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“The painter—the one who holds the brush, who mixes the colours, the artist—is 
Hugo Chávez. If I hand over the brush, even to the person most dear to me, that 
person might begin to use other colours, because he has a different vision, and begin 
to alter the outline of the painting.” Hugo Chávez, 2007 

All the signs indicate that the Hugo Chávez era is over. After more than two months of 
intensive care in a Havana hospital, and following his fourth operation for cancer in eighteen 
months, the Venezuelan president is now back in Caracas. Confined to a bed and unable to 
speak, thanks to a tracheotomy, he seems unlikely ever to resume his presidential duties, 
despite official assurances that he remains in charge. The outsized ego that dominated the 
country’s politics for a decade and a half and that aspired to continental leadership is in 
the process of leaving the stage. Unable to conceive of life without power, he sacrificed the 
former for the latter. He leaves behind a political system adapted to satisfy the whims of 
one man, and an economy more dependent than ever on the international market price 
of a single commodity: oil. His departure threatens to shatter the illusion of stability that 
authoritarian rule invariably seeks to instil. 

For most of its history, Venezuela has been ruled by men in uniform. For four decades, 
however, from 1958 to 1998, it maintained a civilian, two-party system which in its early 
years resisted attacks from both the militaristic right and Cuban-trained leftist guerrillas. 
At its height, this system was regarded by many as a model democracy. But by the end 
of the century its flaws had become more apparent. A significant decline in per capita oil 
revenue contributed to a dramatic increase in poverty and exclusion. Social and economic 
indicators were in long-term decline, while botched or incomplete political and economic 
reforms merely opened the door to the forces that would deliver the coup de grâce. 

A mid-ranking army officer who had staged a failed coup in 1992, Chávez strode to power 
over the wreckage of the ancien régime. He was elected in 1998 as the embodiment of 
“anti-politics,” the ultimate outsider. Explicitly committed to the dismantling of all existing 
institutions, he began by having the constitution rewritten and approved by referendum. To 
the three classical branches of government, Chávez added two more: An electoral authority 
and a “citizens’ branch”, consisting of an ombudsman, the public prosecutor, and a state 
auditor. Their autonomy, however, would soon be fatally undermined. 

In 2006, Chávez declared himself a radical socialist. Despite his evident nostalgia for 
Stalin and the Cold War era, and his umbilical ties to Castro’s Cuba, he was careful to 
distinguish his “twenty-first century socialism” from the communism of the gulags. It 
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was, he said, “humanistic.” But he warned that, though peaceful, his “revolution” was armed 
and would not relinquish power to “the bourgeoisie.” In fact, however, the leftist rhetoric 
and the increasingly frequent seizures of private property were less about ideology than the 
concentration of power. 

Shortly after leaving jail in 1994, Chávez had made contact with an Argentine neo-fascist 
sociologist, the late Norberto Ceresole. Their relationship had ended by the time Chávez 
was elected, but it had a lasting effect. Ceresole was a proponent of what he called 
“post-democracy.” Disdainful of parties and politicians (especially those around Chávez), 
he advocated rule by the triad of “strongman-army-people.” The Venezuelan electorate, he 
said, had given Chávez an indefinite mandate. 

In the hands of Hugo Chávez, the executive came to dominate not only the legislature 
(whose chavista majority never questioned presidential commands and several times 
granted him extensive powers by decree), but also the justice system, the electoral 
authority (CNE), and the “citizens’ branch,” too. The regime is avowedly “military-civilian,” 
and around 2,000 active or retired military officers hold positions in the state bureaucracy. 
Half of the country’s 23 states are run by former members of the armed forces (officially 
the “National Armed Forces of the Bolivarian Republic of Venezuela,” or FANB). The high 
command swears public allegiance to the “revolution,” in defiance of the constitution, as 
does a 125,000-strong militia. 

During his last presidential campaign, Chávez spoke of “making the revolution irreversible.” 
He envisioned that, by 2019, two-thirds of Venezuelans would live in “communes,” 
defined as the building blocks of a socialist society. The “communal state” is an aspiration 
of the radical left faction of chavismo, to which Nicolás Maduro, Chávez’s vice-president 
and anointed heir, belongs. It would run parallel to the “bourgeois” state (based on 
representative democracy and enshrined in the constitution), and would steadily 
appropriate more of its resources and powers. 

Since Chávez disappeared from view, however, little has been heard of the communal state. 
There are more urgent matters to be resolved on the economic and political fronts. Moreover, 
chavismo has always been an uneasy alliance of the hard left, the purely pragmatic, and those 
who are more interested in wealth and power than revolution. Encouraged to believe, like 
Italians under Mussolini, that Il Duce ha sempre ragione (the leader is always right), will grass-
roots chavistas now simply transfer their allegiance to Maduro? Or will a power struggle 
within the regime split chavismo and derail the revolution? 

