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pursued by Chávez and also not getting involved in the economic and political crisis of the regime. 

Whereas for Venezuela the major risks are the increased dependence on China for loans to cover 

the regime expenses, dependency on China to extract Venezuelan oil and other resources and the 

unsustainability of the debt.  

Since loans are a crucial element in the relations between China and Venezuela, it is 

relevant to consider the blurry line between concessional loans and regular loans, each having 

different implications for the lender and the borrower. In his article “Economics and Politics of 

Official Loans versus Grants,” Matthew Odedokun examines at an academic level, the 

implications of allocating official assistance whether in loans or grants, and the differences 

between concessional and non-concessional loans. In his analysis he makes the distinction between 

concessional or subsidized loans and non-concessional loans by stating that “a concessional loan 

(which is the one that is currently in vogue) is a subsidized credit and, by definition, has a grant 

element built into it and can therefore be conceptualized as a grant when it is being compared with 

a non-concessional loan” (Odedokun 2003: 2). Based in his empirical analysis, Odedokun argues 

that subsidized loans are less efficient for the state receiving the loans because they tend to over 

borrow and thus to assume a bigger debt burden. The author asserts that since concessional loans 

is another name for subsidized loans, “the effects of different degrees of softness or concession 

can be analyzed and theoretically predicted on the basis of the economic theory on subsidy of a 

commodity or factor input” (Odedokun 2003:18). Odedokun points out that the degree of 

concession of a loan is measured by the implied grant element in relation to the face value of the 

loan. Such grant element is defined by the author as the rate of interest on the loan and the grace 

period, which is the timeframe before repayment of the principal. Thus, “the lower the loan rate or 

the longer the grace period, the higher the grant element” (Odedokun 2003: 24).  
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The approach used in Odedokun’s article is to explain through empirical data the 

differences in the mix use of grants and loans allocation by using annual panel data between 1970 

and 1999 pooled across 17 member countries of the Development Assistance Committee (DAC) 

of the OECD. The indicators used by the author are Level of donors’ per capita income; Economic 

(real GDP) growth; the phase of economic cycle; Size of government—government expenditure 

in relation to GDP; Ideological leaning of the donor government; Political constraints and checks 

and balances against executive arm of Government; Trend variable; and Dummy variable for post-

1990 period. He concludes by suggesting the “necessity to separate concessional loans into two 

constituent parts: pure grants and non-concessional loans. This would entail the recipient being 

given the grant component, coupled with the option to take as much as it wishes from the non-

concessional loan component….this would overcome many of the adverse incentives and related 

problems of concessional loans” (Odedokun 2003: 29). 

According to the reviewed authors the relation between China and Venezuela is mainly 

based in a mutual need: oil and natural resources from the Chinese side and money and investment 

from the Venezuelan side. Both countries seek to diversify their markets and in the case of 

Venezuela, they seek an alternative market different from the United States. Also, the authors 

emphasize the risk of an accruing debt for Venezuela which can become unsustainable. Yet, there 

is also the risk for China of not receiving the payment for their loans.  
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III-A. Venezuela as Borrower  

The role of Venezuela as borrower is based in two main factors: first, even though the 

Venezuelan economy has been highly dependent on oil prices, the oil bonanzas has not translated 

into less external public debt, conversely, high levels of debt have coincided with oil booms. 

Second, since the Venezuelan state assumed a social spending at the local level and at the 

international level through the concession of loans abroad, there was the need for more resources 

to continue such spending. These two factors took place previous the Chávez era and during his 

term, however under different circumstances.  

According to the article “Associated Factors of Public Debt in Venezuela,” by Jorge Lopez 

Palma (1998), by the end of the 1990s Venezuela had a public external debt problem which 

inherited from the accelerated acquisition of foreign loans during 1974-1982. Lopez Palma’s 

analysis demonstrates that Venezuela’s high level of debt occurred almost simultaneously with the 

oil bonanza of the mid-1970s. During the first term of Carlos Andres Perez’s presidency, the deficit 

of the state happened almost simultaneously with the petrodollars boom and the solution was to 

borrow abroad. Lopez Palma asserts that “Venezuela received an average of USD$1000 million 

annually in loans during the so-called oil bonanza. In the second stage of the oil bonanza, under 

the Campin’s administration, emerged the second wave of borrowing when the foreign loans 

annual rated increased to USD$2,600 million; this established an annual average debt of 

USD$1,900 million” (Lopez Palma 1998:71). Lopez Palma states that the external Venezuelan 

debt accelerated during the first presidency of Carlos Andres Perez (1974-1979) and the principal 

factors that contributed to this were the premise that oil prices will increase to USD$40 per barrel, 

and also the liberalization of the transnational banc to approve, without much restrictions, the so-

called sovereign loans. The author presents a table, which is represented in figure 4, with the 
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evolution of the external public debt of Venezuela during 1969-1988, period that encompasses 

four different presidential terms. As the figure shows, the biggest increase occurred in 1974-1975, 

when the annual average rate of the external public debt increased from 27.2% to 51.5%.  

Figure 4. Evolution of the External Public Debt in Venezuela 1969-1988 (Millions of 

Bolivares) 

 

Source: Lopez Palma, 1998: 62.  

 

During the first term of Pérez’s presidency there was the oil boom in the 1970s which led 

the state to implement a ‘Great Project’ that included, among other things, “the nationalization of 

the oil and metal industry, the recuperation of the social security, the creation of an Investment 

Fund, the development of Guyana and the construction of regional aqueducts80”. Yet, the 

governments of Luis Herrera Campins (1979-1984) and Jaime Lusinchi (1984-1989) also 

increased the public debt with an annual average rate of 36% and 19.8% respectively (Lopez Palma 

1998: 63).  

