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Oil Economies: Venezuela and Nigeria
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Abstract: TheAmerican economy*sunconventional’  could not be increased because the supply of oil
discovery of shale gas is what set the stage * slipperyremained relatively inelastic.
for most traditional oil suppliers. The paper will focus

on two such economies namely, Venezuela and Nigeria€ increase in the supply of oil began to slow down
in 2005. This created a situation of excess demand

and hence, an increase in oil prices. The supply of

o substitutes of oil such as biofuel and natural gas
Nigeria could not make up for the shortage of oil. The other
reason for high prices was the adverse situation in
SIran, a country that is responsible for exporting
around 2.4 million barrels of oil a day. It exports its

Oil exports account for about 75% of the country’
revenue and 35% of its GDP.iW United States’

decision to stop importing oil from Nigeria and theOil to big economies such as India, China and the

falling crude oil prices, the economic outlook_ for theEU. In a world where there was already shortage of
economy has further dampened. To add to its woes

Nigeria has been facing labor union strikes demanding(ude oil Supply’. add.ltlonal lag in supply just
. S . " acerbated the situation.

improvement in infrastructure, working conditions, etc.

March, 2015 and a change of power threatens the

economy’ sstability, because the same party has ruled’he price of oil has decelerated sharply since the

Nigeria since 1999. beginning of 2014, when it was $115 per barrel. It
is now priced at $49.80 per barrel The oil price
Venezuela has fallen by 30% since. then A lot many vicissitudes

Oil accounts for 95% of&hezuela’ €xport earnings. n the global events has iesulted.m this sharp
decline. As per Forbes, “According to recent

Falling oil prices has hit their economy hard due to” . . :
mounting debt and lower cushion for public financesesumates’ Saudi Arabia needs the price baCk. to
The government spends far more than its oil revenug.gg'20 a barrel t.o break even. Even a.t that pomt,ﬁ
Fiscal deficit amounts to 20% of the GDP. Inflation in"> 2" OPEC “at¥°“5 would still be in the re(.i
the Venezuelan economy has hit the roof and th e?plt,e such dlr,e needs, the cartel has still
scarcity index for food and other basic goods remaingl"’"nt:’llrled low prices.

high. For an economy like Venezuela, which is highlyrpe answers of course lie in the standard demand-
dependent on imports of necessary commodities sugly, o1y chase. The world demand for oil has fallen
as medicines and food, finding creditors is likely t04,e to the general negative outlook and slowdown.

be a Herculean task. Most developing countries are now cutting back on
energy subsidies in view of rising budget deficits.
India is a major example of such a move. Hence,
0il prices were as high as $ 100 per barrel in 2013  higher costs have further encouraged lower
and still increasing. This was a bit surprising demand. Slowing growth in China too has
considering that the world economies had recently ~ contributed to the overall slump because of the fall
faced a severe recession. According to me, the main  in demand. Countering the expectations, Libya has
reason for the oil price increase was the supply  increased its oil output, which has increased the
constraint. In 2013, emerging economies such as  total supply of oil. America is the surprise entrant
India and China saw an increase in their demand  with its shale gas revolution. To quote The
for oil and petroleum, they being a necessary  Economist, “America has become the world’s
commodity. However, the overall oil production  largestoil producer. Though it does not export crude

Reasons for an increase in oil price in 2013
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oil, it now imports much less, creating a lot of spare
supply.” As a result,imports by OPEC have been cut
by half. OPEC’s internal infighting has also kept the
prices low. Saudi Arabia and Kuwait don’t want to
lose their share of the oil market. They are
consequently unwilling to cut down on production.
Being the most puissant of the lot, they have
hectored the smaller economies into giving in.

The worst hit are the economies of Nigeria,
Venezuela, Iran and Russia, which are largely
dependent on the export revenue from oil to fuel

of the nation. After Hugo Chavez assumed office

1998, he planned the economy of Venezuelg.

Venezuela, which was previously under the US rul
played a pivotal role in recovering oil prices by holding
an OPEC Summit in Caracas. Therefore, Venezug
secured a vital source of income for its economy. Aftg

this, the Chavez Government went on to overturn wklrt

is referred to as the “the most perverse and antinatio
system of oil production”la aperture petrolergthe

petroleum opening). By opening the petroleum sect
the PDVSA gave transnational oil companies the rig
to extract oil while giving an insignificant portion back

)

a
r

al

to the Venezuelan state. According to this policy,
meant that even if oil prices recovered slightly, mo
of the profits went to transnational companies. Th
o ] .Chavez government took complete control over th
Venezuela or the Bolivarian Republic of Venezuela ispy/ga by implementing Currency Exchange Contrd
a country located on the Northern coast of Southicgc). This was done in order to avoid capital flight
America. It is the fifth largest member of the Oil andThjs |ed to a rapid increase in the oil production anfi
Petroleum Exporting Countries (OPEC) in terms ofyltimately an increase in the International Reservg
oil production. The Venezuelan economy is largely|IR) of Venezuela. He shut down most of thg

their economy.

