Comments on
“The Monetary and Fiscal History of Venezuela, 1960-2016,"
by Diego Restuccia

by Fabrizio Perri*

Federal Reserve Bank of Minneapolis and CEPR
fperri@Qumn.edu
January 2019

1 Introduction

This very interesting chapter on Venezuela by Diego Restuccia is part of an ambitious and
important project that can help us to understand the impact of monetary and fiscal policy
on the macroeconomic fortunes (or misfortunes) of Latin America. Venezuela is an especially
relevant country because of the extraordinary amount of variation in its economic performance
over time. In these comments, I will do two things. First, I will provide some simple measures
of the economic performance of Venezuela and compare them with the same measures for other
Latin American countries, suggesting that indeed Venezuela stands out as the only country in
Latin America that experienced, over the course of a century, both a growth miracle and a
growth disaster. The second is to provide some cursory evidence on the connection between
economic performance and policies. In the conclusion, I will briefly discuss why the early
discovery of oil, rather than fiscal or monetary policy per se, might have had an important role

in shaping the economic destiny of Venezuela.

*The views expressed herein are those of the author and not necessarily those of the Federal Reserve Bank

of Minneapolis or the Federal Reserve System.



2 The macroeconomic performance of Venezuela in perspective

A long-run view Figure 1 plots long-run series (from 1900 to 2016) of GDP per capita for
Venezuela, Argentina, Brazil, and an average of the seven major Latin American countries,
all relative to US GDP per capita.! The left panel of the figure uses data that are based on
multiple purchasing power parity (PPP) benchmarks, which are supposed to capture well the
level of GDP per capita. The right panel uses a more traditional constant price series (based
on a single PPP benchmark) and thus is a better measure of the growth experience of these
countries.? The left panel shows how, in the beginning of the century, Venezuela’s GDP per
capita is significantly lower than that in Argentina and is also below the average GDP per
capita in Latin America. By the 1970s, however, probably owing to oil discoveries and to an
increase in the price of oil, income per capita in Venezuela is significantly higher than the
Latin American average. At the end of the sample, however, Venezuelan income has returned
to below the Latin American average. This peculiarity of Venezuela’s experience is probably
better appreciated by looking at the right panel of figure 1, which gives us a better picture
of the growth patterns. First focus on the Latin American average GDP per capita, which is
remarkably constant around 30 percent of US GDP per capita. This shows that, throughout
the last 115 years, Latin America has grown at the same rate as that of the United States;
that is, it has failed to catch up. Two types of experiences are behind this average lack of
convergence. One is exemplified by the constant decline (relative to the United States) of GDP
in Argentina, and the other by the very mild catch-up (relative to the United States) of GDP
in Brazil. Figure 1 shows that Venezuela is different from both cases. Venezuela starts out
poor, below the Latin American average, but experiences a growth miracle from 1930 to 1970,
significantly outpacing US growth. From the 1970s on, however, Venezuela growth performance
turns into a disaster that pushes the country below the Latin American average. So, although
Venezuela in 2016 is essentially in the same position (relative to United States and to the rest
of Latin America) as it was in 1900, a lot of action has taken place in the middle.

Next I will focus on the post war experience, and explore whether Venezuela’s poor per-

formance after 1970 is associated with especially poor fiscal or monetary policies or both.

!The seven countries are Argentina, Brazil, Chile, Colombia, Mexico, Peru, and Uruguay. The data are from

Bolt et al. (2018) and are the same data used in figure 4 of the Venezuela chapter.
2Pinkovskiy and Sala-i-Martin (2016) also show that single measures of growth based on a single PPP

benchmark correlate better with measures of GDP growth based on measures of light from satellite imaging.
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Figure 1: GDP per capita in Venezuela, Argentina, Brazil, and Latin America, 19002016

The postwar period Figure 2 plots the volatility, over the period 1950-2016, of per capita
annual GDP growth against the average growth, over the same period, for the twelve major
Latin American countries and, for reference, United States and Canada.? The figure displays
a few interesting features. All Latin American countries (with the exception of Colombia)
feature a much higher GDP volatility than the United States and Canada. In terms of average
growth, quite a few countries (such as Colombia, Mexico, and Paraguay) display no or minimal
catch-up to the United States, some countries (notably Brazil and Chile) show a mild catch-up,
and others (notably Argentina, Bolivia, and Venezuela) feature relative decline. Putting the
two indicators together, we see that Venezuela clearly stands out in the northwest quadrant,
displaying dismal average growth over the period (less than 1 percent per year), coupled with

very high volatility.