                                                           
80 Ochoa Antich, Fernando. 2011. “Carlos Andres Perez,” El Universal, 

http://www.eluniversal.com/opinion/111002/carlos-andres-perez (Accessed April 15, 2016).    
 

0

50,000

100,000

150,000

200,000

250,000

300,000

350,000

1969 1970 1975 1980 1985 1988

Public External Debt

http://www.eluniversal.com/opinion/111002/carlos-andres-perez


 
 

77  

Lopez Palma asserts that there were three main sources that Venezuela recurred for foreign 

loans: the bilateral assistance for development; the private foreign direct investment; and the 

credits of the imports given by the same sellers (Lopez Palma 1998:70). However, during the 1974-

1989 period, Venezuela recurred to multilateral organizations as its main lender. For instance, in 

1989 during the second term of Pérez, the Venezuelan economy assumed a restructuration of the 

external debt under the IMF, which included a program of high conditionality (Lopez Palma 1998: 

64). The author notes that when the oil exports started to fall in 1975 Perez’s administration 

decided to recur to external loans to cover the public deficit, instead of implementing unpopular 

measures on the population (such as raising taxes). This was combined with an increment of the 

State spending and the imports into the country. Lopez Palma concludes that the problem of public 

debt in Venezuela during 1974-1997 had two defined phases: accelerated public external debt 

(1974-1982) and the cancelation of the debts with recessive consequences and greater external 

control of the internal political economy (from 1983 on) (Lopez Palma 1998: 73).  

According to the authors Thomas Legler (2007) and Jennifer McCoy (2004), when Chávez 

arrived to power he did not have an economic plan, moreover, he just followed the steps of the 

Punto Fijo’s governments which was “raising oil prices through curtailing production, hence, he 

had a purely oil dependent economy without any diversification into other sectors” (McCoy 2004: 

287). As can be noted in figure five, during the 1990s the exports mainly concentrated on oil, 

tendency that continued and heightened during the Chávez’s administration.  
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Figure 5. Public Oil and Non-Oil Exports 1989-2015 (US$M) 

 
Source: Venezuelan Central Bank: Series of Venezuelan Statistics 2016. 

 

Within the first six years of Chávez’s presidency, his administration faced a strike from 

PDVSA executives who were hostile to the government which affected the oil production and thus 

oil revenues (Weisbrot 2011: 197). As figure six shows, by 2001 and 2002 Venezuela was on 

deficit which increased in 2003 but recovered in the two following years.  

Figure 6. Cash Surplus/Deficit (GDP%) 

 
Source: World Bank: World DataBank 2016. 
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In contrast to the loans during times of revenue in the mid-1970s, Mark Weisbrot (2011) 

points out that Chávez’s regime used the oil revenues to alleviate the public and external debt that 

the country had acquired: “total public debt had increased through the crisis of 2002-2003, 

reaching a peak of 47.6% of GDP in 2003, with the foreign part of that at 29.7%. But by 2008 the 

public debt had been reduced to just 14.2 percent of GDP, with the foreign public debt at only 

9.6%. This rouse in the recession to 18.4% and 10.8%, respectively. If we were to include the 

foreign debt of PDVSA and other state-owned enterprises, the total debt would rise to 

26%....Venezuela ran a huge current account surplus of 12.6 percent for 2008, although this 

collapsed to 2.6 percent for 2009…what happened was obvious, the current account went into 

deficit for just the fourth quarter of 2008 and the first quarter of 2009-when oil prices crashed. It 

rebounded quickly into surplus in the next two quarters as oil prices recovered” (Weisbrot 2011: 

206). However, according to statistics of the Venezuelan Central Bank (2016), even though the 

external public debt was reduced in 2008, it incremented again in the following years. As figure 

seven shows, by 2009 and 2012 the debt was higher than in 2006 and 2007, yet it didn’t reach the 

peak of 2003.  

Figure 7. Public External Debt GDP% (End of Period) 

 
Source: Venezuelan Central Bank 2016.  
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The second cause of needing external funds is the social spending that the Venezuelan state 

underwent during the Chávez era. At the local level, “the central government social spending from 

1998 to 2008…there has been a huge increase, from 11.3% of GDP in 1998 to 18.6% for 2008. In 

real (inflation-adjusted) terms, social spending per person has nearly tripled, increasing by 191% 

over the period 1998-2008” (Weisbrot 2011: 203). McCoy points out that “by 2003 facing the 

building toward a recall referendum, Chávez expanded fiscal policy and initiated a number of new 

social programs to bring medical care, literacy programs, and supermarkets into poor 

neighborhoods” (McCoy 2004: 287). In 2015, despite the economic slowdown, Maduro’s 

administration announced an increase in the state budget with a “heightened investment in pension 

programs, healthcare and university expansion. The plan totaling around USD$117.7 billion 

represents a 35% overall increase from the 2014 budget. Proportionally, 34% more funds will be 

invested in social programs in 2015 than in 201481”. In a national televised discourse, Maduro 

asserted that throughout the 15 of the ‘Bolivarian Revolution’ the government has on average 

invested 60% of its budget in social services, “which Maduro says he intends to maintain despite 

economic challenges…Venezuelan government has overseen a 15% increase in salary for workers 

and pensions82”.  

