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Welcome Letter 
 

Hi everyone! My name is Sherry Guo and I am a fourth year student at UC 

Berkeley currently pursuing a double major in Integrative Biology and Business 

Administrations. I’m originally from Toronto, Canada, and I have had almost 8 years of 

experience within Model United Nations and, from chairing conferences in Canada, 

China, to of course, BMUN. In my spare time, I love to watch movies, cook good food, 

and hike around the Bay Area. I aspire to backpack through Spain on the infamous 

Camino de Santiago this upcoming summer so that I can finally quench my wanderlust 

once and for all. Please read below to learn about your vice chairs:  

Hubert is a second year from Toronto double majoring in math and statistics. 

This is his sixth year doing Model UN, and fourth year chairing. Hubert loves MUN 

because it gives delegates a platform to find common ground and rationally analyze 

arguments, abilities that are useful for any future career. Outside of MUN, Hubert is a 

data consultant for the Statistics Undergraduate Students Association and a research 

assistant at the Family and Culture Lab investigating the factors that affect socio-

emotional development in Chinese-American children. 

Zishen Liu is a sophomore at UC Berkeley majoring in Mathematics and 

Economics, and is an international student from Xuzhou, China.  This is his fifth year 
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involved in Model United Nations.  As an Economics student, he has a strong passion 

for how macroeconomics and public policies can affect us individually and this world as 

a whole.  Model United Nations provides him an opportunity to explore these 

relationships and to listen to other people’s thought on interesting Econ-related 

political issues.  Outside of MUN, he loves to try different foods and travel in his free 

time.  He also enjoys learning different languages.  He is currently learning Cantonese 

and Japanese.  He would be more than happy to learn some words from you if you can 

speak another language.   

Danielle Tyukody is a freshman at UC Berkeley.  She is a Political Science major, 

with a specialization in American Politics, and an Education minor.  Her hometown is 

Manhattan Beach, California --a beach town near LA. Her passions include rock 

climbing, horseback riding, and binge-watching. At Cal, she has not only joined the Cal 

Climbing Team, but she has also successfully watched all four seasons of Brooklyn 99. 

She has participated in Model UN since her freshman year of high school, and the 

program has had a major impact on her life.  
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BMUN caught her eye when she came to Cal because she knew the group 

would be a close-knit, intelligent, hilarious family. In reality, BMUN is all that and more. 

In committee, she encourages you all to focus on the experience of debate and 

participate to the best of your ability, because your years participating in Model UN will 

go by before you know it. She wishes you all the best of luck! 

 

Sherry Guo 

Head Chair, Economic and Financial Committee 

Berkeley Model United Nations, Sixty-Sixth Session 
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Introduction to ECOFIN 
  

        The United Nations Economic and Financial Committee, commonly referred to 

as the Second Committee, acts as the platform of debate for countries to discuss 

economic and financial development strategies and initiatives in order to address key 

issues at the heart of their economies. As the previous Chair of the Second Committee, 

Ambassador George Talbot of Guyana, has said, “The Second Committee must show 

leadership in the design of coherent and coordinated approaches, at the national and 

international levels…[to] provide ideas for the redesign of policies to strengthen the 

impact...for a more sustainable future for all.” 

         Past committee sessions have covered issues ranging from sovereign debt, 

poverty eradication, and climate change to the situation of landlocked countries, and 

even information technologies. While these topics touch many sectors of society, 

ECOFIN focuses on the significant impacts these issues may have on countries’ 

economies and provides frameworks and guidelines in order to assist the addressing of 

the challenges posed by these topics. 
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Thus, as you read through this document, I want you to focus specifically on the 

economic impacts of these issues on your countries. Apply your knowledge of 

economics into the framework of your countries’ political operations in order to arrive 

at a solution for these issues. It may be difficult at times to create a balance between 

what is best for your people and what is best for the economy so research heavily on 

your countries’ economic policies! 
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STATUS OF IDPS AND REFUGEES IN SYRIA AND ISRAEL/PALESTINE 

 

Background 

 

As of December of 2016, an estimated 65.6 million people around the world 

have been forcibly displaced from their homes. This is a historic high. 22.5 million of 

these people are refugees seeking asylum in a foreign country, with over half of these 

people being under the age of 18. The remaining 44 million people are considered 

internally displaced persons (IDPs). IDPs are distinct from refugees in that they have not 

been expelled from their home country; instead, they are forced from their homes in 

one region of their native country and moved to or are seeking refuge in another part 

of their home state (Domonoske). The migration of refugees, asylum seekers, and IDPs 

places a considerable social and economic strain on the home country or region, the 

region of destination, and the countries through which those migrants may travel in 

order to get from point A to point B. 

The reasons for displacement vary for each individual, from escaping 

persecution, conflict, and natural disasters, to being deprived of any socioeconomic 

opportunities. However, most of the people who are leaving their homes are doing so 
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because they do not have any meaningful reasons to stay. In 1950, the United Nations 

High Commissioner for Refugees (UNHCR) was established to help displaced peoples 

across Europe return to their homes after World War II. Since then, UNHCR has been 

the leading agency to help protect refugees and internally displaced peoples. They are 

able to do so with the support of various international organizations, such as the 

International Federation of Red Cross. 

While organizations like the UNHCR and the International Organization for 

Migration (IOM) are invaluable resources for refugees and IDPs, they tend to focus on 

the immediate humanitarian concerns of the people affected and not the long term 

sustainability of their residence in their region or country of destination. Host countries 

often anticipate return of the refugees to their states of origin and don’t build capacity 

for long-term residence. Rather than assessing the humanitarian efforts and security 

implications of the refugee crisis, this session of ECOFIN will address the refugee crisis 

through an economic lens and evaluate the short- and long-term economic impacts 

refugees have on their new homes, as well as attempt to make recommendations on 

how all parties can build long-term success and capacity for displaced persons. 
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The Economic Impacts of Conflicts and the Refugee Crisis 

 

         International and domestic conflicts have the potential to change regions’ 

physical, economic, and social characteristics drastically and permanently. Often, these 

conflicts are rooted in social and political polarization, which is only amplified by rapid 

population growth, economic inequality, and ideological divisions. For example, the 

Middle East and North Africa (MENA) have seen a significant increase in conflict and 

decrease in security over the last five years due to social and political conflict, as well as 

civil wars displacing people within and without of their home countries. 
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Figure 1: UN Security Level by Country has seen risk levels stay at either similar 

levels or worsen from January 2011 to July 2016 

 

  The graphic above highlights the changing security landscape of the MENA 

region, particularly in countries with civil conflicts, like Syria, and the surrounding 

regions. Note that while some circumstances have improved, such as those in Somalia, 

most of the region has become less secure or remained the same. Instability in a 
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neighboring region has the potential to influence domestic politics and encourage 

conflict. 