Fiscal and monetary policies Is Venezuela’s poor macroeconomic performance associated

with particular poor fiscal and monetary policies? We start by looking at a broad measure

3The countries (with codes in parentheses) are, Argentina (ARG), Bolivia (BOL), Brazil (BRA), Chile (CHL),
Colombia (COL), Costa Rica (CRI), Ecuador (ECU), Mexico (MEX), Peru (PER), Paraguay (PRY), Uruguay
(URU), and Venezuela (VEN).

2016
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Figure 2: Growth and volatility in twelve Latin American countries, 1950-2016

of fiscal policy, that is, the government primary surplus.* Figure 3 plots the average fiscal
surplus, together with its volatility for the same set of Latin American countries, and again
with the United States and Canada as a reference.

The figure shows that Venezuela stands out as displaying a rather high surplus volatility. As
discussed in the Venezuela chapter, this feature is probably due to the volatility of oil revenues.
In terms of average surplus, however, Venezuela does not stand out. Comparing figure 2 with
figure 3 suggests that for Bolivia, the low average growth over the postwar period might be
related to its fiscal profligacy, but for Venezuela, that does not seem to be the case. Moving
now to monetary policy, figure 4 shows inflation in Venezuela from 1960 to 2016, compared
to median inflation in the group of Latin American countries considered above.® The figure
reveals an interesting pattern, with Venezuela displaying a level of inflation considerably below
the Latin American median until the 1980s and then switching to having higher inflation in
the second part of the sample. Indeed, in the final years of the sample, Venezuela is the only

Latin American country in hyperinflation territory. The figure suggests that monetary policy

“Data on annual primary fiscal surplus are from Mauro et al. (2015). The set of countries is the same as in
figure 2, with the exception of Ecuador for which no data are available. The time coverage is the same for all

countries: 1974-2011.
®Data for CPI inflation are from the World Bank’s World Development Indicators.
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Figure 3: Fiscal surplus in eleven Latin American countries, 1974-2011

during the years of Venezuela’s growth disaster might indeed have been an exacerbating factor.
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Figure 4: Inflation in Venezuela and Latin America, 1960-2016



3 A concluding story

Venezuela’s growth disaster after the 1970s is often cited as a textbook example of the so-called
resources curse (see Sachs and Warner 2001). One caveat for this interpretation is that oil in
Venezuela was discovered and developed early (in the 1920s), and, from 1930 to the 1970s,
abundant oil resources have been associated with the Venezuela’s fast growth (see figure 1).
Venezuela thus serves as an example of both a resources blessing and a resources curse. Indeed,
as noted in Torvik (2009),”For every Nigeria or Venezuela there is a Norway or a Botswana.”
This is why the resources curse literature is now moving beyond explaining whether resources
are good or bad for an economy, toward examining under what conditions resources help growth
and under what conditions they hinder it. The evolution of monetary policy described in figure
4 suggests that resources in Venezuela might have played a different role over time. Early on,
oil wealth might have reduced the need for poor policies in a developing economy — as reflected
by an inflation well below the Latin American median — and enabled faster growth than other
Latin American countries at similar stage of development. Over time (and possibly because of
oil shocks; see for example Tornell and Lane, 1999) the volatile oil wealth might have increased
power struggle instead of investment in institutions, which resulted in poorer policies, possibly
less democratic institutions (see Caselli and Tesei, 2016), and exceptionally poor growth in the

second part of the sample.
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