As noted in the first chapter, spending money abroad was one of the main characteristics 

of Chávez’s administration. For instance, “from 2005 to 2007 alone, Chávez gave away a total of 

$39 billion in oil and cash; $9.9 billion to Argentina, $7 billion to Cuba, $4.9 billion to Ecuador, 

and $4.9 billion to Nicaragua” (Schoen and Rowan 2009: 83). Other estimations ascend to US$43 

                                                           
81 Dutka, Z.C. 2014. “Venezuelan Government Unveils 2015 Budget, Anticipates Drop in Oil Prices,” Venezuela 

Analysis, http://venezuelanalysis.com/news/10978 (Accessed April 15, 2016).  
82 2015. “Venezuela to Increase Social Spending despite Economic Slowdown,” TeleSur, 

http://www.telesurtv.net/english/news/Venezuela-to-Increase-Social-Spending-despite-Economic-Slowdown-

20150121-0025.html (Accessed April 15, 2016).  

http://venezuelanalysis.com/news/10978
http://www.telesurtv.net/english/news/Venezuela-to-Increase-Social-Spending-despite-Economic-Slowdown-20150121-0025.html
http://www.telesurtv.net/english/news/Venezuela-to-Increase-Social-Spending-despite-Economic-Slowdown-20150121-0025.html
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billion since 1999; in declarations of the ex-officer of PDVSA, Gustavo Coronel, for an article of 

The Economist, out of the US$43 billion worth of foreign commitment, “roughly $17 billion could 

be described as aid, including cheap oil to Cuba and cash transfers to Bolivia…Venezuela's cheap-

oil program alone is worth $1.7 billion a year, though its most flamboyant feature83”. In another 

article published by Coronel (2006), he asserts that the Venezuelan state annual planned spending 

was above the annual income that the state could receive. Colonel makes a list of the compromises 

abroad assumed by the Chávez’s administration by 2006: 

Table 12. Financial Compromises of Venezuela 1999-2013 

Country/Institution Amount US$ Purpose 

Argentina 3,900 million To buy bonds of Argentinian debt. 

Bolivia 60 million Donation for social causes not specified.  

Brazil 4,600 million Destined to a refinery in Pernambuco; purchase of 20 Tucanos 

airplanes and 28 tanks for PDVSA. 

Andean Community 50 million Humanitarian aid not specified. 

Petro Caribe countries 540 million Worth of subsidized oil. 

Cuba 4,400 million Worth of subsidized oil and other oil production projects.  

Ecuador 25 million Worth of purchased bonds. 

United States 16 million Including resources for propaganda and donations to 

communities in Boston and NY.  

Spain 2000 million Purchase of airplanes and coast guard patrol boats.  

Guyana 12 million Cancellation of debt under unspecified terms.  

Jamaica 600 million For infrastructure and development of a refinery in Kingston.  

Paraguay 625 million Subsided oil and development of a refinery.  

Dominican Republic 156 million For infrastructure 

Source: Coronel 2006: Chavorragia Financiera84.  
 

Even though it results counterintuitive that a country under oil bonanza and with high social 

spending locally and abroad would request foreign loans, the case of Venezuela demonstrates that 

is precisely the high level of spending and the over trust in high oil prices which made foreign 

                                                           
83 2009. “An (Iron) Fistful of Help,” The Economist, http://www.economist.com/node/13799239 (Accessed April 

15, 2016).    
84 Coronel, Gustavo. 2006. “Chavorragia Financiera,” Petroleoum World, http://www.petroleumworld.com.ve 

(Accessed March 14, 2016).  
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loans the most viable solution to compensate the deficit at home without imposing unpopular 

measures on the citizenry.  

III-B Venezuela’s Lenders, Type of Loans and their Conditionality 

 During the Chávez’s era China had become Venezuela’s most important lender, being the 

loan-for-oil type the principal terms of the Chinese credits. The supply of oil under the market 

prices became the principal downside of the loans agreements between China and Venezuela. To 

a lesser extent, Venezuela had also received bilateral loans from other countries, for instance 

Russia, Japan and Spain. 

 Due to the amount of loans allocated in Venezuela since 2001, China has become its 

principal lender. South American countries concentrate the loans allocated from China in the 

region, being Venezuela the biggest borrower. For instance, in the period 2005-2011 Venezuela 

was the country that borrowed most money from China with a total of US$38,500 million, as the 

following table shows: 

Table 13. Chinese Lending During 2005-2011 

Country Amount ($m) 

Venezuela 38,500 

Brazil 11,731 

Mexico 1,000 

Argentina 10,000 

Ecuador 6,304 

Peru 200 

Costa Rica 300 

Source: Gallagher, Irwin and Koleski 2012: 6.  

According to the Forbes article “Venezuela's Future - Mortgaged By Chavismo In 

Cooperation With China,” by Paul Coyer, China took advantage of the need of the Venezuelan 

government to stay in power by providing the cash that the government needed to continue with 
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its social spending both locally and abroad. In the article is stated that according to the loans 

agreements signed between China and Venezuela, the repayments are going to be made with oil, 

and the lower the oil prices, the more oil Venezuela has to provide to China. Moreover, “when 

Caracas has gone back to Beijing seeking relief from its loan payments and to seek more loans to 

keep itself afloat, China has responded both by promising more money and by lengthening the 

terms of its existing loans, which in essence means that China has a legal claim on Venezuela’s oil 

farther into the future85”. Finally, the author points out three contradictory factors that threaten the 

future of Venezuelan economy and the revenues that the country could get from its oil reserves: 

by 2016 Venezuela was in the brink of debt default, with more than US$15 billion worth of debt 

repayment coming due in the course of 2016; due to the oil quotas of the Petro Caribe program 

and the oil dedicated to the debt repayment to China, the country has little oil supply left to sell it 

to its traditional clients, such as the United States; and there is the threat of running out of their 

foreign gold reserve since the country is resorting to sell their gold, whose reserves have fallen 

from USD$43 billion to USD$11 billion in the past seven years.   

