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Abstract— The Venezuelan economic crisis represents
one of the most significant examples of economic collapse
in the twenty-first century. Despite possessing the world’s
largest proven oil reserves, Venezuela experienced
hyperinflation, declining gross domestic product (GDP),
institutional deterioration, and severe humanitarian
consequences. This study investigates the relationship
between oil dependency and hyperinflation within the
framework of Resource Curse Theory and Dutch Disease
Theory. Using a mixed-method research design that
combines quantitative macroeconomic analysis with
qualitative institutional evaluation, the paper examines
how excessive reliance on petroleum exports undermined
economic diversification and contributed to fiscal
instability. Secondary data from the International
Monetary Fund (IMF), World Bank, OPEC, and
scholarly sources are utilized to analyze trends in
inflation, GDP, oil exports, and public revenue. The
findings indicate that overdependence on oil revenues,
weak governance, monetary expansion, exchange-rate
distortions, and institutional failures collectively
accelerated Venezuela’s economic collapse. The paper
concludes by identifying policy lessons for resource-
dependent economies, emphasizing diversification, fiscal
prudence, institutional strengthening, and
macroeconomic stability as essential requirements for
sustainable development. (Springer Link)

Index Terms— Venezuela, Resource Curse Theory,
Hyperinflation, Oil Dependency, Dutch Disease,
Economic Crisis, Petroleum Economy

I. INTRODUCTION

Natural resource abundance is traditionally viewed as
a catalyst for economic growth and development.
However, numerous resource-rich nations have
experienced economic stagnation, institutional
weakness, political instability, and financial crises
despite substantial natural wealth. This paradox is
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widely recognized as the “Resource Curse.” Venezuela
represents one of the clearest modern illustrations of
this phenomenon.

For decades, Venezuela relied extensively on
petroleum exports as the principal source of foreign
exchange earnings and government revenue. Oil
wealth financed social welfare programs, public
expenditure, subsidies, and imports. During periods of
high global oil prices, economic expansion and
increased government spending created an illusion of
sustained prosperity. Nevertheless, the economy
remained structurally dependent on oil exports while
manufacturing and agricultural sectors weakened
substantially. (Springer Link)

The sharp decline in international oil prices after 2014
exposed deep structural vulnerabilities in Venezuela’s
economy. Falling oil revenues reduced the
government’s fiscal capacity, leading to widening
budget deficits, currency depreciation, and declining
productive output. In response, the government
increasingly relied on monetary expansion to finance
public expenditure, which accelerated inflationary
pressures and eventually produced hyperinflation. By
2018, the International Monetary Fund estimated that
Venezuelan inflation could exceed one million
percent. (Deutsche Welle)

The Venezuelan crisis generated severe social and
economic consequences, including food shortages,
declining healthcare services, unemployment, poverty,
and mass migration. Millions of Venezuelans migrated
to neighbouring countries in search of economic
opportunities and humanitarian relief. (Axios)

This paper critically examines the relationship
between oil dependency and hyperinflation in
Venezuela using Resource Curse Theory and Dutch
Disease Theory as analytical frameworks. The study
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further evaluates the broader implications of
Venezuela’s experience for other resource-dependent
economies.

II. OBJECTIVES

e To evaluate the role of institutional failure and
governance in the Venezuelan economic collapse.

e  To assess the macroeconomic effects of petroleum
dependence.

e To derive policy lessons for resource-dependent
economies.

III. RESEARCH QUESTIONS

1. How did oil dependency contribute to Venezuela’s
economic collapse?
What factors led to hyperinflation in Venezuela?

3. To what extent does Resource Curse Theory
explain Venezuela’s economic crisis?

4. What lessons can other resource-dependent
economies learn from Venezuela’s experience?

IV. HYPOTHESIS OF THE STUDY

Null Hypothesis (HO)

Oil dependency has no significant relationship with
hyperinflation and economic collapse in Venezuela.
Alternative Hypothesis (H1)

Excessive oil dependency significantly contributed to
hyperinflation and economic collapse in Venezuela.

V. THEORETICAL FRAMEWORK

5.1 Resource Curse Theory

Resource Curse Theory argues that countries with
abundant natural resources frequently experience
weaker long-term economic growth, governance
problems, corruption, and institutional inefficiency.
Instead of promoting diversification and productive
investment, resource revenues often encourage rent-
seeking behavior and economic overdependence on a
single commodity. (Sage Journals)

In Venezuela, petroleum revenues dominated export
earnings and government finances. According to
empirical studies, approximately 96 percent of export
earnings and more than 60 percent of government
revenues were directly linked to the oil sector.
(Springer Link) Such dependency increased
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vulnerability to fluctuations in global oil prices and
weakened incentives for industrial diversification.

5.2 Dutch Disease Theory

Dutch Disease explains how resource booms can
negatively affect manufacturing and agriculture. Large
inflows of foreign exchange from resource exports
strengthen the domestic currency, making non-
resource exports less competitive. In Venezuela, oil
export dominance reduced investment in productive
non-oil sectors and increased reliance on imports,
thereby undermining economic resilience.