         As a result of conflict and the rising numbers in displaced persons, there is 

increasing economic fallout as well as rising instability in development potentials. In 

addition, the economic costs of conflicts are not confined within the borders of these 

countries, rather, they tend to spill over into neighbouring regions causing instability in 

large geographic areas. For example, Syrian and Iraqi refugees have caused the 

population of Lebanon to increase by 25%, while the neighbouring country, Jordan, 

has seen populations increase by 10%. This puts strain on the neighbouring 

governments in terms of budgets, infrastructure, and the housing and labour markets. 

         Debates have been arising about the economic outlook that comes with the 

arrival of these refugees. Thomas Piketty argues that the refugee crisis could create a 

boon to Europe as a way to “kick start the continent’s economy” (Piketty 2015). On the 

other side of the argument, German economist Hans-Werner Sinn, believes that many 

of the refugees are low skilled which could cause the challenges to outweigh the 

potential opportunities. 

         While the channels through which economies are affected are multifaceted, 

conflicts and large-scale displacement of individuals will still affect the total factor 

productivity of countries. (In this case, total factor productivity refers to an economy’s 

capacity to produce outputs given a certain amount of labour and capital.) The IMF 
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attributes four main factors that affect the total factor productivity of countries affected 

by conflicts and the ensuing refugee crises: 1) decreased populations in conflict 

countries and population increases in asylum countries, 2) damages to infrastructure, 3) 

decreasing confidence in the perceived and objective security of a nation, and 4) a 

decline in social cohesion and institutional quality (Rother 2016). Together, these 

factors can complicate economic policy making. 

 

Figure 2: The difference in impact levels of the total factor productivity levels in countries vary between 

distance from conflict zones and type of impact 

Population Changes 
 
         A falling population in the conflict countries as well as displacement as refugees 

flee to other areas would reduce the labour force in the home country. For example, 

55% of the Syrian population in 2010 have either fled, become internally displaced, or 
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killed in 2017. As well, oftentimes, the people who are displaced are skilled workers, so 

the exodus of these people causes a large brain drain from the conflict countries. 

         In addition, conflicts tend to cause a deterioration in the education, health 

services, and job opportunities in the home countries which causes not only poverty in 

the immediate sense, but also affects the future workforce. Looking at Syria, the school 

dropout rate has reached 52% in 2014 while unemployment increased from 8.4% in 

2010 to 50% in 2013 (Rother 2016). 

         As well, large refugee populations also affect the economy in host countries. 

Refugees find themselves in situations where they are extremely dependent on the 

support offered by the host countries, due to the fact that they are surrounded by a 

quality of life that is significantly lower than their past living situations, as well as the 

increased restrictions that is placed on their movements. For example, they may have 

limited access to work permits or schooling which will impact their future long-term 

employability. As a result, they may look towards the informal economy as a way to 

earn a living. 

         On the other hand, host communities experience a large strain due to the 

sudden influx of people who are able and willing to work. This increase in the labour 

force causes increased informal economy participation due to the reasons mentioned 

before. As well, the rise in refugee populations create pressure on the public services 

like education and healthcare. This can be seen in Lebanon’s attempt to accommodate 
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Syrian children into the classroom. Increased classroom sizes and inadequate teacher 

training to acclimate has reduced the overall quality of education for all the children. 

The same scenario can be applied towards health care services (Degler 2017). 

 

Infrastructure Damages 
 
         As conflicts destroy the infrastructure, production plants, and buildings of 

countries in conflict, neighbouring countries are affected by disrupting trade routes 

and production capabilities. As well, economic losses within conflict zones can become 

extreme. The IMF estimates that the oil output in Libya has dropped to one-fourth of 

its capacity in 2015, resulting in a GDP deficit of 44%, down from a GDP surplus of 

13.5% two years before, in 2013. In Yemen, oil production in 2015 came to a complete 

stop (Rother 2016). 

 

Decreased Confidence and Security 
 
         The weakened confidence within the security and economic control of countries 

creates detrimental economic effects that can be expressed in a variety of different 

ways. For one, as countries become increasingly politically unstable, the flow of foreign 
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investment decreases. Syria’s foreign direct investment stopped completely in 2014 

directly after the start of the civil war (Sab 2014). 

         As a result of conflicts, most investors balk at the sight of the unstable financial 

market, causing capital flight, market crashes, and deposit runs. 

         Other sectors are also affected, such as military spending and tourism revenues. 

In conflict zones the tourism sector suffers, which some countries rely on as a source of 

foreign exchange income. 

 

Weakened Social Cohesion 
 

Conflicts and the ensuing refugee crises often deepen the socio and economic 

divide between different groups through differences in income, ethnicity, politics, 

language, and so on. This was seen in Jordan, where polls showed favourable views 

towards the central government but there was increased political dissent in areas with 

higher refugee populations and high unemployment figures. In this case, social 

cohesion was measured in the level of trust the responders had for each other. This low 

level of social cohesion leads to lower levels of institutional governance, which results 

in lower economic growth. These heightened tensions create problems for certain 

actions that are vital for economic growth and performance, such as being able to 
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enact effective checks and balances on policymakers, as well as law enforcement. For 

example, Libya used to rank 75th out of 144 countries in 2007 for the World Economic 

Forum’s Global Competitiveness Index for quality of institutions, and in 2014, was 

dropped to 142nd. Similar trends were also spotted in Yemen and Syria (Rother 2016). 

 

Short Term Economic Implications 

 

         In the short term, the most immediate measurable change in the economy 

would be seen in an increase in aggregate demand as refugees and IDPs seek to find 

shelter and goods to resettle in their new, perhaps temporary, homes. For the 

government, there will be an increase in fiscal spending in terms of transfers in order to 

support the new population. In Europe, the asylum process takes up to two years, 

during which time the government would have to support the individuals who are in 

the process. As well, the government is required to financially support rejected 

applicants for one year after their application. For those who are approved to work but 

remain unemployed, the government would have to provide these individuals with 

additional social transfers as well as unemployment benefits. This results in an increase 

of around 0.1% in the budgets of EU countries. All of this additional spending has led 

to a small but positive increase in the aggregate GDP of the European Union, with 
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higher increases in countries that have more concentrated refugee inflows. This also 

means that, with in expanded fiscal spending, intensive monetary policies must be 

enacted in order to compensate for possible wage decreases and inflationary pressures 

(Aiyar 2016). 