In 2007 was created the China-Venezuela Joint Investment Fund (JIF) which is a rotating 

scheme used to finance diverse projects in Venezuela in diverse areas such as infrastructure, 

transportation and agriculture86. According to a report by the Venezuela newspaper El Universal87, 

this Fund is divided in three phases, in which Venezuela through the National Development Fund 

                                                           
85 Coyer, Paul. 2016. “Venezuela's Future - Mortgaged By Chavismo In Cooperation With China,” Forbes, 

http://www.forbes.com/sites/paulcoyer/2016/01/16/venezuelas-future- mortgaged-by-both-chavismo-and-

china/#1be36cc277bb (Accessed April 15, 2016).  
86 Petroleos de Venezuela, S.A. (PDVSA). 2005. “Fondo Chino” [Chinese Fund]. 

http://www.pdvsa.com/index.php?tpl=interface.sp/design/readmenu.tpl.html&newsid_obj_id=9422&newsid_temas=

107 (April 15, 2016).  
87 2014. “EL ABC del Fondo Chino Venezolano” [The ABC of the Chinese-Venezuelan Fund], El Universal, 

http://www.eluniversal.com/economia/140723/el-abc-del-fondo-chino-venezolano (Accessed April 15, 2016).  
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http://www.forbes.com/sites/paulcoyer/2016/01/16/venezuelas-future-%09mortgaged-by-both-chavismo-and-china/#1be36cc277bb
http://www.pdvsa.com/index.php?tpl=interface.sp/design/readmenu.tpl.html&newsid_obj_id=9422&newsid_temas=107
http://www.pdvsa.com/index.php?tpl=interface.sp/design/readmenu.tpl.html&newsid_obj_id=9422&newsid_temas=107
http://www.eluniversal.com/economia/140723/el-abc-del-fondo-chino-venezolano
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(FONDEM) and China through the Chinese Development Bank (CDB) made economic 

contributions to the fund; yet Chinese’s contribution are loans which Venezuela has to repay by 

supplying barrels of oil to China, however, the officials point out that the oil supply can change 

according to the oil prices. If oil prices are low, more barrels will be allocated in order to 

compensate the difference. The conditions are explained in table 14: 

Table 14. Terms of the China-Venezuela Joint Investment Fund 

 Phase I (2007-2010) Phase II (2009-2012) Phase III (2013-

2016) 

China’s 

Contribution 

US$4,000 million US$4,000 million US$5,000 million 

Venezuela’s 

Contribution 

US$2,000 million US$2,000 million US$1,000 million 

Method of 

repayment from 

Venezuela to China 

Supply China with 

100.000 barrels of oil 

daily. 

Supply China with 

130.000 barrels of oil 

daily. 

Supply China with 

100.000 barrels of oil 

daily. 

Debt Cancelation Cancelled in 2011. Cancelled in 2012. Still in process of 

payment. 

Source: Diario El Universal 201488 

However, it is important to note that the millions injected by Venezuela to the JIF are 

financed by China through the CDB. According to Hernandez Rada, since the repayment 

mechanism of this Fund contemplates the supply of oil from Venezuela to China, “Venezuela 

(PDVSA) sends oil (not less than 200 barrels per day) to China (CNPC), which is going to be paid 

in an account of BANDES that was created in the Chinese Development Bank in China, meaning, 

the revenues of the sold oil to China do not enter into the accounts of PDVSA to invest in 

production but the revenues stay in China as payment concept for the debt from Venezuela to 

China. Through this mechanism, Venezuela pays the Chinese credit for the millions that Venezuela 

injected in the Fund” (Hernandez Rada 2011: 23).  

                                                           
88 See 2014. “EL ABC del Fondo Chino Venezolano.”  
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 According to the report “Inside China Inc.” by Erica Downs (2011), the projects financed 

by the JIF include the “satellite Simón Bolívar, five metro lines (two in Caracas and one each in 

Los Teques, Valencia and Maracaibo), the train from Cúa to Encrucijada, and the Gran Mariscal 

de Ayacucho highway” (Downs 2011: 50). In this same report is described the terms of the JIF:  

“The three-year supply contract that secures CDB’s first loan of $4 billion requires PDVSA 

to deliver 100,000 b/d of fuel oil to Chinaoil. In contrast, the three-year supply contract 

that secures CDB’s second loan of $4 billion stipulates that the volumes delivered to 

Chinaoil will fluctuate with the price oil from a minimum of 107,000 b/d when oil prices 

are above $60 per barrel to a maximum of 153,000 b/d when oil prices are below $42 per 

barrel. PDVSA’s fuel oil sales to Chinaoil will range from 207,000 b/d to 253,000 b/d 

during the period in which the two supply contracts overlap” (Downs 2011: 50). 

 In the same report is specified that in 2010 another loan was agreed between China and 

Venezuela which was separate from the Chinese-Venezuelan Fund and that ascended to USD$20 

billion. Until that date it was the “CDB’s largest foreign financing ever” (Downs 2011: 51). The 

portions of this new credit would be destined to the areas of infrastructure, energy, mining, social 

development and agricultural activities in Venezuela, according to Down. The terms of the US$20 

billion loans are as follow: “it consists of three agreements, a USD$10 billion loan to BANDES 

governed by English law; a RMB 70 billion (USD$10.6 billion) loan to BANDES governed by 

Chinese law; and an oil supply contract between PDVSA and Chinaoil governed by Venezuelan 

law. The dual credit facility, which has a ten-year term, is secured by revenue earned by PDVSA 

from the oil supply contract with Chinaoil. Ecoanalítica, an economic consultancy in Caracas, 

reported in September 2010 that it had been unofficially uninformed that the interest rate on the 

loans fluctuates between LIBOR+0.5 percent and LIBOR+2.85 percent” (Downs 2011: 51).  
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According to an article by The Economist89, the loans-for oil will not be that beneficial for 

the Venezuelan economy at the long-run: “a loan tied to oil-field investments will not necessarily 

help Venezuelan government coffers, since the state needs short-term cash to pay for salaries, 

social security, and imports, rather than long-run investments in upgraded oil rigs. Since the loan 

will be repaid in oil, it did not need to be ratified by the Venezuelan parliament (as it will not 

officially count as debt). Theoretically, that also means the government does not have to account 

for the way it is spent to its citizens, although China will be expecting it to be invested in oil. China 

will be first in line for repayment, before other creditors90”. 

