The average result for all the countries that were 

measured is 5.51. 

The decline of Venezuela for this variable - quintessential for a market econ-

omy – is alarming. In 1995, the first year this item was measured, Venezuela 

obtained an index of 3.72 (37.2% of the highest possible index). This was twenty 

years ago and before Chavism arrived, Venezuela already scored poorly. It was 

the fifth worst placed in 56 countries. However, there was an improvement in 

2000, when Venezuela obtained an index of 3.4, and other countries had per-

formed worst, so that it ranked 56th among 79 countries. 

The presidential inauguration of Mr. Chávez took place in February 1999. 

Therefore, the subsequent downward trend in the defense of property rights 

can be attributed to the socialist management of the economy. In 2001, the 

Venezuelan index for property rights was 2.2 and Venezuela was again among 

the bottom ten results, ranking 77th among 83 countries. From them on, the 

decline is continuous. 

8. Military interference in the rule of law and in politics. The source for this 

section is the Country Risk Guide by the PRS Group. This report is not free of 

cost16. We have accessed the most recent version offered without charge, that 

of January 2015. This report measures the interference of the military in na-

tional politics on a scale of 1 to 10. Venezuela gets a score of 0.5 in a scale the 

maximum number of which is 6. Even countries with low scores show a dis-

tance with respect to Venezuela. For example, Zimbabwe, Turkey and Uganda 

get a score of 2 (PRS Group, 2015, page S-22). In the EFW 2016 report, Venezuela gets an
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17 Guinea just had 

its first democratic 

elections in 2010, 

after a military 

junta in power from 

2008 to 2010 was 

deposed. It is clear 

the peer group of 

Venezuela is in 

critical condition. 

See: http://www.bbc.

com/news/world-

africa-13442051

18 In Spanish, Ley 

Orgánica del Tribunal 

Supremo de Justicia de 

2004.

index of 0.83, the same as Guinea (the index scale goes from 1 to 10)17. The only 

countries with higher military interference are Togo, Haiti, the two Congo Re-

publics and the Central African Republic.

The 2016 report reminds us about the problem of the participation of active 

armed forces in politics (GWARTNEY et. al., 2016, page 275):

«Since the military is not elected, involvement, even at a peripheral level, 

diminishes democratic accountability.»

9. Integrity of the legal system. The Country Risk Guide by the PRS Group is the 

source used to measure this variable. The EFW 2016 report considers the re-

sult for the section «Law and Order» in this Country Risk Guide. On its edition 

for January 2015, the CRG assigned an index of 1 to Venezuela - the scale has a 

maximum level of 10 (PRS Group, 2015, page S-22).

The EFW 2016 report, with information up to 2014, considers 135 countries in 

this section. The average result is 6.06, on a scale with a minimum of 1 and 

a maximum of 10. Venezuela gets the second worst result, with an index of 

1.67. The worst result is that of the Democratic Republic of Congo (0.17.) The 

best score in Latin America is that of Chile (7.5.)

Venezuela´s decline accelerates from 2007 onward. We infer that one expla-

nation for this was the Law of the Supreme Court18 which was passed in 2004 

(information in the EFW report has a reasonable delay of two years). This leg-

islative change gave further powers to the government and to its majority in 

parliament to control the highest instance in the Venezuelan judiciary (LOUZA, 

¿2008?, page 12.)

10. Legal enforcement of contracts. The reference for this variable is the 

Doing Business report by the World Bank. The Venezuelan index in the EFW 

2016 report in this field is 3.21. Thirty-five countries are in worse situation than 

Venezuela. Its neighbor Colombia has the worst result in Latin America, with 

an index of 2.22.

We have validated the result in the most recent version of the Doing Busi-

ness report (World Bank, 2016, page 15): Venezuela is ranked 137th in a study of 189 

countries. 

In Venezuela, it takes 610 days to recover a debt with an amount equal to 200% 

of GDP per capita (the value of the debt is BsF. 203,781) and the process costs 
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19 See: http://

es.insightcrime.org/

analisis/corrupcion-

militar-policial-mal-

crecen-venezuela

20 See: http://www.

el-nacional.com/

marcos_tarre/

Corrupcion-poli-

cial-Venezue-

la_0_838716308.

html

43.7% of the debt value. The Latin American average is 749 days and the costs 

are 31.3%. This is one of the few variables that do not include Venezuela in 

the bottom results. Therefore, this may be a window of opportunity for im-

proving its global performance in economic freedom.

11. Regulatory restrictions on the sale of real property. In this section the 

source is the aforementioned Doing Business report by The World Bank. The 

cost in time and money to sell a property is considered. This property is a 

warehouse, defined in standard conditions for all countries. The monetary 

cost is measured as a percentage of the value of this property. The result for 

this Venezuelan indicator in the EFW 2016 report is «not that bad» compared 

to other variables. In an analysis of 157 nations, 96 countries have high-

er costs than Venezuela to sell property. Chile has the best index for Latin 

America (9.07). 

This result is even more descriptive when we go directly to the source. We 

considered the most recent Doing Business report «Registering Property» sec-

tion (World Bank, 2016, pages 46-53). The report analyzes the time and money 

required to sell a 557 square meter warehouse valued at BsF 3.7 million and lo-

cated in Caracas. In order to do this, it is necessary to fulfill nine procedures 

that take 52 days and cost 2.7% of the asset value. Venezuela is ranked 129th 

among 189 economies. In the four economies with the best results, the pro-

cess takes one day. The best results in Latin America are for Chile (58th) and 

Ecuador (69th). 

12. Reliability of police. The reference used for this is the EFW Competitiveness 

Report. In its 2016-2017 version (SCHWAB et. al., 2016, page 361), Venezuela gets the 

worst result in 138 economies (an index of 1.9, or 27% of the highest score). The 

result for Venezuela in the EFW 2016 report, using 2014 data is already disap-

pointing. It gets the worst index (1.21 or 12.1% of the highest score). The second 

worst ranked in the EFW report is Libya, with 1.67. In this analysis, 150 coun-

tries were considered, with Chile ranking fourth (8.819). 

In 2009, the Venezuelan secretary responsible for internal affairs admitted 

that 20% of crimes are committed by police officers19. In 2012, a survey found 

that 73% of Venezuelans do not trust the police. Indeed, this study found a 

worrying lack of trust in the police for Latin America. In this region, 66% of the 

people do not consider that the police are reliable (LAGOS et. al., 2012, page 57). In 

2015, a total of 1,312 members of the national security forces were indicted in 

Venezuela20.
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21 This cylinders 

contain a mix of 

around 90% propane 

and butane. See: 

http://www.kisense.

com.ve/espa/

tiposdegas.html

22 See: http://www.

acading.org.ve/

info/publicaciones/

libros/pubdocs/

UNA_MIRADA_A_

LA_INDUSTRIA_DEL_

GAS_EN_VENEZUELA_

(1998-2012).pdf

23 See: http://www.

yosoyvenezolano.

info/2016/08/16/

venezuela-la-po-

tencia-petrol-

era-donde-no-que-

da-ni-gas-para-co-

cinar/  

This distribution 

through gas cyl-

inders may result 

unfamiliar to an 

American citizen. 

In the USA, most 

homes are connect-

ed to piping systems. 

In Latin America, 

distribution still de-

mands the use of ve-

hicles. According to 

the IMF, Colombia, a 

neighboring country 

to Venezuela, had a 

population of 48.2 

million people in 

2015. However, the 

number of homes 

with connection 

to gas pipelines is 

just 7.6 million – the 

Colombian

13. Business cost of crime. This is another indicator that is calculated through 

the Competitiveness Report of the World Economic Forum. Its first pillar, «Insti-

tutions», includes a survey about the perception entrepreneurs have about 

crime and violence («Business cost of crime and violence»). The index rang-

es from 1, the worst perception, to 7. In its current 2016-017 version, this report 

ranks Venezuela as the lowest index in 138 countries (1.6).

In the EFW 2016 report, with 2014 data, Venezuela also obtains the worst index 

among 150 ranked countries for this variable. Its result is 1.06 (the maximum 

number in this scale 10). The second worst ranked, Jamaica, has an index of 

1.44 and the third worst result is for Guatemala, with 1.85. The negative vi-

sion on crime is based on statists. For example, Mexican NGO Seguridad, Justicia 

y Paz (Security, Justice and Peace) places Caracas as the most violent city in 

the whole world, with a murder rate of 119.87 per 100,000 inhabitants. The ho-

micide rate in Maturin, capital of Monagas State, is 86.45 per 100,000 (the fifth 

highest global rate). Valencia, the capital of Carabobo state, has the 7th worst 

ranking, with a rate of 72.31 (ORTEGA S., 2016, page. 3).

In order to illustrate the problem of property rights in Venezuela, a study case 

in the gas distribution industry is included below. The following box analyzes 

the recent evolution of domestic gas distribution in Venezuela and the prob-

lems that business owners and consumers have faced in that industry after 

the government decided to control it. 

A study case: domestic gas distribution

Attacks on private property may be summarized with the recent dynam-

ics of the gas distribution sector.

Gas distribution to end home consumers in Venezuela is made by trucks 

that transport liquefied propane and butane (LPG) gas cylinders21. As of the 

end of 2012, the distribution fleet consisted of 2,200 trucks, half of them 

controlled by the public enterprise «PDVSA Comunal», which distribut-

ed 12 million gas cylinders, only 5 million units of which were privately 

owned22. These gas cylinders are bought in homes that lack connection to 

underground piping service lines. Most houses in poor neighborhoods in 

Venezuela are in this situation. A total of 4.1 million homes in Venezuela 

use these gas cylinders23.
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 government  

is proud of having 

connected 2 million 

homes in 2011-2015, 

and its goal is to con-

nect another 1 mil-

lion houses before 

2018. 

See: http://wp. 

presidencia.gov.co/

Noticias/2015/Abril/

Paginas/2015 

0427_04-En-los-

ultimos-cuatro-

anos-cerca-de-

2-millones-de-

hogares-adicionales-

se-conecta ron-al-

servicio-de-gas-

natural-.aspx  

For more infor-

mation about the 

American Natural 

Gas distribution net-

work, see: https://

www.aga.org/

how-does-natural- 

gas-delivery-sys-

tem-work

24 Information at 

the end of 2012. See 

this aforementioned 

reference: http://

www.acading.org.ve/

info/publicaciones/

libros/pubdocs/

UNA_MIRADA_A_

LA_INDUSTRIA_DEL_

GAS_EN_VENEZUELA_

(1998-2012).pdf

25 A collection 

of arguments (in 

Spanish) posed by 

government-sup-

ported community 

leaders is available 

Community leaders have continuously protested against the price of gas 

cylinders in Venezuela. Indeed, homes consume 1.7% of the total pro-

duction of natural gas24. However, given that gas is used for cooking, it is 

considered an essential commodity for «food security.» 

Since socialism became the ruling system, these communities have been 

arguing -as usual in an economy in transition from statism to commu-

nism- that greedy distributors have been increasing prices of this essential 

commodity and that the State must take control of gas distribution. In-

deed, the gas extraction and refining industry had been State-controlled 

since 1976. Therefore, the next step according to this logic was to na-

tionalize the gas distribution system and operate it through organized 

communities25. 

So, the Venezuelan government took action. On September 3, 2007, the 

two most important natural gas distribution companies, Vengas and 

Tropigas, were nationalized. These companies controlled 60% of gas dis-

tribution. A new State-owned company was born: PDVSA Gas Comunal. The 

English translation of this term would be «PDVSA Communitarian Gas»: 

PDVSA is the oil company and this new subsidiary would manage gas dis-

tribution through community leaders and workers.

At the end of 2012, private distributors were still struggling to compete in 

this market. As was mentioned above, 50% of trucks and 58% of cylinders 

were managed through private enterprises. In other stages of distribution, 

there was also this coexistence of the private and public sectors. Private 

companies ran 153 of the 313 trucks that took the gas from the refineries 

to gas filling plants; additionally, the government controlled 60 of the 86 

gas filling plants that fed the gas cylinders distributed to end home con-

sumers. Nevertheless, the socialist logic is totalitarian and these spaces 

of private activity can only be a source of contradiction and tension in the 

market. Sooner or later, the whole industry shall go to State hands.

One way to achieve this goal is inducing the non-viability of private busi-

ness through regulated prices. Indeed, from 2013 to 2016 the price of a gas 

cylinder did not change. This price freeze could not be handled by private 

distributors given that Venezuelan consumer inflation26 reached 60% in 

2013; 68.5% in 2014; 180.8% in 2015 and is expected to reach 720% in 2016. 

Therefore, a private gas distributor has faced an increase in costs that 
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at http://www.con-

trolobrero.org/

noticias/luchas-obre-

ras/167-traba-

jadores-y-comuni-

dades-respaldan-es-

tatizacin-del-llena-

do-y-distribu-

cin-del-gas-domsti-

co.html

26 Source: IMF, World 

Economic Outlook, 

October 2016. See:

27 See: http://www.

eluniversal.com/

noticias/economia/

gobierno-ocupo- 

empresas-plan-

tas-llenado-gas- 

domestico-meri-

da_23548

28 See: http://

www.laverdad.

com/zulia/26505-

no-se-consiguen-

bombonas-de-gas.

html

29 See: http://www.

el-nacional.com/

economia/Pdv-

sa-Gas-Comunal- 

zsuministro-bom-

bonas_0_201579997.

html

30 See: http://

elabrelata.com/en-

zulia-y-merida-mas-

de-9-mil-familias-

se-beneficiaran-con-

gas-comunal/

cannot be transmitted to its final prices. Indeed, it is not surprising that 

cylinders and truck fleets have deteriorated for lack of maintenance. 

The result of this scheme is that private distribution starts to fail and gas 

does not reach homes in the proper time or conditions. The only way to 

make the business profitable is to raise prices or guarantee access to cheap 

infrastructure. In the absence of both solutions, citizens have begun pro-

testing against the inefficiencies of private business and the government 

reacts with further intervention. In Merida state, for example, five private 

distributors were intervened in August 2015, after protests by citizens who 

were unsatisfied with the scarcity of gas27. Three of these five companies 

were gas filling plants and the other two were end distributors.

Another state with heavy government intervention in gas distribution is 

Zulia state, in Western Venezuela. A local newspaper article28 published in 

2013 alerts about the shortage of gas cylinders and explains the main rea-

son why this happened. In 2011, the government expropriated the only 

private manufacturer of gas cylinders, Tanques para Gas (Tanks for Gas). 

PDVSA Gas Comunal could not keep up with the supply of cylinders29 which 

fell by 47% in 2012. Therefore, gas cylinders turned into a scarce article and 

there was widespread vandalism against private property. Trucks carry-

ing gas were attacked or robbed to get the gas cylinders and their contents. 

These results have not changed the stubborn logic of socialist adminis-

tration. Indeed, in 2016 another newspaper article celebrated that a new 

community distributor had started operations in Zulia state30.

One feature of these dynamics must be stressed: social unrest. Under 

these arguments of private greed, the communities and the armed forces 

feel uncomfortable about private gas distributors. They are evil, accord-

ing to the socialist rhetoric. If gas for domestic consumption is scarce, the 

responsibility is attributable to these private distributors. People feel em-

powered to legitimately take action against them. Policemen and national 

guard members demand bribes from private distributors, convinced that 

they manage huge amounts of money. Attacks on private property are 

tacitly authorized and, even worse, the lives of business owners and 

workers in this sector are actually at risk. 

Associations of gas distributors and retailers have lost ground in the de-

fense of their interests, first of all because the original private companies 
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index.php?r=site/
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denuncian-mafias-
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have been nationalized or have shut down. Since December 2006, CONIN-

GAS, an association of 100 small and medium gas distributors, expressed 

concern with the price freeze that was set since 2003. They warned about 

the risk of domestic gas shortages. The result was further intervention 

from the government through nationalization the subsequent year31.

The unsustainability of this situation has been perceived even by gov-

ernment acolytes. In June 2016, a pro-government website, Aporrea, 

proposed an increase in domestic gas prices and analyzed which new, 

higher prices, would be fair32. It was not surprising that, a few days later, 

the increase in regulated prices took place33. Increases were remarkable: 

the smallest gas cylinder of 10 kilograms increased its price 10-fold, from 

BsF. 5 to BsF. 50 (the current price is around 1.25 cents of one USD at the mar-

ket exchange rate). The Venezuelan minimum wage is BsF. 27.000 (just USD 

6.75 a month at the market exchange rate). The biggest cylinder weighing 

43 kilograms now costs BsF. 600 and its price had been previously fixed at 

BsF. 20. Pro-government entity Aporrea estimates that a typical family con-

sumes one big cylinder every two or three months.

The main by-product of this situation is a shortage of gas cylinders. Peo-

ple are starting to go directly to gas-filling plants instead of waiting for 

trucks to fill their gas cylinders34. This means a risk for people, given that 

fuel is being manipulated without the proper security standards. Since 

2013, long queues of people stand waiting to fill their gas cylinders35. Ad-

ditionally, the community distributors resell the gas cylinders above the 

regulated price and do not fulfill the contracts to supply smaller commu-

nity sellers36. 

What are the results of this nationalization of gas distribution, based on 

the evidence referred here? 

• Shortages of the product. Citizens opt for small electric stoves to cook, given 

that they cannot obtain gas. Those who cannot access this technology have 

to stand in long queues to try to fill their own gas cylinders. Additionally, 

no pipeline connection plan has been implemented by the government in 

order to take gas directly to Venezuelan low-income sectors

• Disappearance of private distribution companies. Business owners could 

not face the price controls set as of 2003 and those who manage to stay in 
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paisdepropietarios.

org/home/ The 

updated statistics 

for 2016 (up to 

October) include 

19,624 inspections 

on private 

businesses, 462 

fines on commercial 

premises and 

112 spoliations 

against shops. 

After that, closures 

of businesses fall 

dramatically, just 

because there is not 

much left to close 

down…

business confront the risk of damages against their property by irate com-

munities and corrupt officers.

• Suffering and destruction of human capital. Business owners, workers, do-

mestic gas users… All these people face something worse than shortages: 

attacks to their property and a complete change in their quality of life. As 

far as private distributors are concerned, even their lives may be at risk. 

They are exposed to violent actions by empowered government officers 

and community leaders. 

This fragility of property rights and precariousness of life becomes even 

grimmer for those who lack political contacts or do not sympathize with 

the government. People in the gas distribution sector have assets, ex-

pertise and resources that are not easily adaptable to another industry. 

Therefore, their perspectives in Venezuela are almost nil. Indeed, there 

is an aspect of individual, family and collective suffering that cannot be 

properly reflected in these statistics. 

Workshop

«I began to take notice of private property when I was the victim of an expropri-

ation». This statement, which opened the debate, was made by one of the 

participants in the workshop. His garage and car repair services were ex-

propriated five years ago, without any judicial order, following an arbitrary 

decision by a government agency. Fifty years of hard work were lost in 48 

hours. This citizen has not received any compensation from the government 

or any court decision on his case. 

An attorney taking part in the workshop made another eloquent statement, 

saying that: «Owning private property is considered a crime in Venezuela». Figure 

1 is taken from the work developed by an Organization supported by CEDICE, 

the Property Observatory («Observatorio de Propiedad»). It quantifies the 

punishing actions of the government against private property in Venezuela37. 

These are the numbers for 2015. There was an average of 256 attacks per day on 

private property, including fines and expropriations. Nearly 28,000 business 

closed their doors, either temporarily or permanently. We are not talking 

about big businesses but of small and medium-sized enterprises which are 

the cornerstone of private property for individuals and families, as well as the 

engine that propels employment and competitiveness.
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38 Superintendencia 

Nacional de Precios 

Justos or Superinten-

dencia Nacional  

para la Defen-

sa de los Derechos 

Socioeconómicos.

39 See: http://www. 

superintenden 

ciadepreciosjustos. 

gob.ve/

figure 1. Actions against private property in Venezuela 

Source: http://paisdepropietarios.org/home/

At present, these actions are mostly led by an official agency devoted to set 

«fair» costs and prices for goods and services and empowered to sanction any-

one who deviates from these levels. This agency is the National Superintendency 

for the Defense of Socioeconomic Rights also known as the Superintendency of Fair 

Prices38. Its acronym (though it does not correspond to the name) is SUNDEE. 

On its website39, this agency proudly displays the actions it has led against 

private businesses, with the support of the armed forces and communi-

ty leaders. Indeed, these officers may visit any shop and order an immediate 

change in prices, impose fines, confiscate inventories and close the business. 

Another participant put the problem in these terms: «There is a contradiction 

within our Constitution. While it admits ownership of private property, at the 

same time it allows for its expropriation.» Articles 115 and 116 of the Constitution 

restrict private property in Venezuela. Another participant warned: «No polit-

ical leader has denounced this.» 
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Durante 2015 hubo

107.954
ataques a la propiedad privada

296 ataques por día
En promedio, cada día se produjeron en 
Venezuela 296 violaciones al derecho de
propiedad, o vías de hecho, entendidas
como todo aquel ejercicio ilegítimo de
violencia estatal sobre bienes de propiedad
privada ajenos al ordenamiento jurídico,
desconociendo a su vez derechos
fundamentales de los ciudadanos.

Fórmulas violatorias de la propiedad que 
quebrantan el libre ejercicio sobre lo propio como lo 
estipula el artículo 115 de la Constitución nacional.

2015 en cifras

9
Expropiaciones

219
Ocupaciones e
Intervenciones

65.433
Fiscalizaciones

13.887
Multas

28.000
Cierres

de empresas

14
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con�scatorias

96
Invasiones

396
Comisos
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There were two other interventions which may be considered aphorisms on 

the Venezuelan situation: «There is no political program considering the need to 

transform current property rights in Venezuela» and «In Venezuela, we need a cul-

tural and anthropological study on property.»

Actually, since the early days of Venezuelan democracy and its 1961 con-

stitution, the constitutional economic guarantees for citizens have been 

restricted. The only protected Venezuelan property owner is the State, who 

owns the subsoil and the oil industry. The open adoption of Marxist social-

ism in 1999 has only served to weaken the debilitated private property rights 

in Venezuela. Expropriations, fines and appropriations of real estate, land 

and businesses have been justified using arguments of «public good» and 

the tenuous concept of «fair price». One participant summarized it this way: 

«Communism is the final stage of statism». Indeed, statism is in the DNA of 

Venezuelan democracy 

Before socialism set in in 1999, people already had a negative perception about 

market dynamics. Inventories were denounced as hoarding, obtaining profit 

margins were seen as opportunism and a preference for US dollars was con-

sidered as anti-nationalistic. This way of thinking forgets that the required 

return by an entrepreneur incorporates institutional costs, such as lack of 

stability in the local currency, uncertainty about property rights and addition-

ally, restrictions on free competition placed by the government. If regulation 

were more friendly toward private property and businesses, their profit-seek-

ing, competitive behavior would bring down prices and improve the quality of 

goods and services. 

Another opinion set forth in the workshop was that Venezuelans have a 

cultural problem with property rights: «There is a guilt complex for being an en-

trepreneur and exercising personal freedom.»

A Short History of Price Controls in Venezuela

A little digression about price controls in Venezuela will serve to illustrate the 

point. Abadi and Garcia Soto (2016) have documented the history of price con-

trols in Venezuela. The first price controls were set by decree on September 

9th, 1939. They were justified by the fact that the world was in the midst of 

the Second World War (a conflict in which Venezuela stayed neutral) and its 
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goal was to protect consumers from arbitrary rises in prices on the basis of 

potential shortages. This decree established a set of primary goods to satisfy 

basic needs or «first necessity goods» («artículos de primera necesidad»): food, 

home, medicines, clothing… It is remarkable that non-tradeable goods were 

included - theoretically, their supply is not related to foreign wars. The hous-

ing sector is an example. 