For now, there is every indication that the movement’s disparate factions are being held 
together by the well-founded fear that internecine warfare would cause them to lose 
the impending presidential election. Before leaving for Havana in mid-December, Chávez 
unequivocally named Maduro as his political successor, declaring that he should be the 
candidate if a fresh presidential election were to be called. That left the civilian radicals 
around Maduro, including members of Chávez’s immediate family (notably his brother Adán, 
governor of their home state of Barinas), in at least nominal control. 
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The all-important supreme court (TSJ), along with the citizens’ branch of government, is 
dominated by individuals loyal to Maduro, whose most visible rival is former army lieutenant 
Diosdado Cabello, president of the National Assembly (parliament) and vice-president of the 
ruling United Socialist Party of Venezuela (PSUV). Cabello was re-elected to his post in early 
January, but the Maduro faction holds the two vice-presidencies of parliament. 

Cabello, who took part in Chávez’s failed 1992 coup (and whose contemporaries are now 
generals), is widely believed to wield decisive influence in the FANB. But although he 
undoubtedly has many military allies, and may be favoured by some of those who regard 
Nicolás Maduro as too close to the Cuban regime of Raul Castro, it is an exaggeration to say 
that the PSUV vice president controls the armed forces. Senior generals, and in particular the 
high command, will likely remain loyal to whoever represents the best guarantee for their 
personal interests. Discontent among middle-ranking officers—over corruption, for instance, 
or the presence of Cubans in the barracks—would be unlikely to benefit Cabello. On the left, 
meanwhile, he is regarded with deep suspicion, if not outright hostility. 

In the absence of Chávez, the new, collective leadership must improvise a fresh way of 
resolving disputes. In the past, the presidential fiat represented the final court of appeal. 
Candidacies—for state governor, for instance, or parliamentary deputy—were ultimately 
decided by the leader himself. The clearest evidence that things have changed is the decision 
to hold party primaries to determine candidacies in the upcoming local elections, set for July 
14. If that process proves successful it will suggest that rival factions can work out a modus 
vivendi, at least in the short term. 

On January 9, one day before Chávez was supposed to be sworn in for his next, six-year 
term, the TSJ’s constitutional branch ruled that the ceremony was a mere formality. Citing 
“administrative continuity,” it said the re-elected president, along with his entire cabinet, 
would remain in office pending a fresh date for the swearing-in, to take place whenever the 
president’s health permitted it. Sweeping aside constitutional provisions for “temporary” and 
“permanent” absences on the part of the head of state, the court determined that Chávez 
was merely enjoying indefinite parliamentary permission to leave the country, and that he 
would only be “absent” in the constitutional sense if he himself issued a decree to that effect. 

All this leaves the opposition Democratic Unity (MUD) alliance in something of a quandary. 
Its presidential candidate, Miranda state governor Henrique Capriles Radonski, lost the 
October 7 presidential election by over a million votes, despite an energetic, imaginative, and 
largely gaffe-free campaign. In regional elections on December 16, the opposition lost four of 
the seven states (out of 23) that it controlled, including key strongholds Zulia and Carabobo. 
It is under strong pressure from within its own ranks to take a more aggressive stance towards 
the government, whose disdain for the constitution is more apparent than ever. But despite 
a re-launch currently under way, major changes in leadership or tactics look unlikely with an 
election looming. 

Vice President Maduro, who self-evidently lacks the Chávez charisma and has a rather weak 
public profile, is (on paper) a rival who can be defeated, despite the government’s control 
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of the CNE and its blatant abuse of state resources in elections. But Maduro has already 
embarked on a barely-disguised presidential campaign. One poll gives him a large lead over 
Capriles. The MUD, on the other hand, which has strongly hinted that Capriles will once more 
be its candidate, cannot be seen to launch a campaign without being accused of declaring the 
president already dead. 

On the political front, the government is pursuing tactics that have served it well over the 
past 14 years, aimed at polarising the electorate by attacking the opposition (even physically) 
while accusing the MUD of plotting coups and assassinations as part of an alleged plan 
by Washington to oust the revolutionary regime. Calls for dialogue have been rejected, 
opposition politicians are being threatened with arrest, and the media intimidated. Demands 
for information on the president’s true state of health are dismissed as “morbid” and 
“disrespectful” towards Chávez and his family. Under these circumstances, holding together a 
coalition committed to electoral politics is an arduous task. 

Most political commentators predict a Maduro victory in any election held in the next few 
months. The wild card is the economy, which is showing signs of severe strain thanks to 
the distortions produced by price and exchange controls, a hostile business environment, 
poor planning, and profligate spending in pursuit of Chávez’s re-election last year. Full-scale 
adjustments, which ought to have come once the election season was out of the way, have 
been postponed, no doubt to avoid derailing Maduro’s prospective candidacy. 

January brought the highest level of scarcity in basic foodstuffs since 2007-8. Many 
consumers were unable to find sugar, cooking oil, chicken, and other price-controlled goods, 
including pre-cooked corn-flour, a staple product used to make some of Venezuela’s most 
typical foods. Some seasonal factors were partly to blame, but the crisis (which may yet 
worsen) is a warning to the government and the public that all is not well with the economy. 

As Venezuelans headed off for carnival weekend, Finance and Planning Minister Jorge 
Giordani and Central Bank President Nelson Merentes announced a 32 percent devaluation 
of the bolívar. They also abolished a second-tier exchange rate, at which about a fifth of the 
private sector’s demand for hard currency had been supplied. The net effect was to increase 
worries about the shortage of dollars—and send the black market rate even higher—without 
fully resolving the government’s need to balance the fiscal books. 