The following table shows the Chinese loans to Venezuela that has been formally 

announced. As can be noted in one year the two countries formalized more than one loan, as in 

2009, 2010 and 2011. Most of the loans are channeled through the Chinese Development Bank 

and they are dedicated to infrastructure. The continuity of the loans reflect the long-term debt 

accruing from Venezuela to China. For instance, in a news report of the Camera of Commerce and 

Industry of Caracas, is specified that by 2015 “the obligation of the Venezuelan government with 

China divided among all Venezuelan citizens which is 30.620.404 habitants according to the 

Venezuelan National Institute of Statistics, is translated in a debt of US$718,47 per person91.  

 

 

                                                           
89 2015. “Why China is Lending $5 billion to Struggling Venezuela,” The Economist, 

http://www.economist.com/news/business-and-finance/21663169-cash-be-invested-oil- will-deliver-dubious-

benefits-both-parties-why-china-loaning-5 (Accessed April 15, 2016).  
90 See 2015. “Why China is Lending $5 billion to Struggling Venezuela.” 
91 2015. “A cuanto asciende la deuda de Venezuela con China?” [How Much is the Venezuelan Debt with China?], 

Camara de Comercio de Caracas, http://camaradecaracas.com/a-cuanto-asciende-la-deuda-de-venezuela-con-china/ 

(Accessed April 15, 2016).  
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Table 15: Chinese Loans to Venezuela Formally Announced/Publicized 

Year Borrower entity Lender Amount ($m) Purpose 

2008 BANDES and PDVSA CDB 4,000 Funding infrastructure, other projects. 

2009 BANDES and PDVSA CDB 4,000 Funding infrastructure, other projects. 

2009 CVG CDB 1,000 Mining project credit. 

2010 PDVSA CDB and BES 1,500 Trade-related credit facility. 

2010 BANDES and PDVSA CDB 20,000 Funding infrastructure 

2011 PDVSA CDB 4,000 Infrastructure 

2011 PDVSA ICBC 4,000 Housing 

2013 BANDES and PDVSA CDB 5,000 Funding infrastructure, other projects 

2015 PDVSA CDB 5,000 Increase oil production 

                                      Total                                               48,500 

Sources: Figueroa 2015; Telesur 2015: “Chinese-Venezuelan Fund;” Gallagher, Irwin and 

Koleski 2012.  

 

According to Gallagher, Irwin and Koleski (2012), the type of loans used by China, 

especially in Latin America, is the loan-for-oil type of which Venezuela is its biggest borrower. 

The authors assert that the main concern from the lender side is to compromise the allocation of a 

fixed quota of oil for future time under fluctuating oil prices, meaning that if prices of oil go up 

the borrower still have to send the agreed quota, and if the prices go down more oil has to be 

supplied to cover the difference. This second scenario is the one faced by Venezuela regarding its 

loans compromises with China. As figure 8 shows, the export of Venezuelan oil to China started 

to increase at the beginning of 2000, having an important escalation between 2011 and 2012. 

However, the difficulty in this kind of loans that Venezuela is taking from China is that at the end 

Venezuela will have less oil available to sell to the profitable market. Moreover, “with so much of 

its dwindling oil production dedicated to the Petro Caribe program, which earns Venezuela no 

money, and to debt repayment to China, there is little oil left over to sell to traditional clients like 

the United States in order to make much-needed cash”92. This problem intensifies if the oil prices 

                                                           
92 Nagel, Juan Cristobal. 2014. “The Pain from the China Loans,” Caracas Chronicles, 

http://www.caracaschronicles.com/2014/10/22/the-china-syndrome/ (Accessed April 15, 2016).  
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decline because in the agreement signed by the two countries is stipulated that the cheaper the oil, 

more barrels Venezuela has to supply in order to compensate. Hence, with the decline of oil prices 

that means that Venezuela will have less of the product to sell (because it has to give great 

quantities to China) and less revenues from the oil that is left to sell93.  

Figure 8. Venezuelan Total Oil Exports of Refined Oil Products to China 1986-2012 

 
Source: U.S. Energy Information Administration (EIA), International Energy Statistics 201694. 

 

            Even though China is Venezuela’s main lender of the last years, Russia, Japan and Spain 

have also provided bilateral loans to the country during Chávez’s administration. According to a 

news report by El Universal, in October of 2011, Russia and Venezuela signed an agreement in 

which Russia lent Venezuela USD$4.000 million with the purpose of sustaining the technical-

military cooperation between the two countries; according to the agreement Russia would give 

USD$2,000 million in 2012 and the rest in 2013. Chávez declared that this loan was to equip the 

                                                           
93 See Nagel, Juan Cristobal. 2014.  
94 U.S. Energy Information Administration (EIA). 2016. “International Energy Statistics.” 

http://www.eia.gov/cfapps/ipdbproject/IEDIndex3.cfm (March 12, 2016).  
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Venezuelan Armed Forces95. In the same article is pointed out that besides the USD$4,000 

million loan, in 2010, Venezuela received a loan from Moscow of US$2,200 million in order to 

buy tanks and missiles. However, the collaboration between the two countries is not just for the 

acquisition of arms, it also extends to oil and agricultural activities. While signing the October 

2011 loan agreement, Chávez announced the creation of the joint venture PetroMiranda in the 

Orinoco Basin, the exploration of gas in the Venezuelan Gulf and the development of the area El 

Carabobo 2, of the Orinoco Basin. In 2015, the Venezuelan government asked Russia to extend 

the period to clear off the credit received in 2011; in August of the same year “Vladimir Putin 

signed the ratification law that extends until December 31rst of 2016 the deadline for Venezuela 

to pay off the US$4,000 million to Russia”96.  