During WWII, new decrees controlled prices and rents, and a National Board 

for Price Regulation was created through decree No. 282 of November 9th, 

1942 («Junta Nacional Reguladora de Precios»). However, after the conflagra-

tion ended, price controls continued in place. A new decree, No. 247 of April 

9th, 1946, used terms such as hoarding and speculation, and imposed jail 

penalties of up to 30 months for those who sold goods and services above reg-

ulated prices.

The government bulletin in Venezuela («Gaceta Oficial»), began to publish the 

list of penalties during the (first) administration of Rafael Caldera (1969-1974). 

During those five years, there were 294 penalties for violations of price ceilings 

(ABADI and SOTO, 2016, p. 61). And the names of the «offenders» were published, add-

ing insult to injury. 

During the 1970s, price controls became even more strict. It is paradoxical that 

the president who would lead the market-friendly policies in 1989-1993, Carlos 

Andrés Pérez, was also a strong advocate of intervention in economic matters 

during his first administration (1974-1979). Pérez froze prices in the first quar-

ter of his administration in 1974. During his first period, only 22.48% of «first 

necessity goods» were allowed to increase their prices (ABADI and SOTO, p. 65).

However, price controls were shown to be ineffective in curbing inflation. 

Venezuelan cumulative inflation during the 1970s rose by 23% and in 1975-1979 

cumulative inflation had risen by 57%. Aggressive price controls set by Pérez 

and increases in minimum wages were directly related to these results. The 

five-year cumulative inflation in Venezuela had been below 10% during the 

1950-1969 period. Nevertheless, it must be pointed out that another source of 

inflationary pressures during the 1970s was the increase in oil prices that pro-

duced extraordinary income for the government and the private sector. 

Surprisingly, the oil bonanza led to an increase in Venezuelan foreign debt 

and disarray in its fiscal budget. The perception of long-term, high oil pric-

es, fed over-optimism about expected income. In 1979, the fiscal deficit had
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reached 10.6% of the GDP (ABADI and SOTO, p. 79) and the first exchange rate con-

trols were set in 1983. 

In 1984, a law was passed to create a National Commission on Costs, Prices 

and Wages («Ley que crea la Comisión Nacional de Costos, Precios y Salarios»), 

which was a board in which government officials, union representatives and 

businesses met to set prices in the economy. 

The chronology of this section is, somehow, a «genealogy of price controls and 

restrictions on property in Venezuela». It is possible to trace this culture of in-

tervention before socialism arrived with Mr. Chávez. After 1998, there was an 

exacerbation of the previous culture of statism and price controls were rein-

forced. Public sanctions against owners who did not apply price ceilings had 

been occurring long before, as this brief history of price controls illustrated. 

The following Figure 2 shows the inherent contradiction of price controls. It 

is the historical series of annual inflation rates (using CPI index) from 1964 

to 2008 (1997 being the base year), as compiled by Baptista (2011). Inflation 

has been skyrocketing since the seventies. Increasing restrictions go hand in 

hand with higher prices. 

This paradoxical result shows that price controls do not fulfill their goal. A vi-

cious circle of increasing inflation and further controls result in additional 

inflation. Shortages may be one explanation for this sequence: price controls 

discourage new producers from entering the market, while existing ones di-

minish their production. In this scenario, opportunities emerge to buy goods 

at regulated prices and then resell them in the black market. Bureaucrats and 

corrupt public servants find new opportunities for rent-seeking under these 

circumstances. Additionally, price controls have an impact on expectations. 

Consumers who anticipate higher prices and subsequent scarcity will run to 

buy goods in order to keep their own inventories and make money reselling 

these products. 

The regressive impact of these controls is clear. Low-income people, those 

with fewer resources, find it hard to handle shortages. They lack money to 

build inventories, and have no political influence or contacts to help them 

become middlemen and obtain a profit. Even worse: the escalating inflation 

diminishes the value of their real salaries and pensions. Once the inflationary 

trend became entrenched since the 1970s, the deterioration of real wages and 

pensions definitely led to social unrest and promoted support for Chávez and 

his anti-politics rhetoric in 1998. 

 venezuela
economic freedom 

audit 2016

2. Legal System and 
Property Rights



39

40 http://www.

accesoalajusticia.

org/wp/

figure 2. Annual Inflation in Venezuela, 1964-2008

Source: Baptista (2011, pages 600-605)

Further conclusions of the workshop

Another issue worried workshop participants: the current makeup of the ju-

diciary power and the unsuitability of the magistrates. The NGO Acceso a la 

Justicia40 (Access to Justice) led a study on the profiles of the magistrates of the 

Supreme Court of Justice («Tribunal Supremo de Justicia», TSJ). They found 

that only 3 of the 13 TSJ magistrates fulfill their constitutionally established 

requirements. Many of them do not have the required 15 years of active ser-

vice. Actually, some of them have even been removed from their previous 

functions. 

In addition to this, Acceso a la Justicia points out the continuous decrease in the 

budget for the judiciary branch of power since 2005. In 2015, only 1% of the 

public budget was allocated to this area. The average number of judges has 

also been falling. In 1998, there were 7.1 judges for every 100,000 citizens. In 

2015, the ratio fell to 6.9 per 100,000, while the average in Latin America is 9.0. 

Another participant mentioned that there have been no public contests to ap-

point new judges since 2006. Indeed, only 5 of the 50 control judges in Caracas 

were selected by public contest. 
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41 This law was 

passed in 2010. 

In Spanish, it is 

«Ley Orgánica del 

Sistema Comunal» 

and is available 

on-line at: http://

www.fonacit.gob.ve/

images/descargas/

oac/leyes/ley-org-

sis-eco-comunal.pdf

42 It is appropriate 

to quote this article 

from the Venezue-

lan Constitution in 

its Spanish original 

text and its transla-

tion to English.  

«Artículo 115. Se ga-

rantiza el derecho de 

propiedad. Toda per-

sona tiene derecho 

al uso, goce, disfrute 

y disposición de sus 

bienes. La propiedad 

estará sometida a las 

contribuciones, restric-

ciones y obligaciones 

que establezca la ley 

con fines de utilidad 

pública o de interés 

general. Sólo por causa 

de utilidad pública o in-

terés social, mediante 

sentencia firme y pago 

oportuno de justa in-

demnización, podrá ser 

declarada la expropia-

ción de cualquier clase 

de bienes.» 

«Article 115. Property 

rights are guaranteed. 

Every person has the 

right to use, enjoy and 

dispose of their prop-

erty. Property will be 

Expropriations of real estate have also been stressed during this workshop. 

One example is the «Gran Misión Vivienda» (Great Housing Mission) in Caracas. 

After the 2008 floods and landslides, many residents of low-income areas of 

Caracas were left homeless. The solution offered by the government was to 

expropriate land and real estate owned by other citizens and private busi-

nesses. A total of 160 expropriations spanning 2 million square meters took 

place. In 2011, another 106 administrative actions were implemented, for an 

additional 2 million square meters. Therefore, in the city of Caracas alone, a 

total of 4 million square meters have been taken from private hands. Other 

federal states followed suit and an additional 2 million square meters entered 

this inventory of expropriated land. 

A recent book about property rights in Venezuela compiles essays on their 

evolution and current situation. One of its authors, Hernández G. (2016), states 

that 2002 was the watershed year in which the government explicitly declared 

a «transition to socialism» and established the «social instrumentation» («fun-

cionalización social») of economic freedom (HERNÁNDEZ G., p. 174). 

According to this law professor, Venezuela is undergoing a «juridical de-

construction» of property rights. An example is the creation of a new legal 

concept, called «social property», which weakens private property. Article 

6.15 of the Organic Law of the Communal Economic System defines this concept as 

«the right of society to own the factors and means of production» for multiple 

purposes. Their condition and nature justify their control by the State; they 

have a strategic condition for sovereignty and human development, or just be-

cause their use guarantees «social happiness»41. (HERNÁNDEZ G., 2011, p. 176). This 

legal concept paved the way to expropriation and arbitrariness, although it 

contravenes the right to own property enshrined in article 115 of the Venezu-

elan Constitution42. 

A brief note about the Military

These huge problems had not allowed us to address another issue that the 

EFW 2016 report measures in this section, which is Military Intervention. 

Fortunately, the debate on «Size of Government» included this Venezuelan 

problem. 

Some information about the role of the military in Venezuela would be use-

ful at this point. After Venezuela gained independence from Spain in 1821,
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subject to the contribu-

tions, restrictions and 

obligations set by the 

law for reasons of pub-

lic and general inter-

est. Only for reasons of 

public or social interest 

and, after firm judicial 

decision and timely 

payment of fair com-

pensation, may any 

good be expropriated.» 

It is clear that ar-

bitrary expropri-

ations, with no 

intervention of the 

courts and without 

any payment to the 

owners, contravene 

the 199 Constitution 

passed by the social-

ist regime. 

The Venezuelan 

Constitution is avail-

able online at: http://

www.mp.gob.ve/

LEYES/constitucion/

constitucion1.html
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influential military leaders or «caudillos» ruled the country and were protago-

nists of costly civil wars during most of the 19th century. In the 20th century, two 

powerful generals governed the country. The first was Juan Vicente Gómez, 

whose political influence lasted from 1900 until his death in 1936. The second 

one was Marcos Pérez Jiménez, who deposed the first democratically elected 

President in 1948 and was himself ousted in 1958. 

The failed coups d’état led by Mr. Chávez in 1992 and his election as President 

in 1998 marked the end of a model in which the military were subordinat-

ed to the civilian power and democratic institutions. Sucre (2005, page 284) 

considers that the modern project of civilian authority over the military re-

ally lasted from 1958 to the 1980s. In fact, he believes that the attitude of the 

majority of people in the 1990s was favorable to military intervention in poli-

tics. This explains why Chávez, a newcomer in politics, was elected president 

(SUCRE, 2005, pages 283-284).

«Even though the birth of Venezuela is closely linked to the formation of a 

Liberator Army and the military function was a path to obtain the condition 

of citizen during the 19th century (Hébrard, 2001), some analysts consider that 

Venezuela has not been subject to militarism, but that military intervention 

and praetorianism have been the rule (BUTTO, 2001; IRWIN, 2000; IRWIN, 2001). 

They have left a cultural legacy, a belief that dictatorships are efficient and 

that democracy means disarray. The military intervene to save the nation 

from the chaos generated by civilians. For example, the use of cement in 

construction during the first decade of the implementation of the democratic 

model (1958-1968) was 20% higher than during the preceding military 

decade (1948-1958). Widespread opinion is that «democracy hasn´t done a 

thing, while Pérez Jiménez did».»

Undeniably, the significant power wielded by the military in Venezuela now-

adays has led to accusations of corruption among policemen and military 

officers. There are too many tempting opportunities to profit from military in-

tervention in the regulated food and staples markets. Most disturbing are the 

reports of drug trafficking among the army43. 

Perhaps the increased participation of the military in civilian matters and 

their growing disrepute may help to change the favorable perception that 

people have about them and which catapulted Mr. Chávez to power in the 1998 

democratic elections.
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Recommendations for Public Policy

Many proposals to revert the fragile situation of the Venezuelan legal system 

and property rights were set forth during this workshop. 

Property Courts. This concept was proposed by the law students partaking in 

this debate. Currently, there are no specialized courts to settle property dis-

putes. Plaintiffs whose property has been expropriated do not have any forum 

in which to take legal action against the State or the administrative authori-

ties and demand compensation for damages or irregular practices. 

In this scenario, an extreme measure like expropriation should only take 

place with a court order. Nowadays, administrative agencies like the afore-

mentioned SUNDEE apply expropriations and fines without judicial support. 

The first tasks of Property Courts would be to revert confiscated property 

to their original owners and lead the implementation of a legal framework 

whereby those assets that cannot be returned to their previous proprietors 

can be sold at a transparent auction. 

The Culture of Private Property. One of the participants summarized the 

fragile condition of Venezuelan property rights by stating that «All citizens are 

targeted for attacks on their private property.» 

Members of two nonpartisan civil society organizations, namely the 

Movement for the Defense of Family Patrimony («Movimiento de Defensa del Pa-

trimonio Familiar»), MODEPAF, and the Association of Workers, Entrepreneurs 

and Microentrepreneurs («Asociación de Trabajadores, Emprendedores y Micro-

empresarios»), ATRAEM, took part in this session. These initiatives reflect a 

deeper need: that of generating a social consensus about the importance of 

private property to improve the quality of life of Venezuelan citizens. Shock-

ingly, these expropriations and penalties against private property have taken 

place without there being any peaceful protests or strikes. This apathy may 

reflect the lack of civil zeal for the protection of property rights. 

In addition, people seem to have gotten used to an indirect form of expropri-

ation of their assets, namely, inflation. The best mechanism to cease the lack 

of respect for private property rights is the commitment of citizens to defend 

them, using their votes and their civilian rights. 

Home ownership titles for the beneficiaries of housing subsidies. The gov-

ernment publicizes the construction of 1 million housing units under social 

 venezuela
economic freedom 

audit 2016

2. Legal System and 
Property Rights

http://es.insightcrime.org/noticias-sobre-crimen-organizado-en-venezuela/cartel-de-los-soles
http://es.insightcrime.org/noticias-sobre-crimen-organizado-en-venezuela/cartel-de-los-soles
http://es.insightcrime.org/noticias-sobre-crimen-organizado-en-venezuela/cartel-de-los-soles
http://caracol.com.co/radio/2016/05/19/internacional/1463617960_925450.html
http://caracol.com.co/radio/2016/05/19/internacional/1463617960_925450.html
http://caracol.com.co/radio/2016/05/19/internacional/1463617960_925450.html
http://caracol.com.co/radio/2016/05/19/internacional/1463617960_925450.html
http://caracol.com.co/radio/2016/05/19/internacional/1463617960_925450.html


43

44 See: http://inteli 

genciapetrolera. 

com.co/inicio/ 

alberto-quiros- 

corradi-un- 

pensador-original- 

por-que-los- 

ciudadanos-no- 

son-duenos-de- 

la-riqueza-petrolera- 

por-carlos-goedder/

interest housing programs. However, the real owner of the land on which 

these units are built is the State and the beneficiaries do not have real title to 

these homes. If these low-income citizens were to have title of their hous-

es, they would surely be the staunchest defenders of property rights. With 

ownership of this asset, they could improve their economic situation, given 

that it is an eligible collateral. 

Education on Property Rights. Young attorneys and law students in the 

workshop proposed the inclusion of a subject on ̈ Property Rights¨ in their un-

dergraduate programs. This course would include the legal basis of property 

rights, a comparative analysis of legislation in different countries and prac-

tical cases of conflict resolution. This approach may be extended beyond law 

schools to include high schools, where some basic concepts on property rights 

could be taught. This would interpose the traditional thinking inherited from 

Venezuelan statism and its socialism/communism aftermath.

Adjustments in the Judiciary Function. The NGO Acceso a la Justicia is pro-

posing two immediate actions. One of them is a law regulating the judiciary 

career («Ley de Carrera Judicial»), with clear requirements for the appoint-

ment of judges and magistrates. Another initiative would be an audit system 

for the judiciary, which would allow for the development of performance 

metrics, the monitoring of processes (through inspections and sampling) and 

traceability of the decisions and appointments which are carried out. 

The workshop also analyzed another ground-breaking initiative regarding 

Venezuelan Property Rights, as set forth in the «Monaldi/Quirós thesis» by 

Francisco Monaldi and Alberto Quirós. They propose allocating state-owned 

oil company (PDVSA) stocks to each citizen44. These shares could be managed 

by specialized money funds, adding a deeper dimension to the local finan-

cial market. Additionally, these assets could be used as collateral to finance 

«merit goods», such as education, health and housing which are necessary for 

human capital. 
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3. SOUND MONEY

The IMF estimates45 Venezuelan CPI inflation at 720% for 2016 and at 2,200% 

for 2017. The level for 2015 was 180.8%. Based on these results, the EFW 2016 

gives Venezuela an index of only 3.02 in Sound Money (the scale goes from 1 to 

10). It is the country with the worst result among 159 countries considered in 

this section of the Index. 

It is difficult to find the Spanish equivalent for «Sound Money» and we used 

the term «Estabilidad Monetaria» (Monetary Stability) in the Spanish version 

of this report. The English term is more eloquent because it is about having 

a solid, reliable money supply and implementing monetary policy manage-

ment measures that allow citizens and enterprises to make financial plans. 

The purchase value of their savings and salaries including those of the most 

vulnerable groups (pensioners and salaried workers) could be predicted. Ad-

ditionally, this sound money supply would allow for more agile monetary 

transactions.

During the final editing of this report, news on the difficulties for cash trans-

actions in Venezuela became more frequent. In Cúcuta, a Colombian city 

near the Venezuelan frontier, Venezuelans exchanged their money (in Bolívar 

Fuertes) to obtain food and medicines they cannot find in their own country. If 

you want to exchange currency there, it is easier to weigh the Venezuelan bills 

on a weight scale than to count them (VARGAS N., 2016):

 «… Recently, merchants in Cúcuta have opted for electronic scales: «We 

already know that one million bolivars in 100-Bs bills weigh 11.26 kilos», 

explained a currency exchanger.»

Other articles mention that one hundred Venezuelan bills of any denomina-

tion weigh 110 grams. People use scales to calculate the amounts of money 

needed for their daily shopping. Recently, in November 2016, local currency 

lost 62% of its value against the US dollar. The bill with the highest denom-

ination (BsF. 100) is worth just 2 cents of one USD. Restrictions to withdraw 

cash and the huge amount of bills necessary to buy goods force people to visit 

6 or 7 ATMs daily (SCHIPANI, December 2016). A recent general failure in the debit 

and credit cards network was considered a conspiracy by the government, 
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47 One transmission 

mechanism is 
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imports. The 
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imported food in 

Venezuela has been 

estimated at 70% of 

total food consumed 

in the country. An 

alternative measure 

suggests that this 

information is 

inaccurate and the 

percentage is 30% - 

See: http://www. 

elmundo.com.

ve/firmas/sergio-

arancibia/%C2%BF 

cuanto-se-importa-

realmente-.aspx

which went on to throw six directors from the company Credicard (AFP, 2016) 

into prison.

The Sound Money Index considers the four variables discussed below. Before 

analyzing them, we will go into some relevant issues about Venezuelan mon-

etary policy. 

Understanding the challenges of Venezuelan Monetary Policy

Figure 2 in the previous chapter has already shown the skyrocketing trend of 

inflation in Venezuela since the 1970s. Paradoxically, price controls have been 

stronger than ever during this period, proof that they are useless. 

An overview of Venezuelan Monetary Policy would not be complete if it 

does not include the issue of oil exports. The Venezuelan oil industry is con-

trolled by the government and the revenue in hard currency stemming from 

these exports go to PDVSA, the state-controlled company. Notoriously, 95% of 

all Venezuelan exports are oil exports46. These dollars are then sold to the 

Venezuelan Central Bank. The most common practice to balance the Venezu-

elan fiscal budget is devaluation. Each dollar obtained from exports will yield 

more local currency which the government can use to bank its payroll and 

pay suppliers and bondholders. However, devaluation leads to inflation47 and 

generates a vicious circle. Further inflation will require additional devalua-

tion to contain the fiscal deficit. 

Under a flexible exchange rate, the local currency of an oil exporter normally 

devaluates against foreign currency when oil prices fall. If the country re-

ceives fewer dollars, its local currency will lose value. However, Venezuela 

has historically operated under a fixed exchange rate. In 1961, when democ-

racy began in Venezuela, the exchange rate was fixed at Bs. 4.30/USD 1. This 

exchange rate was kept steady until February 18th, 1983, when the first offi-

cial devaluation was announced and the first differentiated exchange control 

system was implemented. Foreign currency was kept at Bs. 4.30 per USD 1 for 

essential imports – somehow similar to the concept of «primary needs goods» 

already discussed for price controls; Imports and expenses in foreign cur-

rency considered as «non-essential» – tourism abroad, for example- were 

allocated an exchange rate of Bs. 7.50 per USD 1. 

From then on, Venezuela has never functioned under a really flexible ex-

change rate. Even during the failed liberalization of the economy in 1989-1993,
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a controlled devaluation or «crawling-peg» mechanism was in place. The most 

recent exchange controls were set on February 5th, 2003 after a strike in the oil 

sector, when the income from oil exports diminished. However, this emergen-

cy measure, which was supposed to be temporary, has lasted for over a decade 

and opportunities for corruption for people playing with the differentiated of-

ficial exchange rates have enriched many. Instead of «Crony Capitalism», such 

practices may be considered as «Crony Rentism»48. 

Figure 3 illustrates the annual devaluation of the Venezuelan currency (Bolí-

var – VEF or BsF.) against the American Dollar during 1965-2008 (the information 

is taken from BAPTISTA, 2011). Only once has the Venezuelan Bolivar appreciated 

against the USD. Since 1983, devaluation has been occurring each year, with 

relevant peaks in 1984 (45%), 1987 (50%), 1989 (84%), 1994 (63%), 1996 (136%) and 

2002 (60%). In 1989 the RECADI exchange control system, which used differen-

tiated prices, was dismantled and in 1996 another exchange control regime 

called OTAC and had been in place since 1994, had the same fate. Those are 

years of remarkable overshooting. In 2002, the country´s political and eco-

nomic situation was dismal. There had been a national strike in the oil sector 

in December of the previous year to protest against the government. In the 

previous month of April a deplorable coup d’état had failed to depose Presi-

dent Chávez after a national strike.

Figure 4 clarifies the aforementioned link between devaluation and oil pric-

es. It illustrates the annual change in WTI barrel prices since 1977. Until 1983, 

the Venezuelan Bolivar had not undergone any devaluation and was kept sta-

ble at Bs. 4.30 Bs per USD 1. The 1980s were turbulent in terms of oil prices. The 

unexpected fall in oil prices in 1981-82 led to the 1983 devaluation. From then 

on, a pattern of devaluation after a drop in oil prices was set. Sudden drops in 

prices, such as that of 1986 (-46.3%), led to a 50% devaluation in 1987 and 40% in 

1988. The effect of the changes in oil prices on the budget is calculated on the 

basis of a specific oil price and it takes time to verify if the price drop (or in-

crease) will be only temporary. Adjustments to the exchange rate take place 

in the next annual budget. 

How does a flexible exchange rate regime work in oil exporting countries? 

A recent example of this can be seen in Colombia, Venezuela´s neighbor. In 

Colombia, oil exports account for nearly 50% of all exports and the country 

operates under a flexible exchange rate. The exchange rate for the Colombian 
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figure 3. % of Annual Devaluation of the Venezuelan Bolivar  

against the US Dollar

Data Source: BAPTISTA, 2011)

figure 4. Devaluation of the Venezuelan Bolivar against the USD,  

compared to annual changes in WTI oil prices

Sources: BAPTISTA (2011, pages 704-704) and https://www.statista.com/statistics/266659/

west-texas-intermediate-oil-prices/
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Peso in June 2014 was around COP 1,850 per USD. Then, oil prices started to fall 

dramatically. Brent oil, the reference for the Colombian oil company Ecopet-

rol, was quoted at USD 112 a barrel in June 2014. At the end of 2014, its price was 

USD 52 and in 2015 it closed at USD 34. The Colombian Peso reached COP 3,149 

per USD at the end of 2015 and inflation surpassed the goal (6.8% vs. a ceiling 

of 4%) set by the Colombian Central Bank (Banco de la República). In 2016, oil 

prices deteriorated even further. The US Dollar bought COP 3,500 in February 

2016 and the annualized inflation rate reached 8.6% in June 2016. A Colombian 

academic paper analyzes the way Colombia adjusts to negative shocks in oil 

prices (BEJARANO et. al., page 7):

«…Once we feed this long term change in oil prices into the monetary policy 

models used in this paper, we find that a strict inflation target poses a 

policy dilemma for the Central Bank. The ongoing fall in oil revenues causes 

a permanent fall in consumption and GDP but nominal depreciation drives 

total inflation off the target, calling for a tighter policy stance by the bank. 