Although oil is still selling for around $100 a barrel, and seems likely to remain high, the 
official exchange rate of 6.3 bolívars to the US dollar is less than 30 percent what the 
greenback is worth on the black market. Experts say a further devaluation is almost inevitable 
before too long, in order to increase government revenue in bolívar terms. According to 
leading economist Asdrúbal Oliveros, the recent adjustment will only cover about a third of 
this year’s fiscal deficit. 

A rise in the price of subsidised gasoline is also long overdue. At the official exchange rate, it 
costs around a dollar to fill the tank of an average Venezuelan’s car. The cost to the exchequer 
is of the order of 4.4 percent of GDP. But the government seems terrified of provoking the 
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kind of backlash seen in 1989, when a sudden, sharp rise in gas prices helped provoke violent 
riots and looting that left hundreds dead. The current plan seems to be to adopt stopgap 
measures until the problem of the presidential succession is out of the way. 

These short-term problems, however, are the tip of the iceberg. Unlike most of its neighbors 
in Latin America, Venezuela is much more heavily dependent on a single export product—oil 
and its derivatives—than it was in 1998, before Chávez came to power. According to official 
figures, around 96 percent of foreign earnings came from this source in the first half of 2012. 
That is due mainly to a sharp rise in oil prices, but also partly because of a collapse in non-oil 
exports in recent years. 

Oil revenues help maintain a grossly overvalued currency, which has made it much more 
profitable to import than to produce locally, especially if you can obtain dollars at the 
official rate, and virtually impossible to compete in the export market. Productivity has 
slumped, thanks partly to labour laws that prevent employers firing workers even for chronic 
absenteeism. Expropriations, often without compensation, have discouraged productive 
investment and created a bloated state sector which is absurdly inefficient. 

Dismantling price and exchange controls would be difficult even for a government 
committed to a market economy. But the problem is compounded by the huge vested 
interests they have spawned. One senior private sector figure, for instance, estimates 
that over $20 billion a year is being corruptly siphoned off by well-connected crooks who 
have access to cheap hard currency and pad their import bills. Indeed, the penetration 
of the Venezuelan state, including the military, by organised crime will pose a major 
challenge to future governments. 

Anxiety over the country’s future is not confined to Venezuela. Throughout the region 
and among the country’s main trading partners elsewhere in the world, such as China and 
Russia, there is concern that this bizarre, slow-motion change of government may have a 
destabilising impact. Countries that have benefited from Chávez’s politically-inspired largesse 
(notably Cuba) and those with major business interests (like the Chinese and the Brazilians) 
fret that the baton may not pass smoothly from the ailing Chávez to his anointed successor. 

Despite calls by Washington and Brasilia for elections to be held swiftly in the event that 
Chávez is unable to resume the presidency, Venezuelan democracy is low on the list of 
priorities. The revolution has dedicated much time and money to fostering clientelistic 
relations with its Latin American and Caribbean neighbors. When the ambassador of Panama 
sought to put the regime’s unconstitutional behaviour on the agenda of the Organization of 
American States, he received virtually no support and was sacked by his own government 
for his pains. 

Assuming the regime can manage the inevitable transition to a post-Chávez era, 
economic realities may force the adoption of a more pragmatic set of policies, including a 
rapprochement with the private sector, once the pugnacity of the campaign period can be 
left behind. However, ideology—and the need to be seen to be loyal to the Chávez legacy—
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may prevail. In either case, a likely economic “hard landing” would sharpen social conflict, 
whereupon a leadership bereft of his special rapport with the masses may drift inexorably 
towards the outright repression of dissent that Chávez himself was mostly able to avoid. 

Such a crisis would strengthen the hand of those who hold the guns. As so often in 
Venezuela’s history, the military may be the final arbiter. 
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Love him or hate him, Hugo Chávez was a savvy politician—a point that one might see as 
ironically confirmed by the timing of his death. For the Venezuelan president leaves the 
scene at the peak of his political career, but just in time to miss what is likely to be a severe 
economic downturn. This downturn might have permanently blackened his legacy had he 
remained alive. It is, in any case, entirely of his making. 

Politically, Chávez died at a moment of sky-high popularity among his supporters, in part 
because of his own ability to portray himself, over the last two years, as a true martyr, a man 
willing to sacrifice his health and his life for his country, his movement, and his people. At the 
same time he bolstered his reputation abroad through his lavish dispensation of foreign aid 
and trade. The Chávez administration’s spending on South-to-South aid in proportion to gross 
national income, for example, is second only to that of Saudi Arabia. Within Latin America, 
he learned late in his career that he could develop good relations even with countries on the 
opposite side of the political spectrum (Colombia, Chile, and Mexico) simply by becoming 
a leading importer of their goods. Learning to contain his criticisms of other Latin American 
leaders, as he did also late in his career, also helped. 

So should his designated successor, Vice President Nicolás Maduro, actually manage to 
assume the presidency, he will find himself commanding a remarkable store of political 
capital. Yet Maduro (or whoever else ends up following in Chávez’s wake) will also inherit one 
of the most dysfunctional economies in the Americas—and just as the bill for the deceased 
leader’s policies comes due. 