The bilateral relations between Russia and Venezuela started in March of 1945 when the 

ambassadors of both countries signed an act that formalized the relations between the two 

countries97. However, in a note by the Venezuelan Ministry of Foreign Affairs (MPPRE), the 

friendship between Russia and Venezuela increased during the Chávez’s administration. For 

instance, since 2000 both countries have signed 240 agreements in the areas of energy and 

commerce98. In 2001 the two countries created the Comision Intergubernamental de Alto Nivel 

                                                           
95 2011. “Venezuela gestiona ante Rusia credito por $4.000 millones” [Venezuela Negotiate with Russia a Credit for 

$4.000 million], El Universal, http://www.eluniversal.com/economia/111007/venezuela-gestiona-ante-rusia-credito-

por-4000-millones (Accessed April 15, 2016).  
96 2015. “Rusia prorroga el prestamo de 4.000 millones de dolares a Venezuela” [Russia Extends the loan of 

USD$4.000 million to Venezuela], Sputnik News, 

http://mundo.sputniknews.com/americalatina/20150608/1038155799.html (Accessed April 15, 2016).  

97 2016. “Fue conmemorado los 71 años de relaciones diplomáticas entre Venezuela y Rusia” [It was Celebrated the 

71 Years of the Diplomatic Relations between Venezuela and Russia], Ministerio del Poder Popular para 

Relaciones Exteriores, http://www.mre.gov.ve/index.php?option=com_content&view=article&id=45534:2016-03-

18-15-53-58&catid=13:venezuela-en-europa&Itemid=8 (Accessed April 15, 2016).  

98 2015. “Venezuela y Rusia estrechan sus relaciones bilaterales” [Venezuela and Russia Strengthen their Bilateral 

Relations], Sputnik News, http://mundo.sputniknews.com/politica/20150416/1036462607.html#ixzz43xK9MzOX 

(Accesed April 15, 2016).  
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[Intergovermental Commission of High Level]. It was accorded that the Commission would be 

under the direction of the vice presidents of Venezuela and Russia, “besides this institution would 

coordinate the consultancy and elaboration of integral proposals about the cooperation in political, 

economic, commercial, scientific, cultural, academic and environmental sectors between the two 

countries”99. The first meeting of this commission took place in 2004 and from then on the 

institution has held uninterrupted gatherings alternating the seat between the two countries. During 

the VIII Summit of the Commission in 2011 with seat in Caracas, Russia and Venezuela signed 

the following agreements: the development of the area Carabobo 2 located in the Orinoco Basin; 

the Russian loan to Venezuela of US$4,000 million to sustain the technical-military cooperation 

between Russia and Venezuela; the increase of the capital of the Russian-Venezuelan Bank100 to 

US$4,000 million; the exploration of gas Robalo in the Venezuelan Gulf; the agreement to 

accelerate the creation of the joint venture PetroMiranda in the Orinoco Gulf; the exportation of 

Venezuelan flowers to Russia; the intention to create a joint venture with the interest to produce 

plantain. In the IX Summit in 2013, which took place in Moscow, the two countries signed a 

memorandum of understanding for the production of drills and oil equipment between Petroleos 

de Venezuela Industrial and the Russian enterprise Uralmash101. However, the officials do not 

describe which the terms for the Russian credit are.  

                                                           
99 2015. “CIAN: una alianza entre Venezuela y Rusia para la construcción del mundo pluripolar” [CIAN: an 

Alliance between Venezuela and Russia for the Construction of a Pluripolar World], Ministerio del Poder Popular 

para Relaciones Exteriores, 

http://egipto.embajada.gob.ve/index.php?option=com_content&view=article&id=216%3A-01-twitter-01-youtube-

flickr-logo-04-faceb-cian-una-alianza-entre-venezuela-y-rusia-para-la-construccion-del-mundo-

pluripolar&catid=3%3Anoticias-de-venezuela-en-el-mundo&Itemid=19&lang=en (Accessed April 15, 2016).  

100 The Russian-Venezuelan Bank was proposed in 2009 and formally inaugurated in 2015 with branches in Caracas, 

Moscow and Pekin. Russia owns the 51% of the bank and Venezuela the rest. The initial capital of this bank is 

US$4,000 million. According to the Venezuelan ambassador in Moscow, Juan Vicente Paredes, the purpose of this 

bank is to finance projects between the two countries in the areas of energy, industry, transportation and more (RT 

News 2015: “Venezuelan Ambassador in Russia”).  
101 See 2015. “CIAN: una alianza entre Venezuela y Rusia.” 

http://egipto.embajada.gob.ve/index.php?option=com_content&view=article&id=216%3A-01-twitter-01-youtube-flickr-logo-04-faceb-cian-una-alianza-entre-venezuela-y-rusia-para-la-construccion-del-mundo-pluripolar&catid=3%3Anoticias-de-venezuela-en-el-mundo&Itemid=19&lang=en
http://egipto.embajada.gob.ve/index.php?option=com_content&view=article&id=216%3A-01-twitter-01-youtube-flickr-logo-04-faceb-cian-una-alianza-entre-venezuela-y-rusia-para-la-construccion-del-mundo-pluripolar&catid=3%3Anoticias-de-venezuela-en-el-mundo&Itemid=19&lang=en
http://egipto.embajada.gob.ve/index.php?option=com_content&view=article&id=216%3A-01-twitter-01-youtube-flickr-logo-04-faceb-cian-una-alianza-entre-venezuela-y-rusia-para-la-construccion-del-mundo-pluripolar&catid=3%3Anoticias-de-venezuela-en-el-mundo&Itemid=19&lang=en