We also show, however, that this dilemma arises because the tradeable 

sector features flexible prices, while in the non-tradeable sector prices are 

sticky. Therefore, the dilemma would disappear if the central bank were able 

to identify exactly where the nominal rigidities reside (that is, in the non-

tradeable sector) and would target non-tradeable inflation.»

This paragraph illustrates the economic model operating in Colombia, where 

the Central Bank has a clear commitment to lowering inflation levels (3%, 

with tolerance of +/- 1%) and the fact that falling oil prices cause devaluation. 

The exchange rate is the adjustment variable. However, devaluation of local 

currency generates inflation because imported commodities become more 

expensive. If the central bank wanted to keep inflation under control, it would 

have to raise interest rates, even though this would hurt economic growth 

even further as oil exports are already falling. 

In Colombia, the Banco de la República increased its monetary policy interest 

rate («Tasa de Intervención») from 4.0% in August 2014 to 7.75% in August 2016. 

Economic growth was adjusted downwards: 4.4% in 2014; 3.1% in 2015 and 2% 

in 2016. If the Central Bank could pinpoint price rigidities, that is, those sectors 

in which it is more difficult to lower prices, it could implement a differenti-

ated monetary policy, but that possibility is far from attainable at present. It 
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49 Compare this 

official exchange 

rate, in http://www.

simadi.today/ with 

the black market 

rate in https://

dolartoday.com/. 

This latter website 

has been banned in 

Venezuela.

would mean for example setting different interest rates for some sectors of 

the economy.

There is no flexible exchange rate in Venezuela to absorb the shock in oil 

prices. Even worse: there is a differentiated exchange rate managed by the 

government through an exchange control system and capital controls. 

The solution implemented in Venezuela to contain devaluation and infla-

tion has been price controls. One of them is the foreign currency price control. 

The economy has no way to adjust to the new reality: if the local currency 

is allowed to depreciate, new exporting sectors could develop and substitu-

tion between imported and local goods in the tradeable sector would take 

place among consumers and producers. This would help to restore economic 

growth. Under price controls, the only sector that grows is rent-seeking, and 

the huge profits from reselling regulated goods in the black market is a de-

terrent to dismantling said price controls. The lack of regulated goods adds 

insult to injury through inflation: citizens lacking assets in foreign currency 

and connections with the bureaucrats will suffer further drops in their real 

income. 

Curiously, Venezuela has kept its currency overvalued in most of its ex-

change control regimes. That is the case from 2003 onwards: the official 

exchange rate is far below that of the black market. Even the more flexible 

regime set up in March 2016, called the Marginal Foreign Currency System, 

(¨Sistema Marginal de Divisas or SIMADI for its acronyms in Spanish´), has a max-

imum exchange rate that is about one third of the black market exchange 

rate49. The result is that other exporting sectors keep away from competi-

tiveness and additional imports take place, so that rebalancing the external 

sector turns more difficult. 

There was an attempt to revitalize other export sectors through devaluation 

of the currency during the liberalization of the economy in 1989-1993. Gómez 

(1993, p. 23) considers the uselessness of this debate about the proper exchange 

rate for the Venezuelan economy:

«All the discussion that has taken place in our country about the 

overvaluation or undervaluation of the Venezuelan Bolívar makes no sense, 

as long as it does not include the analysis of the dichotomy that affects the 

Venezuelan economy and divides it among two sectors: oil and non-oil.» 
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Monetary policy in Venezuela has to deal with this problem: exchange 

rate. And the exchange rate level has consequences in the distribution of 

income. When the Venezuelan Bolivar is undervalued, income and wealth 

distribution favor those who have access to US dollars through exports or in-

ternational assets. This happened during 1989-1993 and also after the sudden 

interruption in exchange rate controls. With an undervalued Bolivar, im-

ports turn more expensive and this hurts consumers of imported foods and 

medicines as well as any businesses that require imported capital goods and 

technologies. The alternative is an overvalued currency that will benefit im-

porters and consumers of imported goods. During exchange control periods, 

the middlemen will profit in any direction by buying the cheaper currency in 

the official market and reselling it in the black market. 

The easier option would be to allow the currency to float. Under market 

conditions, a flexible exchange rate offers a guideline for the point of equi-

librium of the foreign currency. However, it will transmit the volatility of the 

oil market to the personal income of citizens. The aforementioned recent 

Colombian devaluation offers an example of the consequences for the distri-

bution of income: higher inflation, increased interest rates and deterioration 

of real income and wages. MOLINA (1994, p. 299-300) summarizes this problem:

«Any decision that modifies the relative prices of assets in foreign currency 

has effects that go beyond the composition of that investment portfolio, and 

recompose relative wealth and income among social groups.» 

Volatility in oil prices also adds volatility to fiscal revenue. Manzano and 

Scrofina (2011) estimate that in 2001-2010, oil accounted for 48% of total fiscal in-

come (MANZANO et. al., page 5). This fiscal income issue is relevant, because bearish 

oil markets will result in less income for the government, so drops in oil prices 

will require devaluation (and additional inflation) in order to balance the fis-

cal accounts.

If the government sets the proper policy to manage the volatility of its oil 

revenues, that would help curb the vicious dynamics of devaluation-infla-

tion. The aforementioned authors Manzano and Scrofina (2011, pages 9-12) 

discuss the historical experience with a common solution used by oil ex-

porters: setting up a sovereign fund to save money during the cycle of high oil 

prices, and using those funds when oil prices drop. In the Venezuelan case, 
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www.bcv. 

org.ve/fiem/decreto 

2991fiem.htm

51 FONDEN may 

invest funds in 

foreign portfolios, 

short-term bank 

deposits and bonds.

52 This information 

 is in PDVSA´s  

website of: http: 

//www.pdvsa.com 

/index.php?tpl= 

interface.sp/design/

readmenuprinc. 

tpl.html&newsid_ 

temas=107

this kind of funds has not been properly designed, as suggested by three pre-

vious attempts.

A Venezuelan Investment Fund (Fondo de Inversiones de Venezuela, FIV) was cre-

ated during the oil boom of the 1970s, but it did not take advantage of the oil 

windfall because a decision was made to invest locally in energy-intensive 

industries. In 1998, one of the final measures of the Caldera administration 

- four months before Chavez came to power - was the creation of another 

stabilization fund, entitled «Fondo de Inversión para la Estabilización Macro-

económica» or FIEM (in English, Investment Fund for Macroeconomic Stabilization)50. 

However, it was managed in a discretionary manner by the Chavez adminis-

tration and during the boom period of 2006-2008 no significant savings were 

set aside (MANZANO et. al., page 10). 

An alternative fund, FONDEN or «Fondo de Desarrollo Nacional» (in English, 

the National Development Fund), was created in August 2005. In conjunction 

with a reform to the Law of the Central Bank the previous month, it set a new 

rule: PDVSA would only sell to the Central Bank the dollars required by the 

oil company to pay its local (Bolivar-denominated) obligations. The remain-

ing income from oil exports would be divided among these two allocations: 1) 

first, it would be kept in PDVSA’s balance sheet for its investment plans and for-

eign debt payments and 2) any surplus funds would be allocated to FONDEN 

for social policy purposes. 

FONDEN was another inflationary solution. The oil windfall was essentially 

destined to local consumption spending51. The official statistics reveal that 

in 2005-2010 FONDEN managed USD 29.4 billion52. More remarkably, FONDEN is 

managed directly by the central government.

Thus, the absence of proper stabilization/sovereign funds has inflation-

ary consequences. During the oil windfall, funds like the ones in FONDEN do 

not save the bulk of this money abroad or in medium/long-term financial in-

struments and so, current spending increases. Then, when oil prices drop, the 

government must rely on devaluation to balance its budget and obtain addi-

tional local currency.

Another problem is the monetization of fiscal deficit. Venezuela´s Central 

Bank has never been, sensu stricto, an independent institution. In addition 

to availing itself of devaluation, the government relies on a permissive Cen-

tral Bank to balance its budget. This malpractice has been accelerated under 
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socialism. Throughout this chapter, the analysis of variables and the results 

from the workshop will provide further details and evidence of this. 

Figure 5 offers a proxy to this monetization problem. It shows the ratio of 

Money Supply, M2 (including cash and Negotiable Orders of Withdrawal or 

NOWs and saving accounts in banks) to nominal GDP. When this ratio increas-

es, it is a sign of devaluation and additional public spending. Undervaluation 

of the currency would lead to a similar result. During the 1980s and 1990s, 

this indicator sat above the baseline of 20%, reaching its peak after the first 

devaluation in 1983 (48%). The indicator had an average level of 23% in the 1965-

1974 period. In 1975, the indicator jumped from 24% to 32% and started a rising 

trend: this was the period of oil boom and fiscal disarray. 

figure 5. Ratio M2/GDP

Data Source: BAPTISTA (1991, pages 670-677)

It is relevant that, since the nationalization of the Central Bank in 1976, and 

up to 1996, the M2/GDP indicator was above 30%. In 1986, when oil prices fell by 

46.3%, the ratio of money supply to GDP jumped from 43% to 45%, a clear sign 

of monetization of the deficit (no additional dollars had entered the economy). 

The drop in money supply in the late 1990s could be related to a banking crisis 

in the country during 1994-1995 and its damaging effects on banking deposits. 

Notice that, since 2005, the ratio is again rising, including the effect of higher 

oil prices.
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Gómez (1993, p. 21) is emphatic: «…The real cause of inflation in Venezuela lies in 

the size of public spending.» Size of Government, the first item considered in the 

Economic Freedom of the World Index, is directly correlated to Sound Money.

Thus, measures to heal public finances will prove decisive so as to avoid 

the inflationary monetary policy. The aforementioned «institutional tech-

nology» of stabilization funds may prove helpful. The diversification of fiscal 

income is relevant, and a strong private sector would be the best tool to coun-

terbalance the dimension and volatility of the oil sector, and the disarray in 

fiscal deficit monetization.

BERGHOLT (2014) offers an interesting modeling for small oil exporters. One of 

his contributions relevant to Venezuela is to consider the links between the 

oil and non-oil sectors. In some discussions among Venezuelan economists, 

the dichotomy between oil and non-oil economy makes both sectors seem as 

if they are independent and unconnected from each other. This stance miss-

es important interrelations between both sectors through labor, capital and 

technology markets. When discussing stabilizing policies, this author is skep-

tic about the capabilities of monetary policy to counterbalance the volatility 

of the oil sector. Any choice of a target, exchange or interest rates in monetary 

policy may lead to distributive consequences in the income and wealth of the 

people (BERGHOLT, 2014, page 4):

«…The analysis sheds light on the welfare implications of monetary policy 

in this environment. An important point in that respect is that any attempt 

at stabilizing impulses from the oil sector comes at the cost of producing 

volatility somewhere else.»

The author models different nominal anchors and targets. His concluding re-

marks point towards fiscal policy as a more promising area of research for 

reaching stabilization in oil economies. The deleterious experience in Ven-

ezuela, with exchange and interest rates controls used as stabilizing tools, 

may reinforce this conclusion. The high interest rate levels during the liber-

alization of the economy in 1989-1993 may be one of the roots of the ensuing 

banking crisis in 1994-1995 (coupled to rent-seeking by profligate bankers). 

Any nominal anchor or target for monetary policy in Venezuela could 

lead to maladjustments in the relative income and wealth of the citizens, 

and the implementation of controls that promote rent-seeking and crony 

capitalism.
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hi/spanish/ 

latin_america/ 

newsid_1735000/ 

1735611.stm

One proposal for nominal targeting is dollarization of the economy. An ar-

dent promoter of this alternative is professor José Luis Cordeiro, who recalls 

the distributive consequences of the inaccessibility of foreign currency for 

Venezuelans – a result of fixing the exchange rate as a nominal anchor for 

monetary policy since 1961, and additional exchange controls in place since 

1983 (CORDEIRO, 2016, p. XV):

«That is the grim reality of Venezuela nowadays, where everything is 

dollarized, but there are no dollars for the people. A country where people 

die due to the inaccessibility of dollars, a country where almost everything 

is dollarized except the wages.»

A monetary arrangement where Venezuela pegs its exchange rate to the dol-

lar (the model that somehow worked from 1961 to 1983) or directly operates 

in dollars as its currency could have social appeal. Three warnings are nec-

essary under dollarization arrangements - and the Argentine experience of 

dollarization, which was abruptly stopped in 2002, is an empirical reminder: 

• This arrangement will not last if there is fiscal disarray. Disarray in fiscal ac-

counts and government indebtedness will lead to violations of the monetary 

rules.

• The choice of the exchange rate peg. GOMÉZ (1991) is enthusiastic about dol-

larization but he reminds us of the disastrous distributive consequences that 

a bad decision about the exchange rate may generate. In the Argentine case, 

the exchange rate was set at 1 USD per 1 Argentine peso («uno a uno») and 

banking deposits were held both in pesos and dollars. This exchange rate hurt 

farm exporters and made their production uncompetitive in the world mar-

ket: if they were right, there was an overvaluation of the local currency. Under 

this pegging, importers and international travelers were net gainers. The dis-

tribution conflict was one of the factors that blew the monetary regime into 

pieces in January 2002 (one of the authors of this report lived in Argentina from 

August 2000 to August 2002, and endured all this process of dismantling the 

convertibility («convertibilidad» in Spanish). During the process, the country 

had five alternating presidents in just one week53).

A solution would be to stop printing Venezuelan Bolivars and allow the dol-

lar to circulate as the only currency. However, an implicit conversion rate will 

always be in the mind of citizens whose assets were previously denominated
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M1 is considered. It 

is the most liquid 

measure for money, 

considering bills and 

coins in circulation 

(which have the 

smallest share) and 

demand deposits in 

bank accounts.  

A definition 
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investopedia.com/ 
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ad=dirN&qo=inv 

estopediaSiteSearch 

&qsrc=0&o=40186

55 Downloaded in: 

http://www.imf.

org/external/pubs/

ft/weo/2016/02/

weodata/download.

aspx

in local currency. Indeed, assets in local currency will have to be turned into 

nominal dollars once the new regime starts. If this conversion takes place at 

market exchange rates at the moment of dollarization, it will be a nominal an-

chor throughout the new dollarization arrangement. A worse scenario would 

be a government decision on the exchange rate, and it will cause the afore-

mentioned distribution effects, depending on over- or undervaluation. No 

government is privy to the equilibrium exchange rate. 

 • Finally, an oil exporter country will have a volatile supply of dollars and the 

volatility of this commodity will be transmitted to the money supply, thereby 

granting more importance to fiscal buffers and sovereign funds. 

CORDEIRO (2016) offers an interesting account of monetary history in Venezuela 

that deserves to be thoroughly read in order to understand the social conse-

quences of inflation and poor monetary and fiscal management in Venezuela. 

Individual Analysis of the Variables

14. Money Growth. This variable compares the rate of growth of money 

supply54 in the last five years to economic growth during the last decade. In 

Venezuela, money growth exceeds GDP growth by 36.16%. Under these cir-

cumstances, this monetary excess is transferred to higher prices – inflation, 

since no production of good and services can absorb it. 

Based on the foregoing, Venezuela is ranked in the worst position among 

159 countries, with an excess monetary growth average of 6.32%. Venezuela´s 

index is 2.77 (the maximum attainable is 10). Another Latin American coun-

try is one of the top ten worst results: Argentina, with an index of 6.16 and an 

«excess growth» of 19.2% over GDP. It is relevant to highlight how distant Vene-

zuela is from the other countries.

15. Standard deviation of inflation: This is a measure of inflation volatility. 

Therefore, this section does not only measure the annual change in consum-

er prices (inflation) but the jumps or ups and downs in inflation - how much it 

changes throughout the years. If we remember our college calculus courses, 

this would be the second derivative of inflation – its acceleration.

The dataset of the IMF´s World Economic Outlook55 updated in October 2016 gives 

us a clue about inflation volatility in Venezuela. These are the annual inflation 

results in recent years:
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56 An amiable 

definition can be 

found at http://

www.investopedia.

com/terms/g/gnp_

deflator.asp

Year 2010 2011 2012 2013 2014 2015 2016(E)

CPI Inflation,% 27.2 27.5 20.1 56.2 68.5 180.9 720

Venezuela has the third highest inflation volatility, in the EFW 2016. Its index 

is 4.31 and the annual inflation volatility is 14.23% It is relevant to insist that 

these results of the EFW 2016 report reach up to 2014; therefore, the result 

would be even worse with the inflation numbers compiled by us for 2015 and 

2016. Inflation volatility is only higher in Syria, a country undergoing a civil 

war, with 38.8% annual inflation volatility, and Libya, which has also under-

gone a recent civil conflagration, with an annual volatility of 16.66%.

16. Inflation: the most recent year: The annual change in prices is consid-

ered by means of the GDP Deflator. Instead of measuring price changes 

using a consumption basket, the GDP Deflator considers how prices vary in 

the whole economy, using its total production of goods and services for final 

consumption56.

Inflation interferes with freedom in economic decisions, because high in-

flation levels add uncertainty to investments and consumption. Under high 

inflation, citizens would choose suboptimal consumption and investment 

decisions. The present value of the future converges to zero: expectations of 

higher prices motivate immediate consumption. The discount rate of the fu-

ture is too high. Saving is a non-efficient decision and there is an advantage in 

indebtedness: debtors see their financial debts lose real value in a high infla-

tion scenario. 

Venezuela has the worst result for inflation worldwide and it gets an index 

of zero in the EFW 2016 report - its inflation, measured through the GDP de-

flator, is 62.17% for 2014, which exceeds the maximum value considered for 

this category with empirical results: 50%. 

We must remember that the inflation rate measured as per the Consumer 

Price Index is 68.5% (see variable 15. Standard deviation of inflation). This is clear-

ly hyperinflation, in comparative terms. The average annual inflation among 

the 157 countries considered in the EFW 2016 index is 5.08%. The second worst 

inflationary performance was that of Syria, a country at war, with 45% and 

the third one is Argentina, with an inflation of 33%. Once again there is a noto-

rious gap even comparing Venezuela to the worst results. 
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Venezuela´s historical trend can be analyzed through the EFW 2016 dataset. 

In 1970, Venezuela´s index was 9.74, with an annual inflation of 1.28%. In 1980 

the index had deteriorated to 4.78 and an inflation of 26%. In 1990, the inflation 

according to the methodology of the EFW 2016 was 41.71% and the index 1.66. 

At the start of the 21st Century, the index improved to 6.76% and inflation was 

16.21%. From 2010 on, the index started to deteriorate and was already falling, 

to 4.10, and inflation rose to 29.06%. In the previous chapter on property rights, 

Figure 2 showed the historical path of inflation since 1965. 

17. Freedom to own foreign currency bank accounts. This variable only takes 

one of these three values, according to the regulations imposed on business-

es and citizens: zero, if it is forbidden to have a foreign currency bank account 

both in the country and abroad; five, when deposits in foreign currency are al-

lowed within the country, but off-shore accounts are forbidden. And finally, 

an index of 10 goes to countries that allow foreign currency accounts, both on-

shore and off-shore. 

Venezuela gets an index of five. Citizens and businesses may open a bank ac-

count in Venezuela in USD. Nevertheless, it is filled with red tape and there 

is no transparency in the management thereof, which is very convenient for 

corrupt officers. A consequence of the exchange rate control is that Venezue-

lans are not allowed to freely transfer money abroad and open bank accounts 

off-shore. 

Before discussing the results of the workshop, let’s point out that inflation 

and monetary growth also reflect the way a society decides between the 

present and the future, and how immediate consumption is valued. The 

government and the Central Bank may reflect these social values in their mis-

management of monetary policy. Let’s quote a Brazilian author on this issue 

(GIANNETTI, 2005, page 259):

«Machado de Assis [a Brazilian novelist] shows the difficulties of a man 

who possessed «the desire for wealth, but not the desire to work». The result 

of these two disjointed impulses was only one: debts. There are societies 

that seem to live in a similar condition. They have the desire for economic 

growth, but not a desire for patience. The result, if not inflation or a balance 

of payment crisis, is this: high interest rates.» 
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57 Venezuela con-

ducted a brief dem-

ocratic experiment 

in 1945-1948, and 

the first democrat-

ic presidential elec-

tions took place in 

1947. A coup d’état 

put a stop to this ex-

periment. In 1958 

dictator Marcos 

Pérez Jiménez was 

deposed and after 

a junta integrat-

ed by civilians and 

the military took 

provisional power 

Rómulo Betancourt 

was democratically 

elected as President 

in 1959. He was the 

caudillo of Venezue-

lan democracy and 

founder of the po-

litical party Acción 

Democrática, AD. 

In 1958, this polit-

ical party and two 

others, COPEI and 

URD made an agree-

ment of coexistence, 

known as the «Punto 

Fijo Pact.» The im-

agery of Chavism 

condemns this dem-

ocratic period as 

spurious and consid-

ers that true democ-

racy for the people 

started with the 

election of Chávez 

in December 1998 – 

from then on quoted 

as the starting date 

of the «Fifth»  

Venezuelan Repub-

lic. Chavez´

Workshop

«Our institutional structure does not tolerate monetary sovereignty.» This state-

ment by a participant to the workshop is strong enough to summarize the way 

the Venezuelan Central Bank operates since 1976. 

A couple of participants in the workshop considered 1976 as a watershed 

in the recent history of Venezuelan monetary policy. They considered it 

the year of the «nationalization» of the Central Bank. When we conduct-

ed research on this matter, we found relevant institutional information that 

probably many Venezuelans do not know: the Central Bank, BCV was creat-

ed on July 13th, 1939 as a company of public and private ownership with 50% 

of the shares in the hands of the government and the other half controlled 

by private shareholders (shares quoted in the stock market). When democ-

racy was instated57,the 1960 Law of the Central Bank kept this mixed control. 

On October 30th 1974, decree 507 nationalized the BCV and gave a two-year 

term to private owners to sell their shares to the finance secretary, Ministerio 

de Hacienda, at the average value of the shares for the semester that ended on 

September 30th, 1974 (MARTÍNEZ DALMAU, 1999, pages 1-4). In 1976 this term expired, so 

coincidentally, two nationalizations were effected: that of the oil industry 

and that of the Central Bank. 

From 2005 on, various reforms to the law of the BCV have taken place. In 2015, a 

decree58 based on the argument of economic emergency granted discretion-

ary powers to the executive branch of power to directly finance its needs with 

the BCV. A participant in the workshop said that in the most recent decade, a 

series of questionable measures have taken place: the creation of a fund for 

«surplus reserves»59, the direct migration of funds from the BCV to the nation-

al treasury and various non-budgeted funds: Fondo Nacional para el Desarrollo 

Endógeno (Fonden); Fondo Chino-Venezolano; Fondo Bicentenario; Fondo Independen-

cia; Fondo Miranda, among others. 

There is a lack of institutional commitment with low inflation, according to 

another participant in the discussion. The absence of an autonomous Central 

Bank leads to monetary policy mismanagement. The BCV has too many dis-

similar goals according to the perspective of national development it is based 

on. An institutional opportunity has been missed: the 1999 Constitution was 

the first to explicitly include the Central Bank concept, turning it into a consti-

tutionalized organism (MARTÍNEZ DALMAU, ¿1999?, page. 9).
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 inau gu ration took 

place in February 

1999.

58 «Decreto con  

Rango, Valor y Fuer-

za de Ley Orgánica 

de Reforma Par-

cial de la Ley del 

Banco Central de 

Venezuela»;

59 This is the differ-

ence between the 

mandatory reserves 

banks must keep 

in the Central Bank 

and the reserves 

they effectively 

have. The partici-

pant was worried 

about how this sur-

plus was effective-

ly managed and its 

use to finance the 

government. The 

definition of these 

reserves in Spanish 

is «Reservas Bancar-

ias Excedentes» and it 

is in a glossary pub-

lished by the Central 

Bank – see: http://

www.bcv.org.ve/c1/

abceconomico.asp

60 In Spanish,  

Centro de Documen-

ta ción y Análisis So-

cial de la Fe deración 

Venezolana de 

Maestros.