Case Study 1- Venezuela

D

%)

based on petroleum and manufacturing sectorsnanufacturing sector and invested more in oil, making
Revenue from oil exports accounts for nearly 50/enezuela more oil dependent.

percent of thecountry’s Gross Domestic Product

(GDP) and 97 percent of its export earnings. Venezuelan economy expanded at an average of Ig¢ss

than 3 percent a year duri@pavez’s longenure as
After 1960, the oil market was taken over by OPEQPresident, even when the oil prices soared as highjas
and the 7 companies that belong to the OPEC membe¥$50 a barrel in 2008. The IMF predicted that thg
are called the “New Seven Sisters” of the oil industryeconomy would grow at an approximate rate 2 perce
Petroleos de Venezuela, S.A. (PDVSA) (Petroleum of? 2011.
Venezuela, S.A) which is a state owned oil and natur
gas producing company is one of the

Sisters”.

H
d

P qlhe 2008 financial crisis hit major economies such
New Sevele ynited States, which is one of prime exporters
Venezuelan oil. This affected the Venezuelan econo

3adversely. Post 2008, the Venezuelan econo

experienced a recession for 2 years (2009-10).

Just before the oil crisis of 1980-1990s, all was wellécession was fuelled by the economic crisis and
for Venezuela. There was a boom in the oil markegl€ctricity crisis, brought on by a prolonged droug
and Venezuela being one of the biggest oil producer¥enezuela imorted most of its necessities, which we

An overview of the Venezuelan Economy: 1980-201

was benefitting from the boom. It was a time when itd!STupted because all the countries from whefe

currency, Bolivar, peaked against the US do”arVenezuelglmported were severely hit by the crisis. This

Venezuela was seen a model democracy. led to faII_ in welfar_e for the Venezuelan population ar
hence, oil production took a toll. The government undgr

The era of Hugo Chavez Chavez was handicapped. They couldn’t do anythin.
Even if they ramped up the production, it wouldn’t dg

Late Hugo Rafael Chavez Frias was the President any good because the major countries to whigh

Venezuela from 1999 to 2013. He belonged to th&enezuela exported were dowihey didn’thave the

United Socialist Party of Venezu&la money to buy the oil. This was made worse by the faft
that Chavez’ssocialist government spent insan

In 1980s, Venezuela struggled through falling oilamounts on social welfare and development and the

prices, increasing foreign debt and decreasing welfagovernment ran a deficit throughout.
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In 2011, the economy was finally able to reach the 4ould not be matched with the increasing demar]i.
percent mark for economic growth. It proved all theThis, along with the fact that the Irapolitical
predictions wrong. While the developed nationsscenario hindered its oil exports, created a situatign
struggled through poverty and ever-increasingf excess demand, which led to a sharp increasefin
unemployment, in Venezuela, it was just the oppositgrices. However, the situation in Venezuela was fgr
The growth rate was on an upward trend. from the best.

Income inequality gradually declined in Venezuelavenezuela faced a very high inflation rate, which w
under the Hugo Chavez government and his socialistose to 50% in October 2013. The Chavez governmgnt
reforms. The Gini coefficieft that measures the with its socialist objectives left a hole in th
income inequality fell down to 0.397, which is the government’ pocket. The fiscal deficit was so hug
lowest Gini coefficient in the region. Although the that even with high petroleum prices, the governmept
income disparity declined, but there wasn’t muchwas in tattersSince the Bolivar is not a hard curreftcy
income to be equally distributed. “Venezuela is thehe inflation led to its devaluation. According t
fifth largest economy in Latin America, but during theKenneth Rapoza for Forbg&The devaluation of the
last decade, it' been the worst performer in GDP percurrency in the case of Venezuela represents]a
capita growth,” sayarturo Franco of the Centre for reallocation of resources from the private to the public
sector, which is practically the only exporter thankg

R to oil giant PDVSA. Private consumption moderated

e i from 7.0% growth in 2012 to just 3.2% yearly growthy
in the first.” Even the International Reserves werg
Ry EL dwindling.