5.3 Quantity Theory of Money

The inflationary process in Venezuela can also be
analyzed using the Quantity Theory of Money:

MV =PY

Where:

(M) = Money Supply

(V) = Velocity of Money

(P) = Price Level

¢ (Y)=Real Output

Rapid increases in money supply without

corresponding increases in productive output
contributed  significantly to hyperinflation in
Venezuela.

VI. REVIEW OF LITERATURE

Several scholars have analyzed the Venezuelan
economic crisis through political economy and
macroeconomic perspectives.

Mu and Hu argued that Venezuela’s oil-centered
economy increased structural instability and reduced
economic efficiency. Their study identified excessive
oil dependence and inefficient regulatory systems as
major contributors to economic deterioration.
(Springer Link)

Mondal and Bahl observed that hyperinflation,
unemployment, debt accumulation, and institutional
decline were closely associated with the
mismanagement of natural resource wealth and
unsustainable socialist economic policies. (Sage
Journals)

Empirical research on the resource curse hypothesis
found that natural resource abundance negatively
affected economic growth in Venezuela over the long
term. Financial development and economic
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diversification were identified as essential factors for
sustainable growth. (ScienceDirect)

Studies on inflation dynamics demonstrated that oil
price volatility and geopolitical instability intensified
inflationary pressures in Venezuela. Researchers
concluded that excessive dependence on petroleum
exports made the economy highly vulnerable to
external shocks. (ScienceDirect)

Comparative studies between Norway and Venezuela
revealed that institutional quality and fiscal
management play critical roles in determining whether
natural resources become an economic blessing or a
curse. Norway successfully utilized sovereign wealth
management and diversification strategies, while
Venezuela failed to establish sustainable fiscal
institutions. (SSRN)

The literature collectively indicates that Venezuela’s
crisis resulted from a combination of structural oil
dependency, poor governance, monetary instability,
and institutional failure.

VII. RESEARCH METHODOLOGY

Research Design

This study adopts a mixed-method research design
integrating quantitative and qualitative approaches.
Quantitative Component

The quantitative analysis examines:

e inflation trends,

e  GDP contraction,

e oil revenue dependence,

e exchange rate instability,

e and public fiscal deficits.

Qualitative Component

The qualitative analysis focuses on:
e institutional deterioration,

e governance failures,

e  corruption,

e  state intervention,

e and policy responses.

Sources of Data

The study relies exclusively on secondary data
obtained from:

e International Monetary Fund (IMF),

e  World Bank,

e  OPEC Annual Statistical Bulletins,
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e  United Nations reports,
e peer-reviewed academic journals,
e and policy reports.

Period of Study
The study covers the period from 1998 to 2025, with
particular emphasis on the post-2014 crisis period.

VIII. OIL DEPENDENCY AND STRUCTURAL
VULNERABILITY

Venezuela’s economy became increasingly dependent
on oil revenues throughout the twentieth century. Oil
exports dominated government revenue generation,
foreign exchange earnings, and public expenditure
financing. This dependence weakened productive
diversification and increased economic vulnerability.
(Springer Link)

During periods of high oil prices, government
spending expanded rapidly through subsidies, welfare
programs, and state-led investments. However, rather
than investing oil revenues into productive sectors
such as manufacturing and agriculture, the economy
became import-dependent. Domestic  industrial
productivity declined steadily as oil revenues financed
imported goods and consumption expenditure.

The collapse in oil prices after 2014 dramatically
reduced export earnings and fiscal revenues. Oil
production also declined due to underinvestment,
corruption, and operational inefficiencies within
Petroleos de Venezuela S.A. (PDVSA). (eugb.ge) The
reduction in petroleum revenue exposed severe fiscal
imbalances and increased dependence on monetary
financing.

IX. HYPERINFLATION AND
MACROECONOMIC COLLAPSE

Hyperinflation emerged as one of the most destructive
features of Venezuela’s economic crisis. Inflation
accelerated rapidly as the government financed budget
deficits through monetary expansion.

The IMF estimated that inflation could exceed one
million percent in 2018, placing Venezuela among the
worst hyperinflation cases in modern economic
history. (Deutsche Welle)

The inflationary process was driven by several
interrelated factors:

e  excessive money printing,
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declining productive output,

fiscal deficits,

e cexchange-rate distortions,

e and declining oil revenues.

As inflation intensified, the Venezuelan bolivar lost

value rapidly, causing widespread currency instability.

Citizens increasingly relied on foreign currencies and

informal exchange markets for transactions. The

government repeatedly redenominated the currency by

removing zeros from banknotes in an attempt to

manage inflationary expectations. (Reddit)

Economic contraction accompanied inflationary

pressures. GDP declined sharply as private investment

collapsed and productive sectors deteriorated. Food

shortages, unemployment, declining healthcare

services, and poverty intensified the humanitarian

crisis.