61 This is the less 

restricted exchange 

rate among those set 

by the government, 

and during these 

workshops at the 

Rampant price increases are the best evidence of monetary policy problems. 

A participant recalled the social consequences of this disarray: there are 14 

million workers and 3.5 million pensioners whose income is the most vul-

nerable in an inflationary economy. He added this eloquent statement: «We 

the workers want monetary sovereignty.» 

There was a leitmotif during this workshop: a denouncement of the deteri-

oration in the purchasing power of citizens. A participant who works at the 

Centre for the Documentation and Analysis of the Venezuelan Federation 

of Professors, CENDA60, offered these statistics on the price of the food bas-

ket, which is part of the basket of goods used to measure the Consumer Price 

Index: it costs BsF. 277,439 (equivalent to USD 462 if the marginal exchange rate 

SIMADI61 is applied); meanwhile, the minimum wage is BsF. 15,051, which can 

only buy 5.4% of this food basket. Under these circumstances, the malnu-

trition statistics in Venezuela are not surprising: according to a member of 

parliament, 75% of people only have two meals a day; 90% of people cannot af-

ford the basket of goods and 20% of children lack proper access to food62. 

In June 2016 the complete basket of goods, including items other than food, 

costs BsF. 365,101 (USD 609 at the SIMADI rate), which means that an average 

family income of BsF. 30,102 (USD 50 a month, at the SIMADI rate) can only pay 

8.24% of this basket. 

CENDA summarized it this way:

 «The purchasing power of Venezuelans has been pulverized. Salaries are 

not indexed, like in other countries. This has turned Venezuelan labor cost 

into the cheapest in the region. And all of this is taking place under a price 

controls scheme that has worsened the situation because it has generated 

a level of scarcity and shortages that was previously unknown. Forty-one 

point three percent of the basket of goods is not available.»

A small digression: to add further statistical evidence, we have accessed 

the World Bank´s database of Social Development Indicators to visualize 

the evolution of poverty63. The figure below incorporates the annual pover-

ty index measured by the World Bank, according to national statistics. We 

have compared this poverty index with the evolution of oil prices – the WTI 

oil price per barrel. The negative correlation is clear: when oil reaches its top 

price peaks, poverty falls. When oil prices fall, poverty rises. 
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end of July 2016 it 

was around BsF. 600 

per USD. The mar-

ket exchange rate 

during those days 

was BsF. 1 005. The 

latter is a non-regu-

lated exchange rate 

applied to the black 

market. At the fi-

nal drafting of this 

report in Novem-

ber 2016, the market 

exchange rate was 

BsF. 3.687, a 267% 

devaluation in bare-

ly four months. The 

historical series 

of the market ex-

change rate is avail-

able on this website 

(blocked in Venezu-

ela by telecommu-

nications agency 

CONATEL): https://

dolartoday.com/

historico-dolar/

62 See: http://www.

miamiherald.com/

news/nation-world/

world/americas/

venezuela/

article93889342.

html  

Moving pictures are 

compiled in another 

source: http://

www.aljazeera.

com/indepth/

inpictures/2016/10/

face-hunger-

malnutrition-

venezuela-1610070 

55723064.html

63 See: http://data.

worldbank.

In 1998, 55.6% of the population was in the poverty belt, so it was not surprising 

that a leftist presidential candidate not associated with traditional political 

parties was elected. Oil was at its lowest level, at a WTI price per barrel64 of USD 

14.39. Chavez had good luck with oil prices. In 2000, the WTI barrel rose to USD 

30.26 and its worst level in 2002-2003 was USD 25. The oil boom started in 2005 

and from 2011 to 2014 the WTI price was in excess of USD 90. Those were the 

years when discretionary social aid through the so-called «missions» helped 

reduce poverty. In 2015, oil prices had dropped to USD 48.66 and are currently at 

USD 51. Therefore, in this scenario, the government´s diminished capabilities 

to subsidize food imports and its economic repression on the private sector 

have increased poverty levels65.

There is a contingent problem: that an unexpected rise in oil prices may 

mitigate the situation and the people may once again get accustomed to liv-

ing under price controls and monetary disarray. The dependence of fiscal 

accounts on oil revenues is directly linked to monetary policy through deval-

uation: devaluating local currency helps obtain more Bolivars for each USD 

received by the oil sector. Monetization of the fiscal deficit also helps the gov-

ernment make ends meet. 

We must insist: It is a flagrant paradox that, under strict price controls and 

attacks to private property to keep the government alive, Venezuelans are 

enduring hyperinflation and scarcity. The uselessness of regulated prices is 

evident and it only serves to increase the cost of living. 

While summarizing these results, it is appropriate to evoke the line of work 

of Hungarian economist János Kornai. He studied in detail the restrictions 

faced by citizens under socialism in Eastern European economies, and the re-

sulting phenomenon of scarcity that is now taking place under Venezuelan 

socialism. Kornai highlights the forced substitution citizens are compelled 

to engage in when they do not find the goods and services they need, opting 

for substitutes that are the only feasible choice. He insists on two kinds of 

restrictions faced by consumers under socialism: bureaucratic restrictions 

and the reduction of alternatives due to chronic scarcity. Both limitations are 

interrelated. 

His conclusion resounds in socialist Venezuela: «The victims of scarcity suffer 

humiliation: they are at the expense of the seller and the bureaucrat.» (KORNAI, 1992, 

page 242-244). Under the state of scarcity in Venezuela a new kind of reseller has 
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org/data-catalog/

world-development-

indicators 

For a country profile 

by the World Bank 

go to: http://www.

worldbank.org/en/

country/venezuela/

overview

64 We underscore 

that we are talking 

about current  

dollars. At a com-

pounded annual in-

flation of 2%, this is 

equivalent to USD 20 

in 2016. Indeed that 

would be a 

 low price, even in 

today´s terms.

65 The distortion 

in the exchange 

market makes it 

difficult to measure 

poverty according 

to the World Bank. 

To measure poverty, 

this organization 

considers two 

thresholds based on 

purchasing power 

parity and taking 

2011 as the base 

year: USD 1.90 and 

USD 3.10. In 1981, 

1.27% of Venezuelan 

population lived 

with less than USD 

1.90 a day (PPP 2011) 

and 9.52% lived with 

less than USD 3.10 

(PPP) a day. In 1989, 

the percentage of 

people below USD 

3.10 (PPP) a day was 

13.91%. In 1998, just 

emerged who profits from buying goods at regulated prices and selling them 

at market prices - ten times higher than the official prices for many goods. 

This includes violations of other people’s rights: resellers jump the queues 

waiting to buy food and medicines, and they barge in by force and bribe po-

licemen and political connections. These resellers are known as «bachaqueros» 

(loosely translated as «scalpers»)66 and their business is the result of price con-

trols. The same arbitrage opportunities have been in place since 2003 in the 

exchange market due to exchange rate controls. Under price controls those 

with the best political connections become rent-seekers. 

figure 6. Poverty and Oil Prices

Evolution of the poverty index (left panel) and WTI prices (USD per oil barrel, right panel).  

Sources: World Bank, Social Development Indicators and https://www.statista.com/

statistics/266659/west-texas-intermediate-oil-prices/. 

It is relevant to meditate, for a while about the function of these «bachaque-

ros». Do their activities help to gain sympathy for a market economy? Indeed, 

some people praise the existence of these arbitrageurs, because they generate 

a market that would otherwise not exist -and scarcity would be even worse. 

However, this kind of activity may also be perceived as part of the «evil» of 
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before Chavism 

came into office, 

this percentage had 

risen to 20.29% - 

this approach yields a 

different result from 

the local methodology 

to measure poverty 

that reports a higher 

level as illustrated in 

Figure 4.

The most recent sta-

tistics at the World 

Bank are for 2006: 

14.9% of popula-

tion living with less 

than USD 3.10 (PPP) 

a day. How can this 

be measured today, 

if market exchange 

rates are quite differ-

ent from the official 

exchange rate? Based 

on market exchange 

rates, the minimum 

wage of BsF. 27,000 

becomes less than 

USD 7 a month, or 23 

cents dollars a day. 

These are nominal 

USD, of course, but 

no purchasing pow-

er parity adjustment 

can compensate for 

this level of magni-

tude and, indeed, 

goods and services 

are scarce so there 

are further restric-

tions on the real 

purchasing pow-

er. Conventional 

measures become 

tricky or mislead-

ing under these 

circumstances.

market entrepreneurship. Any thinking citizen who identifies the root of the 

problem - price controls - will turn into a free-market advocate but others may 

consider that «bachaqueros» reveal that market economy is still operating 

and further controls and government supervision are required. The «crony 

capitalism»67 of the «bachaqueros» may indeed generate further aversion to 

free markets. 

A classic paper considers this latter phenomenon and deserves an extensive 

quote (KRUEGER, 1974, page 302):

«…The existence of rent-seeking surely affects people´s perception of the 

economic system. If income distribution is viewed as the outcome of a 

lottery where wealthy individuals are successful (or lucky) rent-seekers 

whereas the poor are those precluded from, or unsuccessful in, rent-seeking, 

the market mechanism is bound to be suspect. In the United States, rightly 

or wrongly, societal consensus has been that high income reflects –at least 

to some degree- high social product. As such, the high American per capita 

income is seen as a result of a relatively free market mechanism and an 

unequal distribution is tolerated as a by-product. If, instead, it is believed 

that few businesses would survive without exerting ‘influence’, even if only 

to bribe government officials to do what they ought in any event to do, it is 

difficult to associate pecuniary rewards with social product. 

The perception of the price system as a mechanism rewarding the rich and 

well-connected may also be important in influencing political decisions 

about economic policy. If the market mechanism is suspect, the inevitable 

temptation is to resort to greater and greater intervention, thereby 

increasing the amount of economic activity devoted to rent-seeking. As 

such, a political ‘vicious circle’ may develop. People perceive that the market 

mechanism does not function in a way compatible with socially-approved 

goals because of competitive rent-seeking. A political consensus therefore 

emerges to intervene further in the market, rent-seeking increases, and 

further intervention results. While it is beyond the competence of an 

economist to evaluate the political impact of rent-seeking, the suspicion of 

the market mechanism so frequently voiced in some developing countries 

may result from it.»

If we had to choose a single paragraph in the entire economic literature 

to understand the Venezuelan people´s attitude to market economy, this

 venezuela
economic freedom 

audit 2016

3. Sound Money



63

66 «Bachaco» is a 

kind of violent ant 

in Venezuela. The 

name reflects how 

these people move 

in herds to get priori-

ty access to super-

markets/drugstores 

and take the regu-

lated goods. Indeed, 

it is not only these 

violent gangs who 

arbitrage this way. 

Middle-class citi-

zens and public of-

ficials also profit by 

extracting regulat-

ed goods from the 

market and resell-

ing them. If effort or 

hard work were the 

essence of this ar-

bitrage, or if it was 

available for every-

one, it would be a 

fair profit. But this 

is not the case: it in-

volves corruption 

and the use of force 

and takes advantage 

of other people’s ci-

vilian rights.

67 Fred McMahon 

insisted on this 

term during the 

workshops. He was 

worried that privat-

izations would be 

led in a non-trans-

parent manner, so 

that friends of the 

government receive 

cheap official assets 

for their own profit.

68 Considering its 

value in USD, the 

previous quote would be the one. When democracy was established in 1960 

it did not respect private economic warranties set forth in the constitution. 

Democracy moved further towards statism in the seventies, with the nation-

alization of both the oil industry and the Central Bank in 1976. The «vicious 

circle» described by Krueger led to this communist epilogue. Under statism, 

the perception was that the politically well-connected were the only ones to 

triumph. «Crony capitalism» was retaliated with the election of Chavez in 

1998. However, many of those that voted to punish «crony capitalism» in 

1998 have turned into «bachaqueros» in 2016. 

Let’s return to the workshop. It was surprising that some participants 

vouched for the indexation of salaries. Instead of being a solution, such ad-

justment would only feed the dynamics of price increases and devaluation. 

One evidence of this is an adjustment to the minimum wage that was decreed 

during the drafting of this report (VARGAS N., 2016):

«… Every time the government raises the minimum wage, its loss of value 

gets higher. This happened on October 27th, effectively applied on November 

1st, setting it at BsF. 27,091 (USD 9 in the black market) while in 2008 with 

the creation of the Bolivar Fuerte currency, it dropped to BsF. 799.83.» 68

The depreciation of local currency has been a government strategy since 1983 

to balance its accounts and earn more domestic return on the foreign curren-

cy received from the oil exports. 

Additionally, both inflation and recession are combined in Venezuela. Accord-

ing to the IMF69, the nation´s GDP fell by 3.9% in 2014; 5.7% in 2015 and a further 

decline of 8% is expected in 2016. The forecast for 2017 is an additional 4.5% 

decrease. This is why the term «Recessionary Inflation» was applied by a par-

ticipant to describe the Venezuelan case. There is a fundamental problem: the 

oil industry by itself is no longer working to push the economy ahead. Keeping 

the oil industry as the engine of the Venezuelan economy demands further 

devaluation of the currency to avoid worsening the unbalance in the national 

budget, and requires further monetization of the fiscal deficit. 

Recommendations for Public Policy

In a provocative intervention, Fred McMahon asked the participants to con-

sider one of these two choices: first, a scheme similar to the one applied in 
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real value of the 

Venezuelan mini-

mum wage also fell, 

even though in local 

currency it has been 

raised 27 times since 

2008. The oldest val-

ue in the black mar-

ket exchange rate is 

9.92 BsF in June 2010 

(See: https://dolar-

today.com/histori-

co-dolar/). At this 

exchange rate, the 

minimum wage of 

2008 is almost USD 

80 a month. To-

day, the minimum 

wage is only USD 9 a 

month.  

In 2008, the Bolivar 

currency was divid-

ed by one thousand 

(it lost three zeros) 

and became the Bo-

livar Fuerte.

69 World Economic 

Outlook, October 

2016. Downloaded 

from: http://

www.imf.org/

external/pubs/

ft/weo/2016/02/

weodata/download.

aspx

70 HANKE, Steve and 

Kurt Schuler. (1995). 

Juntas Monetarias 

para Países en 

Desarrollo. Dinero, 

inflación y estabilidad 

económica. Caracas: 

Editorial Panapo.

71 These exchange 

rate controls include 

the RECADI scheme 

Ecuador: a dollarized economy. Argentina, a historical reference, tried out a 

«currency board» arrangement that ended abruptly in 2002. These approaches 

have something in common: the country renounces its monetary sovereign-

ty after acknowledging the local Central Bank´s inability to provide regular 

money supplies. It is preferable to align the local currency to more stable mon-

etary institutions and currencies abroad such as the Federal Reserve and the 

dollar. Three participants in the workshop supported this view.

By contrast, no participant in this workshop had any trust in a local Central 

Bank arrangement. 

This episode during the workshop illustrated the key debate a recommenda-

tion on monetary policy in Venezuela would face: Should the institutional 

non-feasibility of a local independent monetary policy be admitted? If not, 

firm institutional rule has to be implemented, making it possible to have a 

local Central Bank committed to low inflation and operating independently 

from the government. Skeptics will consider that the Venezuelan Central 

Bank is playing the part of Ulysses, tied to the mast of his vessel to not suc-

cumb to the sirens’ delightful songs about devaluation and monetization of 

fiscal deficit, so common in an economy that relies on revenues from the oil 

industry. Opting for a foreign central bank and currency in fact implies a 

sort of outsourcing of monetary institutions. 

This debate is not new in Venezuela and it started before socialism. In April 

1996, professor Steve Hanke, advocate of a currency board scheme, visited 

Venezuela. One of his books on this subject matter was translated by a pop-

ular Venezuelan editor with support from CEDICE70. Ever since, CEDICE has 

promoted the discussion about the convenience of dollarization in Venezu-

ela. A meeting in April 2015, almost 20 years after Hanke came to Venezuela, 

summarized the vision of CEDICE on this matter: «In Venezuela, everything is 

pegged to the dollar, with the exception of salaries.» Certainly, even salaried workers 

are somehow familiarized with converting their expenses to dollars and bas-

ing their financial planning on this sounder currency. 

Something that definitely does not work is the exchange rate control set 

up by the government. Since 1983, Venezuela has had three exchange rate 

controls that have pegged the value of the local currency to the dollar at an 

unsustainable level71. The local Bolivar (or Bolivar Fuerte) is artificially appre-

ciated against the dollar. Rampant corruption is taking place by rent-seekers 
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from February 1983 

to 1989; OTAC in 

1994-1996 and from 

2003 on, the various 

schemes applied 

by Venezuelan 

socialism – CADIVI, 

SIMADI and other 

acronyms. A 

summary can be 

found at: http://

prodavinci.

com/2015/03/28/

actualidad/

del-recadi-al-

simadi-40-anos-de-

sistemas-fallidos/

who, like the aforementioned «bachaqueros», use their political ties and influ-

ences to get cheap dollars and resell them in the black market. Dismantling 

these useless arrangements is a pressing and immediate need. We have al-

ready discussed this matter in the chapter, but we must insist on it.

Surprisingly, this proposal was not mentioned often during the workshop. All 

fixed-rate arrangements applied in Venezuela have relied on feelings of panic 

about potential massive outflows of capital and the shortage of US dollars. In-

deed, the way these fixed-rate schemes has been designed have stimulated 

capital outflows and devaluation. These schemes set a value for the local cur-

rency that has no market support and deviate it from its equilibrium level, 

making the adjustment mechanism erode the international reserves and 

increase inflation - and at the same time weakening social ethics. If a fixed 

exchange rate is the choice, the only way to set it in the market is through 

dollarization or through a currency board. Otherwise, politicians will de-

cide on a futile, unsustainable exchange rate to reward their acolytes and 

that will hurt fiscal balance.

During the nineties, when the 1995 Mexican Devaluation took place and the 

1997 Asian and Russian crises began, there was an important debate on these 

monetary problems. A good summary of policy recommendations was pub-

lished at the time by Nobel Laureate Gary Becker (BECKER, 1999):

«Exchange-rate systems have been the weakest link in the international 

capital market. The present episode [Asian crisis] and the 1995 Mexican 

devaluation demonstrate that financial crises are most likely when 

exchange rates are pegged to one of the major currencies. The worst-hit 

countries during the recent crises, including Indonesia and Russia, pegged 

their rates to the dollar without providing financial commitments to 

maintain these rates in the event of large capital outflows.

Flexible exchange rates provide the best protection against rapid 

withdrawals of capital. However, politics often work against flexible rates 

because they allow weak-willed and corrupt governments to easily expand 

government spending. The corruption in Russia and Indonesia demonstrate 

that many governments are too willing to spend precious resources to bail 

out cronies and weak state enterprises.

By contrast, rigidly fixed rates- either via currency boards, as in Argentina 

and Hong Kong, or through adoption of one of the international currencies
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72 We have already 

mentioned that one 

of the authors of this 

report lived in Ar-

gentina during 2000-

2002. Argentina was 

a case in and of it-

self. There was no 

currency board per 

se. During the final 

days of its dollarized 

economy, the Argen-

tine peso was fixed 

against a basket of 

currencies, includ-

ing the Euro and the 

American dollar. Re-

flections on this case 

demand further 

study. The main con-

clusion is that a po-

litical establishment 

without commit-

ment to proper mon-

etary institutions 

will find the way to 

eliminate any in-

stitutional solution 

to organize money 

supply, no matter 

what it is: a float-

ing exchange rate, 

a currency board or 

dollarization.

(the so-called ‘dollarization’) do prevent countries from financing 

expenditures simply by printing money. These systems require nations to 

have foreign reserves as backing for their currencies. Dollarization is being 

discussed by Mexico and Argentina as a measure to impose more stringent 

controls over state spending. 

(…) Free-floating or rigidly fixed exchange rates should be adopted, 

but the choice depends more on domestic politics than on international 

economics.»72

Constitutional prohibition to monetize the fiscal deficit. This is an alterna-

tive in the agenda of the legislative branch of power. Venezuela could follow 

the example of its neighbor Colombia that has a fiscal rule with annual struc-

tural fiscal deficit objectives. Additionally, the constitution should state that 

the Central Bank is autonomous and has a commitment to keep inflation low 

(the 1999 constitution includes this Central Bank concept). 

Distrust of the Central Bank was unanimous in this workshop. The imme-

diate concern of the participants is the purchasing power of salaried workers. 

Indeed, there was consensus on the advantages of reviving a market econ-

omy: The majority of Venezuelan workers and citizens are convinced that 

socialism has evaporated their salaries and assets. It was striking that 

during this workshop union leaders, supporters of workers’ rights and stu-

dent leaders wanted to be photographed with our international guest, Fred 

McMahon, whose speech at the start of the workshop praised market econo-

my and individual freedom. This attitude was unthinkable in Venezuela a few 

years ago. 
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4. FREEDOM TO TRADE INTERNATIONALLY

This section of the Economic Freedom Index measures the access by local 

manufacturers, traders and consumers to international markets of goods and 

services. The index for Venezuela is 3.13; it is the second worst index, after Iran. 

A detailed analysis of the variables will show that obstacles to free trade in 

Venezuela are not due to tariffs but due to non-tariff regulations. At present, 

the main restriction to international trade in Venezuela is the exchange rate 

control system.

Individual Analysis of the Variables 

18.1. Revenue from trade taxes (% of trade sector). In Venezuela, this is one 

of the few index results that are «not that bad». Tariff burden in Venezuela is 

2.33% of the traded amount. Venezuela is ranked 99th among 148 countries. 

The average global tariff burden is 8.45% 

18.2. Mean tariff rate: This variable takes into account various tariff regimes 

applied on different goods. The median of this tariffs is considered (it is differ-

ent from the average; median ranks the tariff levels and takes the one that is 

«right in the middle»). 

In this variable, Venezuela is not in the bottom three or five among all the 

countries. It is in the bottom 20 and is ranked 134th among 156 countries. Its 

median tariff is 12.9% and its index is 7.42. The worst positioned in Latin Amer-

ica are Brazil (index 7.3 and median tariff 13.5%) and Argentina (index 7.28 and 

median tariff 13.6%).

18.3. Standard deviation of tariff rate. In this section, the EFW 2016 Index 

measures the discrimination among tariff levels. When taxing internation-

al trade, more protectionist governments apply different tariffs depending on 

the type of traded good. When there is too much of a variety in tariff levels, 

the government is inducing changes in national production and consumption 

patterns. 

Venezuela is ranked 51st among 151 nations considered in this variable. 

Its index is 6.85 and the dispersion among tariff rates is 7.87%. The average 
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73 See: https://www.

wto.org/english/

res_e/statis_e/

statis_e.htm

74 See: http://www.

intracen.org/itc/

analisis-mer-

cados/medi-

das-no-arancelarias/

identifican-

do-las-medi-

das-no-arancelarias/  

A reference in En-

glish for these cat-

egories is http://

unctad.org/en/Pub-

licationsLibrary/

ditctab20122_en.pdf

dispersion among the ranked nations is 11.1%. There is less disparity among 

the tariff rates in Venezuela than in most countries. Chile is the Latin America 

country closer to a uniform tariff rate for all products, with a volatility of tar-

iff levels of just 0.42%. This Chilean dispersion is the fourth lowest among the 

ranked countries, so Chile gets an index of 9.83.

The source for this section is the World Trade Organization´s World Tariff 

Profiles report. We have directly accessed this source, given that there is an 

updated version of the report for 2016 (World Trade Organization et.al., 2016). The Ven-

ezuelan database is available in Excel format73. The following box, including 

information culled from that report, lists the tariff rate applied in Venezue-

la for various import categories in 2014. Tariffs applied under «Most Favored 

Nation» (MFN) Agreements are highlighted.

