W,

.

i

B .-

Embassy of the Bolivarian Republic of Venezuela to the United States

Economic Measures to Counter the Global
Crisis

Due to the toll the financial crisis is having on
economies around the world, on March 21st
President Hugo Chavez announced a
series of economic measures designed
to better protect Venezuela from the
global turndown. In a message to the
nation, the President said the plan is to
implement “counter-crisis actions to .
safeguard, protect, care for what we have
been achieving over the last 10 years.”!

Contrary to reports from opposition media
outlets, this set of measures does not
contemplate any currency devaluation,
increase in gasoline taxes or cutting in social
spending. Finance Minister Ali Rodriguez
discarded the idea of devaluation, noting that
Venezuela is “an import country. We
basically only export oil. Devaluation at this
time would automatically make imports more
expensive at a time when we have to save
every dollar due to the fall in oil prices.”2

In fact, the measures being applied are
markedly different from neoliberal reforms
used by prior administrations during times of
economic hardship, reforms that, as
President Chavez put it, “were a burden on
the people.”® The clearest difference is that
there will be no cuts in social spending
or programs—the government will continue
to fully fund its important social ‘misiones’
that have led to significant gains in health,
education and poverty reduction.

The measures announced by President
Chavez include the following:

o A 6.7% decrease in the 2009 national
budget, equivalent to around $7
billion.

o A 20% increase in the minimum wage.

e A 3% increase in the value added tax
(IVA).

e An increase in government domestic
borrowing.

e $100 billion in public investments
over the next four years, in addition to
$125 billion over four years for oil
industry investments.

2009 National Budget

The 2009 national budget was initially based
on oil price projections of $60/barrel. One of
the consequences of the global economic
turndown has been a decline in oil prices.
With this in mind, the government
considered it prudent to revise the 2009
budget and base it on an oil price of
$40/barrel. This new baseline will require a
6.7% cut in spending; the budget will decline
from approximately $77.9 billion to $72.7
billion.

The spending cuts will be achieved, in
part, through the elimination of
government spending considered to be
luxurious or superfluous such as
executive vehicles, government
building acquisitions and renovations,
and bonuses for high level officials.?
On March 25", President Chavez signed a
decree eliminating this type of public
spending. In doing so, he reminded public
officials that “every last Bolivar should be
used to help resolve our many problems
originating from the great social gap left to us
by the neoliberal capitalist past.”> The
decree also sets a salary limit and the end of
high bonuses for upper level public officials.®

Minimum Wage Increase
Venezuela, which already has the highest
minimum wage in Latin America, will see a
20% increase of minimum salaries over the
coming year.” The minimum wage is being
increased to roughly offset projected inflation
for the year.
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The minimum wage is slated to increase by
10% in May 2009, from $372 a month to
$409/month. In September of 2009, the
wage will increase by another 10% to
$450/month. Over 2.6 million people, 9% of
the population, will benefit from this
increase.8

This wage does not include subsidized food
allocations received by many workers. As of
March 2009, these food tickets (known as
‘Cesta Ticket’) are worth $186 a month; their
value will increase to $297/month in May
2009.° When added to the minimum wage,
salaried workers  will then  receive
$747/month as of September 2009. The next
highest minimum wage in Latin America is
Argentina’s, at $310/month. Including
subsidized food allocations, Venezuelan
minimum salary workers earn more than
double the minimum salary of other regional
workers.

Value Added Tax

In order to raise revenues, Venezuela’'s value
added tax (IVA) will rise from 9% to 12%,
which will bring in nearly $4.2 billion. It is
important to put this tax into context. First,
it is lower than in many other countries in the
world, including Argentina (21%), Chile
(19%), Peru (19%), Colombia (16%), Mexico
(15%), France (19.6%), Spain (16%), and Italy
(20%).%0

Second, even at 12%, the IVA is still lower
than it was in the late 90’s; in 1998 the IVA
was 16.5%. As President Chavez noted,
“when we had high oil prices we reduced the
IVA from 14% to 9%, now we will put a
prudent increase into place.”! Finally, it is
important to note there is no IVA on items of
primary necessity, such as most food
products, transportation, fuel, medical
services, books, newspapers, and utilities. As
such, the tax increase should not negatively
affect the poor.

Domestic Borrowing

To cover the decline in oil prices, the
government plans to borrow and increase the
domestic debt from $5.6 billion to $15.8
billion during 2009. Although this sounds
high, Venezuela’s public debt as a percentage
of GDP is comparatively low, in 2008 it was
14.3%. 12 The United States’ 2007 public debt
as a percentage of GDP is 60.8%.13 According
to the latest U.S. government estimates,
Venezuela’'s public debt is the 98t lowest in
the world out of 126 countries measured.
Moreover, the public debt is not only low
compared to other countries, it is also low in
comparison to Venezuela’s history: in 1988
public debt was 73.5% of GDP, and in 1998 it
was 30.6%.1°

Investments

In February 2009, the Washington D.C.-
based Center for Economic and Policy
Research indicated that “the main challenge
for Venezuela in the next couple of years will
therefore be to implement an effective
stimulus package that can keep the economy
on a steady growth path. It would be even
better if Venezuela could make
infrastructure and other public investments
that will increase productivity in the years
that follow.”16

This same idea is guiding the 2009-2013
Investment Plan, which will count on $100
billion in funds in order to continue the
country’s economic and social development.
This plan will fund non-oil projects related to
infrastructure, agriculture, basic and medium
industry, and mining.'” Another $125 billion
will go towards investments in the energy and
oil industries.

Furthermore, sound economic and foreign
policy has led Venezuela to access to
development fund mechanisms. Some of
these include Fonden (Venezuela’s National
Development Fund), joint binational funds
with countries such as China, Russia, and
Colombia, and multilaterals including the
Bolivarian Alternative for the Americas
(ALBA) and the upcoming Bank of the South.
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In addition, recent trade and development
agreements with Japan and France, among
other countries, will also help bolster
Venezuela’s development.

Conclusion

The economic measures announced by
President Hugo Chavez on March 21st, 2009,
guarantee social welfare policies while
making necessary adjustments to the national
budget in order to manage the global
financial crisis and the fall in oil prices. The
measures will cut unnecessary government
spending, and will increase the internal debt
and value added tax without affecting the cost
of food or other basic needs. Fortunately, the
policies developed by the Bolivarian
government over the past 10 years have
allowed Venezuela to have access to
important funds to overcome the crisis,
without making significant cutbacks in
spending, thereby  guaranteeing  the
continuity of social policies and optimal levels
of government investment.

March 25, 2009
For more news and information about

Venezuela, please visit our website:
http://www.embavenez-us.org/
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