         The impact of the increased labour market cannot be immediately measured 

due to the fact that there are many factors affecting their abilities to contribute to the 

economy, such as their age and education, and is wholly dependent on the success of 

integration techniques. In the EU, after the two years it takes for a refugee to become 

eligible for work, their labour force participation rates tend to be 5 percentage points 

lower than the native population, while their unemployment rates are also 15 

percentage points higher. However, this gap is expected to decline over the years as 

the employment gaps between the new population and the natives narrow. As well, 

the amount of GDP contribution per capita for the refugees tend to be lower than their 

native counterparts and this could be attributed to the types of jobs that these 

refugees receive. 
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Figure 3: A slow integration process into the labour force can lead to 

unfavourable outcomes for the host country’s economy 

 

Impact on Labour Market 
 

First of all, it is important to note that oftentimes asylum seeker’s primary goal is 

to find safety, rather than economic immigrants who are trying to migrate to areas with 

more economic opportunities. As well, there are many legal barriers for asylum seekers 

for their employment as their documents are being processed. In general, in Europe 

and other more developed economies, it is common to see trends in which the wage 

and employment gaps between immigrants (not just refugees) and the native 

population is usually higher due to language barriers or job retraining for more relevant 

skills. 
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The speed and success of integration into the labour market also depends on 

the labour market conditions of the country of residence of the asylum seekers. For 

example, if the country already faces high unemployment rates, then it could prove to 

be extremely difficult to employ the refugee population as well. However, this is 

ameliorated due to the fact that most of the host countries that the asylum seekers 

tend to go to have lower unemployment rates and stronger economies (Martin 2016). 

The education levels of the refugees also differ depending on their countries of 

origins. For example, historically, those who were born in Afghanistan, Iran, Iraq, Syria, 

Somalia, Eritrea, and former Yugoslavia were twice as likely to have had only a 

secondary education. However, recent statistics have proved to be more encouraging. 

In Germany, 21% of the Syrian asylum seekers have reported that they have at least a 

tertiary education (an undergraduate degree), which is close to Germany’s national 

average of 23%. This could also align with the fact that due to the expensive nature of 

illegal border crossings, only the wealthier people (and perhaps more educated) could 

afford to use this service to escape from Syria into Europe (Aiyar 2016). 
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Long Term Impacts 

 

         The long term impacts that refugees have on an economy are mostly driven by 

how well they are able to integrate into the labour market. Since fiscal success is 

determined by comparing the amount of taxes paid to the government with the cost of 

the services provided to the resident, net fiscal success is largely determined by a 

multitude of factors, such as education and age. 

         The net fiscal balance that refugees have in the short run, as discussed, is 

extremely negative, as they must rely on the government to provide financial aid but 

the magnitude depends on the generosity of the benefits system provided by the 

government. However, over their lifetimes, the net fiscal balance of refugees changes. 

Migrants who are of working age and/or have higher skills tend to outperform the net 

fiscal contributions of the natives, but within migrant groups, refugees tend to have 

lower fiscal contributions than those who are economic immigrants.  
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Figure 4: The expected net fiscal contribution of migrants tend to verge towards 

that of natives over the course of a migrant’s lifetime 

  

         For native workers, the impact caused by the migration waves due to the 

refugee influx is usually rather small. The mechanisms that trigger changes in the 

labour market – and therefore the employment and wages of native workers – can be 

attributed to three things: the labour supply effect, the aggregate demand effect, and 

allocation of resources effect. The labour supply effect refers to the increase in the 

amount of able and willing labourers in the economy. Adverse effects typically take 
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place when the skills of the migrants are very similar to the skills of the native workers, 

which can cause employment displacement and downward wage pressures. As well, as 

the population increases, so too does the aggregate demand, which in turn could spur 

on labour demand and alleviate some of the stress of the drastic labour force 

expansion. Finally, the types of goods being produced by the resources available may 

shift with an influx of migrants and different skills. For example, high skilled migrants 

from the former Soviet Union, upon arrival into Israel, were able to greatly benefit 

Israel’s high tech industry. 

Despite this, most studies find that changes in unemployment levels and 

average wages is rather minimal due to the fact that immigrants and natives oftentimes 

work in different parts of the labour market. However, this can change with a variety of 

different factors. First of all, the types of skills that the migrants have would determine 

the scope of work they can do. If there is an influx of lower-skilled labourers, then this 

could hurt the job prospects of native lower skilled workers as well as other recent 

immigrant workers. As well, the state of the economic cycle sometimes correlates to 

job displacement of native workers. In times of recessions and depressions, native 

workers would be impacted more than during economic booms. 

In general, the net fiscal contributions of this current wave of refugees is difficult 

to predict because of the fact that there are so many uncertainties involved. However, 

in many developed economies, especially Europe, the population is becoming much 
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older in the next few decades. In Europe, the ratio of those above 65 years of age and 

the working age population will rise from 30 in 2015 to >55 in 2050 if there is no 

migration, meaning the younger generation would have significant strain to support 

this elderly population. Thus, refugee migrations could help alleviate this burden 

through working and paying taxes (Aiyar 2016). 

 

Past UN Actions/Intergovernmental Organization Response 

 

Policy Recommendations 
 
         Keeping in mind that the goal of this committee session is to create a 

comprehensive guide for countries to follow in order to ensure economic success of 

future and current refugees, there are certain policies that could be enacted to 

facilitate success. 

The top priority for the economic success of refugees is a quick and effective 

integration into the labour force. The granting of work permits and access to 

employment within the private or public sectors as well as self employment is integral 

towards this integration (NAE Report 2017). There have been various measures that 
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have been implemented across the EU with various successes. For example, Denmark, 

Netherlands, and Sweden all initiated a Temporary Employment Agency and found this 

was very successful for the migrant workers because it gave them employment skills 

that allowed them to transfer to regular employment. However, in Germany, the same 

program was enacted in which welfare recipients would be able to work in the public 

sector, but it created a negative effect on the immigrants future work prospects. Thus 

these policy considerations must be thoroughly planned before initiations. 

Another area to consider would be the flexibility of the labour markets.  If a 

labour market is too excessively regulated in terms of wages and employment 

protection, then it may be difficult to integrate the new migrants into the workforce 

because there is less incentive for employers to hire them.  This is especially the case if 

there is a very high mandatory minimum wage, which may prevent employers from 

hiring low skilled workers, a category under which many refugees may belong. Some 

studies have shown that the satisfaction index, employment rates, and job quality of 

migrants are higher in countries with less employment protection and lower entry level 

wages so it may be worth considering to remove some of these barriers to 

employment on the employers’ sides. For example, in Germany and Austria, before 

hiring an asylum seeker with a work permit, employers had to prove that they were 

unable to find a “preferred employee” (e.g. someone who is an EU citizen, a 
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recognized refugee, or an European Economic Area citizen). Policies such as this 

should likely be loosened. 

As well, granting temporary exemptions from minimum wage could also be 

helpful. Germany has a policy in which refugees are exempt from minimum wage law 

for the first six months of employment, however, the fact that this is a temporary 

measure needs to be emphasized in order to reduce potential resentment from native 

workers who may view the refugees as competition on the labour market, as well as the 

fact that a permanent exemption would create a labour market duality. 

