
 



THE GENOCIDE CONVENTION 

Article I. The Contracting Parties confirm that genocide, whether 
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of the group; b) Causing us bodily or mental harm to members of the 
group; c) Deliberately inflicting on the group conditions of life 
calculated to bring about its physical destruction in whole or in part; d) 
Imposing measures intended to prevent births within the group... 
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Preface 

Behind Russia’s 

Catastrophic Liberal 

’Reforms’: A Fatal Pattern 
of Policy-Shaping 

by Lyndon H. LaRouche, Jr. 

Russia might outlive Thatcherism. 
At the time the English edition of Dr. Sergei Glazyev’s book goes 

to the printer, we have reached the point of successive economic 
collapses of not one, but, now, both of the principal super-power 
alliances which had dominated the post-Franklin Roosevelt world. 
At the present moment, there is no scientific way of foretelling on 
which week the present International Monetary Fund-dominated 
world financial system will collapse, but it is nonetheless certain, 
that that system is doomed, and that soon. 

For the period immediately ahead, we can be certain of only two 
facts about the world economy as a whole. First, we may be certain, 
as many leading bankers and others are certain today, that the 
present, hopelessly bankrupt IMF system, is at the brink of either 
one, or a series of precipitous systemic, fatal, chain-reaction implo- 
sions. Only the exact date and choice among several probable deto- 
nators of that general collapse remain uncertain. Second, we know, 
that either the present world financial system will be put into bank- 
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ruptcy-reorganization, that by joint action of some of the world’s 
leading nations, or the system will simply disintegrate of its own 
accord. In the latter case, the result will be the unleashing of a 
virtually global, economic chaos. A collapse of the latter sort would 
plunge most, or all of the world into something echoing Europe’s 
mid-fourteenth-century "New Dark Age," perhaps for decades to 
come. 

In the case of the 1989-1991 disintegration of the Comecon and 
Soviet Union, it is arguable that many among the contributing 
causes for that collapse were of a voluntary nature. Which were 
those mistaken choices of action and inaction, by the Soviet leader- 
ship, is still being debated; but, the fact that some grave errors 
of choice occurred, is not debatable. At bottom, whatever those 
voluntary errors of leadership were, the essential fact is, that the 
collapse of the system was ultimately not simply the result of some 
isolable bad individual decisions; the bad decisions were the out- 
come of a pervasive systemic flaw within the decision-making char- 
acteristics of the system within which particular decisions were 
made. 

The same judgment must be passed on the presently collapsing 
world financial system: the so-called "IMF system." After all second- 
ary questions are taken into account, the reason the present world 
financial system is now disintegrating, is simply that any system of 
the special functional characteristics described by my ’Triple 
Curve," the characteristics of the decision-making of the present 
IMF system, must cause that system to disintegrate. 

Therefore, we must say, that the reasons for the presently ongo- 
ing collapse are of a systemic, rather than an accidental nature. 

For example, it was President Richard Nixon’s follies of August 
1971, which launched what has been demonstrated to have been 
an inherently ruinous "floating-exchange-rate monetary system," 
the present IMF system. It might seem that any of Nixon’s succes- 
sors among the leaders of the G-7 nations, could have, theoretically, 
reversed the 1971-72 blunders of Nixon, George Shultz, et al. In 
fact, they did not do so; instead, the later decisions made, simply 
made things much worse than Nixon’s blunder had done. When 
one takes into account the powerful interests which usually control 
the election and downfall of governments, perhaps the bottom line 
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is, that those officials simply lacked the ability to make anything 
other than foolish decisions on these matters of long-term trends 
in monetary, financial and economic policies. 

The reasons the Atlantic powers did not reverse the terrible 
monetary-policy blunders of 1971-1976, lie in the systemic, policy- 
shaping characteristics of the dominant factions within that social 
formation fairly identified as the London-led "Atlantic establish- 
ment." It was not any one policy which has steered the present 
IMF system from the folly of August 1971 to the fatal "derivatives 
bubble" crisis of today. The fault behind the onrushing doom of 
the world’s present financial system, lies not with individual policy- 
decisions, but in an ultimately fatal pattern of policy-shaping innova- 
tions. Typical of what have proven to have been the most crucial 
among such follies, were those introduced by the trans-Atlantic 
powers under the influence of the long reign of the Mont Pelerin 
Society’s British Prime Minister Margaret Thatcher. 

That point should be repeated. The fault lies not in any particular 
decision, as such; the fault lies in the social and ideological charac- 
teristics of today’s "Atlantic establishment," just as the collapse of 
the Soviet system flowed from the ideological and related character- 
istics of its establishment. The fault lies in the habituated, ideologi- 
cally charged pattern of changes of decision, an ordering of changes 
which shape the "planetary" orbit of the net effects so produced. 
We say, therefore, that the fatal trajectory of events is, like a planet’s 
orbit, essentially systemic, not the result of several isolable policy- 
decisions on direction made along the way. 

Thus, in both doomed cases, the fallen Soviet system, and the 
presently doomed IMF system, the ultimately inevitable doom of 
the system lies in what may be viewed as the characteristic behavior 
of the species�the characteristics of that species of system. 

The rabbit who is killed by the automobile, had the physical 
ability to avoid that risk; it was the characteristic of the rabbit’s 
nature, to choose the new decision which then doomed it to serve 
the pleasure of the waiting crows. The skilled hunter relies upon 
his or her knowledge of the inhering follies of the intended prey’s 
inhering behavioral traits, just as the skilled military tactician regu- 
larly outflanks his unwitting intended prey. Animal species can 
learn, but they can not improve upon the axiomatic assumptions 
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which govern their behavioral propensities. The doom of any lower 
species is, therefore, systemic, rather than the accidental result of 
the animal’s isolated decisions. 

The doom of social and political systems, lies not in any one or 
several among the decisions leading into that doom. Human beings, 
and therefore societies, have the ability to change the characteristics 
of a society’s mass behavior. The cause of the collapse of a society, 
is, rather, those flawed, axiomatic habits of decision-making which 
the system itself stubbornly refused to change. So it was with the 
Soviet system; so it has been with the 1971-1999 pattern of decision- 
making by the IMF’s establishmemt. 