Notice that the highest tariffs, including those under bilateral agreements, 

are on agriculture products in an environment of severe scarcity of food in 

Venezuela. These food imports represent 22% of total imports. The most 

highly-protected imported sectors are dairy products, fish & fish products, 

beverages and tobacco and sugars and confectionery. An immediate policy to 

improve the situation of Venezuelans would be to diminish these tariffs – and 

this would also help raise the Venezuelan Economic Freedom Index. 

The most recent version of this WTO report indicates that the weighted aver-

age tariff in Venezuela under MFN clauses is 12.9% in 2015, compared to 12.6% 

in 2013. The weight corresponds to the percentage represented by the im-

ported category on total imports. An optimistic reading is that the average 

weighted average for agricultural products fell from 12.7% in 2013 to 11.9% in 

2015 (WTO, 2016, page 179, part A.1.)

19.1. Non-tariff trade barriers. The Centre for International Commerce (Cen-

tro de Comercio Internacional)74 gives a more precise definition of non-tariff trade 

barriers (In Spanish: Barreras no Arancelarias or BNAs) according to the World 

Trade Organization and considering both imports and exports. These are the 

categories of non-tariff trade barriers:
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figure 7. Tariff for imports in Venezuela,  

according to the World Trade Organization 

Product Group Average 
tariff, %

Average 
tariff, %

Most Favored 
Nation

Share in total 
imports, %

Animal products 59.0 12.8 6

Dairy products 95.6 18.8 2.3

Fruit, vegetables, plants 36.0 11.1 1.1

Coffee, tea 31.8 14.5 0.7

Cereals & preparations 86.4 13.0 5.5

Oilseeds, fats & oils 89.6 11.0 3.8

Sugars and confectionery 95.1 16.6 1.3

Beverages & tobacco 40.0 17.6 0.5

Cotton 40.0 9.6 0

Other agricultural products 42.8 7.9 0.7

Fish & fish products 31.7 18.8 0.8

Minerals & metals 33.4 10.2 12.6

Petroleum 35.0 5.5 0.3

Chemicals 33.6 8.3 19.2

Wood, paper, etc. 33.4 12.6 2.7

Textiles 34.9 18.4 2

Clothing 35.0 25.8 2

Leather, footwear, etc. 34.4 13.6 2.3

Non-electrical machinery 32.8 12.3 18.9

Electrical machinery 33.3 12.0 9

Transport equipment 33.3 15.7 2.7

Manufactures 32.8 12.3 5.5

Data for 2014. Reference: WTO, 2016, page 179.

• Sanitary and phytosanitary measures. 

• Technical barriers to trade (sampling; inspection; registration; 

accreditation; approval)

• Pre-shipment inspection and other formalities.

• Contingent trade-protection measures (e.g., antidumping policies).
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• Non-automatic licensing, quotas, prohibitions and quantity control 

measures, apart from sanitary and phytosanitary measures and 

technical barriers (e.g., requirements of national components in cars 

and textiles).

• Price-control measures, including additional taxes and charges

• Finance measures that regulate access and cost of foreign currency for 

imports, in addition to payment conditions. 

• Measures affecting competition (preferences and special privileges). 

• Trade-related investment measures.

• Distribution restrictions (obstacles to locally trade and distribute 

imported goods). 

• Restrictions on post-sales services.

• Subsidies.

• Government procurement restrictions (preferences granted to local 

producers at government auctions and tenders).

• Intellectual property.

• Rules of origin.

• Export-related measures.

In the EFW 2016 report on non-tariff trade barriers, Venezuela is ranked in 

the fourth worst position among 148 economies. Venezuela´s index is 3.67 on 

a maximum scale of 10. The three nations with the worst results are Ecuador 

(2.84), Angola and Bolivia. Argentina is ranked in the fifth worst position, with 

an index of 3.8. Chile is the second freest economy for this area, with an index 

of 8.94 (only surpassed by Hong Kong, with an index of 9.19). 

The exchange rate control system in Venezuela that limits access to foreign 

currency is a non-tariff barrier that makes it difficult for importers and ex-

porters to obtain the dollars needed to engage in international trade. 

19.2. Compliance costs of importing and exporting: in this section, the index 

measures the time-cost to fulfill all customs procedures. The source is the 

Doing Business report by the World Bank. A 20-feet container of goods that do 

not require refrigeration is taken as the basis for international comparison. 

Venezuela and other eight countries have an index of zero. These are the na-

tions with the worst results among 159 considered in this section. The other 
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75 The SIMADI  

quote can be found 

at: http://www.bcv.

org.ve/c5/simadi/

simadi-02.asp

eight countries are Algeria, Angola, Cameroon, the Democratic Republic of 

Congo, the Republic of Congo, Iran, Liberia and Nigeria. 

In the most recent 2017 version of the Doing Business report, Venezuela is the 

third worst among 189 countries. The number of hours to complete the docu-

ments required to export (this standard container) is 528 hours (66 working 

days) and 1,090 hours must be invested to get all the required documents 

for imports (136 working days). In the 25 best ranked nations, these processes 

take just one hour. 

 20. Black market exchange rates: The most recent Venezuelan exchange con-

trol system is in place since February 5th, 2003, with small changes that have 

maintained its essence of sustaining an artificially overvalued local currency. 

The result of this measure is a widespread illegal black market, the exchange 

rate of which can be traced daily on https://dolartoday.com/(a website blocked 

by Venezuelan authorities). While drafting this document, the black market 

rate was close to BsF. 4,000, while the official SIMADI system includes two ex-

change rate levels: BsF. 10 per USD and a marginal, less restrictive rate of BsF. 

663.89 per USD75.

In the EFW 2016 Index with information of 2014, Venezuela and Argentina are 

the two countries with zero index, the worst ranked among 158 countries. 

Currently, in the most recent version of the Competitiveness Report by the 

World Economic Forum, restrictions on the exchange market are consid-

ered to be the most problematic factor for doing business in Venezuela. 

The following figure lists these problematic variables mentioned in a sur-

vey of 56 people including entrepreneurs (SCHWAB et. al., 2016, page 360). The figure 

shows the percentage of respondents that mention each variable. 
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76 See: http://conapri.

org/entorno-juridico/

marco-legal-nacional/

figure 8. Most problematic factors for doing business in Venezuela 

Source: World Economic Forum, Executive Opinion Survey, 2016

21.1. Foreign ownership/investment restrictions: The source for this section 

is, once again, the Global Competitiveness Report by the World Economic Forum. 

Its sixth pillar includes «Prevalence of Foreign Ownership» and assigns an 

index of 7 when the persons surveyed consider that foreign investment is 

highly prevalent. 

Venezuelan legislation on foreign investment can be obtained in the web-

page of the agency devoted to promoting foreign investment in Venezuela, the 

National Council for the Promotion of Investment, CONAPRI (Consejo Nacional 

de Promoción de Inversiones)76. This agency led the local survey of the Global Com-

petitiveness Report by the World Economic Forum. We were lucky enough to 

have the two Directors of CONAPRI who applied this methodology in our work-

shops (see the list of participants in the Appendix). 

The applicable legislation is decree No. 1,434 including the Law on Foreign 

Investments, LIE (Ley de Inversiones Extranjeras) published in special official 

gazette No. 6.152 on November 18th, 2014. This legal framework includes the 

following restrictions: 

• A minimum foreign investment of one million USD dollars is required.

• A minimum 5-year term of permanence is set.
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Percent of responses

Foreign currency regulations 24.2

In�ation 17.0

Policy instability  11.5

Crime and theft 10.9

Inef�cient government bureaucracy 9.7

Corruption 9.4

Restrictive labor regulations 7.1

Tax rates 2.4

Inadequate supply of infrastructure 2.2

Government instability 1.6

Access to �nancing 1.4

Tax regulations 1.0

Poor work ethic in national labor force      0.8

Inadequately educated workforce 0.4

Poor public health 0.2

Insuf�cient capacity to innovate 0.1 
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77 Its website is 

www.cencoex.

gob.ve. There is 

another website 

with news on foreign 

investment that is 

not official: http://

centrodecomercio 

exterior.com/

78 World Econom-

ic Outlook, October 

2016. Downloaded 

from: http://www.

imf.org/external/

pubs/ft/weo/2016/ 

02/weodata/ 

index.aspx As long 

as the current Ven-

ezuelan exchange 

rate control endures, 

it will be cumber-

some to know which 

exchange rate is 

being applied. It 

the black mar-

ket exchange rate 

is applied, the GDP 

measured in USD 

according to the SI-

MADI marginal rate 

would be 20% or 

even less. To rely 

on a less distorted 

magnitude an al-

ternative would be 

to measure it in PPP 

dollars.

79 According to the 

IMF, in 2015 Venezu-

ela had a population 

of 30.9 million in-

habitants and Chile 

had 18 million. See: 

http://www.imf.org/

external/pubs/ft/

weo/2016/02/weoda-

ta/index.aspx

• Registration of foreign investors is in the hands of the CENCOEX - Centro 

Nacional de Comercio Exterior, which also applies the relevant foreign invest-

ment regulations77.

• These are the general conditions investors are required to fulfill: «To con-

tribute to the development of the country; cover internal demand and raise exports; 

be incorporated locally and offer technological contribution; develop local providers; 

engage in social responsibility actions under international standards; channel re-

sources through the national financial system; guarantee the fulfillment of internal 

or external credit contracts…» 

This kind of legislation limits portfolio investment. It is geared towards for-

eign direct investment. Investments in bonds and stocks by international 

money funds cannot be managed under these conditions – liquidity below five 

years is not available. 

The Figure below published by CEPAL quantifies foreign direct investment in 

Latin America, including Venezuela. Magnitudes in Venezuela for 2014 were 

USD 323 million and in 2015 the value increased to USD 1.38 billion. This in-

crease is good news, but the amount is still negligible both in absolute and 

relative terms (CEPAL, 2016, page 24). The IMF78 estimates Venezuela´s GDP at USD 

259.5 billion for 2015. The FDI would be equal to barely 0.57% of the GDP. 

The advantages of economic freedom may be inferred from this compari-

son, using these statistics provided by the IMF and CEPAL in October 2016. 

Chile, a country with half the population of Venezuela79, has the same GDP 

than the latter: USD 240 billion. Chile, according to CEPAL, got an FDI that 

amounts to USD 20.4 billion in 2015 or 8.5% of its GDP. Venezuela, instead, gets 

the aforementioned USD 1.3 billion. Chile is the Latin American country with 

the best performance in the Fraser Institute´s Economic Freedom Index: with 

its global index of 7.8, it is the 13th freest economy. Venezuela is in the worst po-

sition, with a global index of 3.3. 

In the EFW 2016 Report with data up to 2014, Venezuela is the fourth worst-

ranked country in foreign investment restrictions among 151 economies. Its 

index is 3.12. Chile is the 7th best ranked, with an index of 8.14.
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figure 9. Foreign Direct Investment in Latin America during 2014-2015. 

Magnitudes in USD million. 

Source: CEPAL, 2016.

21.2. Capital Controls. The IMF considers thirteen categories of capital con-

trols in the balance of payments. The Venezuelan government uses 12 of 

them. The only absent capital control is the one on real estate transactions. 

(IMF, 2014, page 88). The EFW 2016 index for this section is calculated as the propor-

tion of nonexistent controls. When no capital control is applied, the index is 

10. Venezuela gets an index of 0.77 (1 nonexistent control divided by 13 possible 

controls). 

Venezuela is in better situation than 21 other nations that do apply the whole 

repertoire of capital controls. In Latin America, Argentina and Venezuela are 

the worst placed, with the same index, 0.77. The third worst result in the re-

gion is that of Colombia, with 1.54. In South America, the best index is held by 

Peru at 8.46.
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80 See: http://

www.el-nacion-

al.com/economia/

Venezuela-cobr-

ara-dolares-tur-

istas-extranje-

ros_0_918508292.

html  

This source also 

mentions that Ven-

ezuela received 1 

million tourists in 

2014. This number 

definitely includes 

Venezuelans living 

abroad that come 

to visit their fami-

lies: In June 2016, a 

Venezuelan sociolo-

gist estimated that 

2 million people 

have left Venezu-

ela in the past 17 

years. See: http://

www.noticierodig-

ital.com/2016/06/

tomas-paez-cerca-

de-dos-millones-de-

venezolanos-han-

tenido-que-emigrar-

al-extranjero/

21.3. Freedom of foreigners to visit: This section considers restrictions on for-

eign tourism. Restrictions to the free mobility of people are another obstacle 

to free trade and may be as meaningful as restrictions on goods, services and 

financial capital. 

The EFW 2016 report measures the index considering the national migration 

policy: For which percentage of countries does Venezuela request a tour-

ism visa? If this percentage is null, the index is 10. Venezuela gets an index of 

5.45. This means that Venezuela applies visitor visa requirements on 21% of 

countries. 

A more complete vision on this subject of tourism shall consider the restric-

tions generated by Venezuela from another perspective: the lack of personal 

security. Additionally, the exchange control regime entails another issue: Ho-

tels cannot keep foreign paper bills and they have to work with debit/credit 

cards. Tourists get confused with the official exchange rate applied on their 

cards. They wonder if they are paying five or eight times the real USD value of 

what they buy. The only way to get a reasonable market value for their curren-

cy is to exchange their paper bills in the black market, a risky activity. A recent 

regulation would allow cash charges in USD to tourists, which would elimi-

nate arbitrage possibilities for them80.

Workshop

A participant in our workshop on free foreign trade stated that «Venezue-

la is only interested in politics, not in trade.» Another participant declared this: 

«The Venezuelan government forgets that exports require prior production and 

investments.»

The dynamics of this workshop that included exporters revealed the daily ob-

stacles in place due to the exchange rate control and price control systems. 

These price controls are not explicitly measured in the «Freedom to Trade 

Internationally» section of the EFW 2016. Regulations on prices are also a rel-

evant obstacle to free trade: in addition to tariffs and restrictions to buy and 

sell foreign currency, regulated prices restrain competitiveness and the 

freedom of local exporters and importers. 

Another issue are the limitations of local infrastructure: Highways, ports and 

airports. When the roads are not in proper condition, they make logistics for 
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exporters and importers more difficult and this may be a reason to deter them 

from exercising their economic right to trade internationally. A participant in 

the workshop recalled that «Competitiveness is not only about prices. Fast deliv-

ery of the merchandise is key.» The condition of physical infrastructure may 

also be considered in the Economic Index for Free International Trade. 

A small digression on infrastructure applies. A 2006 estimate measures the 

total length of Venezuelan roads in 95,464 kilometers, only 36% of which are 

asphalted. This same source indicates that Venezuela has 37 ports, 22 of which 

are sea ports (CEPAL, 2012, pages 15 and 18). 

The EFW 2016 report may add a source to measure free trade logistics in a 

future edition: A ranking by the World Bank entitled the International Lo-

gistics Performance Index which measures six dimensions: efficiency of 

customs and border management clearance; quality of trade and transport in-

frastructure; ease of arranging competitively-priced shipments; competence 

and quality of logistics services; ability to track and trace consignments; and 

frequency with which shipments reach consignees within scheduled or ex-

pected delivery times. These dimensions are relevant: when the government 

does not provide the proper infrastructure, and when customs are dominat-

ed by corrupt officers and mafias, it is not possible to exercise our freedom to 

trade internationally. 

In the 2016 edition of the World Bank´s ILP Index, Venezuela is ranked 122nd 

among 160 countries. In South America, only Bolivia gets a worst result, 

ranked 141st. Neighboring Colombia is ranked 94th. Chile, in the 46th place, has 

the best result for the subcontinent (See ARVIS et. al., 2016, page x). 

Let’s return to the workshop. As previously mentioned, we were able to lis-

ten to the interesting perspective of exporters who took part in this session. 

Their stories about the daily interaction with government officers are valu-

able. Each and every day, these exporters must deal with price inspectors and 

customs officers. Getting approval for a letter of credit takes around 60 days 

and an additional month is required to obtain the necessary dollars. During 

this process, many public servants develop a level of sympathy or compas-

sion for the exporters. This humanization of the bureaucrat who applies 

government controls is a relevant output of the workshop. We have talk-

ed about citizens that struggle to make a living under the current economic 

repression. Actually, public servants are also people trying to get by, while 
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81 We have validat-

ed the internation-

al trade agreements 

of Venezuela in a 

specialized web-

page. There are no 

free-trade agree-

ments as such in 

Venezuela. There are 

preferential trade 

agreements with 

Colombia, Chile, 

Guyana, Trinidad 

& Tobago, Nicara-

gua, Costa Rica, El 

Salvador, Hondu-

ras and Guatema-

la. However, under 

the chavista regime, 

only the former two 

were signed. An 

additional agree-

ment with Peru was 

signed in 2012 but 

is not operation-

al yet. According to 

this source, Venezu-

ela joined the WTO 

in August 1990. See: 

http://www.sice.oas.

org/ctyindex/VEN/

VENagreements_s.

asp The only oper-

ational free-trade 

agreement is the 

MERCOSUR-Isra-

el one. By contrast, 

and according to the 

same source, neigh-

boring Colombia has 

12 free-trade agree-

ments, including 

USA and the EU  

(two of which were 

signed in 2013 with 

Israel and Panama.) 

See: http://www.

trapped in bureaucratic red tape akin to a Franz Kafka story. Participants in 

the workshop told us that these public servants hand over their resumes to 

the exporters because they know that in the languishing private sector they 

might indeed find better job opportunities. 

International Trade Agreements are not individually measured in the 

Economic Freedom of the World Index. However, this was fertile ground 

for discussion during the workshop. Venezuela has not entered into any 

free-trade agreements, according to one participant in the workshop81. A gov-

ernment that does not actively participate in free-trade agreements is taking 

away opportunities for exporters and importers. Their economic freedom to 

trade is diminished. 

Political motivations moved Venezuela to quit the Andean Community of 

Nations, CAN, and the G-3, comprised by Colombia, Mexico and Venezue-

la. Venezuelan agricultural exports were relevant in the CAN framework. 

A participant in the workshop mentioned that 150,000 jobs were lost after 

Venezuela left these trade agreements for ideological reasons. Venezue-

lan exports to Colombia, that reached USD 2 billion, have evaporated after the 

political tension between the Uribe and Chavez administrations. Through-

out most of 2015 and 2016, the Maduro administration unilaterally closed the 

frontier with Colombia. Participants in the workshop insisted on this: In its 

international trade policy, Venezuela has been guided by ideological argu-

ments, and technical issues and criteria have been left behind. The official 

preference for the MERCOSUR trade bloc has been led by the affinity with the 

leftist presidents that once were in power in Argentina, Brazil and Uruguay 

but who are now gone. Mercosur has made no compensations for the Venezu-

elan reduction in international trade after leaving CAN and G-3 behind. One 

participant said: «Venezuela ś government turned its back to the private sector 

when it negotiated its admission in MERCOSUR.»82

The agricultural sector does not provide significant exports. According to one 

participant, total Venezuelan agricultural exports are barely USD 20 million a 

year. In addition to the suspension of the CAN and G-3 trade agreements, price 

and exchange rate controls have taken their toll. Difficulties obtaining dollars 

preclude necessary investments in seeds and fertilizers. Agriculture is one of 

the sectors most affected by the lack of economic freedom, and food short-

age is the best proof of this. 
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sice.oas.org/ 

ctyindex/COL/COLa-

greements_s.asp

82 Current polit-

ical administra-

tions in Argentina 

and Brazil reject the 

Venezuelan social-

ist administration. 

Indeed, Venezuela´s 

position in MERCO-

SUR has weakened 

dramatically during 

the drafting of this 

report.

We shall insist that price controls change the pattern of international trade. 

An example are Venezuelan agricultural exports that are taking place 

through smuggling. Cúcuta, the Colombian frontier city where Venezuelans 

go to buy staples, is the capital of the Santander department. It is estimat-

ed that 90% of the meat consumed in Santander is imported from Venezuela. 

The Santanderian slaughtering industry is vanishing and the reason for this 

is smuggling. In the past 4 years, the average processing volume in Santand-

er slaughterhouses was 1,784 cows a month. When the Venezuelan frontier 

was closed by the Venezuelan government during most of 2015-2016, this vol-

ume rose to a monthly average of 2,018 cows. After the frontier was reopened 

in September 2016, the monthly average fell to 874 cows a month. Smuggling 

takes place because a kilogram of cow meat in Venezuela is priced at nearly 

4,000 Colombian pesos (nearly USD 1,33), while its price in Colombia is around 

10,000-12,000 Colombian pesos. The price controls in Venezuela generate an 

arbitrage opportunity for international trade. Venezuelans cross the fron-

tiers with meat in their pockets and bags, to sell it in Colombia and buy other 

staples. Indeed, this business is also managed by criminal gangs and the ELN 

guerrilla, and during November 2016 nine people were killed after a confron-

tation between criminal groups that manage this business at a bigger scale. It 

is estimated that 10,000 cows a month enter Colombia illegally from Venezue-

la (VARGAS N., December 9th, 2016).

An unexpected competitive advantage in labor costs has arisen in Vene-

zuela. The devaluation of local currency has made it really cheap to contract 

Venezuelan workers from abroad. A participant mentioned that Venezuela 

has the fourth lowest minimum wage worldwide, in dollar terms. In an-

other workshop a participant put it this way: «Venezuela is now, to the internet 

contents industry, what India is to the call-centers industry.» 

Recommendations for Public Policy

Participants to the workshop focused on «Quick-Win» public policies with im-

mediate impact and low implementation costs. 

• Renegotiation of Trade Agreements with Central America and the Ca-

ribbean. In these regions, there are trade opportunities beyond the oil 

industry. Immediate opportunities to dynamize exports may arise if Ven-

ezuela focuses on these markets. Indeed, neighboring Colombia has taken 

the lead: its financial groups are strong in Central America. 
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83 Their model is 

described in: http://

www.vuce.gov.

co/index!.php?id_

menu=2 An English 

language document 

is also available at: 

https://www.wto.

org/english/...e/.../

single_window_

col_e.doc

84 See: http://www.

procolombia.co/

85 See: http://

en.investinbogota.

org/

• Revision of the terms of permanence of Venezuela in the MERCOSUR. 

The goal is to reconsider the Venezuelan presence in this bloc based on 

technical criteria. This measure may be coming a little bit too late, given 

that Venezuela is losing ground in this bloc for political reasons. The cur-

rent Argentine administration has forgotten the financial aid Venezuela 

gave to Argentina while Chávez was in power. 

• Reinforcement of bilateral agreements with Colombia and Peru. These 

were the key commercial partners while Venezuela was part of the CAN 

bloc. Indeed, the first-best policy would be to propose the readmission of 

Venezuela into the CAN bloc. 

• Single window facility for foreign trade, in Spanish, «Ventanilla Única 

para el Exportador». This is an electronic platform to process all the doc-

umentation required for exports and imports, available through the 

Internet. A reference for this innovation is neighboring Colombia83. This 

platform would reduce the days required to import/export and would 

help avoid administrative corruption. 

• Strengthening of CONAPRI. Promotion of foreign investments is essential 

for Venezuela. Indeed, a first step would be to relax the requisites for for-

eign investors and simplify their registration. A specialized agency like 

CONAPRI could help foreign investors detect opportunities in Venezuela 

and understand local market dynamics. 

Additionally, CONAPRI could offer advisory services for exporters on inter-

national standards, opportunities under trade agreements and sources of 

financing. A good reference comes from Colombia, too. It is the Procolombia 

agency, whose website includes sectorial reports and is really user-friendly84. 

Colombia has also activated this kind of entity for individual cities. One ex-

ample is the Invest in Bogota agency85. Cities other than Caracas have relevant 

opportunities for foreign investors. 