Along the same lines, wage subsidies from the government to private sector 

employers may also raise the employment rates of refugees and immigrants because 

there are simply more private sector jobs than public sector jobs. Wage subsidies act 

as incentive for private sector employers to hire refugees. In Denmark’s integration 

program that was introduced in 1999, providing wage subsidy programs to private 

sector employers was actually the most effective way to improve the likelihood of a 

transition into the regular workforce for refugees. They also tended to take 14-24 fewer 

weeks to find a job, which also means a lower reliance on social assistance. Some other 

policies that could be considered would be lowering the tax and social security 

contributions of the low wage workers while gradually reducing their social assistance 

and housing benefits. 
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In terms of self employment and entrepreneurship, lowering administrative 

burdens on start-up ideas through start up funds and increased rights to start self 

employed ventures are associated with higher rates of entrepreneurship and self 

employment. 

Finally, introductory programs, job training, and education may further advance 

integration of refugees into the labour market. These programs can allow refugees to 

traverse the language barrier and create informal networks in order to gather more 

information. As well, this can allow the refugees to gain the knowledge they need to 

build transferable skills and qualifications into the new labour environment. These 

programs could include language education, employment training, programs to find 

financial and housing support, and personal counselling. 

         However, as mentioned before, with any new policies that are enacted, it is 

important to consider the short term and long term effects on not only the refugees 

themselves, but also the larger labour market, and access to resources and capital to 

fund these initiatives. There must also be a way to measure the impact to ensure that 

these policies are conducive to success. 
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Case Studies 

 

Case Study: Syria 
 
         Since the start of the Syrian conflict in 2011 between followers of President 

Bashar al-Assad, his opposition, as well as jihadist militants from the Islamic State, 

hundreds of Syrians have lost their lives, with millions more being forced from their 

homes. As of March 2017, the number of Syrian refugees exceeded 5 million, with 

around 13.5 million people being displaced internally (Miles 2017). 

         According to Amnesty International, more than 4.8 million Syrian refugees are in 

just five countries: 

● Turkey, with 2.7 million Syrian refugees, hosting the most number of refugees 

than any other country 

● Lebanon (1 million, where 1 in 5 people is a Syrian refugee) 

● Jordan (650,000, accounting for 10% of its population) 

● Iraq, which already has 3.1 million internally displaced persons, hosts 230,000 

Syrians 

● Egypt, hosting 115,000 Syrians 
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With the exception of Germany who has pledged to host around 43,000 Syrian 

refugees, the remaining 27 EU countries will offer 51,000 spots, accounting for just 1% 

of the entire refugee population. In other countries, such as the gulf countries of Qatar, 

United Arab Emirates, Saudi Arabia, Kuwait, and Bahrain, as well as other high-income 

countries like South Korea, Singapore, and Russia, zero resettlement spots have been 

offered to Syrian refugees (Amnesty International 2017). 
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Figure 5: The majority of the Syrian refugees are concentrated in neighbouring countries 
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While it is clear the immediate humanitarian need that is present with the Syrian 

refugee crisis, it is also important to address the economic impact caused by an influx 

of a large population of people into the labour force and the immediate as well as the 

long term ramifications. 

The International Labour Organization (ILO) states that, “the scale of the influx, 

and the consequent economic difficulties faced by both Syrians and the host 

communities make access to employment a pressing issue” (ILO 2014). In addition, it is 

difficult to accurately measure the impact Syrians have had on the economies of the 

three largest hosts, as much of their economic activity takes place in the informal 

economy. However, the International Rescue Committee believes that there is an 

“urgent need for access to safe work both for Syrian refugees and the most vulnerable 

host communities” and this can be done so through the design of effective policies 

and programmes by policymakers. 

Although the research done on the economic impact of Syrian refugees is just 

starting to take off, there are a few key themes that are beginning to emerge. First of 

all, the three countries with the highest number of Syrian refugees, Turkey, Lebanon, 

and Jordan, are also neighbours of Syria. For decades, Syrians worked as migrant 

labourers in these countries due to their higher wages and proximity to Syria. In fact, 

there was an estimated 160,000 Syrian workers in Jordan before the war, with the 

numbers of Syrian migrant workers in Lebanon fluctuating between 200,000 and 1 
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million. Now however, the competition for jobs mostly lies between migrant workers 

and refugees, rather than between the refugees and host communities, and the influx 

of refugee workers has driven down wages and working conditions, especially in lightly 

regulated informal labour sectors since “Syrian workers are accepting lower incomes, 

work for longer hours and without social benefits; this has led to decreasing wages and 

a reduction of job opportunities” (Masri 2013). 

As well, though there is some evidence of unemployment figures rising in host 

countries, this may or may not be as a result of the influx of Syrian workers. For 

example, in Jordan, youth unemployment was already very high and has been an issue 

before the refugee influx. In addition, the unemployment figures in the formal and 

informal markets differ largely. In Jordan, though unemployment in the formal sector 

rose, unemployment in the informal sector actually dropped between 2010 and 2013, 

as this is where most of the Syrian refugees found work (IRC 2016). Finally, there may 

be evidence that the presence of the Syrian crisis has actually been able to create a 

positive effect on job creation, due to the fact that there are now more jobs available in 

the humanitarian sector in agencies, labour relations sectors, and the service sector. A 

World Bank report found that in Turkey, where a low wage Turkish workers may be 

passed over in favour of refugees, over the long term, humanitarian organizations 

actually created higher quality formal jobs that were filled by Turkish workers, thus 

creating job growth for the host country (World Bank 2016). 
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Syrian refugees are also able to contribute to their host country economies 

through business creation and investment, activities that create jobs not only for the 

refugees, but for the host country’s workers as well. For example In Turkey, 26% of the 

new businesses registered in 2014 had Syrian ownership or capital (IRC 2016). As well, 

the presence of Syrian refugees increases the amount of humanitarian aid that flows 

into a country’s economy which goes directly into the host country in order to create 

economic programs such as support, skills training, and capacity building for the host 

communities who, in turn, help the refugees through programs like entrepreneurial 

development, financial servicing, and vocational and technical training (IRC 2016). As a 

result, the UNHCR and UNDP have found that, for every 1 US Dollar given to the 

humanitarian effort, 1.6 USD of value is created. In Lebanon, the multiplier effect is 

even larger, with every 1 USD spent creating a 2.13 USD increase in the Lebanese GDP 

(IRC 2016). 

Despite this, public perception and tense relations between host countries and 

refugees have shaped the way some policy makers have made key decisions 

surrounding employment and aid. These negative public perceptions that come as a 

result of xenophobia or scapegoating have increasingly encouraged policy makers to 

hold out access to employment for these refugees. Politicians oftentimes use this 

scapegoating of Syrians as a way to boost their own political careers by playing on the 

fears of their constituents. Even politicians who are in power fear fallout in elections 
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and other ramifications if they were to ease the work permit process for Syrian 

refugees, despite the fact that this is not the best move for their economy. 