Therefore, in examining the self-inflicted doom of once-powerful 
political systems, we must focus on both the similarities and qualita- 
tive differences between the lower animal species and human be- 
ings. The difference lies in the rational options always implicitly 
available to human beings. Therefore, the crucial issue is, the poten- 
tial of societies, using reason, to survive, by recognizing and correct- 
ing the follies of their own seemingly built-in, axiomatic assump- 
tions. 

The analogy for such fatally flawed decision-making by the two 
presently doomed systems, is the problem posed by the way in 
which the mathematician’s adoption of any specific set of definitions, 
axioms, and postulates, dooms that mathematician to adopt only 
those theorems (e.g., policy-decisions of practice) which are consis- 
tent with his (often unwitting) axiomatic assumptions. If his opinions 
are shaped, like theorems, by the wrong set of definitions, axioms, 
and postulates, every crucial theorem he develops will be wrong. 
Such errors are systemic, and neither accidental, nor transitory 
in nature. 

If that kind of policy-shaping error is adopted by a society, that 
society is ultimately doomed by its stubborn acceptance of its own 
"generally accepted ideas." This defines what we must regard as 
the true cause of a systemic collapse, as distinct from a temporary 
collapse which might be caused by a series of accidental mistakes in 
choice of policy. That is the difference between a systemic economic 
crisis, such as the present world crisis, and a mere temporary, 
cyclical crisis in an otherwise successfully ongoing economic 
system. 

So, Dr. Sergei Glazyev and I, as others, have been impelled to 
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study the systemic, rather than merely accidental reasons for the 
apparently imminent doom of both the Soviet system and its neo- 
liberalism-dominated Russian successor. For me, that is the most 
important implication of his book. On the problems and options 
presented to Russia’s economy today, he is an exceptionally quali- 
fied insider. Such Russian specialists must sort out what was valid 
in the former Soviet system, and distinguish that from the causes 
of the systemic collapse of both that system and the doomed liberal 
experiment which followed. 

Similarly, I, like any serious patriot of the present-day economies 
of the USA or western continental Europe, must define both the 
virtues and follies of post-Franklin Roosevelt U.S. economic 
systems. 

We have come to the point, that the present IMF system is 
hopelessly doomed to an early end. Either we change the system 
fundamentally, or we must expect a plunge deep into a prolonged 
period of vast devastation. That catastrophe few nations, if any, were 
likely to survive. To prevent that, we must act, very soon, to change 
the system systemically. We must sweep aside, and replace, many 
of what have become, over the interval 1971-1999, the most passion- 
ately adored among the post-1971 changes in the present world 
financial, monetary, and economic system. 

To save civilization, we must act immediately, to change the 
present world system in a most sudden and radical way. Otherwise, 
all of us are berthed on a sinking world-economic Titanic, with no 
lifeboats available. 

To make such radical and sudden changes, two preconditions 
must be satisfied. First, the USA must find a powerful array of 
accomplices among nations of the world. These nations, acting in 
concert, must make those sudden and sweeping changes, which 
eliminate immediately the present IMF system, and introduce its 
healthy replacement. Second, we could not bring such agreement 
about in a timely fashion, unless the authority of successful prece- 
dents from the pre-1971 period could be invoked as proof of what 
might work to replace the presently doomed, post-1971 evolution 
of the IMF system. 

The nations which must be brought together to make such a 
quick decision, must be a group of sovereign nation-states represent- 
ing a majority of the world’s population. This includes, together 



xii PREFACE 

with the President of the USA, the sovereign governments of Dr. 
Glazyev’s Russia, China, India, at least some nation from western 
continental Europe, plus other states of Eurasia, Africa, and the 
Americas likely to rally to the same effort. 

On this account, the lessons of the successful experiences of 
those nations’ past must be taken into account. Dr. Glazyev’s role, 
his background as a professional economist, and his several impor- 
tant roles as a leading youthful, upcoming figure of a Russia whose 
participation is essential to the USA and other prospective partners, 
make his knowledge and opinions of special included importance 
to all those, in every nation, who must be assembled to establish 
the urgently needed new world monetary system. 

On both sides of the former divide, I, for example, for the USA, 
and Dr. Glazyev, for example, for Russia, these are the types of 
issues which serious policy-shapers must consider, in searching for 
happy ways out of the presently threatened common doom of both 
former strategic systems. The English-speaking reader, including, 
one would hope, President William Jefferson Clinton, should view 
Dr. Glazyev’s book with that thought in view. 

�September 17, 1999  



Author’s Foreword 
To the Second Russian Edition 

The present work is in three parts, the first of which analyzes 
the results of six years of "the great turmoil." The second examines 
the tendencies for formation of a New World Order, and Russia’s 
place in it. These two sections deal with the present condition of 
Russia and the directions of its social and economic evolution. The 
third part is devoted to prospects for the development of the country 
and characterizes the basic lines of an economic growth policy, 
oriented toward activation of the competitive advantages of the 
Russian economy, its internal reserves and potentialities, and its 
optimal integration into world economic relations. It surveys the 
still existing possibilities to restore Russia’s might and prosperity, 
against the backdrop of the gloomy tendencies of recent years. 

The groundwork for an economic growth policy, developed here, 
shows that there are alternate scenarios of economic and overall 
social development, and supports the argument that the catastrophic 
results of the past six years were contingent in nature, following 
from the conscious policy of the oligarchy that ruled the country. 
Its exploitation of power for purposes of personal enrichment effec- 
tively led to genocide against the Russian people. 

The bankruptcy of that policy of destruction of the country’s 
productive forces, which transpired on August 17,1998, opened up 
possibilities for a change in economic policy, in the direction of an 
upswing of production and prosperity for the people, and the cre- 
ation of conditions for economic growth and an increase in the 
competitiveness of the Russian economy. The leading organizers 
of the genocide have been removed from power. The influence of 
the parasitical oligarchy of financial speculators has been reduced, 
as a result of the destruction of its established practice of appropriat- 
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ing the country’s national wealth, which vanished together with the 
collapse of the system of state finances. Thus, an opportunity has 
been created for the rebirth of Russian statehood and a transition 
from a policy of destruction and genocide, to a constructive policy 
in the national interest. 