By now it’s widely understood that excessive dependence on commodity exports can distort 
an economy in fundamental ways. One manifestation of this principle is what has come to be 
known as “Dutch Disease” (named after the problems faced by the Netherlands as it reaped 
a windfall from North Sea oil in the 1970s). Dutch Disease occurs when a country that 
is excessively dependent on commodity exports experiences a price boom. The sudden inflow 
of foreign currency raises the demand for local currency, yielding an uncompetitive exchange 
rate. This overvalued exchange rate, if unaddressed, can kill the country’s other exports as 
well as stimulating an avalanche of imports, which can hurt domestic producers. 

There is no question that Venezuela under Chávez came to experience one of the worst cases 
of Dutch Disease in the world. The Chávez government deliberately maintained an overvalued 
exchange rate during the oil boom that began at the end of 2003. Although there have been 
periodic devaluations (five in the last nine years), these were never deep enough. Because 
of this persistent overvaluation, Venezuela’s trading sector became increasingly distorted. 

The House that Chávez Built
HUGO CHÁVEZ SUBORDINATED THE NEEDS OF VENEZUELA’S 
ECONOMY TO THE IMPERATIVE OF KEEPING HIMSELF IN POWER. 
NOW THE JOB OF CLEANING UP FALLS TO HIS SUCCESSOR.
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Exports of fuels boomed, but by 2008 exports of everything else had collapsed. Meanwhile, 
imports have flooded the country on an unprecedented scale, to a greater extent than even 
during the free-trade years of the early 1990s. 

All this would have been bad enough on its own. But Chávez’s response to Dutch Disease 
exacerbated Venezuela’s economic ills. Instead of, for example, squirrelling away some of the 
country’s oil windfall profits in a rainy day fund, as a way of minimising their impact on the 
rest of the economy, Chávez chose instead to spend lavishly on his constituents, creating the 
basis for the broad electoral coalition that kept him in power for so long. To the poor, he gave 
a vast array of social services, spanning doctors from Cuba, college degrees at newly created 
universities, free appliances, and even new homes. To the rich, he gave preferential access to 
exchange rates and hefty government contracts, all of which multiplied the fortunes of many 
wealthy Venezuelans. This overspending had a clear electoral bent. For the 2012 presidential 
election, according to the Venezuelan think tank Ecoanalítica, the government spent twice as 
much than it did for the 2006 presidential election. 

This lavish spending wrecked Venezuela’s fiscal health. According to Barclay’s, Venezuela’s 
fiscal deficit went from 2.8 percent of GDP in 2007 to almost 16 percent in 2012. In addition, 
public sector debt has ballooned. Even the state-owned oil company, awash with cash, has 
increased its debt. 

All of this stands in stark contrast to other petro-states around the world, who during the 
same boom period registered either huge fiscal surpluses or small deficits. Even the worst-
performing economies of Europe (Greece, Spain, and Iceland) have deficits no higher than 
7-8 percent of GDP, which look quite moderate in comparison to Venezuela’s. The resulting 
situation is so extraordinary, indeed, that we might be better off referring to this set of 
phenomena as a uniquely Venezuelan syndrome: “Venezuelan Disease.” 

Overspending has two predictable effects. The first, a positive one, is to stimulate job 
creation. Today, Venezuela’s unemployment rate is an impressive 5.9 percent, lower even 
than that of Germany. The second, more negative, is inflation. In Venezuela, the inflation rate 
at the end of 2012 surpassed 25 percent, possibly the third-highest in the world (even loftier 
than that of Zimbabwe and Turkey, to mention just two of the worst inflation-offenders in 
recent memory). This inflation rate is all the more unusual given the high levels of imports, 
which tend to put downward pressure on prices. 

Venezuelan Disease involves more than just fiscal profligacy. It also involves misguided 
responses to inflation. Populist governments tend to make their worst mistakes in dealing 
with inflation. Governments today, unlike in the 1960s, have learned to worry about 
inflation because it is one of the quickest ways to expand poverty. Inflation acts as a form of 
consumption tax that falls heavily on low-income, salaried groups, lowering their purchasing 
power dramatically. Populist governments in particular panic about inflation precisely 
because it hurts the very same group they want to court—namely, low-income workers. 
But rather than cutting back on spending and introducing productivity-boosting reforms (in 
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order to increase the number of goods that currency units are chasing), populist governments 
respond to inflation by imposing microeconomic controls. 

They tend to favour three types. Foreign exchange controls try to lower the demand for 
dollars by restricting access to them. Retail price controls make raising prices illegal. And 
labour market controls, which aim to protect low-income salaried workers, can range from 
raising the minimum wage to making it harder for employers to fire employees. Venezuela 
under Chávez saw all three forms of controls. 

The problem is that these controls end up exacerbating the very same problems they are 
meant to address. For instance, exchange rate controls accentuate rather than alleviate 
the demand for dollars; those who hold increasingly undervalued bolívars, the Venezuelan 
currency, become desperate to get rid of them. 