 
 

91  

Another Venezuelan lender, but in a much lesser extent than China and Russia, is Japan 

which also used the loan-for-oil mechanism. In a news report by America Economia is stated that 

in 2011102 Japan lent US$1,500 million to PDVSA and as repayment Venezuela would export 3 

million barrels of oil annually for five consecutive years; the loan was conferred by the Japan Bank 

for International Cooperation (JBIC), along 8 Japanese Financial firms and two Japanese 

commercial entities. The JBIC qualified the loan as “soft” due to its low interest rate, even though 

it did not reveal the rate. In the same report, the president of PDVSA, Rafael Ramirez, discarded 

other commercial agreements between the two nations due to the great geographic distance; beside 

this transaction was made to guarantee the supply of oil to Japan after the earthquake that happened 

in March of the same year and to add resources to PDVSA in Venezuela103.  In another news report 

by El Dia, Ramirez stated that the payment period is of 15 years and the payment can be made in 

cash or oil. He also asserted that the loan will be used to finance the improvement of Venezuelan 

refineries companies El Palito and Puerto La Cruz, and “to promote the development of the 

capacity of processing the Venezuelan oil.” In the same news is stated that in 2007 PVDSA 

received its first loan from Japan of US$3,500 million104.  

Finally, according to the OECD statistic database, Spain is the only OECD country that 

allocated bilateral loans to Venezuela during the 1995-2013 period. The loans from Spain were 

meanly for the sectors of transportation, water and sanitation and vocational training. However, 

according to Toro (2016) the relation between Spain and Venezuela is mainly commercial. And 

                                                           
102 2011. “Japón otorgará préstamo por US$1.500M a venezolana PDVSA” [Japan will lend US$1.500 million to 

Venezuelan PDVSA], America Economica, http://www.americaeconomia.com/negocios-industrias/japon-otorgara-

us1500m-en-prestamo-venezolana-pdvsa (Accessed April 15, 2016).  

103 See 2011. “Japón otorgará préstamo.”  
104 2011. “Venezuela recibe credito de Japon” [Venezuela Receives Credit from Japan], El Dia, 

http://eldia.com.do/venezuela-recibe-credito-de-japon/ (Accessed April 15, 2016).  
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there aren’t registries of allocation of more loans from Spain to Venezuela. As the description of 

table 16 shows, these loans were allocated to areas different from oil and mining which contrasts 

to the Chinese and Russian loans that target the areas of infrastructure and oil production.  

Table 16: ODA Loans from Spain to Venezuela 1999-2014105 US Dollar Millions 

Year Amount Sector 

1999 - - 

2000 - - 

2001 - - 

2002 24.136 Not specified 

2003 45.111 Transportation and storage 

2004 0.513 Vocational Training: secondary 

education. 

2005 2.237 Vocational training: secondary 

education; River basins’ development: 

water and sanitation. 

2006 5.384 Vocational training: secondary 

education; River basins’ development: 

water and sanitation. 

2007 6.156 River basins’ development: water and 

sanitation. 

2008 1.414 River basins’ development: water and 

sanitation. 

2009 -  

2010 -  

2011 -  

2012 -  

2013 -  

2014 -  

Total 84.951 

Source: OECD Data Base 2016106. 

 Even though the loans from China, Russia, Japan and Spain represented an increase in the 

exports of Venezuelan oil to these destinations, as is shown in figure 9, Russia is the country that 

has imported most oil from Venezuela during 1999-2012 and China and Japan incremented their 

imports in the mid-2000s.  

                                                           
105 Amount type: Constant prices 

Flow type: Gross disbursements  
106 OECD Data Base. 2016. https://data.oecd.org/ (March 10, 2016). 
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Figure 9. Venezuelan Oil Exports to China, Russia, Spain and Japan 1999-2012 

 
Source: U.S. Energy Information Administration (EIA), International Energy Statistics 2016. 

 

III-C Venezuela’s increasing Debt to China and the Transformation of their Relations 

 As noted above, China has become the principal lender of Venezuela, especially since 2007 

when the two countries created the Chinese-Venezuelan Fund and the loans from China to 

Venezuela increased considerably. Through the method of payment, Venezuela is compromised 

to supply oil to China in order to cancel the debts. Even though, by 2015 more than half of the debt 

was cancelled, the constant renovation of loans from China indicate that the oil compromises will 

extend for a long period of time.  

China and Venezuela established bilateral relations in June of 1974 and according to the 

Venezuelan Embassy in China, the relations between the two countries increased with the 

emergence of the Bolivarian Revolution, meaning with the arrival of Chávez to power. In an 
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Bolívar in 2008 and Francisco de Miranda in 2012. In the same note is emphasized that one of the 

objectives of Maduro’s administration is to reach over a million barrels of oil exported to China, 

“in order to diversify the foreign markets of the country and to respect the international 

compromises”107.  

Just as Venezuela was fostering dependency among its borrowers, the country developed 

a dependency over China, which became its main loan provider. According to the article “How 

Much Venezuela Depends on China” by Daniel Pardo108, in the 17 years of Chávez government 

the military, political, social and economic relation between China and Venezuela grew 

considerably. In the article is stated that since 1999, China and Venezuela signed over 450 

agreements, in contrast to 74 signed in the period 1974-1998109. However, China has not supersede 

the United States as the principal commercial partner of Venezuela; the United States imports 

around 800.000 oil barrels per day whereas China imports from 300.000 to 600.000 barrels per 

day. As is seen in figure 10, even though oil exports to China incremented especially since 2002 

and the exports to the United States diminished between 1999 and 2004, the oil exports to the US 

increased again since 2006. Nonetheless, according to Maduro’s declarations in 2015 Venezuela 

is exporting around 700.000 barrels of oil daily to China110
.  