Each part of this work stands on its own. The purpose of combin- 
ing them in a single monograph is to point up the choice facing 
the country today: Either we passively submit to a suicidal policy 
of self-destruction and the colonization of Russia, which has been 
imposed from the outside by deception and graft, or we concentrate 
the political will of society’s healthy forces on the goal of breaking 
the tendencies that have been so catastrophic for the country and 
the Russian people, and move to a scientifically grounded strategy 
for economic growth, improvement of the people’s welfare, and 
restoration of the spiritual-intellectual strength and the scientific 
and technical potential of the Russian State. 

�November 1998  



PART I 

Genocide 

(October 1993-August 1998) 

The August 17, 1998 collapse of the radical reform policy, con- 
ducted since 1992, provides the occasion to assess the results of 
the new Russian revolution. After the destruction of the country’s 
productive forces, and its economic and financial system, we face 
a historic choice once again. This time, it may be final. With the 
change of government in September 1998 and the weakening of 
the positions of those, whose policy it was to turn Russia into a 
colony, there is a possibility to make that choice from the standpoint 
of our national interests. It is important for the relevant decisions 
to be taken in full consciousness, which means that the period of 
revolutionary transformations (which we date from the moment of 
the breakup of the USSR in 1991, to the financial collapse of August 
17, 1998) must be subjected to an objective evaluation. 

The policy of self-destruction of the economic system of the 
State, which was carried out in Russia after 1992 in the guise of 
liberal economic reforms, cast off the shackles of legality and be- 
came economic genocide against broad layers of the population, as 
a result of the coup d’etat of September-October 1993. After the 
shelling of the Russian Parliament at the beginning of October 1993, 
the victorious revolutionaries felt that they could commit any acts 
whatsoever, with impunity, whereupon they turned the reforms in 
the direction of their own personal enrichment: The privatization 
of state property, as well as financial and budget policy, became 
synonymous with lawlessness and corruption. From a political and 
juridical standpoint, therefore, the policy of genocide should be 
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2 GENOCIDE 

reckoned from October 1993, when the revolutionaries usurped 
power and assumed full responsibility for the formulation and con- 
duct of social and economic policy. Having gotten free rein for the 
implementation of their intentions, they carried out, under cover 
of market reforms, a consistent policy of appropriating the national 
wealth and colonizing the country for the benefit of international 
capital, the consequences of which have been catastrophic for the 
Russian people. 

There is not yet a coherent opinion among the public, about the 
results and the effectiveness of the revolutionary transformations 
that took place. The partisans of the policy that was pursued give 
high marks to certain outward effects: the absence of queues, the 
saturation of demand, and the freedom of each person to do as he 
pleases. Its opponents refer to the monstrous economic depression, 
the social catastrophe that has gripped the majority of the popula- 
tion, the growth of crime, and the de facto loss of national indepen- 
dence. The former define these deprivations as a "transformation 
recession," attributing them to some objective causes, while the 
latter call it a "systemic crisis," which stemmed primarily from the 
type of economic reorganization policy that was carried out. 

It is important to give a precise definition of the content of the 
policy that was implemented, from the moment of the breakup of 
the Soviet Union and the beginning of radical reforms in 1992, 
through to August 17, 1998, not only for the sake of comprehending 
what happened, but also in order properly to plan for the future. 
This definition ought to reflect an interpretation of the implemented 
policy that subsumes the objective, factual domain and the value 
and idea content, as well as an evaluation from the standpoint of 
law. It should be given in precise juridical terms, defining the re- 
sponsibility of the ruling authorities before society, in order that 
each citizen may have a clear idea of what is happening in the 
country. Such an adequate evaluation of the changes that have 
occurred and the present situation is also necessary for the develop- 
ment of a constructive action program, aimed at the elimination of 
threats to the national security, and at overcoming the crisis. 

The precise definition, as will be shown below, is the concept of 
"genocide," used in international law. 



1 Definitions 

Let us recall that in 1954 our country adhered to the United 
Nations International Convention on the Prevention and Punish- 
ment of the Crime of Genocide. According to this Convention, 
genocide is defined as a crime, committed "with intent to destroy, 
in whole or in part, a national, ethnical, racial or religious group, 
as such." The Convention emphasizes that genocide by no means 
has to entail the use of physical violence or the conduct of war. 
Among the instruments of the crime, the Convention identifies, in 
particular, "deliberately inflicting on the group conditions of life, 
calculated to bring about its physical destruction in whole or in part," 
and "measures intended to prevent births within the group." [1] * 

Although the definition of genocide includes the element of in- 
tent, i.e., deliberate commission of the crime against large groups 
of the population, in practice the policy of genocide is not always 
fully conscious on the part of those who perpetrate it�far less, is 
it openly proclaimed. It may be cloaked with quite respectable 
slogans about reforms for the good of society, to attain freedom 
and social justice. Many de facto parties to the crimes may "not 
notice" the real consequences of their actions, genuinely believing 
that they are heroes and benefactors of mankind. 

It is no accident that the most monstrous acts of genocide in 
world history were carried out in the name of very noble and attrac- 
tive goals for society. The French Revolution’s genocide against 
influential layers of society, and the Napoleonic Wars that ensued, 
were waged in the name of the ideals of "freedom, equality, brother- 
hood." Genocide was carried out against the native population of 
North America in the name of progress. Genocide against the 

*Numbers in brackets refer to the Bibliography, p. 285. 
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clergy, nobility, merchants and peasants in 1917-1937 was orga- 
nized in Russia in the name of universal justice and happiness. Even 
the ethnic genocide, committed by Hitler’s followers against all 
the peoples of Europe, was justified with Utopian ideas about the 
formation of a breed of "superman." 