Price controls, in turn, precipitate a supply crisis. Producers facing price controls for their 
products, in a country with galloping inflation, soon discover that their costs exceed their 
allowable retail prices. At this point, production is no longer profitable. Producers must either 
discontinue that product (which yields scarcity) or switch to importing (which stimulates the 
demand for dollars, offsetting the government’s effort). 

And labour controls produce more inflation and labour scarcity. By imposing an excessive 
increase in minimum wages, the government is actually increasing rather than decreasing the 
inflationary pressures on the private sector. And by creating restrictions on firing labour, the 
government creates labour scarcity. 

This is a vital point. When workers cannot get fired easily based on job performance, they 
begin to underperform. In Venezuela under Hugo Chávez, the government increasingly 
restricted the ability of the private sector to fire workers. The latest labour code, for instance, 
makes it virtually illegal to fire workers for missing work. Venezuela is unusual in that firms 
need permission from the state to fire workers. Consequently, absenteeism in the workplace 
is booming. In February, El Nacional, a Caracas daily, reported from various business chambers 
that absenteeism is on the rise, currently ranging from 5 to 46 percent depending on sector 
and firm. 

The key point is that the excessively populist approach of relying on controls results in 
a microeconomic collapse. The entire economy, whether public or private, experiences 
a productivity crisis. In the Venezuelan public sector, the most embarrassing example 
is the oil industry, the government’s most important source of cash. The Venezuelan 
oil industry is in the midst of a schizophrenic episode. On the one hand, levels of proven oil 
reserves and export prices are at historical highs. But productivity has plummeted. So dismal 
is the oil sector’s situation that Venezuela now needs to import gasoline, and has a hard time 
finding creditors for its oil company (again, a remarkable thing for a petro-state). 

If oil, the regime’s most important milk cow, is in trouble, the rest of the less vital state-owned 
enterprise is approaching a state of collapse. Ricardo Obuchi and colleagues at the Institute 
for Advanced Studies in Administration (IESA) in Caracas have been tracking the performance 
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of state-owned companies, with alarming reports. For instance, cement production, whose 
sector was nationalised in 2008, is producing scarcity levels of up to 70 percent. Ten states 
thus far have reported severe electricity blackouts this year. 

In the private sector, the most conspicuous sign of microeconomic ailments is consumer 
goods scarcity. This problem is so acute that the Central Bank even keeps tabs on the issue by 
publishing a scarcity index. In January 2013, the index indicated the highest level of scarcity 
in four years, with “critical scarcity” in eight basic food products, such as sugar and sunflower 
oil, and “serious scarcity” in nine others. 

Declining productivity and rising scarcity in consumer goods seem to have taken many 
chavistas by surprise. But they have nonetheless been quick to name a culprit: the private 
sector. For them, this productivity slump is a sign that the private sector is conspiring against 
a popular government. This analysis prompts the government to become more belligerent 
toward the private sector, which in turn, leads to the worst effect of all: capital flight. 
According to Barclay’s, Venezuela has experienced capital flight ranging from 15 to 40 percent 
of exports every year since 2004, also unusual for petro-states which are, if anything, trying 
to cope with capital inflows. 

Nicolás Maduro, Venezuela’s foreign minister under Chávez’s previous term and caretaker 
of the government during Chávez’s last medical leave, has pursued a similar approach. In 
January he lambasted the private sector for the economic crisis, denouncing “the hate that 
they have for the Venezuelan people.” In the few months that Maduro has been in charge, 
he has increased price controls on 50 items, and threatened firms and “hoarders” with more 
audits, more sanctions, more jail terms, and more nationalisations. 

A reader might ask: Given all these ailments, why doesn’t the Venezuelan government ease 
up on populism rather than going for a “deepening” of the model, as Maduro has promised? 
Many factors account for the persistence of the status quo, but it is worth emphasising both 
the economic and political factors sustaining the current policies. 

The economic factor is the combination of large oil export revenues, which provides the 
cash, and the prospects of occasional devaluations, which can expand the government’s 
revenues. With each devaluation, the government has discovered that, when things get rough 
financially, there is always a chance of respite, with the stroke of a pen. The government can 
simply decree a change in the value of the bolívar, and fiscal problems ease for a while. For 
instance, Venezuela’s latest devaluation of 31 percent in February (from 4.30 to 6.30 bolívars 
to a dollar) is likely to give the government between 3 and 6 percent of GDP in bolívars that 
it didn’t have before. The devaluation will increase inflation significantly, no doubt, but it 
will ease (though not solve) the state’s financing needs, and this helps the government stay 
its course—even while deepening the economy’s weaknesses and hurting the poor over the 
medium term. 

The political factor is even more pernicious. It has to do with who gets the blame. In 
an economy beset by scarcity, inflation, labour absenteeism, capital flight, and under-
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investment, many citizens attribute these problems to the private sector, rather than the 
state. They see the state as the only actor that can bring relief, in the form of welfare and 
more sanctions on businesses. The worse consequence of Venezuelan Disease is how easily it 
lends itself to misdiagnosis. 

All this confronts the opposition with a difficult predicament. To beat Venezuelan Disease, the 
opposition faces two challenges: disrupting the economic basis of populist policies (the high 
oil prices with occasional devaluations), and redirecting blame for mistaken policies to the 
government, where it belongs. The former challenge is completely beyond the opposition’s 
capacity to influence, while the latter is extremely hard to shape. The opposition must not 
only point toward the problems in the country, which is easy, but it must also convince the 
majority that the problem is the state rather than the private sector. Good luck with that. 