Another issue that worried the participants to the workshop was the lack of 

continuity in the authorities that manage international trade in Venezuela. 

An immediate proposal was to establish clear responsibilities in public enti-

ties that promote or supervise international trade, and put them to work in a 

coordinated manner. 

Definitely, the key change will be to dismantle price and exchange rate con-

trols. They have decimated Venezuelan international competitiveness. 
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86 See: http://

sudeban.gob.

ve/?page_id=145

 5. REGULATION

This section likewise weighs three spheres of regulation: Credit Market, Labor 

Market and Businesses. The global index for Venezuela in this section is 3.91. 

Only Guinea gets a worse index. 

5.1. Credit Market Regulations

In this area, Venezuela gets an index of 5.97. It is the 13th worst index among 159 

countries. Let’s discuss the variables that compose this section. 

Individual Analysis of the Variables 

22.1. Ownership of banks: This index considers the percentage of banking 

deposits that are in private capital institutions. A higher index reflects less 

presence of banks owned by the government. 

An index of 10 results when the share of deposits in private banks is between 

95% and 100%. Venezuela gets an index of 5. This means that in 2014 the per-

centage of deposits in private banks was between 40% and 75%. This range 

also applies for Argentina, Brazil and Uruguay. Mexico and Peru get an index 

of 10 (less than 5% of banking deposits are in stated-owned banks). 

Another perspective suggested is considering the percentage of banking 

deposits that belong to the public sector. Taking information from the Vene-

zuelan banking regulator, Superintendencia de Bancos de Venezuela, we find that 

in October 2016, state-owned entities are responsible for 17% of total banking 

deposits (BsF. 7.8 trillion)86 It is a relevant magnitude: friendly bankers may get 

the best share of these government deposits, fueling crony capitalism. 

22.2. Private sector credit: Banking credit used by the government deviates 

financing to the private sector. The term «crowding-out» expresses this sub-

stitution of private business and investment projects when the government 

takes out loans for its own expenses and investments. Sometimes it is argued 

that this public investment may have a «multiplier» effect on the economy, 

since it creates more opportunities for the private sector. However, the con-

ditions for this multiplier effect are difficult to find and may be only applied 

for a limited range of public goods and services – infrastructure, health and 

80

http://sudeban.gob.ve/?page_id=145
http://sudeban.gob.ve/?page_id=145
http://sudeban.gob.ve/?page_id=145


81

87 We consider the 

country risk EMBI+ 

by JP Morgan. See: 

http://www.ambito.

com/economia/mer-

cados/riesgo-pais/

info/?id=20  

Using another 

source, we find that 

a Venezuelan gov-

ernment bond in 

USD with maturity 

in 2026 has a yield to 

maturity of 24.13%. 

A treasury bond 

with maturity in 

the same year yields 

2.36%. See: http://

www.boungy.com/

bonds/ve/interna-

tional/trading/ y 

www.ft.com

88 See http://datos.

bancomundial.

org/indicador/

FS.AST.PRVT.

GD.ZS?view=chart

89 The share of 

banking credit 

that goes to the 

public sector is not 

available in these 

series.

90 The EFW 2016 

does not disclose the 

values for the vari-

ables used to get this 

result. There are two 

alternatives  

to measuring this 

variable in the EFW 

2016 methodolo-

gy: considering the 

amount of fiscal 

deficit and compar-

ing it to private total 

education. Indeed, when public enterprises become borrowers, it is difficult 

that they fare better than private businesses with the same financing. 

There is another mechanism to explain why the financial mess in the govern-

ment reduces the financial possibilities for the private sector: It is through the 

cost of foreign debt. Through its exchange rate control, the Venezuelan gov-

ernment has generated an obstacle for private enterprises to access credit in 

foreign banks or through the issuance of dollar-denominated bonds. If there 

is no convertibility of currency, debt servicing in foreign currency is not pos-

sible. In addition to this problem, fiscal unbalances result in a downgrade of 

sovereign debt. 

In November 2016, a 10 year Venezuelan Sovereign Bond shall yield 23.12% 

more than a USD 10 year Treasury Bond87. This is the so-called «Coun-

try Risk Premium» and includes Convertibility Risk – the difficulty of the 

government to obtain USD. The long-term rating in foreign currency for the 

Bolivarian Republic of Venezuela is CCC according to both Standard & Poor’s 

and Fitch Ratings. Moody’s rates it at CAA3. This increases the required yield 

for a private issuer. 

The source for this section is the World Bank´s Development Indicators88. We 

have accessed this source and verified that in 2013 – the most recent year with 

data – the banking credit to the private sector was equal to 29.9% of Venezue-

la´s GDP89. In Latin America, Chile is the country with most access to banking 

credit by the private sector: 106% of GDP. In Panama, this proportion was 67%.

The result obtained for Venezuela for this variable of the EFW 2016 is an index 

of 2.9, which ranks it as the 12th worst result90. 

We wish to recall a turning point in the Venezuelan banking sector: the 

1994-1995 banking crisis. Many banks became bankrupt during those two 

years. Adding insult to injury, the boards of these banks stole the funds pro-

vided by the government in order to bail out these institutions91. The list of 

bankrupted banks included Banco Latino, Venezuela, Consolidado, Progre-

so, Construcción, Metropolitano-Confinanzas, Maracaibo, La Guaira, Fiveca, 

Bancor and Barinas-Amazonas. The «rescue package» from the government 

during 1994-1995 – including deposit insurance payments - amounted to Bs. 

1.8 trillion. This sum was the equivalent of 20% of the GDP (GARCÍA et. al., 1997, 

page. 274). This banking crisis was indeed the result of «crony capitalism» in the 

banking sector – evidenced in the way that the boards of directors of these 

banks literally stole public funds92. 
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savings or, another 

alternative, mea-

suring the share of 

banking credit to the 

private sector.

91 In 1996 there 

were 50 Venezuelan 

bankers living 

abroad to avoid trial 

for mismanagement 

of government 

aids and banking 

deposits. One of 

them was the son-

in-law of President 

Rafael Caldera 

who approved the 

financial bailout to 

bankrupted banks. 

See this Colombian 

reference: http://

www.semana.com/

mundo/articulo/el-

que-la-hace/28739-3

92 Another excellent 

description of this 

banking crisis, its 

causes and stages 

can be found at: 

http://publicaciones. 

urbe.edu/index.php/ 

telos/article/view 

Article/1190/4483

93 Negative interest 

rates take place 

when inflation 

exceeds the level of 

interest rates.

94 See: http://

data.worldbank.

org/data-catalog/

world-development-

indicators

22.3. Interest rate controls/negative real interest rates93: in this indica-

tor, Venezuela gets the maximum result, an index of 10. However, 101 coun-

tries among 151 also get an index of 10, so this Venezuelan result is not that 

remarkable. 

The EFW 2016 assigns an index of 10 under these circumstances (GWARTNEY J. et. 

al., 2016, pages 281-282):

«When interest rates were determined primarily by market forces as 

evidenced by reasonable deposit and lending-rate spreads, and when real 

interest rates were positive…»

The source considered for this section is the aforementioned set of World Bank 

Development Indicators94. We have downloaded this dataset and we have ver-

ified that, according to it, in 2014 (the year considered for this index) Venezuela 

had an average deposit interest rate of 14.68% and lending interest rate of 

17.2% Therefore, there is a positive margin spread. However, inflation for 

the same year turns both real interest rates negative. 

Paying attention only to the spread is not illustrative. It is quite curious that 

the source does not indicate the real interest rate for 2014. It includes the 

negative value for the previous year, 2013: a negative real interest rate of 

14.47%. Perhaps in 2014 the Venezuelan inflation value was not yet available. 

This may explain why the EFW 2016 attributes an index of 10 to Venezuela, 

even with negative real interest rates: the source did not provide the real in-

terest rate level in 2014. If some computational program routine was applied to 

process the data, the negative real interest rate was not incorporated. This is 

why we consider Venezuela should get a lower index for this variable. 

We have taken the evolution of Venezuelan banking interest rates from the 

World Bank´s World Development Indicators to obtain the following Figure. 
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figure 10. Evolution of interest rates in Venezuela. 

Source: World Development Indicators, World Bank.

Notice that in 1988, just before Venezuela experienced pro-market policies 

for a while, the spread margin was negative – the lending rate was below the 

deposit rate. During the «Big Turnaround» in 1989-1993, this «financial repres-

sion» scheme ceased and lending rates became higher than deposit rates. Ever 

since, the margin spread in Venezuela has been positive, which indicates that 

this brief reform changed the attitudes of the government towards the bank-

ing sector. However, the trend under socialism is a reduction in interest rate 

levels and rising inflation. Though spread margin is positive, it is also becom-

ing narrower. 

There are other mechanisms of credit rationing to the private sector. In 

Venezuela, there is a mandatory assignment of credit to some economic sec-

tors – agriculture, tourism- and these restrictions are informally known as 

«gavetas». 

Workshop

The workshop for this area of the Index included people from the banking 

regulating agency, the banking system and academicians. One participant 

ventured the size of the official banking sector: there are 11 institutions, the 

most important in market share value of which are Banco Venezuela and Banco 
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Bicentenario. There are also dedicated banks – for women, Banco de la Mujer, and 

the armed forces, Banco de las Fuerzas Armadas. These official banks have a 

share of 33% of banking deposits, and they employ 16,000 workers. These 

banks have financed nearly USD 7 billion to the government according to one 

participant, and an added USD 8 billion of support allocated to community 

sectors.

Another issue was the degree of accessibility that people have to banking 

services, called «bancarización» in Spanish. A participant provided the magni-

tudes thereof: it is estimated that 57% of Venezuelan people have at least one 

financial product. The exchange rate control has forced people to obtain cred-

it cards to be eligible for the dollar quota assigned to foreign travelers. Access 

to credit is lower: only 22% of Venezuelan people use it. Only 3% of banking 

transactions are conducted through mobile banking (cell phones and tablets). 

Another participant estimated bancarización at a higher level: 59.6% of the 

population. He estimated that 6.25 million people have at least one current 

account in Venezuela. It is also estimated that Venezuelans own USD 100 bil-

lion in bank deposits abroad. In the absence of exchange rate controls and 

under sound money policies, much of these funds would be available in the 

local banking system. The satisfaction level with the banking quality of Inter-

net banking services is 84% and 55% with services in banking agencies. These 

results are not bad, considering the high presence of official banking. 

Microcredit was another issue during the workshop. This sector is not in-

cluded in the Economic Freedom Index and it is quite relevant for small 

entrepreneurs. It is the private sector that is channeling credit to those with 

lowest personal balances. Microcredit is discouraged given the bureaucratic 

process to open a legal business. Another issue that deters people from using 

banking credits is distrust of the management of databases: criminal gangs, 

allied with bank officers, gather information about potential targets. Never-

theless, during the discussion, an encouraging statistic was provided: there 

are 5.2 million entrepreneurs in Venezuela, including autonomous workers. 

Private initiative has survived under these restrictions on economic freedom.

The problem of mandatory credit to some sectors, the so-called «gavetas», 

was considered by the participants in the workshop. An experience was com-

mented and it is highly illustrative of malpractices under credit rationing. A 

cooperative of dairy milk producers obtained approval for a banking credit 
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after guaranteeing the required level of production demanded by the banking 

institution. The affiliates to this cooperative noted that in the credit disburse-

ment, a total of 30 enterprises received funds. However, only 25 producers 

were part of the cooperative (!). Corruption of banking personnel led to the 

registration of five fake borrowers who obtained these preferential credit 

conditions. 

Another participant summarized the situation thus: «The best designer of 

gavetas is the market.» Market forces are the best way for an efficient alloca-

tion of banking credits among business activities. 

Recommendations for Public Policy

During the workshop, these proposals emerged: 

• The «Gavetas» system must be eliminated. This mandatory credit ra-

tioning is not working towards improving access to credit among small 

and medium enterprises, and it fosters corruption. 

• Allowing Foreign Direct Investment in the banking sector. Since 2000 no 

banking license has been granted to foreign finance organizations. These 

international banks could add depth to the financial sector and lower in-

terest rates through market mechanisms.

• Limits to financing the public sector. Banking institutions finance the 

government through two mechanisms: direct credit or buying govern-

ment bonds. Both practices deviate resources from the private sector. 

Government bonds make sense in a banking balance sheet for liquidity 

management and open-market operations. However, the banking sys-

tem should not be committed to funding community programs or public 

agencies. 

• Privatization of state-owned banks. The government should guarantee 

public goods that cannot be supplied by market participants. Banking cred-

it is not a public good and it does not make sense to create dedicated banks 

managed by the government. It would be better if the government creat-

ed development banks devoted to financing large infrastructure projects. 

Based on this model, credit risk and client selection are managed by the pri-

vate sector, and the government only helps to channel funds at a lower cost.  
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The Venezuelan government currently owns 11 banks and it would help to 

lower the fiscal deficit -and improve the cash position in the government 

balance sheet- if these banks are auctioned off in a transparent privat-

ization scheme. Nevertheless, it is important to avoid «crony capitalism» 

when these banks return to the private sector. 

• New participants in the market. This measure was not mentioned. 

There are other institutions besides banks that could help finance pri-

vate business and projects. Private pension funds could be an excellent 

tool to provide long-term financing. In addition to them, money funds 

and venture capital funds could be fostered in the domestic regulations. 

The aforementioned «Quirós-Corradi» thesis proposes that Venezuelan 

citizens receive negotiable state-owned oil company PDVSA stock theo-

retically owned by them. Indeed, if current state owned-companies were 

privatized and if PDVSA issued private shares, the result would be a deeper 

stock market. 

Local Credit bureau SICRI was not mentioned during the workshop. Accord-

ing to the Doing Business report, Venezuela has a credit bureau coverage of 

just 27.9% of the adult population in 2016. Mexico and Argentina have 100% 

coverage. Brazil has a coverage of 78.9%. Bolivia covers 45.2% of the adult pop-

ulation and Ecuador covers 58.3% (WORLD BANK, 2016, page 13). A proper way to 

channel banking credit to citizens is to have a sound shared-database of bor-

rowers among banks in order to monitor their performance. Credit bureaus 

usually keep bad performance information but they could also reward citi-

zens, including small entrepreneurs, who are not late/due in their payment of 

public services and banking products. 

Nevertheless, Sound Money is the best solution for developing a proper fi-

nancial market in Venezuela. Distortionary inflation hurts investments, 

savings and credit. 

5.2. Labor market regulation

In this section, Venezuela gets a global index of 2.52. There is only one econ-

omy with less economic freedom in this sphere: Angola. These are the main 

findings. 
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Individual Analysis of the Variables

23.1. Hiring regulations and minimum wage: Venezuela gets an index of 

2.23. It is the 12th worst ranked. The source is the World Bank´s Doing Business 

Report. The key obstacle for Venezuelan freedom in labor markets is the ab-

sence of redundancy. Flexible contracts for a temporary job or a project are 

not allowed by law.

We have accessed the most recent version of the Doing Business report which 

indicated that since 2013 Venezuela does not allow redundancy (WORLD BANK, 

2016, page 96). The applicable legal framework is an Organic Law known as 

LOTTT or Ley Orgánica del Trabajo, los Trabajadores y las Trabajadoras, pub-

lished by decree in official gazette number 6,076 on May 7th, 2012. Indeed, this 

was one of the final laws approved by President Chávez (who passed away 

after a terrible cancer disease in March 2013). According to this law, outsourc-

ing is considered a «simulation or fraud» to avoid the application of labor laws. 

In June 2011, nearly 1.2 million Venezuelan workers (19.6% of total workers) 

were outsourced (MUJICA, 2014, pages 77-78). 

This LOTTT, indeed, repealed the previous labor law of 1997. One advantage 

of this latter legal framework was that it cancelled an obsolete labor law from 

1936 that established huge payments for dismissal and retirement. These so-

cial benefits or «prestaciones sociales» concept deterred formal contracts and 

was a relic of the times when foreign oil companies were active in Venezue-

la and no proper social security system was in place. The 1997 law admitted 

private pension funds for workers, too. All these results, obtained after hard 

bargaining efforts among unions, workers and the government (The tripar-

tite agreement, known as Tripartito in Spanish), were cancelled out under 

socialism. 

The most recent version of the Doing Business Report includes a section de-

voted to Labor Market Regulation in Venezuela (WORLD BANK 2016, pages 97-104). 

These are some of the restrictions that apply in Venezuela:

• Maximum length of a single fixed-term contract is 12 months.

• Maximum number of working days per week: 5

• Premium for night work (% of hourly pay): 30

• Premium for work on weekly rest day or overtime work  

(% of hourly pay): 50

• Paid annual leave for a worker with 1 year of tenure (working days): 15
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• Maximum length of probationary period (months): 1

• Dismissal due to redundancy allowed by law? No

• Minimum length of maternity leave (calendar days): 182

Another restriction in the LOTTT is the impossibility to dismiss workers, 

called inamovilidad laboral in Spanish and firing freeze in English. This measure 

initially protected some vulnerable groups, e.g. pregnant women and their 

husbands and fathers/mothers of children with severe illnesses. However, 

through a presidential decree the government has extended this benefit to 

other workers, firstly, to those whose monthly salary did not reach a threshold 

(three times the minimum wage) and as of December 2013 onward no Vene-

zuelan worker can be fired. A Venezuelan economist states that this measure 

and the expropriations and price controls have managed to reduce the pro-

ductivity of the Venezuelan labor force95.

Another obstacle for the productivity of workers that is not considered in 

the Economic Freedom Index is scarcity. An employee must queue for hours 

to get food and medicines, and his ID number determines which days he is 

allowed to buy staples. This rationing demands that the worker leave the 

workplace for four or five hours a week and even for a whole working day. As a 

consequence, absenteeism has risen 20% to 40%96.

We wonder if these restrictions by the LOTTT Law really improve the un-

employment indicator. We compared Venezuela with other economies, 

considering their unemployment rate and their Economic Freedom Index 

only for this section - Hiring regulations and minimum wage. The data for 2015 un-

employment was obtained from CEPAL (CEPAL, May 2016, pages 29-30):

With all these restrictions to «protect workers», Venezuela does not get a bet-

ter result for unemployment than economies with more economic freedom 

like Chile, Mexico and Ecuador. 

Country
EFW 2016 

Index
Male 

Unemployment,%
Female 

Unemployment,%
Global 

Unemployment,%

Colombia 8.9 8.2 11.5 9.8

Chile 6.7 5.8 6.8 6.2

Mexico 6.7 5.1 5.1 5.1

Uruguay 5.0 6.8 9.0 7.8

Ecuador 4.4 4.4 6.7 5.4

Venezuela 2.2 6.5 7.7 7.1
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However Colombia, with the highest economic freedom index for this section, 

does not perform well in unemployment. Uruguay, with another good eco-

nomic freedom index, does not significantly outperform Venezuela in global 

unemployment. This comparison makes it clear for Colombia and Uruguay 

that market-friendly hiring and firing regulations are not the only solutions 

to improve labor markets. Indeed, in the Colombian case the problem is that 

nonwage costs (pension fund contribution, the mandatory health plan or 

«EPS») are high, adding more than 50% to payroll costs (one of the authors lived 

in Colombia for three years). 

Indeed, Venezuelan unemployment is distorted. We have already men-

tioned that the public sector employs nearly 3 million people. This makes 

government the biggest employer and disguises the inefficiencies in the labor 

market. The recessionary performance of the economy and hyperinflation 

are the worst enemies faced by Venezuelan workers. No labor law, no mat-

ter how restrictive, can protect them from economic mismanagement. 

23.2. Hiring and firing regulations: The lack of flexibility in redundancy and 

fixed-term contracts and the prohibition to fire workers affect Venezuela in 

this section. Its index is 1.9, the worst among the countries analyzed. 

23.3. Centralized collective bargaining: Venezuela obtains an index of 4.49, 

the 13th worst result. The reference is the World Economic Forum´s Global 

Competitiveness Report. We have accessed the most recent version of this re-

port. In its section Flexibility of wage determination Venezuela gets an index of 4.5 

(scale maximum is 7) and is ranked 103rd among 138 countries (SCHWAB et. al., 2016, 

page 361). 

A curious consequence of socialism is that it has weakened unions. The total-

itarian view of socialism has dismantled most unions that existed in 1998 and 

a single viewpoint on labor markets is accepted: that of the President. This is 

why collective bargaining has lost ground in Venezuela. 

23.4. Hours regulation: Venezuela obtains an index of 4. A total of 15 countries 

are worst ranked for this category. We have already mentioned the applica-

ble restrictions on night work and work on weekly rest days (See variable 23.1 in this 

chapter). The source is the aforementioned Doing Business Report.
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23.6. Conscription (Military Service): Military service takes away young, pro-

ductive workers from the labor market. Therefore it is an obstacle to economic 

freedom. The EFW 2016 gives its best index for this section to countries where 

conscription is not mandatory. An index of 5 applies if the military service 

term is up to 6 months. When conscription takes between one semester and a 

year, the index is 3. If conscription takes more than one year, the index is zero. 

This latter value is the index obtained by Venezuela. It shares this index with 

other 26 countries among 159 nations. It is in the bottom result for economic 

freedom for this section. 

Venezuela is a country with no civil war or external conflict like others in its 

peer group: Colombia, Israel, South Korea and Syria. However, the official 

rhetoric claims there is an external menace from the United States and that a 

conspiracy of ultra-right movements is taking place97.

One of the sources to measure this variable is the War Resisters Internation-

al organization through its report World Survey of Conscription and Conscientious 

Objection to Military Service. We have accessed its website98 and found some 

fresh news about Venezuela. However, the commentaries on legal framework 

are not updated and refer to the constitution existing before 1999. The 1999 

constitution, passed under socialism99, considers conscription in its article 

134. This article forbids forced conscription. 

Indeed, Venezuelan conscription lasts only one year, so this index for  

Venezuela should not be zero. The addition of a term of military service is 

voluntary. 

Venezuela gets an index of zero for this section since 1970. It only got an index 

of 1 in 1985. Indeed, this policy of conscription hits the poor, who cannot pay to 

avoid it. 

The last foreign invasion in Venezuela took place in 1902, when creditors 

demanded payment of external debt. Civil unrest, supported by Cuban com-

munism, led to the existence of guerrillas during the 60s, but they deposed 

arms in 1969. Therefore, this policy of conscription does not make any sense. 

Additionally, conscientious objection is not allowed by law, and this is an-

other limitation to personal freedom. 

On this matter of conscription, it may prove helpful to quote two passages by 

Ayn Rand (RAND, 1967, pages 33-34 and 39):
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«If men want to oppose war, it is Statism that they must oppose. So long 

as they hold the tribal notion that the individual is sacrificial fodder for the 

collective, that some men have the right to rule others by force, and that 

some (any) alleged «good» can justify it – there can be no peace, within a 

nation and no peace among nations.»

«Laissez-faire capitalism is the only social system based on the recognition 

of individual rights, and, therefore, the only system that bans force from 

social relationships. By the nature of its basic principles and interests, it is 

the only system fundamentally opposed to war.

Men who are free to produce have no incentive to loot; they have nothing 

to gain from war and a great deal to lose. Ideologically, the principle of 

individual rights does not permit a man to seek his own livelihood at the 

point of the gun, inside or outside his country. Economically, wars cost 

money; in a free economy, where wealth is privately owned, the cost of 

war comes out of the income of private citizens – there is no overblown 

public treasury to hide that fact- and a citizen cannot hope to recoup his 

own financial losses (such as taxes or business dislocations of property 

destruction) by winning the war. Thus his own economic interests are on 

the side of peace.»

Workshop

During the session to discuss economic freedom in the Venezuelan labor mar-

ket, one participant updated the size of this market: there is an economically 

active population of 14 million, 8 million of whom work in the formal econo-

my, including 3 million people affiliated to unions. Of the unionized workers, 

2.5 million are public servants. Around 5 million people are working in the in-

formal economy and there are about 1 million unemployed persons. 