In the latest wave of genocide against the population of Russia, 
during 1992-1998, a paradoxical ideological "cover" was provided 
by the doctrine of "universal human values," in which a central 
concept is the priority of human rights within the state system and 
in policy. Those who carried it out were not troubled over the means 
by which this doctrine was implemented�consistent v iolation of 
the rights of the overwhelming majority of the citizens of Russia to 
labor, education, welfare, and life itself. Instead of universal human 
values such as goodness, peace, and justice, the policy actually 
implemented in Russia resulted in the propagation of misanthropic 
values like enmity, money-grubbing, depravity, violence, evil, and 
arbitrary injustice. 

In this sense, the intellectual and, in some part, genetic forebears 
of the organizers of the contemporary Russian revolution�the lead- 
ers of the two Revolutions of 1917 and the Civil War�have found 
"worthy" successors. Eight decades ago, genocide against the popu- 
lation of Russia, which ultimately cost 100 million persons either 
killed or not born, just as F.M. Dostoevsky had warned in his 
novel The Possessed, was unleashed under the ideological cover 
of "overcoming the age-old backwardness of Russia," building a 
"civilized," and subsequently "the most advanced" society, universal 
brotherhood, equality, and happiness. Genocide against the popula- 
tion of Russia in 1992-1998 has been perpetrated under cover of 
the ideas and semblance of democracy, utilizing the very same 
slogans about freedom, equality, and moving closer to "civilized" 
countries. 

The distorted implementation of proclaimed positive values, 
which is frequently diametrically opposite in content to what is 
proclaimed, ought not to discredit the real essence of those values. 
Beyond any doubt, the plotters who overthrew the Tsar, the leaders 
of the "Red Terror," and their modern successors, who donned the 
toga of democrats and liberals, did not act according to the values 
they proclaimed, but rather against them. The idea that actually 
drove them was hatred toward Russia and Russian culture, and a 
desire to crush our civilization, turning Russians, in the expression 



DEFINITIONS 5 

attributed to Trotsky-Bronstein, into "white slaves."1 Today’s heirs 
of that organizer of the Civil War in Russia differ from him only in 
the form of the values they proclaim. The sense of the revolution 
remains the same�the destruction of Russia. Privati zation, their 
chosen method for effecting revolutionary change, has been no less 
effective than the nationalization and requisition of property during 
War Communism, in its destructive impact on the country’s produc- 
tive forces. Likewise, the mass privatization of state property by the 
present-day revolutionaries is just as remote, with respect to the 
real content of production relations, from the institution of private 
property under actual market relations, as the network of forced 
labor detention camps, developed by their spiritual-intellectual pre- 
decessors, was remote from the principles of socialist competition 
among labor collectives. 

As we can see, the ideological cover for the revolutionary destruc- 
tion of a country is chosen for the given situation. A social Utopia 
is designed for the public mood, depending on the state of public 
consciousness. Then, in the name of establishing that Utopia, society 
is split into warring groups, blinded by principled antagonism, which 
destroy each other and the country in their exhausting combat, 
clearing out space for those who commissioned the revolutionary 
process.2 It is, therefore, a most important task for every honest 
researcher and writer to distinguish the essence of acts of genocide 
from their ideological cover, while exposing the mendacity of the 
top leaders, executors, and apologists for the genocide policy, who 
have organized the division of society and civil war to the point of 
self-annihilation. For genocide is a crime committed against great 
masses of people by a whole army of executors. It is only possible 
to organize these executors, if there is an appropriate ideology to 
anesthetize the human conscience, which will justify the crimes 
they commit in the name of "noble" goals and depict the victims 
of the genocide as non-people or, at the very least, inferior. In order 
to carry out genocide, the army of executors must assimilate ideas, 
which permit and even compel them to commit mass crimes, and 
in light of which the ideologists of the genocide are seen by the 
executors as prophets. The executors themselves feel like mission- 
aries for the great idea of transforming society, and they cease to 
see their victims as people like themselves. 

The content of these ideas may vary, but their general character- 
istic is the division of people into two categories�the chosen mis-  
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sionaries and others, the latter being subject to "reeducation," anni- 
hilation, or enslavement. Thus, many religious wars in the past 
were justified by the concept of "the chosen quality" of the bearers 
of the relevant creed, the ideologues of which portrayed themselves 
as prophets, while the adherents of traditional views were seen as 
inferior people. The Civil War in Russia was justified by the concept 
of "class enemies" being "cannibals" and "bloodsuckers," worthy 
only to be eliminated, while society as a whole required total reedu- 
cation. Fascist ideologues justified the Second World War by their 
racial superiority and the inferiority of other peoples, whose mem- 
bers did not fit their notion of the "new" man. 

Today’s revolutionaries, the radical reformers in Russia and in 
most of the other republics of the destroyed Soviet Union, justify 
the crimes against the population and coups d’etat, committed in 
the course of reform, by citing the inferiority of the former socialist 
society and most of the people who comprised it. The latter are 
sacrificed for the sake of an increase in economic effectiveness and 
prosperity, which is allegedly expected some time in the future. The 
social obligations of the State and social protections are abolished, in 
the name of phantoms like macroeconomic stabilization and the 
creation of apparent conditions for economic prosperity in the fu- 
ture. In reality, as will be shown here, in the minds of the directors 
of the new Russian revolution, the policy conducted from 1992 to 
1998 meant Russia’s annihilation, while for the majority of those 
who carried it out, it came down to banal self-enrichment, the forma- 
tion of a privileged veneer of "New Russians," most of whom are 
not ethnically Russian, who feel that they are a new ruling class. 

The subjective disposition of the ideologues of the contemporary 
revolution in Russia strongly recalls, in the hatred and contempt for 
the people of their own country, Hitler’s propaganda or Trotskyite 
agitation. Suffice it to recall the commentaries from many of them 
during the shelling of the Russian Parliament or the forcible disper- 
sion of protest demonstrations. Violence on the part of the authori- 
ties was justified by representing its victims as inferior, aggressive 
"less-than-humans," who were hostile to everything progressive. 
Certain "figures from the world of culture" and journalists, who 
supported the shelling of the Supreme Soviet, have sullied their 
reputations forever. 