" e To add to the misery of the Venezuelan peopl
President Nicolas Maduro, successor of late Hujo
Chavez, didn’tacknowledge that Venezuela was, ir
Il gl fact, in trouble economicallyde followed Chavez’s
footsteps without realizing what it would do to thg
economy. He continued with the social welfarg
s ‘ | ‘ ‘ , . programs and made a statement blaming the privgte
B L i w il Ll sector for the countrg economic problems.

2500 2500

1500 1500

Present Scenario (2013 onwards)

) _ 2014 saw a drop in the oil prices. The worst hit wef
InternationalDevelopment at Harvard University in the economies of Venezuela, Nigeria, Iran and Rusgia
2013. who are largely dependent on the oil exports to fugl
Post Chavez period (2013) Fhe|r economies. It was assumed that the QPEC woljld

intervene to cut down the supply and bring the af

2013 and 2014 were very crucial years for allmarket back in equilibrium but nothing like that was
economies around the world, especially for the oifone. In an OPEC meeting in November 2014, Saj‘[ii
producing economies such as Venezuela. Arabia, which is the second Iargest crude oil produ r
in the world decided not to cut down on its productio

2013 was characterized by increasing crude oil pricesf oil because they didnitant to give up their market
This was a result of a mismatch between the demanghare of oil. This caused the prices to crash evign
and supply of crude oil. All over the world demandsyrther.
for crude oil increased, especially in emerging

economies such as India and China. Petroleum beiﬁ@nezuela was in for a world of trouble. The fact thgt
a necessity, the demand for it was more or lestheir President wouldr’ act on the already high
inelasti¢®. However, the supply was a constraint andnflation didn’ thelp the situation either. By the end Oﬂ
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2014, the inflation rate was as high as 65 percent. THeven a small blow to the economy can make matteys
fiscal deficit was worse than ever. In order to cover upnuch worse. China, which is one of the major lendefs
the deficits, the government had borrowed huge chunier Venezuela has now refused to lend any more mongy
of money and now is in a situation where it would noto the VVenezuelan government.

be possible to pay the debts. The skyrocketing inflation _ _

has led to a devaluation of the Venezuelan currency€re is hope for the economy if the governmerft
(the Bolivar costs around 90 USD in the black market)Ntérvenes to cut back on its expenditure and ad:t}’t
On top of all this, the government under Maduro isn-pollmes to reduce |nfla_1t|on. On_ly_when the inflatio
willing to cut down on social expenditure such adS reduced, can the Bolivar regain its value and scaragy
subsidies. The government spends way more that tif&" be controlled to some extent. The country shoyd
revenue it generates from exporting oil. Venezuelaﬁ"so tr_y to b_oost its manufacturing sector. However, t_
economy is characterized by scarcity of certairlS €asier said the_m do_ne. It had beer_l seen th_af[ evel in
necessary goods such as medicines and food. With #es of @ booming oil market, the fiscal deficit wag
that has been happening around the world, the scarcf@PSe to 17 percent of GDP. Even, the manufacturifig
is worse than ever. The Bolivar has lost its value i$€CtOr requires initial investment for which the
the black market (around 80 to 90 Bolivars per ygovernment does not have money. Therefore, itis ste
dollar), the inflation is soaring and hence the peopl& Say that even if the government adopts all tf

of Venezuela are unable to afford a lot of basi@ésirable policies, it will be long before the econom
necessary goods. is put back on the path of recovery.

Conclusion Case study 2: Nigeria

The worst is not over for Venezuela, it seemsBACKGROUND
According to thelLatin Focus Consensus Forecast

lists. inflation i tod t K at d7 he Nigerian economy presents an irony of sorts alj
panelists, Inflation Is expected o peak at aroun alled as the ‘ resource curse’ &gonomists. While it
percent by the end of 2015. According to

‘IS replete with legion natural resources on one hang,

Iﬁrecaste;rst,the _?;: prices are tun“k?ly to mt;rr]ease "B the other it is struggling with gouging poverty. Th
€ neartuture. There s resentment among th€ peOoR, ey part of the economy is said to be dependgnt

of Venezuela as they are unable to afford a lot g n oil while the traditional sector of the econom

nepesiltlestof lite. 'T‘ t?he cl_ormngf Bt/ﬁarf' thte SC&I‘CI'[):I rives on agriculture. Until 1960s oil was yet to b
going fo get worse In e Tight ot the Tacls presente;qq,yered and agriculture was the prime driver of tife