And yet, despite this combination of impossible and semi-impossible challenges, the 
Venezuelan opposition has not done as badly as one would think. Though the opposition 
suffered a serious defeat of 11 points in the October 7 presidential elections, its candidate, 
Henrique Capriles, did relatively well. Of the 20 elections that have taken place in Latin 
America against sitting presidents, only two have been won by the opposition. Among the 
rest, Capriles has been the largest vote-getter. Electorally speaking, Capriles has been able to 
mount the most successful opposition force in all of Latin America among politicians running 
against sitting presidents. 

The reason for this relative success was twofold. First, the opposition maintained unity. 
Second, Capriles was successful in pinning blame for Venezuelan Disease on the government’s 
policies, though he failed to convince a majority. 

The failure to defeat Chávez is still reverberating through the ranks of the opposition today. 
Up until 2010, the greatest challenge confronting the anti-Chávez forces was the tendency 
of their followers to abstain. The opposition fought that challenge successfully, managing to 
increase its share of the vote in absolute terms. Now the biggest task it faces is to contain its 
internal frustration. This frustration is fuelling arguments for a more hard-line, unforgiving, 
and ideological approach toward the government. 

The main risk of a more hard-line opposition approach is, of course, contagion. When one 
side digs in its heels, the other side will do the same. This is a strategy that could easily 
backfire for the opposition. In an electorate that is dominated by moderates leaning to the 
left, a situation of extreme belligerence between the poles will likely benefit the pole that 
is on the left. 

Venezuelans are worrying today about a future without Chávez. But they should worry about 
the other things that are also missing from their country: price stability, labour productivity, 
economic diversification, and capital investments. These are the effects of Venezuelan 
Disease, a perfect example of how too much of a good thing (government overspending and 
regulation) can produce shortages of many other good things. Hugo Chávez did not get to 
witness the full effect of Venezuelan Disease. His successor will not be able to escape it. 



TRANSITIONS 
FORUM

| 14DEMOCRACY LAB

In early December, Venezuelans went to the polls to elect mayors and local council members. 
After a disputed presidential election and months of economic hardship, many observers 
were predicting that the opposition would win the popular vote. Instead, the government’s 
forces won, solidifying President Nicolás Maduro’s hold on power. 

Yet if Maduro’s grip is solid, why is Moody’s downgrading Venezuela’s bonds? Why is 
Venezuela’s bond spread the highest among emerging markets? The answer is simple: The 
Maduro regime, like glass, might appear strong, but it’s also brittle, increasingly vulnerable to 
the sharp shocks that are likely to come from a complicated political situation and a rapidly 
weakening economy. 

On election day on December 8, as I rode a motorcycle taxi through the winding and bullet-
scarred streets of Petare, one of Caracas’ poorest slums, I asked my driver, a local resident, 
what he thought of President Maduro. “Nobody likes him,” he said. “They loved Chávez, but 
they think this guy is a fake.” 

Everywhere I asked during my tour, I got more or less the same answer. The comments from 
residents were an obviously biased sample of conventional wisdom from local opposition 
activists, but they also reflected reality: the opposition’s incumbent mayor won re-election by 
eight points. 

It would be a mistake to conclude—as many analysts did in the days prior to the election—
that discontent is the overall sentiment in Venezuela. In a neighbouring municipality, 
one with demographics markedly similar to Petare, the chavista candidate romped to a 
twenty-point victory. 

The truth about Venezuela is that it remains a country deeply divided along many lines. It 
is a nation of stark contrasts, where urban, middle-class voters have apparently decided to 
abandon the Revolution for good, but where many poorer and rural voters hold steadfast 
loyalty to chavismo—for now. The nation is divided roughly in half, but the chavista half 
appears to be slightly larger, ensuring a solid yet potentially vulnerable hold on all levers 
of power. 

When Hugo Chávez died last March after fourteen years in power, the crowds that turned up 
at his funeral were like nothing Venezuela had ever seen. Hundreds of thousands of people 
paraded in front of his casket or joined the funeral parade. After such a massive, unscripted 
show of emotion, people naturally expected Maduro, Chávez’s appointed heir, to coast to an 
overwhelming victory. 

Venezuela’s Glass Revolution
IN 2013, VENEZUELA’S BOLIVARIAN REVOLUTION SURVIVED THE DEATH 
OF HUGO CHÁVEZ. NOW HIS SUCCESSOR, PRESIDENT NICOLÁS MADURO, 
CONFRONTS HIS TOUGHEST CHALLENGE YET: AN ECONOMY ON THE BRINK.
About the Author
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But in a few short weeks, something surprising happened. Maduro proved to be a hapless 
performer on the campaign trail—awkward in tone, frequently off-message, and vacillating 
between grief for the fallen president and enthusiasm for his own candidacy. In spite of 
this, he managed to eke out a victory over his main opponent, opposition leader Henrique 
Capriles, but only by a measly 1.2 percentage points. 