Specialists have compared the political rhetoric of the leading 
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mass media in Russia with Goebbels’ propaganda. The ideologists 
of the ruling oligarchy exhibit the same sort of zoological dislike 
for people who uphold the national interests of Russia and demand 
that the Government honor social guarantees, as Hitler’s Nazis had 
for those of other racial stock. They treat the people as a whole as 
"lowlife," who can be deceived and robbed blind, towards whom 
"all is permitted." Accordingly, acts of violence against political 
opponents of the regime are portrayed as heroic deeds, the appropri- 
ation of state property by the ruling oligarchy as progressive reform, 
and the impoverishment of the population as a result of the imple- 
mented macroeconomic policy is explained as due to the popula- 
tion’s inferiority, its inability to adapt to the "progressive reform" 
in a timely fashion. 

Certain advice, given to the Russian leaders by their "liberal- and 
democratic-thinking" consultants, is noteworthy in this connection. 
One well-known Polish liberal economist recommended that the 
radical reforms be accompanied by the airing of pornographic films 
on television and the sale of cheap alcoholic beverages on the street, 
in order to soften up the youth and distract their attention, as well 
as to demoralize the population and mitigate the mood of social 
protest against the policy of "shock therapy." One of his Russian 
colleagues tried to convince a presidential candidate from the demo- 
cratic opposition, that people older than 40 were by definition incapa- 
ble of "correctly" understanding the reform, and thus were objec- 
tively inferior, condemned to a pitiful existence and undeserving of 
any sympathy. 

In light of our spiritual character, based on Russia’s humanistic 
culture, the misanthropic motivation of the ideologues and organiz- 
ers of the radical shattering of Russian society seems incredible. 
They are accused of incompetence, lack of talent, and corruption, 
as if our woes were due to the personal shortcomings of individual 
members of the ruling oligarchy. This is only partly true, and it is 
not the most important element. The commission of mass crimes 
is always accompanied by a flowering of all the human vices, which 
break out under conditions of social chaos. But they are not what 
directs the historical process. 

The time has come for us to understand that it is not a matter 
of accidental manifestations of human foulness in the upper eche- 
lons of the ruling oligarchy. For the second time in this century, 
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we have clashed with the enemies of Russian culture and civilization, 
who treat us, at best, the way a bad hunter treats a herd of animals. 
For the ideologists of the present-day Russian revolution, as for 
their spiritual predecessors, who unleashed the Revolution, the 
World War, and the Civil War during the second decade of this 
century, our people and our country are no more than an object of 
material gain, whose planned enslavement requires the annihilation 
of the Russian cultural genotype. 

Therefore, "all is permitted" with respect to us. Therefore, actions 
that civil society defines as criminal, are hailed in the case of Russia 
as great achievements by the reformers. Therefore, we have gotten 
the rule of the criminal instead of a competitive market environment, 
an oligarchy with its subservient corrupt bureaucracy instead of a 
law-based State, total disinformation instead of freedom of speech, 
demoralization of the population instead of a flowering of creativity, 
and colonization instead of economic growth. 

It should be noted that ideologies, establishing fundamental dif- 
ferences among the rights (actual rights, not juridical ones) of 
various groups of people, are widespread in not only historical, but 
also modern social systems. The revival of the institution of slavery 
in Chechnya, the American financial oligarchy’s ambitions for world 
rule, discrimination against the Arab population in Israel or Russians 
in Estonia and Latvia, and the colonization of Russia by comprador 
clans with an ideology of dividing society into full-fledged and sec- 
ond-class people (according to which "all is permitted" the former 
with respect to the latter), are akin to the practice of racial, ethnic, 
or religious discrimination in centuries past. In many ideological 
systems, the division of society into "the chosen" and "all the oth- 
ers," whereby the former appropriate all the rights of the latter, is 
an incontestable norm. There is a broad spectrum of such systems� 
from the prison camp’s division of society into "bosses" and 
"zeroes," to the pseudoscientific school of class struggle in "scien- 
tific communism," and the age-old, much-travelled talmudic ideol- 
ogy of "the chosen people." 

Ideological systems that justify the division of society into two 
parts, privileged (full-fledged) and those without rights (inferior, 
abnormal), granting the former the moral right to conduct any form 
of exploitation and violence against the latter, have played a great 
role in the actual practice of social relations, and continue to do so. 
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These ideological systems may be promulgated either overtly (as 
usually occurs during periods of war, which require the mass mobili- 
zation of people for the organized killing of the citizens of hostile 
states and, consequently, some arguments in favor of the inferiority 
of the latter) or covertly (among groups of those who consider 
themselves chosen, and live by a "double" moral standard). In the 
second instance, behind the smokescreen of an official ideology of 
equality for the broad masses of people, the ruling groups, or those 
who would claim a privileged position, preach their own special 
ideology of being "chosen," which erases moral restrictions and 
permits crimes against the rest of society. 

The mobilizing significance of the contraposition "we-they" for 
any social group is well known in social psychology. It is the basis 
for the formation and self-preservation of each nation, each clan, 
each group warring for power. Of course, this contraposition by 
no means has to assume an antagonistic character, and still less 
frequently does it go so far as to become a war of mutual annihilation. 
At the same time, the contraposition of a ruling elite to the rest of 
society is of fundamental importance for structuring social relations 
and maintaining the mechanism of a privileged minority’s rule over 
the unorganized majority, in most known social systems. Through- 
out almost the entire history of mankind, this was the norm, which 
served as the basis for slaveholding, serfdom, and overt social 
inequality. It is no rarity to this day, being encountered in diverse 
social systems, from totalitarian to democratic. Socialist society’s 
oft-denounced practice of a division into a privileged nomenklatura 
and all the rest of the population, is similar, in this regard, to actual 
practice in the countries of so-called advanced democracy, where 
there is a clan-like ruling elite, structured through family ties, presti- 
gious clubs, Masonic lodges, and religious and ethnic communities. 