                                                           
107 2015. “A 41 años de relaciones bilaterales China y Venezuela avanzan por la senda de la cooperación y el 

desarrollo compartido” [After 41 Years the Bilateral Relations between China and Venezuela Advance in the Path of 

Cooperation and Shared Development], Aporrea, http://www.aporrea.org/venezuelaexterior/n273004.html 

(Accessed April 15, 2016). 

108 Pardo, Daniel. 2015. “Cuanto depende realmente Venezuela de China?” [How Much Venezuela Really Depend 

on China], BBC Mundo, 

http://www.bbc.com/mundo/noticias/2015/01/150106_venezuela_china_maduro_relaciones_dp (Accessed April 15, 

2016).  
109 See Pardo, Daniel. 2015.  
110 Figueroa, Ahiana. 2015. “Prestamo Chinos a Venezuela asciende a $56.691 millones” [Chinese Loans to 

Venezuela are up to $56.691 million], El Mundo,http://www.elmundo.com.ve/noticias/economia/politica/prestamos-

chinos-a-venezuela-ascienden-a--56-691-m.aspx (Accessed April 15, 2016).  
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Figure 10. Total Exports of Refined Oil Products from Venezuela to China and the United 

States 1986-2016 (Thousand barrels/day) 

 
Source: U.S. Energy Information Administration (EIA), International Energy Statistics 2016. 

 

In order to determine the hierarchical relations between China and Venezuela it is 

necessary to understand the level of dependency of China on Venezuelan oil and the loans 

cancellation and debts that these two countries have. First, the relation between both countries is 

more important to Venezuela than to China mainly for two reasons: China is providing cash funds 

that Venezuela needs to cover its expenses and that other countries are not willing to provide due 

to Venezuela’s high level of debt; and even though China accorded to receive Venezuelan 

payments on oil, this country has other sources to get this resource from, moreover, according to 

Clem and Maingot (2011) Venezuelan oil is not that attractive to China because “of the realities 

of distance and transportation costs…and the need for special refineries to process the heavy 

Venezuelan crude, China’s reliance on Middle Eastern oil will actually increase over time” (Clem 

and Maingot 2011: 9). As figure 11 shows, Venezuela only represented 4% of China’s oil imports 

in 2014 whereas China’s main provider is Saudi Arabia.  
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Figure 11. China’s Crude Oil Imports by Source, 2014 

 
Source: U.S. Energy Information Administration, “China” 2015111 

 

Second, the increasing economic crisis in Venezuela is making the country less able to 

fulfill its debts compromises. In February of 2016 the administration of Maduro asked China for a 

grace period of two years in order to pay the debt to the country, this request happened in “moments 

when Venezuelan oil prices were around USD$23 per barrel, below the USD$40 stipulated in the 

debt terms of USD$50,000 million that the Bolivarian regime assumed with Pekin…Caracas is 

trying to use the more than 500,000 barrels that are sent to China to sell them in other markets”112. 

According to a news report in the Nuevo Herald, the Chinese government denied to this request, 

moreover, “China insists that Venezuela increases the supply of barrels of oil in order to pay the 

                                                           
111 U.S. Energy Information Administration (EIA). 2015. “China” 
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Asks China Two Years of Grace to Make Payment of Debt], el Nuevo Herald, 

http://www.elnuevoherald.com/noticias/mundo/america-latina/venezuela-es/article60140051.html (Accessed April 
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near US$45,000 million in debt…China is skeptic to continue its credit to Venezuela due to the 

hard situation of Venezuelan finances and because China is facing their own economic 

problems”113. In a news report to the BBC Mundo114, the director of the China-Latin America 

Inter-American Diaologue, Margaret Myers, states that Chinese investment is pragmatic and 

economic and not ideological, however, China faces a dilemma because on the one side the country 

wants to recover its loans and on the other side is conscious of the weakness of Venezuela at the 

moment; Myers asserts that ‘it is important to note, however, that Venezuela is for China an 

strategic alliance due to its petroleum reserves.’ In the article is also pointed out that China might 

want to continue its investment in the production of oil in order to reinforce its source of 

repayment.  

Even though China agreed a loan to Venezuela in 2015 for USD$5,000 million, the main 

purpose of this credit is to “increase the production of oil in a gradual manner, which had been 

stocked in the last years,” according to declarations to the press by the Venezuelan president115. 

However, it is important to note that even though China has more leverage over Venezuela, the 

Asian country seems to see in Venezuela and South America in general an important source of 

                                                           
113 Delgado, Antonio Maria. 2016. “China le niega a Venezuela alivio en el pago de la deuda” [China Denies 

Venezuela a Relief in the Debt Payment], el Nuevo Herald, http://www.elnuevoherald.com/noticias/mundo/america-

latina/venezuela-es/article61365157.html (Accessed April 16, 2016).  
114 Justo, Marcelo. 2016. “Por que China invierte una fortuna en Venezuela a pesar de la crisis economica?” [Why 

China Invests a Fortune in Venezuela despite the Economic Crisis?], BBC Mundo, 

http://www.bbc.com/mundo/noticias/2016/03/160302_venezuela_china_inversiones_deuda_ab (Accessed April 15, 
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115 2015. “Venezuela firma con China prestamo por 5 mil millones” [Venezuela signs with China a Loan for 

US$5,000 million], El Financiero, http://www.elfinanciero.com.mx/economia/venezuela-firma-con-china-prestamo-
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