One of the participants mentioned from her own personal experience the 

problems faced by public servants. She was fired from the (former) ministry 

of environment (Ministerio del Ambiente) in 2015 while she was on medical leave. 

The reason for her dismissal was not clear and she considers that there were 

political reasons: she is not an active militant within the pro-government 

parties. Nearly 1,500 people were dismissed at this ministry of environment 

under similar circumstances.
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A problem faced by the workers is the inexistence of labor courts. This prob-

lem is similar to the one faced by proprietors: there is no specialized court 

for these matters. The administrative agencies depend on government «labor 

inspectors» who are the authorities dealing with these employment-related is-

sues and have discretionary powers. There are only 90 of these labor inspector 

offices or «Inspectorías del Trabajo» nationwide to serve all Venezuelan workers. 

The Venezuelan case has been taken to the International Labor Organization, 

ILO (its acronym in Spanish is OIT). There is a formal complaint100 under article 

26 of the ILO Constitution against the government of Venezuela for violations 

of the 1948 Freedom of Association and Protection of the Right to Organize 

Convention, (No. 87) which was ratified by the government of Venezuela on 

September 20, 1982 and the 1949 Right to Organize and Collective Bargaining 

Convention, (No. 98) ratified by Venezuela on December 19, 1968.

According to union leaders in this workshop, Venezuela has the worst results 

in audits by the ILO and in a century of history of this organization only 12 

complaints have been as severe as the Venezuelan one. 

A key issue during the debate was the abolition after Chavism came into 

power of the aforementioned 1997 Tripartite Agreement on pension funds. 

As mentioned previously, private pension funds did not have any continuity. 

The opportunity to deepen capital markets with these funds has been missed. 

In 1994, Neighboring Colombia set up these private pension funds following 

the Chilean model and the nation has accumulated funds equivalent to near-

ly 60% of banking deposits. 

The Chilean pension model is not so popular nowadays: changes in its legal 

framework are taking place, arguing that these private funds are not enough 

to generate the income pensioners need to make a living, and that there is 

not enough competition in the sector101. Nevertheless, private pension funds 

could be a welfare-enhancing possibility and could help to avoid discretionary 

management in social security matters. Recently, for example, the Venezue-

lan government has stopped paying pensioners living abroad102. 

The fragmentation of unions has been considered in our previous exposition. 

There are around six different unions in the country. Some libertarians would 

consider it good for unions interfere with economic freedom. However in this 

case we do not endorse that view: Independent unions are a mechanism for 

checks and balances that is necessary under the current circumstances in 
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103 See: http:// 

www.lottt.gob.ve/

Venezuela. A single viewpoint is the goal of a totalitarian political system. The 

socialist regime has a monopoly in the labor market: it is the principal indi-

vidual employer, the arbiter in labor matters and the controller of unions. 

The Polish experience under communism reminds us how union leaders may 

be key to restore economic freedom.

There is a remarkable change in the attitudes of union leaders that once 

blocked pro-market policies during «The Big Turnaround» (1989-1993) or re-

luctantly accepted the tripartite agreement. These people have discovered 

that statism and socialism have brought misery to workers. They are now 

open to trying out a free market solution. 

Policy Recommendations

• Restricting the universal prohibition of dismissal or «inamovilidad lab-

oral». This measure should be limited to workers in true fragile conditions: 

pregnant women, for example. However, private businesses may not act 

as a welfare agency and it should be a social policy that helps some vulner-

able groups. Nowadays, any worker can become a free-loader: no matter 

what, he will not be dismissed. 

• Labor courts. Labor inspectors are not the proper authority to manage 

employment-related issues. Nowadays they are supervisors with abso-

lute powers. Labor courts are the proper forum to counterbalance these 

administrative authorities and settle disputes among workers and their 

hirers. 

• Add flexibility to the Labor Legislation, LOTTT. Its ideological burden is 

too elevated. Indeed, the official website of this law includes a photograph 

of deceased President Chávez103 in its front page. The LOTTT should be re-

considered under technical grounds and should incorporate agreements 

for workers and business representatives. A key element to improve 

economic freedom would be allowing redundancy and flexible-term 

contracts. 

• Relaunching private pension funds. Though they are not in their best mo-

ment of popularity in Chile, these funds are an undeniable way to deepen 

capital markets and add individual accountability to pensions.

Neighboring Colombia opted for this model in 1994 and in 2011 opened 
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investment choices for mandatory funds. In Colombia too, the manage-

ment of these funds is an oligopoly in the hands of four institutions, where 

two financial groups have the lion’s-share (in Chile, there are six big fund 

managers). The real problem in Colombia is informal employment, en-

veloping half the workforce. Informal workers do not contribute to the 

mandatory fund entitled «Fondo de Pensión Obligatorio» in Spanish, and 

this is what restrains the coverage of funds. Venezuela will face similar 

challenges if it opts for this institutional solution. It is a pity that, after ap-

proving this concept, the country has lost 20 years to make it operational. 

5.3. Business Regulations

Venezuela gets the worst index for this section: 3.25. Another Latin American 

country, Brazil, is the second worst ranked, with 3.26. The main rigidities and 

restrictions on economic freedom that cause this poor result are considered 

below. Indeed, the previous sections have waxed eloquent about the two 

mains sources of restrictions: exchange rate controls and price controls. 

Individual Analysis of the Variables

24.1. Administrative requirements: this section considers the administra-

tive processes that enterprises must fulfill in their daily management. The 

EFW 2016 assigns the lowest rating to Venezuela in this section, with an index 

of 0.53. The second worst result is that of Brazil, with an index of 1.16 – once 

again, the distance to the second worst placed is relevant. 

The source is the Global Competitiveness Report by the World Economic Forum. 

We have accessed its most recent version. Its first pillar, «Institutions», in-

cludes a section that considers the «burden of government regulation». A 

survey is applied to measure the perception on this matter. Venezuela gets 

an index of 1.4 (scale goes from 1 to 7), the worst result among 138 countries 

(SCHWAB et. al., 2016, page 361).

24.2. Bureaucracy costs: this section measures the regulations on standards 

of product and service quality. The Venezuelan EFW 2016 index for this section 

is 5.66, which puts it in the 50th position. Indeed, this could be interpreted both 

in a positive and negative way. It could mean that public enterprises, which
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are the prevailing ones in Venezuela, do not have much control over the quali-

ty of their production. 

The source for this section is the Global Competitiveness Report by the World Eco-

nomic Forum. Many sections of this report in its updated version gave us a 

view on the controls applied in Venezuela. Its scale goes from 1 to a maximum 

index of 7. Its 11th pillar includes the perception on the «control of international 

distribution» in which Venezuela gets an index of 3.0 and is ranked 111 among 

138 countries. In «Production process sophistication», another variable in this 

section, Venezuela gets an index of 3.1 and is ranked 116. The first pillar, «Insti-

tutions», includes a section, «Strength of auditing and reporting standards» 

and the result for Venezuela is an index of 4.3, placing Venezuela in the 89th po-

sition (SCHWAB et. al., 2016, page 361).

We may read this in a positive way and consider that surviving private busi-

nesses have developed ways to face and adapt to government regulations on 

production quality. Indeed, quality controls are not the problem: price con-

trols are. 

24.3. Starting a business. The reference is the World Bank´s Doing Business Re-

port. Venezuela gets an index of 5.73 in the EFW 2016. However, things have 

worsened since 2014, the year considered in this report by the Fraser Insti-

tute. The most recent version of this report for Venezuela (WORLD BANK, 2016, page 

11) shows that just one year ago, in 2015, it took 186 days to start a business 

in Venezuela. This year, the number has increased to 230 days. The num-

ber of procedures has not increased: it is still 20. However, they are now taking 

longer. 

Economies with best results enable starting a business in half a day and in 

one single procedure. That is the case of New Zealand. Other Latin American 

countries, even those with heavy regulation schemes, allow businesses to 

start up in fewer days: In Chile, the processes take 5.5 working days; in Mexico, 

8.4 days; in Argentina, 25 days and in Brazil it takes 79.5 days to start a business 

(WORLD BANK, 2016, page 11).

Let’s recall what the DB Report considers a standard business. In this case it is 

a simple private society («Sociedad Anónima») that is created in the city of Ca-

racas (WORLD BANK, 2016, page 22). 

When the processes are opened up, we find that the process of local 

mercantile registry («Registro Mercantil») is one of the most time-consuming:
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34 working days. The most time-consuming process is to register the em-

ployees for social security benefits: 130 days. In addition to this, to obtain 

the commercial license from the municipality takes 50 days; to obtain the fire 

approval by the firemen and undergo an inspection takes 28 days; a labor in-

spection takes 14 days (WORLD BANK, 2016, pages 23-26). 

All these procedures are not in the critical path and some can be conducted si-

multaneously. However, the bottlenecks are quite clear. It is incredible that, 

in a socialist regime that should protect labor, it takes so long for a business to 

register as a contributor in the social security entity. Compare this indicator to 

the time required to register in the tax authority agency, SENIAT: just one day. 

The invitation to join the informal economy is immediate. The only relief 

is that there is no required paid-in minimum capital. Indeed, 128 economies 

among 189 considered in the DB Report do not request paid-in minimum 

capital.

An alternative perception would be that of the Global Competitiveness Re-

port, which also measures «Time to start a business» in its 6th pillar: «Goods 

market efficiency». The report states it is 144 days, less than the aforemen-

tioned number. However, Venezuela gets the worst result among 138 countries 

(SCHWAB et. al., 2016, page 361). Let’s recall that this report is based on surveys of 

perception (56 people surveyed in Venezuela by CONAPRI). Perhaps some busi-

nesses demand lesser requisites. Or indeed, perception may be anchored in 

requisites on previous years. To properly measure this perception, it would be 

necessary to survey owners of start-ups that opened during the most recent 

year. Therefore, the EFW 2016 does well in choosing an objective measure for 

this section: that of the aforementioned DB Report. 

24.4.Extra payments/bribes/favoritism. The source is the Global Competitive-

ness Report, by the World Economic Forum. In the EFW 2016, Venezuela gets 

an index of 1.47. If we go directly to the most recent version of this source this 

variable is included in the «1st pillar: Institutions», and is named «Favoritism in 

decisions by government officials.» Venezuela´s index is 1.4 (the scale goes from a 

minimum of 1 to 7) and this is the worst result among the 138 ranked countries 

(SCHWAB et. al., 2016, page 361).

24.5. Licensing restrictions. Venezuela´s index for this section is 5. It refers to 

construction permits and the time they take to be issued. The source is the
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Doing Business Report by the World Bank. The methodology is standard: it com-

pares how long it takes to get the construction permit for a warehouse (no 

residence building or complex construction is being considered). This ware-

house has a value in local currency of BsF. 3.79 million (WORLD BANK, 2016, page 32).

In the 2017 DB (the most recent version of this report) Venezuela is ranked 137th 

among 189 countries in the section devoted to construction permits. It is strik-

ing that the number of days for the registration processes has increased 

from 381 in 2015 to 434 days in 2016. Among peer Latin American countries, 

we find that it takes 86.4 working days to complete this registration in Mexico, 

114 days in Ecuador and 152 days in Chile. In Brazil the process is almost as long 

as in Venezuela: 425.7 days. We insist: this means that it takes 1.73 years to 

register a small warehouse in Venezuela– a year has about 252 working days. 

Opening up the processes, according to the 2017 DB Report means that it 

takes 171 days to request and obtain the assignment of the basic urban vari-

ables for land development. The authority for this procedure is the Dirección de 

Desarrollo Urbano y Catastro del Municipio. It takes 144 days to request and obtain 

a certificate from the zoning and road construction division. Though all these 

procedures take long, the main delay comes from the time required to request 

and connect to water supply and sewage services: 213 days (WORLD BANK, 2016, 

pages 32-34). The money costs as a percentage of the value of the asset is 1.5% -in-

creased from 1.1% the previous year. The aforementioned Latin America peer 

countries have a percentage between 0.4% and 0.9% of the value of the asset, 

with the exceptions of Argentina (2.8%) and Mexico (9.8%, very costly com-

pared to the average 0.1% of the best ranked worldwide, which is Trinidad and 

Tobago).

24.6. Cost of Tax Compliance. Venezuela gets an index of 1.12 in a scale whose 

maximum is 10. The source is the Doing Business Report by the World Bank. We 

obtained the most recent version for this study. Venezuela is ranked in the 

fourth worst position among 189 countries, considering the money and time 

costs to be compliant with all tax regulations. 

According to the 2017 DB, in Venezuela a business must invest 792 hours a 

year to pay its taxes. The best ranked for this variable is Luxembourg, with 

55 hours. If we go to Latin American peers, we find that in Mexico it takes 

286 hours; in Chile it takes 291 hours and in Argentina it takes 359 hours. It is 
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striking that, in Brazil, being tax compliant requires 2,038 hours. There are too 

many different taxes there. (WORLD BANK, 2016, page 14).

A Venezuelan business consumes 64.7% of its profit in taxes, according to 

2017 DB (65% in the previous year). In the 32 most business-friendly countries, 

this percentage is 26.1%. Among peer Latin American countries, this tax bur-

den on profit is as follows: Chile, 30.5%; Ecuador, 32.5%; Mexico, 52%; Brazil, 

68.4% and Argentina, 106% (!). (WORLD BANK, 2016, page 14).

Another perspective for this variable comes from the Global Competitiveness 

Report. It includes the perception of surveyed entrepreneurs on this issue («6th 

pillar: Good markets efficiency – Total tax rate»). In its most recent version, 

Venezuela is ranked in the bottom 10: it is the 130th among 138 countries. The 

persons surveyed said that the tax burden was 65% of profits, which is in line 

with the 2017 DB Report (SCHWAB et. al., 2016, page 361).

Workshop

Our workshop devoted to business regulations during the last week of July 

2016 was the first one we organized. One participant mentioned, quite ap-

propriately, that no economy leaves poverty behind through subsidies. The 

engine of economic growth is private business. 

The regulatory burden was considered in a specific case: the telecommuni-

cation sector. All businesses in this industry must pay 1% of its revenues to 

fund two non-audited government funds (the universal service fund and the re-

search fund). The number of companies in this sector has fallen from 42 to 21 in 

10 years. In an inflationary economy, the most recent price freeze has lasted 

8 months. The State is the owner of the radio spectrum. Telecommunications 

agency CONATEL is also a censoring authority. It has blocked nearly 1,000 web-

pages, for example the aforementioned dolartoday. The exchange rate control 

system deters the required investments on equipment and R&D.

A participant mentioned that there are 262 laws that regulate Venezuelan 

economic activity. The «law of fair prices» generates the permanent monitor-

ing of private business that fear being fined, closed or expropriated. There is a 

repertoire of nearly 30 supervising processes levied on a private business. The 

time and energy required to be compliant with these cost and price controls 

is absorbing. The business focus is to survive price controls and regulation. 
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Many foreign companies have left the country. Some remarkable cases were 

mentioned during the workshop: Kimberly Clark, Clorox and Schlumberger. 

Indeed, any foreign company that still operates in Venezuela has been writ-

ten-off or down in the global financial statements of their holding groups. 

These companies are expecting things to change, or at least to have some op-

portunity to repatriate dividends and capital. 

Participants were worried about the disarray in macroeconomic policy that 

deters investments. Inflation volatility and changes in regulations keep en-

terprises in a constant state of flux. In addition to this, exchange rate controls 

makes business survival even harder. Adaptability to discretionary authori-

ties and procedures is the rule to keep the business alive. 

One of the most worrying perceptions was that there are no proposals from 

politicians and neither from the government or its opposers to restore a busi-

ness-friendly environment. 

Recommendations for Public Policy

• Simplifying business rules: Excessive operating controls and norms are 

generating business atrophy. The proposal is to generate a single, sim-

plified, body of norms for private businesses to operate, including all the 

scope of regulation applied: taxes, quality controls and accounting/audit-

ing standards. 

• Business Registration: it was mentioned that the mercantile registry, Reg-

istro Mercantil and the notarial function could simplify the processes to 

register companies and real estate. In addition to this, intellectual prop-

erty is another fertile ground. A participant mentioned that, since 2000, no 

patent has been registered in Venezuela (!).

 When this workshop took place, the most recent Doing Business report 

had not been published – it came out in October 2016. Our analysis of the 

processes of business and property registration throws light in the proce-

dures that are more time-consuming. The Doing Business report includes 

a detailed account of each process, and its cost in time or money. Indeed, 

the key to optimize this processes is to use this detailed source to identify 

bottlenecks. 

• Promotion of Small and Medium-sized Enterprises. The idea is to fos-

ter the initiatives of small and medium business owners. In another
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104 See: http://
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com/noticias/

economia/el-bolivar-

separa-colombia-

y-venezuela-

articulo-670255

 workshop, someone estimated 5 million people in this category, including 

autonomous workers. Indeed, a socialist regime, interested in improving 

the living standards of poor people, would do a terrific job if it helped peo-

ple to enter the formal economy. Ease of procedures to register businesses, 

to affiliate to the social security and to pay (reasonable) taxes would in-

duce people to leave the shadow economy.

• Collaboration among universities and businesses. Universities and col-

leges could contribute with innovations to businesses and improvement 

of their current procedures. Most participants consider that there are op-

portunities to increase productivity in private businesses with some help 

from the academicians. Innovation is not only a result of major technical 

or scientific inventions, but also a matter of improving daily administra-

tive and logistic procedures within companies.

The Global Competitiveness Report published in September 2016 includes a 

section on this subject. Its 12th pillar, «Innovation», includes the result of 

a survey on the perception of «university-industry collaboration in R&D» 

and the result is not discouraging: among 138 economies, Venezuela is 

ranked 103rd, with an index of 3 (the scale has a maximum of 7). Anoth-

er issue that is considered in this report of the World Economic Forum is 

«quality of scientific research institutions». The Venezuelan index is 3.5 

and it is ranked 95th among 138 countries. Therefore, there is an objective, 

viable alternative of fostering this association between knowledge cen-

ters and private business in Venezuela.

Tacitly, the main areas of improvement are these infamous price and 

exchange rate controls. However, while finishing these report near Christ-

mas time, there was no immediate space for hope: toys were confiscated 

from manufacturers and shops, to be directly distributed by the govern-

ment to children and, not surprisingly, the highest-denomination bill of 

BsF. 100 was substituted. Venezuela will have new paper bills including a 

denomination of BsF. 20,000 – a clear sign of hyperinflation. The most strik-

ing point from this latest measure was that the Venezuelan government 

ordered the withdrawal of all BsF. 100 notes in just 72 hours. Long queues of 

people under the scorching sun had to abide by this measure and the fron-

tier with Colombia was once again closed under government accusations 

of the smuggling of paper notes104. 
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CONCLUDING REMARKS

Even those persons who do not support economic freedom cannot hide the facts 

about the severity of the Venezuelan economic and social situation. Through-

out this audit, we have validated each one of the 42 variables considered in the 

2016 Economic Freedom of the World Index. The five dimensions of this index offer 

a broad spectrum to reflect on economic performance. Our analyses have up-

dated the numbers in all the variables using the most recent versions for the 

sources – most updates were published in September-October 2016. 

In addition to this, the workshops included the visions of entrepreneurs, ac-

ademics, congressmen, public servants in government agencies (to promote 

Foreign Direct Investment and the banking supervisor), union leaders, re-

searchers and even people whose businesses were expropriated and workers 

who were unfairly dismissed. The conclusion is that in the last two years eco-

nomic freedom has deteriorated even further than reflected in the EFW 2016. 

The EFW 2016 methodology offers a sound way to consider all the relevant di-

mensions of economic freedom and the way to measure them. The diversity 

of sources considered and the annual monitoring of statistical results offer a 

basis to reflect about how a country is embracing or not the benefits of a mar-

ket economy. 

The story of Venezuela, reflected in the evolution of this index since 1970, is 

the transition from statism to communism. A watershed year is 1976, when 

both the Central Bank and the oil industry were nationalized. Another wa-

tershed is 1999, when an explicitly socialist government, democratically 

elected in December 1998, started its rule. Those years, 1976 and 1999, may 

be considered respectively as the key years in the recent economic history of 

Venezuela and the Economic Freedom of the World series allows the consid-

eration of the resulting decline in the economic performance of Venezuela 

in the last 40 years. Indeed, the EFW 2016 Report devotes its fourth chapter 

to considering Economic Freedom in Venezuela. This section, penned by 

Messrs. Hugo Faria and Hugo Montesinos-Yufa, is a complementary read-

ing to our report. The next figure uses a valuable chart drafted by these 

authors: a chronology of government measures against economic freedom 

which are key to understanding the historical performance of the Economic 

Freedom Index for Venezuela (FARIA et.al., 2016, page 216).
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figure 11. A chronology of government measures that diminished 

economic freedom in Venezuela during the first 20 years of democracy

The Most Salient Exclusionary Policies Adopted by Venezuela, 1959–1980,

and the Presidents Who Initiated the Policies

 1 European and Latin American immigration was substantially curbed 
—Rómulo Betancourt;1

 2 creation of OPEC, founded by the Venezuelan secretary of energy 
—Rómulo Betancourt;

 3 establishment of CORDIPLAN, an economic planning agency 
—Rómulo Betancourt;

 4 an end to the extension of tract lands to oil multinationals to find and extract 
oil reserves—Rómulo Betancourt;

 5 creation of the Corporacion Venezolana del Petroleo (CVP), a government 
company in the oil business—Rómulo Betancourt;

 6 agrarian reform, or redistribution of agricultural lands, where the new 
«owners» did not receive a property title but only a right to farm the land 
—Rómulo Betancourt;

 7 marginal income-tax rates at the personal level were tripled from 12% to 36%, 
and numerous tax brackets created, increasing complexity of the tax system 
—Rómulo Betancourt;

 8 rent controls and strengthening the legal capacity of the rent-payer to remain 
in the property after contract expiration and against the will of the owner 
—Rómulo Betancourt;

 9 exchange-rate controls and devaluation of the Bolivar—Rómulo Betancourt;

 10 price controls—Rómulo Betancourt and Raúl Leoni;

 11 the Central Bank Law was amended to allow lending to the government by the 
central bank—Rómulo Betancourt;

 12 minimum-wage decrees and rulings to prohibit dismissal of workers 
—Carlos Andrés Pérez;

 13 nationalization of the Central Bank (which had been 49% owned by the private 
sector), iron industry, and oil industry—Carlos Andrés Pérez;

 14 rampant corruption at all levels of government, including the judicial 
system—Rafael Caldera and Carlos Andrés Pérez;

 15 national policy of «import substitution», increasing the cost of living to  
average Venezuelans as well as reducing the benefits conferred by a greater 
choice of goods to buy, let alone the inefficient allocation of resources 
—Rómulo Betancourt and Raúl Leoni;

 16 complex regulations that stymie business formation, increase the cost  
of dismissal, and compel banks to allocate loans to sectors deemed by the 
government as strategic—Carlos Andrés Pérez.2

1  See on this Centro Latinoamericano y Caribeño de Demografía (CELADE), 2000.

2  For a more detailed account, see Faria, 2008.

Source: Faria et. al., 2016
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105 On these issues, see: http://

cedice.org.ve/venezuela-politi-

ca-y-petroleo-por-romulo-betan-

court-carlos-goedder/ The 

Norwegian case is considered 

in: http://inteligenciapetrolera.

com.co/inicio/farouk-al-kasim-

el-iraqui-que-convirtio-a-norue-

ga-en-potencia-petrolera-por-

carlos-goedder/ Mr. Juan Pablo 

Pérez Alfonzo (1903-1979) was 

the key designer of Venezuelan 

oil policy.  