?hbotv\il Takln? a_II Qf ';hls m;o c_on5|der]:e\t|on£ l tthmk conomy. Oil is now major component of the Nigeriaf
at venezuela Is in for a hurricane of protests an conomy. Itaccounts for 95% oNigeria’'s export

strikes. The people are unhappy with the governmené,amings and for 65% of total government revenug.
who is unwilling to take the initiative and solve the.l.he Nigerian government has been accused |pf
woes of the economy. The Petro Caribe prograrEorruption and inefficiency because of which

(2005) allows many Caribbean states to buy oil fro roportionate gains are not spread out and eventua]Iy

Venezt_UﬁIa on a:t(tj]e;‘erred payr?gnt balscllsb Thi n the 1% are benefitted. Despite the augmenti
essentially meant that some countries could buy Ofe,anye from oil, investment in agriculture hag

from Venezuela by paying some amount upfront ang1 - - -
o ) ._declined such that there is a need to import food.
the rest of it in a period of 2-3 years. The PetroCaribe P

has resulted in huge deficits for the VenezuelaTHE 1980S ERA: FALL IN OIL PRICES
government. Although, the deficits from PetroCaribe

is not as much when compared to the losses caused ¥th the oil crisis in the 1980s, revenue fell Sharplc“;
huge fall in price of oilAccording to the country’s Inflation was already doing rounds. Consumer goodp,
foreign minister, Rafael Ramirez, “Venezuela isincluding necessary commodities, became extremgy
perfectly capable of sustaining the PetroCarib&xpensive. Governmentfscus on the industrial sector,
agreement” This, in my opinion is highly unlikely, atthe expense of the agricultural sector, caused sevpre

considering where the Venezuelan economy standshortage of food, such that it had to be imported. Alsp,

o

\ 7 N 7
(85 )




f N\

most of the workers had shifted to the urban sector teconomic reforms that the president wanted tp
work in the industries. This caused a shortage ahtroduce. Major concerns were fighting off poverty
workers in the agrarian rural sector and created an evirelling the economy and luring foreign investors.
increasing unemployment in industrial sector. The _ ) -

government defaulted on its loans. More debt begahh® reforms could not bring any major shift in thg
to mount because food had to be subsidizedcOnomy. Unemployment instead rose from 12%'13
Immigration, especially from West Africa, was stoppedt9%- The manufacturing sector collapsed and tffe
to save jobs.The urban unemployment rate rose to Z8imber of Nigerian graduates increased year on yefr.
percent in 1992, and crime also increased as 31!Afrastructure deficit still plagued the economy
percent of the population lived below the poverty lineForéign capital did notinundate the Nigerian econon
The Government further implemented StructurafS nad been expected. This is in part because of e
Adjustment Program, to redubigeria’ sdependence high cost of doing business in Nigeria and a lack df
on oil and to create a basis for sustainable norffansparency in economic decision-making in th
inflationary growth. But, this further worsened the country. GDP per capita in 2006 was same as in 19
situation by increasing inflation and unemployment.he BBC reported in 2005 thahfgeria is one of the
Spending on education and health care reduceorld’s biggest oil expo_rters, _but it is alsp one of thg
considerably. As peThe New Nigeriat GNP per worId’s_poo_re;t countries, with the majority of the
capita per year decreased 4.8 percent from 1980 RpPulation living on less than $1 per day.”

1987, which led in 1989)_Nigeria’ sclassification by . In 2005, Nigeria reached an important agreement wijh
the World Bank as a low-income country”. Pre&denﬂalhe Paris club regarding debt relief. Nigeria agreed

elections being terminated in June 1993, Sani Abact@ay the Paris Club $12.4bn (£8.2bn) in exchange thr

became the authoritarian ruler. The next 6 years woulfhe remainder of its $30bn official debts being writt
prove mean even more detrimental for the €conomyy This helped the country remove its name from t
Gross corruption and violation of fundamental rightSnternational black credit list. In 2006 it settled the

of its citizens, abatelligeria’s tarnished reputation remaining debt becoming the first African country t¢
further on. Unemployment and poverty reached highegjg 5q.

levels than ever before. Very little of the revenue from
oil exports reached the common man. A large amourRefore the financial crisis, the fragile economy wag

of this money was embezzled to Swiss banks. regaining investor confidence. Oil prices had been gn
_ an upward trend. But catastrophe came in the form|pf
The 2000s: getting back on track the 2008 financial crisis. Price of oil was at $14]]

around the time. But due to speculative pressuregit
r}‘ell to $50 per barrel. Consequently the governmeipt
eckperienced a shortfall in revenue and also in foreign
exchange reserves. The stock markets crashed gnd
anicked foreign investors withdrew their money fro
e economy. Inflation shot up to 15% from 6%.