In terms of the greater macroeconomic landscape, the impact of the conflict in 

Syria has caused much larger macroeconomic effects on host countries than just influx 

of Syrian refugees. This is because the surrounding countries have lost valuable trade 

routes through Syria and must now use alternative routes that are much more 

expensive, thus increasing export prices and decreasing their competitiveness. As well, 

tourism and agriculture have both suffered, in addition to lost investor confidence and 

uncertainty in the entire region. 

With such a complicated and ongoing issue, it is important to note that there is 

no right or wrong way to approach any solutions. Even the best propositions will have 

mixed outcomes, however, there is growing evidence that Syrian refugees are able to 

play a vital part in their host country’s economy. As one journalist has noted, the Syrian 

Civil War has now lasted longer than the Second World War. As refugee savings, 

humanitarian aid, and public interest all become depleted, the current policies barring 

accessible employment options for Syrians are unsustainable. This comes at a time that 

would give host countries a chance to not only incorporate the refugees into the 

workforce, but also a way to restructure their own labour markets to better the lives of 

all parties.  
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Case Study: Israel/Palestine 
 
  The case of Palestinian refugees, in which many have faced prolonged exile, 

statelessness, and the refusal to be readmitted into Israel, presents a unique situation. 

Palestinian refugees constitute half of all refugees worldwide, and most have not been 

able to receive the nationality of their host countries, thus they remain stateless. The 

UNRWA estimates that there are more than 5 million registered Palestinian refugees, 

with around 1.3 million unregistered refugees (Khalil 2010). The unregistered and 

undocumented refugees are placed in an especially difficult situation because their 

numbers are near impossible to estimate, and by being unregistered by the UNRWA, 

they are also unable to receive their services, rendering them virtually legally invisible. 

Most of the Palestinians reside in refugee camps in Egypt, Jordan, Lebanon, and Syria, 

due to their proximity to historical Palestine, although many refugees are also seeking 

to leave Syria into Lebanon due to the Syrian Civil War. 

         In general, Palestinian refugees fall into three broad camps. The first and largest 

group consists of those who were displaced as a result of the 1948 nakba, in which 

around 700,000 Arabs either fled or were driven from their homes in the area that later 

became the state of Israel (Morris 2004), as well as their descendants. Then, in 1967, 

during the Six Day War, Israel seized the remaining Palestinian territories of the West 

Bank, as well as East Jerusalem, the Gaza Strip, and a few other territories in Egypt and 

Syria (Tahhan 2017). As a result, Palestinians lost almost all of what remained of 
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historical Palestine, creating the second group of refugees. The third group of refugees 

are those who do not belong in either the 1967 or the 1948 group but are still unable 

to return to Palestine due to a variety of reasons, from the denial of family reunification, 

deportation, or fear of persecution. 

         Due to the fact that many of the Palestinian refugees have been residing in other 

countries for decades, their education and employment profiles are rather different 

from other cases. Up until the late 1980s, when the PLO (Palestinian Liberation 

Organization) was expelled from Lebanon, the Palestinian refugees had some of the 

best educational conditions in terms of refugee camps. However, the combination of 

the PLO expulsion as well as the worsening political and economic situations in 

Lebanon led to a series of restrictions and UNRWA budget restraints that severely 

affected the quality of education for refugees. As well, with increased costs, more and 

more students lost motivation to continue their education, especially since there is an 

extremely discriminatory labour market, where there were severe restrictions on job 

opportunities. 

         When students do go to school, most of the schooling is done in UNRWA 

schools, because refugees are not able to afford the tuitions of private schools, and 

there is limited access to local schools in Lebanon for refugees, even though they must 

study under the Lebanese curriculum. 
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         In terms of higher education, which is a major factor in breaking the poverty 

barrier, most refugees have access to the Lebanese Universities but they are subject to 

quotas. However, though they are technically foreign students, foreign tuition has been 

waived so that they only have to pay the same tuition as their Lebanese counterparts. 

As well, the UNRWA awards scholarships to especially outstanding students, making 

higher education slightly more attainable. Despite this, 69.9% of the refugees in 

Lebanon above the age of 25 do not hold a high school certificate, with only 6.2% of 

the refugee population holding university degrees. As well, the average illiteracy rate 

among females is 11.3%, compared to 4.1% in males, and most of these barriers are 

due to the distances from the schools, restrictions on mobility, or the lack of means to 

buy school supplies. However, the net enrolment figures for elementary school children 

has seen an increase since 2010 through the efforts of UNRWA and their donors 

(Chaaban 2015). 
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Figure 6: Heads of households who have a primary education and above are 

less  susceptible of falling below the poverty line 

 

         In terms of employment, the ILO estimates that the labour force participation 

rate in the Palestinian refugee population in Lebanon is 41.8%, while the 

unemployment rate is 23.2% as of 2015. More than 70% of the workforce are 

employed in elementary occupations, such as the crafts and related trades, services, 

and sales. As a result, these individuals account for around 60% of the people in 

poverty. Meanwhile, legislator, senior officials, and managers do not have any 

instances of poverty, however, they only account for 0.4% of the population. Instances 

of poverty decrease by up to a third when the head of the household has more than a 

secondary education, again linking the importance of education for escaping the 

poverty barrier (Chaaban 2015). 
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However, although education could be a way to attain a decent waged job, 

there are also legislative issues at hand. Only 6% of the refugee population hold a 

legitimate work permit, which requires a work contract signed by the employer, 

documents, and the promise by the employer that they will pay their employees more 

than the minimum wage. As a result, 86.5% of the workers do not have a contract and 

work as either wage labourers or within the informal economy (Chaaban 2015), 

meaning they are subject to less ideal working conditions without direct regulation by 

the government, and face more uncertainty in their employment. 

Figure 7: Poverty is more prevalent in occupations requiring low skilled labour 
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         While the relations between Palestinian refugee camps and their host countries 

have had decades to develop, it is still clear that their economic impact and 

unemployment figures are similar to overall trends in all refugee populations. Efforts 

made by the Lebanese government have proved to be slightly effective, but this was 

done through decades of work by NGOs such as the UNRWA. 

  

 

Questions to Consider 

1. What type of role can intergovernmental agencies play in the economic 

development of refugees? 

2. What is the extent to which host countries should help refugees in the 

employment process? Where should NGOs step in? 

3. In terms of breadth versus depth, should the creation of high quality jobs be 

seen as a priority over lower skilled jobs that could employ more people? 

4. What general policy trends should be enacted by host countries to promote 

refugee labour force participation in the formal market? How can success be 

measured? 
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INTERNATIONAL BLACK MARKETS AND CURRENCY VALUATION  

 

Topic Background 

 

The term black market refers to a shadow economy in which the transactions of 

goods and services are done without compliant behaviour set by an institution or 

government. In other words, it is the “market-based production of goods and services, 

whether legal or illegal, that escapes detection in the official estimates of GDP” 

(Schneider). 