X. INSTITUTIONAL FAILURE AND
GOVERNANCE CRISIS

Institutional deterioration significantly contributed to
Venezuela’s economic collapse. Weak governance
structures reduced transparency, accountability, and
policy effectiveness.

10.1 Corruption and Rent-Seeking

Oil wealth created extensive opportunities for
corruption and rent-seeking behavior. Weak oversight
mechanisms  reduced accountability in the
management of petroleum revenues.

10.2 Political Polarization

Political instability and authoritarian governance
weakened investor confidence and undermined
institutional credibility. Economic decision-making
became increasingly centralized within the executive
branch.

10.3 State Intervention

Excessive state control over economic activities
reduced market efficiency and discouraged private
investment. Nationalization policies weakened
productivity and operational performance in several
industries.

10.4 Exchange Rate Distortions

Multiple exchange-rate systems generated black-
market currency trading, corruption, and arbitrage
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opportunities. Exchange controls further distorted
market incentives and reduced foreign investment.
Institutional ~ failure amplified the negative
consequences of oil dependency and accelerated
economic deterioration.

XI. IMPACT OF EXTERNAL SANCTIONS

Economic sanctions imposed by the United States
affected Venezuela’s oil exports and access to
international financial markets. Sanctions reduced the
government’s capacity to secure foreign financing and
export petroleum products efficiently. (eugb.ge)
However, evidence suggests that Venezuela’s
economic crisis began before the implementation of
major sanctions. Structural weaknesses, fiscal
mismanagement, declining productivity, and monetary
instability had already severely weakened the
economy. Sanctions intensified existing vulnerabilities
rather than serving as the sole cause of the crisis.

XII. COMPARATIVE PERSPECTIVE: NORWAY
AND VENEZUELA

A comparison between Norway and Venezuela
illustrates how institutional quality influences resource
management outcomes.

Norway established:

e strong fiscal institutions,

e sovereign wealth funds,

e transparent governance systems,

e and diversified economic policies.

Venezuela, by contrast:

o relied heavily on oil exports,

e weakened institutional independence,

e cexpanded unsustainable public expenditure,

e and failed to diversify production. (SSRN)

The comparison demonstrates that natural resource
abundance alone does not determine economic
outcomes. Governance quality and institutional
effectiveness are decisive factors.

XIII. FINDINGS OF THE STUDY

The study identifies several significant findings:
1. Venezuela’s excessive dependence on oil exports
created structural economic vulnerability.
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2. Declining global oil prices exposed severe
weaknesses in fiscal and monetary policy.

3. Hyperinflation  resulted  primarily  from
uncontrolled monetary expansion and declining
productive capacity.

4. Dutch Disease weakened manufacturing and
agricultural sectors, increasing import
dependency.

5. Institutional failure, corruption, and political
instability intensified economic collapse.

6. Economic sanctions aggravated existing
vulnerabilities but were not the primary cause of
the crisis.

7. Resource-rich countries require diversification,
institutional strength, and fiscal discipline for
sustainable development.

XIV. POLICY RECOMMENDATIONS

Based on the findings, the study proposes the
following recommendations:

14.1 Economic Diversification

Resource-dependent economies should promote
manufacturing, agriculture, technology, and service
sectors to reduce dependence on a single commodity.

14.2 Fiscal Responsibility

Governments should maintain fiscal discipline and
avoid excessive public spending during commodity
booms.

14.3 Sovereign Wealth Funds

Resource revenues should be invested through
stabilization and sovereign wealth funds to manage
commodity price volatility.

14.4 Institutional Reform

Strong institutions, transparency, and accountability
mechanisms are essential for sustainable resource
management.

14.5 Central Bank Independence

Central banks should maintain independence and
avoid financing fiscal deficits through excessive
money creation.

14.6 Exchange Rate Stability

Countries should adopt transparent and market-
oriented exchange-rate policies to reduce distortions
and speculative activities.
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XV. CONCLUSION

The Venezuelan economic crisis represents a profound
example of the Resource Curse phenomenon. Despite
possessing enormous petroleum wealth, Venezuela
experienced hyperinflation, economic contraction,
institutional deterioration, and humanitarian distress.
Excessive o0il dependency weakened economic
diversification and increased vulnerability to global
commodity price fluctuations. The collapse of oil
prices after 2014 exposed deep structural weaknesses
within the Venezuelan economy. Fiscal deficits
financed through monetary expansion accelerated
hyperinflation, while institutional failures, corruption,
and policy mismanagement intensified economic
instability.

The Venezuelan case demonstrates that natural
resource wealth alone cannot ensure economic
prosperity.  Sustainable  development requires
institutional quality, diversified economic structures,
prudent fiscal management, and macroeconomic
stability.

The lessons derived from Venezuela’s experience
remain highly relevant for resource-dependent
economies across the developing world seeking to
avoid similar economic crises.
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