In our history, the organization of society in practice was charac- 
terized at various times by very cruel forms of opposition between 
a ruling elite and the popular masses, although that ran counter to 
the popular religious philosophy of sobornost.* During periods of 
social revolution, however, the ideology that served as the basis 

*Sobornost in Russian denotes collectivity, community, solidarity. Its 
root, meaning "to gather," is shared by the word for cathedral�sobor. 
�Translator’s note.  
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for the privileged position of the renovated ruling elite would be 
russophobic and anti-popular in nature. So it was, for example, in 
the epoch of Peter I, and then in the period when the Autocracy 
was overthrown, followed by the Civil War. In the period of collectiv- 
ization and the GULAG, through to the USSR’s victory in the Great 
Patriotic War, russophobia was an element of great importance in 
the self-definition of the ruling elite. An analogous situation may 
be observed in the contemporary structural formation of the new 
ruling class, which arose on the soil of the dissolved Soviet empire. 

An anti-popular self-definition by a ruling elite, in the sense of 
counterposing itself to the majority of the population and, on that 
basis, justifying its moral (and, sometimes, juridical) right to rule 
and its privileges, is more the norm in world history, than an excep- 
tion. Initially, claims of the right to rule were usually based on 
ethnic grounds. (In particular, that is how the Roman, Mogul, and 
Inca Empires were made, in which power was consolidated in the 
hands of a privileged ethnic minority.) Later, during formation of 
great empires that needed a broad social base in order to maintain 
the power of the elite, the religious principle came to dominate, 
which greatly mitigated social conflicts (the Byzantine, Arab, Holy 
Roman, and Russian Empires). The modern period has revealed 
an even greater diversity of ideological grounds for the mechanisms 
of reproducing ruling elites, both within countries and on the inter- 
national level. The formation and maintenance of a dual ideology 
of social organization has become the rule: one ideology for the 
broad masses (universal equality, freedom, and justice), and another 
for the elite groups (defining the basis for the elite’s right to rule, its 
privileges, and why, for its members, "all is permitted"). Members of 
the elite may preach different ideologies, depending on their posi- 
tion in the machinery of power�from people’s repres entatives (in 
the organs of state power), to ethnic associations of people from 
the same area and family clans (with their covert form of self- 
organization and their own system of moral norms), to, finally, 
Masonic lodges and sects (with a secret form of self-organization, 
special obligations to fellow members, and a standard that "all is 
permitted" with respect to the uninitiated). 

Unfortunately, we have a short historical memory and an ex- 
tremely weak understanding of the real mechanisms of power in 
modern democratic societies. Due to Russian culture’s ideals of 
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social justice, humanism, truth, and goodness, the real picture of 
how society is ruled remains hidden from public awareness, which 
easily succumbs to myths and is shaped by modern techniques of 
mass propaganda and inculcation. 

The ideology of fascism does not lodge well in the head of the 
Russian, who thrice saved Europe and the world from enslavement 
and destruction�by the Mongol Horde, by Napoleon’s Army, and 
by Hitler’s forces. But an anti-Russian ideology of precisely that 
sort is characteristic of the revolutionary reformers, who seized and 
held power in 1992-1998. Unnatural as it is for our world view, it 
must be recognized that the theoreticians and practitioners of such 
an ideology, who have appropriated our national wealth and be- 
fouled our country, do not view us as full-fledged human beings 
and, in accord with their convictions, believe that they have the 
right to do as they will with the population of Russia�from the 
appropriation of public property, to the organization of civil wars and 
coups, moral corruption of children, and demoralization of society. 

Until we learn that lesson, we are doomed to degeneration, and 
the country to colonization. We have to know whom we are dealing 
with, and act accordingly. If our fathers and grandfathers had tried 
to placate Hitler’s or Napoleon’s aggressors with bread and salt, 
coaxing them not to plunder our towns and villages, we would likely 
be unable even to speak our native language today. We, however, 
for almost seven straight years of destructive revolution were co- 
responsible, by our passivity and submissiveness, for a policy of 
genocide against our own people. 

Let us, however, leave the study of the subjective motives of the 
ideologists and purveyors of the genocide policy implemented in 
Russia to specialists in the area of philosophy and animal psychology 
[2], and turn to an examination of its factual content. The policy 
carried out by the fascists is more important than the speeches of 
their fuehrers, for understanding the essence of fascism. The main 
element of the above-cited definition of genocide is its objective 
side, which reflects the qualitative characteristics of the social and 
economic policy carried out in Russia. The present work is not 
intended to substantiate accusations against the individuals, who 
planned and conducted the genocide policy. That is the business 
of jurists. Our task is to give an objective characterization of the 
policy implemented in Russia. It is obvious that in order to stop the 
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course of any disease, the most important thing to do is to identify 
and remove the causes of the illness, rather than to catch and 
punish an individual carrier of the infection. 

Another important task of this study is to develop the basis for 
proposals on how to shift to a constructive economic policy for 
overcoming the crisis tendencies and reviving the nation, a policy 
oriented toward the people’s welfare and the successful economic, 
scientific and technological development of the country. The basic 
elements of such a policy are characterized in the concluding section 
of the book. At the same time, it is only possible to remove the 
causes of the crisis in Russian society, based on an understanding 
of the objective nature and the mechanisms of the policy that has 
been carried out to date, and its long-term effects. Therefore, the 
book begins with analysis and generalization of facts and exposure 
of the lines of cause and effect, which have determined the tenden- 
cies of Russia’s social and economic evolution. 



2 Facts 

As a result of the social and economic policy carried out from 
the end of 1991 until August 1998, conditions have been created, 
which seriously hinder the normal reproduction of the social com- 
munities, comprising the great majority of the population of Russia. 
Statistical data about demographics and the standard of living pro- 
vide vivid evidence of this. 

Since 1992, Russia has experienced a steady tendency of depop- 
ulation, characterized by a 1.5-1.7-times excess of deaths over 
births (Fig. 1). The birthrate in Russia at the present time is one 
of the lowest in Europe, and is almost two times below the level 
necessary for the simple numerical replacement of generations of 
parents by their children (approximately 123 births per 100 women 
on average). The mortality situation remains highly inauspicious, 
with the highest rates in Europe [3]. 