There are four major types of underground economies: 

● The “Illegal Economy” refers to any economic activities that involve the 

production and distribution of prohibited goods and services. This includes the 

trafficking of drugs, arms, and humans 

● The “Unreported Economy” refers to economic activities in which taxes are not 

paid to the tax authority. Tax evasion is a main driver of the underground 

economy because vendors can sell their goods and services at a discounted 

price 
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● The “Unrecorded Economy” includes activities in which certain economic 

statistical measurements are not mentioned to the government, such as income 

● The “Informal Economy”, also known as the “Grey Economy” is the economy 

that is not governed by any central authority nor is it taxed. The Grey Economy 

mostly refers to the shadow labour market, in which services are done “under 

the table” or “off the books” 

It is important to note that black markets and underground economies exist in 

every economy of the world. As of 2009, the size of the shadow economy as a 

percentage of the world’s GDP is estimated to stand at 22.67% (Elgin, Oztunali) and 

employs approximately 1.8 billion people. 

Richer regions generally having less black market activity compared to the 

global average. The highest percentage of black market activity as of 2012 is Sub-

Saharan Africa, in which the size of its shadow economy is 43.06% of its GDP. However, 

the true size of the shadow economy is extremely difficult to measure due to the lack of 

records or regulatory oversights but obtaining accurate statistics on the size of the 

black market is crucial when making policy decisions by seeing how much of a 

country’s resources are being allocated to the shadow economy, as well as who is 

engaged in the economy and the frequency and magnitude of the activities. 
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Figure 1: Size of Country’s Underground Economy as a Percentage of GDP 

 



46 BERKELEY MODEL UNITED NATIONS 
 

 

Figure 2: GDP weighted shadow economy size (as % of GDP) over time 

 

         It is interesting to note the spike in the black market activity starting around 

2007 which could be attributed to the beginnings of the global economic crisis that 

would continue throughout 2009. This spike could support the fact that the shadow 

economy’s activities run countercyclical to the economic cycle, in that, when there is a 

recession in the legitimate economy, the shadow economy experiences an 

expansionary period.     
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The causes and effects of the shadow economy differs from country to country but in 

general, the participation in the shadow economy by individuals could be seen as a 

response to their feelings of being “overburdened” by the state through their 

impositions of taxes, social security contributions, regulations within the official 

economy (especially the labour market), and declining trust in the state. 

Governmental taxing is one of the leading causes of the increased prevalence of 

the shadow economy in the world. When the difference between the cost of labour in 

the official economy and the earnings earned after taxation increases, so too does the 

incentive to participate in the shadow economy in order to avoid paying this 

difference. This difference is mostly driven by the frameworks of the social security 

system set into place by the government, as well as the tax burden of the government. 

While the size of the shadow economy is directly proportional to the amount of tax 

burdens, the amount of marginal income tax rates, and labour market restrictions (i.e. 

the shadow economy increases when tax burdens, income tax, and restrictions 

increase), increased governmental strength and efficiency can negate the effects and 

cause a decrease in the informal sector. 

Another factor that contributes to an increase in the shadow economy is the 

amount of government regulations in the official economy. In this case, regulations can 

be measured by the amount of laws and requirements for businesses, such as licenses, 

foreign worker labour restrictions, trade barriers, and so on. 
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As well, an argument can be made that the social welfare system can create less 

incentives for those who are unemployed to work in the official economy because they 

could seek a higher overall wage by working in the underground economy while having 

supplemental government transfers due to social security since they are seen as 

“unemployed”. 

Finally, the state as a whole suffers when there are shadow economic 

transactions due to the fact that there is a decrease in the overall state revenue. This 

reduces both the amount of public goods and services, as well as the overall quality. 

Fixing this would entail a higher tax rate, which causes more incentive to avoid the 

administration and participate in the shadow economy. A 1998 study by Johnson, 

Kaufmann, and Zoido-Lobaton show that “smaller shadow economies appear in 

countries with higher tax revenues, if achieved by lower tax rates, fewer laws and 

regulations, and less bribery facing enterprises” which could be an explanation as to 

why the OECD countries have, on average, some of the lowest shadow economy 

participation rates compared to the rest of the world. 

The effects of the shadow economies on the overall economy differ depending 

on the different macroeconomic models that can be applied. One hypothesis states 

that “a substantial reduction of the shadow economy leads to a significant increase in 

tax revenues and therefore to a greater quantity and quality of public goods and 

services, which ultimately can stimulate economic growth” (Schneider). A study 
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conducted by Loayza in 1996 finds that an increase in the size of an informal economy 

causes a reduction in the official economy’s growth if the official economy has 1) a 

larger than optimal tax burden and 2) has weak regulatory tax enforcement. 

An opposing view based on neoclassical theories states that the shadow 

economies are created as a response to economic demands for urban services and 

small scale manufacturing operations. As a result, participation in the shadow economy 

is simply adding to the entrepreneurial spirit and creates more competition in the 

market, as well as higher efficiency for the consumer and limits on government 

activities. This means that, now that consumers are given a choice between the official 

and unofficial sectors, they will provide higher potentials for economic growth so that 

increases in the shadow economy correlate positively with growth in the official 

economy. 

         Examples of some of the traded goods and services in the underground 

economy include the illegal drug trade, human trafficking, prostitution, arms trafficking, 

animals and animal by-products, biological organs, transportation services (i.e. illegal 

taxicabs), counterfeit consumer goods, copyrighted media, fuel, and – the focus of this 

committee – currency itself. 
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The Currency Black Market 

 

         The Currency Black Market is an alternate market of foreign exchange within a 

country. Oftentimes it runs parallel to the official foreign exchange market and is an 

illegal operation due to the fact that the currency black market does not operate within 

legal banking channels. 

         The Currency Black Market exists due to a variety of different reasons. 

According to Investopedia, they tend to exist in countries who have: 

● Unstable economic policies, such as high rates of inflation, or limited amounts of 

foreign currency on hand held by the central monetary authority (for example, 

the Federal Reserve in the United States) 

● Controls in place that limit the amount of foreign currency that citizens can own 

or withdraw 

● Low morale amongst citizens in the value and strength of their domestic 

currency with respect to the international foreign exchange market 

● A fixed exchange rate regime where the domestic currency is pegged to 

another country’s currency. For example, the Hong Kong Dollar is pegged to 

the US dollar such that its exchange rate is always between 7.75-7.85 Hong 

Kong dollars to 1 USD (Li) The reason why some countries choose to have a 
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fixed exchange rate is because the currency to which they peg their rates is 

usually more stable and would encourage increased international trade 

As a result of these factors, citizens tend to prefer holding on to foreign currencies in 

case in order to hedge against the risks of deflation of their own currencies. Sometimes 

though, the central bank may limit the amount of foreign cash available. This high 

demand compared to the low supply means that, most of the time, it is almost 

impossible to buy foreign currencies with the domestic currencies at the official 

exchange rate. This gap between supply and demand is oftentimes substituted by a 

black market where rates could be drastically higher or lower than the official rate. In 

fact, this black market rate of foreign exchange can most likely be a better inflation 

measurement than the official market rate since the unofficial rate can respond much 

quicker to changes in supply and demand without governmental interference. 