On rent-seeking and the oil in-

dustry: http://www.carlosgoed-

der.com/uploads/2/1/3/3/21330/

rentismo.pdf

At the core of the Venezuelan problem lies its condition as oil exporter. Ven-

ezuela could be an example of «the Natural Resource Curse» described by 

Jeffrey A. Frankel (FRANKEL, 2010). Oil could be seen as a damnation, but it has 

not proved that way in Norway or Canada. Indeed, Frankel cites evidence that 

Venezuelan transition from military dictatorship to democracy took place 

while the oil industry grew (FRANKEL, 2010, page 18). 

The following Figure is constructed using data by Baptista (2011). It considers 

the share of GDP taken up by the oil industry, the government and the agri-

culture sector in the Venezuelan economy from 1920 to 2006. 

figure 12 . Share of oil industry, agriculture and Government in GDP

(Data taken from Baptista, 2011)

One striking fact is that the oil industry (that surpasses the agricultural share 

of GDP since 1927) lost its contribution to the GDP since 1970. Indeed, since 1976 

– the year of the nationalization of the oil industry - a 20% ceiling was found for 

the oil share in total GDP. 

The Government share in GDP (goods and services it supplies) rose from 5% in 

1976 to 6% in 1980; it reached 7% in 1985; 8% in 1988; 10% in 1990; 11% in 1994, 12% 

in 1996. It declined back to 11% in 1998 and was 12% in 2002. In 2003 it reached a 

transient maximum level of 14% and returned to 11% of the GDP in 2008. Now-

adays, as mentioned in variable 2 (Size of government chapter), transfers and 

subsidies in and of themselves already account for 16% of the GDP.
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As a matter of fact, the oil industry could have expanded and added more eco-

nomic growth if Venezuela had proceeded the way Norway did: allowing the 

coexistence of private and public enterprises. The designers of oil public pol-

icy in Venezuela stifled oil production below its possibilities because they 

considered that oil was a scarce and limited commodity and because they 

distrusted the private sector´s capability to absorb this additional income. In 

1996, the exploration and distribution activities in the oil industry were final-

ly opened to foreign capital105. Unfortunately, socialism stopped this process. 

And adding insult to injury, there was a massive dismissal of oil workers who 

opposed the government in 2002-2003. Venezuela´s oil industry has not yet re-

covered from this talent drain that has fed the Colombian and Canadian oil 

industry. 

There are stylized facts about the macroeconomic and institutional man-

agement of an oil economy. Its troubles have been well studied, including 

the so-called Dutch Disease (appreciation of local currency and weak per-

formance of the tradeable non-oil sector). Standard recommended public 

policies include a flexible exchange rate and stabilization funds (commodity 

funds/sovereign wealth funds).

In our humble opinion, Frankel (2010) offers the best survey about the state-

of-the-art in macroeconomic management of an oil economy. He also offers 

smart innovations, such as issuing sovereign bonds with returns linked to oil 

price («oil-linked bonds»), that would return lower yield when oil prices are 

low (FRANKEL, 2010, page 27). Indeed, we shall hereby quote his description of alter-

native nominal anchors for monetary policy (FRANKEL, pages 28-29):

«It is especially important in developing countries, where institutions 

tend to have lower credibility than in advanced countries, that the public’s 

expectations of inflation be anchored by some nominal target by which the 

central bank asks to be judged. If the exchange rate is not to be that nominal 

target, then some other anchor variable should be chosen. 

Three candidates for nominal anchor have had ardent supporters in the 

past, but are not longer prominently in the running. They are: the price 

of gold, as under the 19th century gold standard; the money supply, the 

choice of monetarist; and National Income, the choice of many mainstream 

economists in the 1980.»
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106 Indeed, both the 

ideas of dollarization 

and currency 

board inherit the 

preference for gold 

standard as the 

nominal anchor. The 

gold standard ceased 

in the US in 1973, 

during the Nixon 

administration.

Frankel considers that inflation targeting is a weak goal given that it is not ro-

bust against changes in terms of trade (Venezuela being a clear example of 

this). He considers an alternative to keep the local currency value of the export 

commodity stable: To «Peg the export price (PEP) mechanism.» (Frankel, page 29). 

The conclusion is clear: a nominal anchor should be put in place in mon-

etary policy. Venezuela has chosen a fixed exchange rate as this nominal 

anchor, and it has proved to be a disaster106. 

There is something remarkable in this: even under statism and its social-

ist epilogue, the private sector has grown. The share of the manufacturing 

sector in GDP was 10% in 1976 and rose to 18.2% in 1995. In 2008 it contribut-

ed 15.9% of GDP. The trade and finance sectors jointly contributed 15% of GDP 

in 1970 and this share grew to 22.6% of GDP in 1985. Unfortunately, it has never 

returned to those levels after the bankruptcy of many banks in 1994-1995, as 

described in section 5.1.

The survival of the private sector feeds our hopes. It would be misleading if 

we consider that Venezuela has entered a dead-end street of social self-de-

struction. When studying development, Albert O. Hirschman mentions the 

Latin American habit of fracasomania, «the insistence of having experienced yet 

another failure» (HIRSCHMAN, page 105). We cannot consider this socialist/commu-

nist epilogue to statism that way, as another missed opportunity to make the 

oil boom profitable. There is a new, key advantage for Venezuela, right now: 

there is conclusive, painful daily evidence of the failure of State interven-

tion. A market economy is the easiest, most immediate choice to generate 

economic growth and raise living standards.

There was a legitimate concern during the workshops: Politicians do not 

seem to have discovered this, or they are afraid to embrace the cause of mar-

ket economy. We are not talking about the government party, but also about 

the politicians of the opposition parties, who now have control of the Nation-

al Assembly. 

Our confidence relies on pragmatism: The first responsibility of a politician is 

to reach political power and keep it, within the institutional limits. Any smart 

politician in Venezuela will soon realize that a market economy is the immedi-

ate path to obtain shared economic growth and prosperity – in one word, votes. 

Venezuelan people have survived an economic cataclysm comparable to a 

civil war in casualties, death and emigration. And people are still here, mak-

ing a living, getting by, no matter the restrictions and the suffering. Indeed, it
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Villasmil, a key 

person for this 
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a friend of Cedice 

since 1996.

is encouraging that 5 million people are still entrepreneurs and independent 

workers – a result mentioned in the workshops. It is not just economic free-

dom that is still alive within the minds of the citizens: it is their willpower to 

carry on and get ahead. 

Our think-tank, CEDICE, was founded in 1984 (the first exchange rate con-

trol was set up in Venezuela in 1983). Ever since, CEDICE has produced many 

documents, essays and seminars to encourage people to embrace econom-

ic freedom. Our work has involved the dissemination of these ideas through 

journalists, social and community leaders, members of civil society and stu-

dents. We are proud to have kept the taste for economic freedom in thousands 

of people who have taken part in our activities. Indeed, the relevant dimen-

sion of participants in the seven workshops on economic freedom in the midst 

of this economic and political crisis is a clear sign of the positive influence of 

our work and ideas on decision-makers. 

In recent years, even under political unrest and persecution, CEDICE has been 

publishing works on economic freedom. A compilation adopted the motto of 

«missions» by the government and turned it around: «Misión Riqueza» (Wealth 

Mission). It contained a body of proposals to enhance economic freedom. One 

of the authors, who joined us during the workshops, posed this provocative 

idea on that compilation (CHELMINSKI, Vladimir, 2007, page 68):

«Since at least 25 years, no government in Venezuela has handled such 

an easy task as issuing an ID document or a passport in the appropriate 

time. How can it be expected that a government unable to issue an ID can 

manage something as complex as a hospital?»

The government could provide public goods and services through the pri-

vate sector. We have commented the experience with Medi-ticket in the health 

department of Miranda state which grants access to private facilities to get 

treatment on coronary illness and other severe conditions107. This is just an 

example of how the government could meet its social goals in alliance with 

a dynamic market economy. Indeed, the government would get better social 

and public results if it focused on a narrow set of goals and do all the work to 

achieve them. These goals could include, for example, price stability, which is 

a public good. Prize freezes and price controls have proved useless to conquer 

this goal. A market economy can help: the best way to reduce costs and prices 
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is market competition. Profit-seeking guarantees a result that no price control 

has ever achieved in Venezuela. 

Another recent compilation of proposals for Venezuela by our organization 

includes a reflection on ethics. Emeterio Gómez reminds us that individual 

ethics are not enough to change the luck of Venezuela. Some consensus on so-

cial and public goals is required (GÓMEZ, Emeterio, 2003, page 287):

«The problem Venezuela faces is not that the two opposed [political] sides, 

fighting aggressively, do not have a common morality, a shared structure 

of values. No. The problem is that a process of human and spiritual 

interchange which may generate common ethics is not taking place – and it 

never took place during the last 30 years!»

The desperate current situation in Venezuela may be the trigger for that basic 

social agreement, for that opening of the mind and the soul required to cohab-

itate in a market economy. Most people would agree that having sound money, 

leaving scarcity behind, being able to walk the streets in peace, raising their 

children with confidence in the future and sowing the fruits of hard work are 

desirable public goods. A market economy makes it possible. Indeed, the es-

sence of market economy is trust in the individual and in human interaction. 

Through economic freedom, society is more than just the sum of its individ-

uals. It becomes a creative space, an expanding frontier of possibilities to 

improve personal and social capabilities. 

We do not advocate the violent changes some persons adhere to. We cannot 

wait for a miraculous solution to put a stop to the current state of affairs. No 

matter which political discourse or ideology is operative, any committed cit-

izen could change Venezuela. If we are looking for the man or woman that 

will change Venezuela, we should just look at ourselves in the mirror. It has 

been a terrible constant ever since the days of independence that when there 

are common goals, Venezuelans do not get along. For sure, a Venezuelan has 

the same level of intelligence or higher than a citizen living in Hong Kong, the 

country with the highest level of economic freedom108; however, two citizens 

from Hong Kong are smarter than two Venezuelan citizens. Market economy 

is one of those cooperative mechanisms that allow citizens to get, through 

exchange, what they by themselves, would never achieve. That is the es-

sence of society and that is the essence of economic freedom.
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and analysis for workers CENDAS

www.cendasfvm.org

Gerardo Ali Poveda
Lawyer. Member of union organization: 

Institute of Higher Union Studies INAESIN

www.inaesin.org
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4. Legal System and 
Property Rights 
 July 27, 2016

Leonardo Palacios
Lawyer, specializing in tax law. 

Professor at the Central University and 

President of Palacios, Torres, Crespo & 

Korody lawfirm

www.ptck.com.ve

Juan Korody Tagliaferro
Director of Palacios, Torres, Crespo & 

Korody lawfirm. Professor at the Central 

University

www.ptck.com.ve

Isabel Pereira
Sociologist, director of Cedice  

Program Pais de Propietarios  

(Country of Owner project) and the 

Property Rights Watchdog

www. paisdepropietarios.org

Andrea Rondón
Lawyer, PhD, expert in property rights, 

professor at the Catholic University

Laura Louza 
Lawyer. President of Acceso a la Justicia, 

NGO working in a Judicial Independence 

program

http://accesoalajusticia.org

Fanny Migliore
Research fellow and property rights 

watchdog. www.paisdepropietarios.org

Ana María Carrasquero
Sociologist, research at the property 

rights watchdog 

http://paisdepropietarios.org

Andres Halvorssen 
Lawyer. Director of RDHOO lawfirm. 

www.rdhoo.com

Roberto Casanova
Economist. Professor at the Central 

University. Director of Liderazgo y 

Visión NGO.  

http://www.liderazgoyvision.org

 

Mario Guirados 
Economist. Professor at Universidad 

Tecnologica del Centro 

http://web.unitec.edu.ve/

Alicia Sepulveda
Economist, coordinator of Cedice 

project Economic-Legislative Watchdog

http://cedice.org.ve/

observatoriolegislativo/

Juan Fernando Moreno
Member of the Federation  

of Law Students

http://fedeve.com.ve

Luis Mejías
President of the Federation of Law 

Students 

http://fedeve.com.ve

Thomas Chacón
 Economist, professor of macro and 

microeconomics at Universidad 

Bicentenaria de Aragua, Maracay State

http://uba.edu.ve

Gustavo Sosa Izaguirre 
Lawyer, former president of Carabobo 

Chamber of Commerce. Professor at 

Carabobo University Law School.

http://www.uc.edu.ve/

Calógero Alotto
Member of Defense Property Movement 

https://mipropiedad.wordpress.com

Franklin Frai
Member of the Association of Workers, 

Entrepreneurs and Microentrepreneurs, 
ATRAEM

http://www.atraem.com.ve

Alberto Montero Barrios
Lawyer. Director of Torres Plaz y Araujo 

lawfirm. Advisor to Fedecamaras.

http://www.tpa.com.ve/
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Serviliano Abache
Lawyer. Director of Abache & Burgos 

Asociados lawfirm. Professor at the 

Central University

http://www.abacheburgos.com/

Juan Esteban Korody
Lawyer. Member of Palacios, Torres, 

Crespo & Korody lawfirm.

www.ptck.com

5. Freedom to Trade Internationally
 July 27, 2016

Eduardo Porcarelli 
Executive Director of the Consejo 

Nacional de Promoción de Inversiones, 

CONAPRI (National Council for 

Investment Promotion )

http://conapri.org

Litsay Guerrero 
Economist. Economic affairs manager 

at Consejo Nacional de Promoción de 

Inversiones, CONAPRI

http://conapri.org/

Nicolás Rubio 
Consultant on international trade

Hugo J. Bravo
Professor on international trade, 

Ethics and business at the Monteavila 

University 

www.monteavila.edu

Juan Guillermo Quintero
International financial professor at the 

Metropolitan University. Consultant 

http://www.unimet.edu.ve

Froilan Barrios
Labor Union Movement Fadess, 

Professor of international relations  

at the Catholic University.

http://www.ucab.edu.ve

Eduardo Garcia
Businessman. Oil expert. 

Leidys Amengual
Legal affairs at the Consejo Nacional  

de Promoción de Inversiones, CONAPRI

http://conapri.org/
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6. Labor Market Regulation
July 28, 2016

Isolde Gonzalez
Economist, specialist in social security 

public policy.

www. Globalenergy.com

Mary Olga Giran
Lawyer, specialist in labor law, Director 

of Labor Committee in Conindustria 

(industrials confederation)

http://www.conindustria.org

Aurelio Concheso
Businessman. President of the labor 

market committee at Fedecamaras

www.fedecamaras.org.ve

Froilan Barrios
Labor Union Movement Fadess. 

Professor of international relations at 

the Catholic University.

http://www.ucab.edu.ve

Miguel Eseverri
Businessman. President of the 

Association of Metallurgical and Mining 

Industries of Venezuela

www.aimm-ven.org

Angela Incerti 
Consultant in labor market reforms. 

Business Administration

Marlene Sifontes
Member of autonomous union 

movement in defense of employment 

and wages. FADESS 

Rubimar Noriega
Member of autonomous union front 

in defense of employment and wages, 

FADESS

Oswaldo Álvarez Paz
Lawyer. Former governor of Zulia State. 

http://alvarezpaz.blogspot.com.co/

Ángel Mendoza
Legal labor consultant at Littler 

Mendelson lawfirm. 

http://www.actualidadlaboral.com.ve

Rafael Alfonzo
Businessman. Cedice’s chairman  

of the board

www.cedice.org.ve

Alejandro Di Silvestro 
Lawyer. Director of D’Empaire Reyna 

Abogados lawfirm. Specialist in labor 

market

http://www.dra.com.ve

Gustavo Saturno
Professor of labor law. Director of labor 

affairs at Miranda State Government

http://www.miranda.gob.ve

Vladimir Chelminski
Economist. Research and consultant  

in labor market
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7. Credit Market Regulation
 July 28, 2016

Leonardo Ascenzi 
Professor of financial and credit market 

at the Metropolitan University

www.unimet.edu.ve

José T. Esteves A.
Economist. Consultant in financial 

affairs freelancer

Andrés F. Guevara B.
Lawyer-MBA, specialist in credit market 

at Araque Reyna y Asociados lawfirm.

http://www.araquereyna.com

Gemima Moreno 
Bancrecer specialist in microcredit 

www.bancrecer.com.ve

Mercedes de Noguera
Administrator. Specialist in consumer 

credit.

Mileivy Rodriguez
Administrator specialist in marketing 

and credit cards

Manuel Viscuña
Lawyer. Union association specialist in 

microcredit. http://www.atraem.com.ve

Sary Levy-Carciente
Economist, PhD. Professor at the Central 

University. Member of Economic 

Academic. Professor at the Central 

University. Author of some books about 

credit market regulation in the region. 

http://www.ance.org.ve

Luis Enrique Zanoni
Consultant, public account

Orlando Zamora
Financial consultant. Former Central 

Bank of Vzla official

Silvana Pezzella
Economist and research professor at the 

Central University in credit market and 

financial. http://www.ucv.ve 

A total of 83 people from 48 
organizations and representing 
heterogeneous sectors, participated in 
the workshops.

The contents of this report are strictly 
the responsibility of CEDICE Libertad. 
The participants to the workshops 
have not contributed in the drafting of 
this report. To preserve the privacy of 
these participants in an environment 
of restricted civil and political liberties 
there is no personal attribution of the 
opinions and arguments during the 
workshop sessions.

Each participant has a personal and 
independent opinion. They are not 
talking on behalf of the organizations 
they work for or are affiliated to. In 
each working session, a heterogeneity 
criterion was incorporated. Thus, the 
conclusions or ideas resulting from 
these sessions do not necessarily 
reflect consensus. Indeed, they may 
be exactly the opposite to the personal 
beliefs of some of the participants 
included in this list. 
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APPENDIX 3. 
RANKING OF COUNTRIES ACCORDING TO THE EFW 2016 INDEX

Country EFW 2016 Index Country EFW 2016 Index

1. Hong Kong 9.0 32. Czech Rep. 7.5

2. Singapore 8.7 33. Guatemala 7.5

3. New Zealand 8.4 34. Norway 7.5

4. Switzerland 8.3 35. Panama 7.5

5. Canada 8.0 36. Portugal 7.5

6. Georgia 8.0 37. Seychelles 7.5

7. Ireland 8.0 38. Sweden 7.5

8. Mauritius 8.0 39. Albania 7.4

9. United Arab Emirates 8.0 40. Bahamas 7.4

10. Australia 7.9 41. Bulgaria 7.4

11. Qatar 7.9 42. El Salvador 7.4

12. United Kingdom 7.9 43. Israel 7.4

13. Chile 7.8 44. Japan 7.4

14. Jordan 7.8 45. Korea, South 7.4

15. Lithuania 7.8 46. Mongolia 7.4

16. United States 7.8 47. Nicaragua 7.4

17. Armenia 7.7 48. Poland 7.4

18. Denmark 7.7 49. Rwanda 7.4

19. Estonia 7.7 50. Slovak Rep 7.4

20. Finland 7.7 51. Spain 7.4

21. Luxembourg 7.7 52. Botswana 7.3

22. Malta 7.7 53. Brunei Darussalam 7.3

23. Romania 7.7 54. Cyprus 7.3

24. Taiwan 7.7 55. Dominican Rep. 7.3

25. Austria 7.6 56. France 7.3

26. Bahrain 7.6 57. Hungary 7.3

27. Costa Rica 7.6 58. Kazakhstan 7.3

28. Germany 7.6 59. Malaysia 7.3

29. Latvia 7.6 60. Montenegro 7.3

30. Netherlands 7.6 61. Oman 7.3

31. Belgium 7.5 62. Peru 7.3
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Country EFW 2016 Index Country EFW 2016 Index

63. Uganda 7.3 98. Lesotho 6.7

64. Cambodia 7.2 99. Moldova 6.7

65. Honduras 7.2 100. Pap. New Guinea 6.7

66. Italy 7.2 101. Russia 6.7

67. Jamaica 7.2 102. Serbia 6.7

68. Kyrgyz Republic 7.2 103. Slovenia 6.7

69. Liberia 7.2 104. Suriname 6.7

70. Macedonia 7.2 105. Azerbaijan 6.6

71. Bhutan 7.1 106. South Africa 6.6

72. Gambia, The 7.1 107. Thailand 6.6

73. Iceland 7.1 108. India 6.5

74. Kenya 7.1 109. Madagascar 6.5

75. Kuwait 7.1 110. Nepal 6.5

76. Lebanon 7.1 111. Sri Lanka 6.5

77. Uruguay 7.1 112. Tunisia 6.5

78. Croatia 7.0 113. China 6.4

79. Fiji 7.0 114. Colombia 6.4

80. Haiti 7.0 115. Ghana 6.4

81. Indonesia 7.0 116. Morocco 6.4

82. Philippines 7.0 117. Nigeria 6.4

83. Tajikistan 7.0 118. Senegal 6.4

84. Zambia 7.0 119. Vietnam 6.4

85. Cape Verde 6.9 120. Yemen, Rep. 6.4

86. Greece 6.9 121. Bangladesh 6.3

87. Mexico 6.9 122. Belize 6.3

88. Paraguay 6.9 123. Bolivia 6.3

89. Saudi Arabia 6.9 124. Brazil 6.3

90. Turkey 6.9 125. Cameroon 6.3

91. Bosnia and Herzegovina 6.8 126. Benin 6.2

92. Laos 6.8 127. Burundi 6.1

93. Namibia 6.8 128. Egypt 6.1

94. Swaziland 6.8 129. Guinea-Bissau 6.1

95. Tanzania 6.8 130. Niger 6.1

96. Trinidad & Tobago 6.8 131. Timor-Leste 6.1

97. Barbados 6.7 132. Burkina Faso 6.0
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Country EFW 2016 Index Country EFW 2016 Index

133. Cote d’Ivoire 6.0 147. Congo, Dem. Rep. 5.5

134. Guyana 6.0 148. Myanmar 5.4

135. Mali 6.0 149. Iran 5.3

136. Pakistan 6.0 150. Zimbabwe 5.3

137. Ukraine 6.0 151. Algeria 5.2

138. Sierra Leone 5.9 152. Angola 5.1

139. Togo 5.9 153. Chad 5.1

140. Ecuador 5.8 154. Guinea 5.1

141. Malawi 5.8 155. Central African Rep. 5.0

142. Mozambique 5.8 156. Argentina 4.8

143. Gabon 5.7 157. Congo, Rep. Of 4.8

144. Ethiopia 5.6 158. Libya 4.6

145. Mauritania 5.6 159. Venezuela 3.3

146. Syria 5.6

Source: GWARTNEY, James, Robert Lawson and Joshua Hall. Economic Freedom of the World. 2016 

Annual Report. Montreal: Fraser Institute, 2016. 

This ranking of countries is taken from http://efwdata.com/

The database with the individual report for each variable and country is avail-

able at: http://www.freetheworld.com/release.html
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APPENDIX 4. 
EVOLUTION OF THE ECONOMIC FREEDOM INDEX -  VENEZUELA

The historical performance for the Economic Freedom Index was 

considered for the years 1970-2014. We started with most recent years and 

went backwards. 
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FRASER INSTITUTE
Our mission is to improve the quality of life for Canadians, 

their families, and future generations by studying, 

measuring, and broadly communicating the effects of 

government policies, entrepreneurship, and choice on their 

well-being.

Website: fraserinstitute.org.

                           FraserInstitute

CEDICE LIBERTAD
Our mission is to improve the quality of life for Canadians, 

their families, and future generations by studying, 

measuring, and broadly communicating the effects of 

government policies, entrepreneurship, and choice on their 

well-being.

Más información sobre nosotros en:  

cedice.org.ve  |   cedicelibertad.org   |   Parlamtentemos.org

         Cedice            Cedice Libertad            Cediceve             Cediceve

ATLAS NETWORK
Our mission is to strengthen the worldwide freedom 

movement by cultivating a highly effective and expansive 

network that inspires and incentivizes all committed 

individuals and organizations to achieve lasting impact.

Website: atlasnetwork.org

                           AtlasNetwork
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