According to the official version of events, at least. Capriles, who had lost a national election 
to the ailing Chávez a year earlier, quickly demanded a recount. He has alleged numerous 
irregularities, accusing the Chávez camp of “stealing” the election, and has so far refused to 
recognise Maduro as president. 

Things did not go better for Maduro in the months that followed. As the economy began 
slowing down and scarcity began to spread, opinion polls pointed to large numbers of 
Venezuelans saying the country was headed in the wrong direction. 

In the meantime, businessmen with close ties to the government began buying up TV and 
radio stations. This meant the opposition had trouble getting their message out, something 
that opinion polls were also capturing: Maduro’s popularity was hurting, but the opposition 
wasn’t gaining from it. “In the last weeks of the campaign,” an opposition political operator 
who spoke on condition of anonymity told me, “dozens of our ads were rejected by TV 
stations for no apparent reason.” 

Then, in the last few weeks before the election, came Daka. Daka is the Venezuelan version 
of Best Buy, a large chain of stores specialising in appliances and consumer electronics. With 
a month to go before the mayoral elections, Maduro, in a burst of populism that would have 
made the late Chávez proud, ordered significant cuts in the prices of all appliances, then 
invited Venezuelans to throng stores such as Daka and leave “nothing on the shelves.” 

The move seems to have been the game changer the government needed. The government 
won the popular vote, and while it lost most of the large cities, it retained control in many 
medium and smaller cities. As one local pollster put it, “populism ... is popular.” 

Maduro has outfoxed the opposition. No elections are scheduled for the next two years. 
Does this mean that his grip on power is firm? It depends very much on what happens to 
the economy. 

The vulnerability of Venezuela’s economy is not an accident. Instead, it is an essential 
characteristic of Hugo Chávez’s petro-state economic model. Distilled to its essence, this 
model took a dramatic surge in commodity prices and created a system of subsidies, price 
controls, and other distortions that is simply too expensive to maintain. In the process, oil 
production has suffered, and the government has run out of money. It is even considering 
mortgaging its last remaining gold reserves. 

The Venezuelan government gives away gasoline for practically nothing. It has set an artificially 
cheap price for foreign currency which, combined with a ruthless attack on private property, 
has meant the death knell for scores of private companies. The government has also decided 
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it wants to control the prices of everything that is produced by, sold in, or imported into the 
country—everything from labour to industrial parts, from toilet paper to women’s underwear. 
The end result is ever-spreading scarcity, combined with a plethora of black markets. 

This web of subsidies and price distortions can be sustained as long as you have the money 
for it; the USSR, after all, kept it going for several decades. With deep enough pockets, you 
can subsidise pretty much everything you want, and you can take over many industries by 
simply importing your way out of trouble. The problem for the Venezuelan government is 
that, despite high oil prices, it has run out of money. 

Venezuela ran a budget deficit of 11 percent of GDP in 2012, according to Moody’s. (Official 
government statistics are unreliable). It’s quite possible that the 2013 budget deficit could hit 
17 percent of GDP. China, long a bankroller of the Venezuelan Revolution, is beginning to cut 
back on its funding, insisting any future loans be managed by their own bureaucrats. 

The government’s cash crunch explains why there are lines to buy basic staples: there are 
fewer cheap dollars to give out, and the government is also being forced to start selling 
them at a higher price. The crunch has forced the government to print bolívares, the local 
currency, at an unprecedented pace. GDP growth has stalled, and the UN’s Economic 
Commission for Latin America and the Caribbean is forecasting a paltry 1 percent growth for 
next year. Inflation has risen sharply and is set to end this year at more than 50 percent. The 
government has even delayed publishing inflation numbers after Maduro complained about 
how they are calculated. 

The paradox of chavismo is that it preaches communism and consumption at the same time. 
The problem with such an approach, of course, is that it requires a lot of funding. If oil prices 
were to surge, Venezuela could continue on this path. But if oil prices stay put or fall, tough 
decisions will be unavoidable—leaving the system’s constituents extremely unhappy. 

Will people revolt if subsidies are cut? The likely answer is that no, they won’t ... yet. The 
government controls almost all of the media, and voters are not yet linking their economic 
situation with the government’s own policies. When TV and radio are constantly sending the 
message that the economic crisis is caused by others (“the Empire,” “oligarchs,” “the right 
wing,” “the bourgeoisie,” “the opposition”), you can buy some time before folks come at you 
with pitchforks. Then again, Venezuelans have taken to the streets before when faced with 
cuts in their subsidies. In 1989, in an event known as the “Caracazo,” Venezuelans responded 
to fuel subsidy cuts with rioting and violence, essentially issuing a death sentence to the 
system that preceded Chávez. While it’s impossible to predict when such a surge in discontent 
might repeat itself, there’s certainly no reason to rule it out. 

Then there’s the role of the armed forces. Simón Bolívar once allegedly quipped that “Quito 
is a convent, Bogotá is a university, and Caracas ... is a military barrack.” The quote highlights 
the importance of the military in Venezuelan society. The institution has played a pivotal role 
in Venezuelan history, and its influence on the outcome of any major political upheaval will 
be crucial. 
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Venezuela experienced military coup attempts in the 1960s, in the 1980s, twice in the 1990s, 
and in 2002. The common thread linking these is that they occurred in periods of relative 
crisis, be it political (the guerrilla wars of the 1960s or the instability of 2002) or economic 
(the dismantling of the welfare state of the late 1980s). Ever since 2002, things have been 
quiet in the armed forces, thanks in large part to Chávez’s masterful military intuition. But if 
Venezuela goes into a full-mode economic crisis, how will the military act? 