Possible solutions to limiting the amount of black market currency trading would 

be to enact open market measures while raising the confidence within the country’s 

domestic residents in the value of their domestic currencies. As well, the floating 

exchange rate model of foreign exchange could decrease some black market activity. 

As opposed to the fixed exchange rate model, the floating exchange rate model is a 

flexible exchange rate system that relies solely on supply and demand of foreign and 

domestic currency. Much like the shadow exchange rate systems, a floating exchange 

rate system requires minimal government intervention and depends on the laissez-faire 
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philosophy of a free market economy. Theoretically, in a floating exchange rate model, 

countries could focus on maintaining other aspects of their economy, such as 

controlling inflation, unemployment, etc. without worrying about external aspects like 

controlling the exchange rate. However, in today’s society, a pure floating exchange 

rate system does not exist. Instead, a “managed float” system is usually set in place in 

which central banks may be able to step in and allow for some exchange rate 

intervention when there are signs of clear risks to the economy due to unforeseen 

shocks such as supply shocks or capital flights. 

 

Figure 3: Floating Exchange Rate Systems Rely Purely on Supply and Demand 
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Case Studies 
 

Case Study: Cryptocurrencies 
 
 The recent hysteria amongst investors and the media alike around Bitcoin has 

pushed the topic of cryptocurrencies as a financial instrument into the limelight. 

Cryptocurrencies, such as Bitcoin and Ethereum, are defined as “a medium of 

exchange that functions like money (in that it can be exchanged for goods and 

services) but, unlike traditional currency, is untethered to, and independent from, 

national borders, central banks, sovereigns, or fiats” (Latham 2015) where fiats refer to 

currency that are regulated and issued by a central bank. Although the value of 

cryptocurrencies is heavily volatile, prices continue to rise, with Bitcoin reaching 

upwards of $15,000USD in 2017. Unlike with online banking transactions that are 

heavily regulated and tracked, exchanging cryptocurrencies between two parties is 

much like using a banknote, in which one party passes money onto the other without 

any oversight from a governmental authority. It is precisely this decentralization of 

monetary exchanges that appeal to its users and is leading to the new revolutionary 

way in which money is moved from one wallet to another. At the same time, however, 

it is important to consider the impacts it will have on the world’s economy, in terms of 

the legalities, regulation (or lack thereof), and ramifications that come with a 
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decentralized currency. 

 

 

Figure 4: The market cap for cryptocurrencies has reached historic highs towards the end of 2017 

 

 Although the majority of cryptocurrency is used for innocuous purposes, such as 

money transfer or as an investment, there are various instances in which 

cryptocurrencies have played a large role in illicit transactions. The cryptocurrency 

Monero, was created with the purpose of emphasizing its security and anonymity and is 

especially popular in the online illegal drug trade. Unlike other cryptocurrencies in 

which the owners and their IP addresses are public information, Monero uses a special 

encryption protocol on a private blockchain which is able to protect the users’ 

identities without having to go through dark web servers such as Tor (Greenberg 2017). 

Monero’s complete privacy makes it appealing to use on the dark web – an online 



BERKELEY MODEL UNITED NATIONS 55 
 

black market that sells anything from narcotics, drugs, credit card information, to the 

hiring of criminals or hackers for cyber attacks that can be accessed through using 

special security browsers such as Tor or I2P. In fact, the sole way of performing 

transactions on the dark web is by using cryptocurrencies, which will allow both the 

buyer and the seller anonymity in order to hide their identities from law enforcement.  

Though it may seem impossible to trace back cryptocurrency transactions to 

criminals, there are still ways for law enforcement agencies to do so, although it is both 

time consuming and tedious. The process involves tracing individual transactions and 

building up a portfolio of suspicious online activity that can be attributed to a certain 

user. Over time, investigators can eventually link the profile to a certain IP address and 

physical location (Bohannon 2016). Another way to trace cryptocurrency activity can be 

done whenever cryptocurrency is converted back into a fiat currency, since the bank 

accounts would now be able to be traceable with contact information. These processes 

are not uncommon in developed countries when busting money laundering or drug 

dealing operations, however, many cyber attacks and cyber criminal activities tend to 

originate in less developed countries, where the law enforcement is rather corrupt or 

the state is facing unrest. In these situations, cybercriminals can continue their 

operations with fewer threats since the crackdown of cybercrime does not usually pose 

a primary focus for the government in these areas (Bohannon 2016). However, cyber 

attacks and illegal black market transactions will only be effectively combatted through 
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global cooperation and international regulation and enforcement, thus all solutions 

must consider involvement that can be enacted by the entire international community.  

 The legality behind the use of cryptocurrencies varies from country to country 

depending on the purpose for which they are used as well as by whom. Many 

governments have warned against the use of cryptocurrencies or have banned them 

altogether due to the lack of legislation and regulation. The use of cryptocurrencies by 

large firms or agencies is banned by several countries such as Colombia, China, and 

Russia (Heintze 2014), but recently, China and Russia have been experimenting with 

the use of blockchain technology in their own banking systems since the decentralized 

ledger system is extremely effective in preventing fraud. The People’s Bank of China 

has even gone a step further by conducting preliminary research on an entirely new 

digital currency that is backed by the government. This hybrid fiat-cryptocurrency that 

has the backing of a central government with the security of cryptographic assets 

would not only give consumers confidence in the currency, but also allow governments 

to have a hand in its regulation since they are inherently invested in the development 

of such a system. In doing so, central banks could control the digital currency market 

much like they do with traditional fiats, such as performing open market operations, or 

setting accounting rules. However, up until now, most cryptocurrency systems are third 

party systems, and there is no major regulatory or international governing body set in 

place for the digital currency market. This is important to consider when issuing any 
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recommendations for potential actions and enacting unilateral policies. 

 Currently, cryptocurrencies and the revolutionary technology behind them, 

blockchain, have a huge potential to disrupt many different industries, not just financial 

systems, with applications ranging from secure online voting booths to decentralized 

file storage. However, without a doubt, the widespread popularity and use of 

cryptocurrencies will have many financial and economic ramifications, from taxation 

and monetary policies, to how governmental central banks can operate. The virtually 

untraceable, secure, and anonymous transactions also mean that these transactions are 

untaxable, thus individuals can effectively use cryptocurrencies to dodge taxes. As well, 

since cryptocurrencies are decentralized, there is no way of allowing a central bank to 

manage interest rates, which is the major way in which many economic regulatory 

agencies around the world manage the economy. Some individuals may view this in a 

positive light as a way to achieve true economic freedom from the government, but 

this reliance on a pure market system will also mean that the ability for governments to 

fight back on recessions, economic crises, or even managing their own budgets, will be 

extremely limited. 