An overwhelming majority of the jurisdictions of the Russian 
Federation are losing population. The highest rate of natural popula- 
tion decrease is observed in Central Russia [3J. The total excess 
of the number of deaths over the number of births in the 1992-1997 
period is estimated at 3,890,000 persons [4]. At the same time, 
Russia’s overall demographic losses for those years, as a conse- 
quence of the deterioration of the social and economic situation 
and the destruction of a normal cultural and daily life environment, 
are estimated at 8 million people, of which approximately 3 million 
died prematurely and 5 million were not born, due to the sharp 
decline of childbearing. The rate of annual population loss during 
the mid-1990s was more than double the rate of loss during the 
period of Stalinist repression and mass famine in the first half of 
the 1930s. [5]. 

According to demographic forecasts, "the population of Russia 
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will decline by another 8.6 million people, or 6%, during 1998-2015. 

The rate of decline will be virtually constant for the entire forecast 
period�an average 0.3% per annum. Numerical reducti on of the 
population will be observed in 68 of the constituent territories of the 
Russian Federation and in five autonomous areas. Due to negative 
natural growth and out-migration, the expected population decline 
in the Taimyr, Chukotka, and Nenets Autonomous Districts ranges 
from 40% to 34% in the forecast period. In Murmansk, Amur, and 
Tambov Provinces, it will decline quite significantly, by 15-18%." 
[3, p. 4] 

A long-term forecast of the tendencies of degeneration that have 
gripped Russia indicates a "half-life" for the nation (i.e., the period 
within which there occurs a reduction of the country’s population 
by a factor of two) of 60-80 years [5]. Russia now has an extremely 
constricted population reproduction profile, whereby each genera- 
tion of newborns is quantitatively smaller than its parents’ genera- 
tion and does not compensate for the population lost. This type of 
population reproduction pattern is now characteristic of Russia 
alone, and is quite persistent. In 1996 the net population reproduc- 
tion rate had fallen to the level of 0.603, which has catastrophic 

 

14 GENOCIDE 

FIGURE 1 
Overall birth and death rates 
(number of people born and deceased per 1,000 population) [3] 
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FIGURE 2 
Russian population: average life expectancy at birth 
(number of years) [49, 76] 

 

demographic consequences, while for the urban population it was 
even lower�0.544 [75]. Such a low level of reproduc tion is unprece- 
dented, and has not been observed before now, neither in our 
country, nor in others, even during wartime. 

The depopulation and degeneration of the nation are especially 
clearly manifest in the reduction of life expectancy, which fell below 
58 years for men and 70.5 years for women during the first years 
of radical reform (Fig. 2). In several regions of the country, the 
situation is even worse. In some republics and provinces in the 
Ural, West Siberian, and East Siberian regions, life expectancy today 
is 49-57 for men, 62-71 for women, and 55-64 for the population 
as a whole. Russia lags 13-15 years behind economically developed 
countries in life expectancy, and is at the level of Mongolia, Mo- 
rocco, and Guatemala [3,77]. 

It is important to give some qualitative characterization of the 
process of Russia’s degeneration, in order to analyze it. Around 
one-third of the people who die are of working age. Alongside the 
reduction of the birthrate, we have an increase in the number of 
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disabled children, drug addicts, seriously ill persons or carriers of 
diseases that cause disabilities. On top of the swift aging of the 
population, there is a rapid degradation of the younger genera- 
tions and a loss of the nation’s capability to carry out constructive 
labor. 

The rapid destruction of the country’s human potential is 
indicated by the sharp increase in alcohol consumption and the 
growth of socially caused diseases�drug addiction, psychological 
disturbances, and suicides. Pure alcohol consumption is an esti- 
mated 15 liters per capita per annum, which is almost double the 
critical level defined by the World Health Organization, which 
marks irreversible changes in a nation’s genetic pool. Around 20 
million people are affected by alcoholism; 6 million people suffer 
from narcotics addiction, and the majority of these drug addicts are 
young people under 25 years of age, who have not yet taken up 
any constructive activity [5]. Mortality from poisoning with low- 
grade alcohol, including imports, nearly tripled from 1993 through 
1997. Every year, 90,000 people are hospitalized for poisoning by 
alcohol surrogates, of whom 40,000-50,000 die (Fig. 3) [26]. 

The narcotics trade has developed at a furious pace (Fig. 4). In 
1994-1997, the number of drug addicts among school children and 
university students (especially in large cities) increased 6-8 times. 
Ministry of Internal Affairs data show that, over a ten-year period, 
the number of fatal outcomes resulting from narcotics usage has 
increased twelvefold, while among children the increase was over 
40 times. Given that the main age group of drug addicts is 13-25 
years, essentially the entire generation that is now growing up in 
the country is at risk [8]. 

Especially alarming is the socially determined growth, by com- 
parison with 1990, of cases of tuberculosis�by a fa ctor of 1.7, 
syphilis�40, drug addiction�5, alcohol psychosis�5,  and poison- 
ings�double (Figs. 5-9). The AIDS epidemic has begu n to spread 
rapidly; the number of victims increased eightfold in 1996 alone, 
and is continuing to grow at that rate [5]. In 1997, the number of 
newly diagnosed cases of HIV infection tripled by comparison with 
1996, exceeding the number of HIV infection cases diagnosed in 
the entire preceding decade by a factor of 1.6 (Fig. 10) [7,8]. 

There is no doubt that the tendencies of depopulation and degen- 
eration are connected with the sharp decline in the population’s 
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FIGURE 3 
Deaths from alcohol consumption 
(thousands) [75] 

 

FIGURE 4 
Narcotics-linked crimes 
(thousands) [49,76] 

 



income, as well as the shutdown ot social protection systems as a 

result of the economic policy that was carried out. 
Data from the State Statistics Committee show that the popula- 

tion’s real monetary income fell by approximately 43% in the period 
1992-1996. Real wages fell by 52%, pensions by 45%. Over 30 million 
people (every fifth citizen of Russia) regularly receive monetary 
income, lower than the subsistence minimum. After the artificially 
organized financial crisis and the subsequent surge of inflation in 
1998, this segment of the Russian population reached 40%. Accord- 
ing to this indicator, poverty in Russia has increased fifteenfold 
since 1990. Today, around half of employed people receive wages 
at or below the subsistence minimum. Thus, the existing wage level 
does not provide an acceptable standard of living. 