In order to assess this question, one has to ask who the military are, and what they are 
currently doing. In spite of Chávez’s insistence that the military was “socialist and chavista,” 
military sources in Caracas who spoke on condition of anonymity insist there are three groups 
within the military. 

First are the “nationalists,” those who are doing business in various government schemes and 
lining their pockets in the meantime. These are the officers that handle the ports, the import 
of food, much of the black market, and are even the main smugglers of gasoline across the 
border. The nationalists are corrupt, but they resent the Cuban influence inside the military—
reports say that Cuban intelligence have infiltrated the armed forces, with permission from 
the presidency. The main leader in this group is, allegedly, the president of the National 
Assembly and second in command in the Revolution, Lt. Col. Diosdado Cabello. 

The second is the group of officers with links to the drug trade, some of whom have been 
targeted by the US government. How involved in drug smuggling are the Venezuelan armed 
forces? It is almost impossible to say, but the United Nations has stated that Venezuela has 
emerged as a major trafficking point in the last few years. Recently, The New York Times 
published a story on increased flight activity through Venezuelan territory, presumably linked 
to the drug trade. 

Just last month an Air France flight from Caracas to Paris was discovered to be carrying 
1.3 metric tons of cocaine in its luggage compartment, the largest single drug seizure in 
French history. It is hard to view these events as happening independently, particularly 
since the military handles all aspects of security in and around the airport where the Air 
France flight originated. 

The third group within the military is the so-called “institutional” wing, professional officers 
who view the other two groups with contempt and who would like to see the armed forces 
restricted to a non-partisan, institutional role. It is impossible to judge how large this group is, 
since it (obviously) operates in the shadows. But the military analysts I consulted with insist it 
exists, and its size is not negligible. 

It is difficult to overstate the involvement of the armed forces in all aspects of Venezuela’s life. 
The Maduro administration continues to stack the top echelons of government with military 
figures. The president has also made it a point to regularly visit military garrisons, offering 
members of the armed forces all sorts of goodies, from a special Armed Forces Bank to a 
military TV channel. As his public acts in garrisons increase in frequency, it is not far-fetched 
to conclude that Maduro is nervously watching his military flank. 
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A severe economic downturn would hurt the military’s pockets. A budget crunch could force 
the government to cut back on the lucrative arms deals enabled by the oil boom. An end to 
subsidies may put an end to the burgeoning black market. And there is now talk in Caracas 
about ending the nation’s unaffordable gasoline subsidy, which the military thrives on. 

How the military will respond to all this remains a mystery. Maduro may be able to navigate 
an economic downturn as long as the generals remain well-disposed, leaving him with some 
room to manoeuvre. Perhaps the loyalty of the armed forces to the chavista project is deeper 
than most suspect. 

Or perhaps the economic crisis is the trigger that a segment of the armed forces could use as 
justification to act. When the armed forces have been so politicised and allowed to become 
corrupt, there is little institutional restraint to prevent a coup attempt. Judging by historical 
precedent, however, it seems as though an economic crisis would not, on its own, trigger 
them to act. An additional ingredient—perhaps a deeper political crisis, or even an act of 
political violence—would be necessary. 

Regardless, it would be a tragedy were the Venezuelan story to take such a turn. 

What, then, should we expect from Venezuela in 2014? With a relatively secure government, 
and with absolute control of the media and the institutions, it would seem as though 
Maduro’s position is solid. As I have argued, this hides deep risks. 

The key variable to watch is the price of oil. With oil selling at $100 a barrel, the Venezuelan 
government is barely making ends meet, yet it can continue to muddle along at this rate. Yes, 
inflation and the subsequent loss of purchasing power will continue unabated, but it could be 
years before Venezuelans begin blaming the government for it. If the price of oil surges, the 
government will find its economic model is affordable once again. 

However, if the price of oil were to dip below, say, $80 a barrel for a prolonged period, 
Venezuelans will find their purchasing power severely diminished, forcing the government 
to change its model. Whether it can do so and avoid corresponding political turmoil remains 
to be seen. While other authoritarian governments (such as Zimbabwe and Cuba) have 
navigated deep economic crises, the Venezuelan opposition seems better positioned to reap 
the benefits of public discontent than its counterparts in those two countries. 

As mentioned before, the bond markets now consider Venezuela to be the riskiest of all 
emerging markets, with premiums that surpass Greece or Argentina. A revolution where 
the key players hold all the cards but is still in desperate need of foreign financing, where 
the economy and the viability of the political system depend on the volatile price of a single 
commodity, is not a safe bet. The markets know this, and that is why, in spite of Maduro’s grip 
on power, they don’t solid. They know that, if oil prices take a prolonged dip, all bets are off on 
Venezuela’s stability. In short, Venezuela’s glass revolution is more vulnerable than it appears.
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