 While cryptocurrencies may be the next financial revolution, the unregulated use 

of cryptocurrencies could be detrimental to national economies as well as their prolific 

usage on black markets for fuelling not only typical black market activities, but also 

cyber warfare and cyber terrorism. The regulation of cryptocurrencies requires 
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unilateral cooperation amongst all countries, because the digital world is truly a global 

entity. 

 

Case Study: Venezuela 
 
The collapse of the Venezuelan economy over the past three years has resulted in 

shortages of food and medicine as well as triple digit inflation, and can be seen as a 

prime example of the detrimental impacts of a black market currency exchange. Those 

who are opposed to the current post-Chavez administration (and his party, the United 

Socialist Party of Venezuela, or PSUV) blame the collapse of oil prices in 2014 as the 

main impetus to the decline, as well as anti-business policies, populist overspending, 

and nationalizations during years prior to the fall of oil prices. However, from 2004 until 

2014, when the Hugo Chavez administration had control over oil prices, the 

Venezuelan economy was growing healthily. Residents saw their real income increase 

by 2% annually, while poverty fell by 49% and extreme poverty fell by 63%. In addition, 

millions of people were able to access healthcare and education (Weisbrot 2016). It 

comes with no surprise that proponents of Chavez, known as chavistas, after witnessing 

the flourishing of the economy, voted in the PSUV for another term in December 2015, 

with 41% of the votes, despite the fact that they were only in the beginning stages of 

the economic recession, facing shortages of consumer goods, and seeing an 
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inflationary index of over 180 percent (Weisbrot 2016). 

  

Figure 5: The quality of life in Venezuela has drastically declined as their currency is becoming 

increasingly devalued and inflation is uncontrollably high 

 

 

 The story of Venezuela’s economic recession begins at a point that precedes the 

dip in oil prices. In the fall of 2012, the government reduced the amount of foreign 

exchange that was readily accessible. In February 2013, they did the same thing again. 

During this period, the amount of basic goods began to decrease until shortages 

accelerated, as well as inflation. Since it became extremely difficult to obtain foreign 
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currency, the black market price of the dollar also skyrocketed, despite the fact that the 

official exchange rate was 6.3 Venezuelan Bolivares Fuertes (Bs. F) per US Dollar. With 

the black market price of the dollar being so high, so too did the price of imported 

goods, further driving up inflation. At the same time, people viewed the dollar as being 

more favourable and secure since it will not lose value in the face of inflation. However, 

once again, this contributes to inflation, causing an “inflation-depreciation” spiral until 

by the end of 2015, annual inflation was at 180% up from 18% in October 2012, and 

the black market rate of inflation was at 833%, up from 13% in October 2012. What 

made matters even worse was when the price of an oil of barrel plummeted to $48 in 

January of 2015, down from $100 in the first quarter of 2014. Since the majority of the 

government’s revenues came from selling oil, this fall in oil prices caused the 

government to print more money to cover expenses, further accelerating inflation. 

 In March 2016, things seemed to be turning around for the better, with the 

parallel market rate of exchange dropping from its peak price of 1,211 Bs. per dollar to 

1,025 (a 15% drop). However, around the same time, the government set up a third 

market of currency exchange to combat the black market currency exchange known as 

the SIMADI, or DICOM, and they allowed the price of the dollar to increase to upwards 

of 600 Bs. per dollar, which is still more than 60 times the official rate of exchange (10 

Bs. per dollar). The lull in black market prices could also indicate worsening conditions 

of the recession since there is now less demand for dollars because there are simply 
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fewer people who have enough money to afford dollars (Weisbrot 2016). 

 The future of Venezuela looks even more grim, with the IMF projecting that one 

in four Venezuelans will be unemployed this year, and by 2022, the unemployment rate 

will surpass 36%, compared to around 10% in similar resource based Latin American 

countries such as Brazil, Argentina, and Colombia (Leatherby 2017). As well, it is not 

possible for the economy to recover under its current multiple exchange rate markets. 

This large difference in rates also gives large incentives for corruption, as those who 

have access to the official rate can easily sell the dollars they purchased at 100 times 

the price at which they bought. In addition, the many government subsidies for basic 

consumer goods is costing the administration immensely. For example, gas is heavily 

subsidized and costs around one US cent per litre (using the SIMADI exchange rate), 

and the same could be said for electricity and natural gas. As a result, these subsidies 

cost the government 13 percent of the GDP, in addition to the revenue lost by the 

inefficiencies of the official exchange rate systems. As well, previous price controls 

enacted by the government is further impacting the livelihoods of its citizens, while 

overall consumer prices are facing inflationary increases of 180%, because food prices 

face price controls, their prices have increased 300% in 2015, demonstrating that price 

controls are not working. 

 A team of economists was formed by the Union of South American Nations 

(UNASUR) in 2016 and have proposed a series of action steps that could ameliorate the 
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situation. The first recommendation is to unify the three current exchange rate systems 

by having the government create a floating rate through auctioning off a certain 

amount of dollars each day. A floating rate means that the rate is determined solely 

through supply and demand, and though this may seem frightening to some people, 

the equilibrium price is expected to reach somewhere well below the current black 

market price of 1,000 Bs. per dollar. In addition, the energy subsidies could gradually 

be phased out while food prices should be stabilized via subsidies that are already in 

place for lower income families but can now be expanded to a larger percentage of the 

population. In addition, wages should be matched to the inflation prices. 

 These proposals are not met without critiques from the left, including the 

chavistos of the leftist PSUV party, who view a fixed exchange rate as socialistic, while 

the floating exchange rate is a capitalistic, “free market” type of reform. However, the 

current black market alternative exchange system is precisely the “capitalism salvaje” 

(“savage capitalism) that Hugo Chavez himself used to denounce, as it is one of the 

most destructive free market practices that could exist. As well, though the IMF 

supports the continued practise of having overvalued exchange rates, this came with 

detrimental results in a number of Asian countries, as well as Argentina, Brazil and 

Russia throughout the last few years of the 90’s. 

 Venezuela can be used as an example of how a parallel informal black market 

currency exchange could be detrimental to an already struggling economy, and though 
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there are many social and political challenges that must be overcome when trying to 

escape the recessionary period, unifying the exchange rate markets could be seen as 

the first step into the right direction. 

 

 

Questions to Consider 

 

1. What are the advantages and disadvantages of using a laissez-faire system for 

currency? 

2. What are the implications of having an unregulated financial market, either a 

black market currency exchange or an online cryptocurrency exchange? 

3. What are the risks of using cryptocurrencies over fiat currencies for countries and 

how should cryptocurrencies be regulated? 
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