The election of a civilian president, Olusegun
Obasanjo, in 1999 was the first steps towards achievi
economic stability. Incidentally, inflation rates fell to
6.1% and the foreign exchange rate stabilized t
N92.00 per dollar. The new president aimed to reinsta
global confidence in the economy and bring back
credibility in the government. While his attempts atPost the financial crisis, the economy had aga
getting debt relief failed, he did manage to pass antstabilized. Capital markets are bullish and moslt~I
corruption bill in the legislature. He privatized indicators are fine.
inefficient and corrupt state owned companies. With

the help of the World Bank, Nigeria succeeded irfil revenue still accounts 70% of government revenye

recovering US$458 million of public money stashed@nd 90% of its exports. The recent fall in oil price
off abroad. due to shale gas revolution, global slowdown ha

again clouded the troubled economy. Nigeria failed
In 2003 he introduced National Economictake any lessons, from the first time, in diversifyin
Empowerment Development Strategy (NEEDS)its economy. Even the annual budget of the governmgnt
program. It encapsulated the range of social ani$ based on the oil price benchmark. It is 68 dollar

-
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barrel for 2015, IMF recently cut Nigera'forecast attempt to overthrow the government and establish|ifs
from 7% to 5% for 2015. Their official currency, rule. They have been dominating the northern regign
Naira, has been depreciating and is currently beintpr the past 5 years and recently kidnapped 200 giffs
traded at N208 for every dollar. It has depreciated bin Chibok region in the northern state of Borng
almost 16% since June and the government refuseshtgeria’s northern region is hence poorer than its
devalue the currency. Reserves are enough only f§Puthern region. While the southern regions houge
the next 6 months as a result. With oil revenue fallingMulti-nationals and a growing middle class, thg
foreign exchange earnings are likely to fall down toonOrthern is poverty stricken. Another major economjg
Their current account surplus has been positive siné@ss to Nigeria is that agriculture is mostly concentratgd

1970 but, excluding oil, the balance is mostly negativé.rl the northern states. Du_e to the presence of Bgfo
Haram, production is slowing down.

Nigeria exports 2 million barrels per dayigeria's
oil was prized for its low sulphur content and

unfortunately, oil discovered in America is also |0WNigeria’soverdependence on oil export revenue is i
in sulphur content. As a result price of oil with low Achilles heel. Nigeria’ conomy has been undulatin
sulphur content has fallen more. Nigeria has also logtlong the fall and rise in oil prices. The economy ne
its entire share of oil exports to the United States. to invest in sectors such as agriculture, which h

Conclusion

scheduled for February 14th, are also preventing theuge infrastructure deficit and the oil revenues ne
government from raising interest rates or devaluingo be directed to build better roads, highways, factori
the currency. The dollar reserves, as a result, agtc. The country should ease rules for foreig
dwindling fast. Nigeria is also dealing with its militant investment by bringing transparency, reducing re
Islamist group Boko Haram - which has caused havo@pism and corruption. Nigeria has abundant natu
in Africa’s most populous country through a wave ofresources known and unknown. The bureaucracy ne
bombings, assassinations and abductions - in @@ optimize on its wealth.

Impact Evaluation of Spaghetti Bowl Effect on
South Asia-East Asia Trade
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Abstract: Trade relations between South Asia and Eastarries out an econometric analysis (by using gravif,
Asia have seen an upward trend since the start of thgodel) of the trade flow between a selected group| pf
millennium. Before 2000, there was only one tradéouth Asian and East Asian countries. The results shgw
agreement, the Bangkok Agreement, connecting Souitat the increasing number of trade agreements |fs
Asia and East Asia. As per the current data in 2014ndeed negatively affecting the trade relations betwegn
the number of operational trade agreements linkingSouth Asia and East Asia.
the two sub regions has grown to 10. Economists havP .
i . . . Introduction
pointed out that due to their overlapping

conditionalities, these proliferating trade agreementsas this paper is about the poor trade relations betwepn
are causing trade diversion and thus leading to overalsouth Asia and the rest of Asia, particularly East Asig,
loss of benefit for the trading nations. Thisit is imperative that we briefly delve into the history
phenomenon is referred to aspaghetti bowl of economic, political and cultural relations betwee
syndome’. In oder to study its impact, this paper the two sub-regions (East Asia and South Asia).
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