Official statistics employ the recorded incomes of the population. 
Under conditions of a chronic payments crisis, however, months- 
long delays in the payment of wages, pensions, and allowances for 
children have become a universal phenomenon, which reduces the 
population’s real income by another 5-10%. The official statistical 
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FIGURE 5 
Syphilis and gonorrhea 
(cases per 100,000 population) [75] 
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FIGURE 6 
Infectious and parasitic diseases 
(cases per 100,000 population) [75] 

 

FIGURE 7 
Narcotics addiction 
(thousands of people) [751 
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data about an alleged incipient growth of real income must be 

corrected for this circumstance. If the level and rise of prices, 
especially for housing and utilities, transportation and communica- 
tions, are taken into account, no fewer than 70 million people, i.e., 
almost half the population of Russia, live on the brink or over the 
brink of destitution [4]. 

Consumption by the population is also falling, in the wake of the 
reduction of real income. The per capita consumption of meat and 
meat products has declined during these years by more than one- 
third, of milk and dairy products by more than one-fourth, and of 
fish and fish products by two-thirds. The threat of mass malnutrition 
and even famine has arisen in the country. Already today, the diet 
of Russians is 35-50% protein-deficient. The caloric content of food 
intake, which determines the state of health and ability of a person 
to work, has fallen to 2,200 calories per diem, which is significantly 
below the necessary level (3,500-2,500 kcal. per diem). The supply 
of vitamins, which determine the level of immunity to diseases, has 
fallen to 50% of the norm. The structure of the population’s food 

 

FIGURE 8 
Active tuberculosis 
(cases per 100,000 population) [75] 
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FIGURE 9 
Deaths from accidents, poisonings, and traumas 
(per 100,000 working-age population) 

 

FIGURE 10 
HIV infection among residents of Russia 
(number of people) 
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consumption is changing in the direction of ever skimpier portions. 
The consumption of basic food products per capita per annum fell, 
from 1990 to 1997 [11]: 

 

 1990 1997 
Meat and meat products 70 kg. 48 kg. 
Milk and dairy products 
(expressed in terms of milk) 

378 kg. 235 kg. 

Fish and fish products 15 kg. 9 kg. 
Potatoes 94 kg. 108 kg. 
Eggs (number of eggs) 231 173 

The reduction of the population’s real income is compounded 
by the takedown of the previously existing social protection system. 
In real terms, financing of all sectors of the social and cultural 
sphere was reduced by a factor of 2-3 during 1993-1997. The 
reduction of spending for these purposes has outstripped the rate 
of economic recession and state budget cuts. Expenditures for 
health care, for instance, have fallen to 2.5% of gross domestic 
product (GDP), compared with 8% in other European countries. 

The natural reaction of the population to these socio-economic 
conditions was a decline in the birthrate. With over 40% of families 
with two or more children living in poverty, the probability for a 
family with many children to be impoverished is 50% [10]. It is not 
surprising that in the past ten years (1987-1997) almost 6 million 
fewer children were born than during the preceding decade. 

The reduction of the birthrate for economic reasons has been 
compounded by aggressive propaganda for depravity and the de- 
struction of the family through the mass media, as well as the 
introduction of dubious methods for the sexual "enlightenment" of 
schoolchildren, developed abroad for the purpose of lowering the 
birthrate and introduced into Russia by the government-supported 
Russian Family Planning Association [12,13]. The organizers of this 
policy, who are generously financed from foreign sources, make 
no secret of their goal, which is the further reduction of the birthrate 
and, consequently, the population in Russia. 

The corruption of children has become a leading means for 
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achieving these goals. Adolescents are brought up in a spirit of 
sexual permissiveness, an attitude toward sex as just a game and 
an amusement is cultivated, the traditional connection of sexual 
relations with the childbearing function is destroyed in the public 
consciousness, and the institution of the family is discredited and 
weakened. All of this is implemented according to handbooks, with 
which the above-mentioned Russian Family Planning Association 
has flooded Russian schools, with the connivance of the Ministry 
of Education and the Ministry of Health. 

It is not surprising, that 600-700 of every 1,000 marriages in 
Russia break up. In Russia today, there are two aborted pregnancies 
for every child who is born, and more than half a million children 
and adolescents are growing up without parental care. At the present 
time, every fourth child is born out of wedlock [14]. 

Because of the contraction of production and the steep deteriora- 
tion of the financial situation of enterprises in almost all sectors of 
material production and the federally budgeted sphere, due to the 
macroeconomic policy that was carried out, real wages have de- 
clined sharply, and unemployment has increased. Consequently, 
many fully able and healthy people have experienced degradation, 
becoming unable to support their families and raise children. "Ap- 
proximately 500,000 children and adolescents each year are left 
without one of their parents. Around 40% of underage criminals 
have been raised in these families. Fleeing cruel treatment and 
physical and psychological violence, around 2,000 children and ado- 
lescents commit suicide each year, some 30,000 run away from 
home, and 6,000 run away from orphanages and boarding schools. 
A child on the streets, as a rule, attracts the attention of the criminal 
milieu and comes under its specific control." [26, p. 37] During the 
first four years of radical reforms, the number of newly registered 
orphans and children abandoned by their parents increased by 
almost 70% (from 67,000 in 1992 to 113,000 in 1996). The number 
of parents deprived of parental rights quadrupled [14]. As a result, 
a new layer of unsupervised children has been formed (quantitative 
estimates by sociologists and journalists range between 2 million 
and 4 million such children). 

The authorities have not only taken no measures whatsoever to 
overcome the demographic crisis, but they have effectively aggra- 
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vated it, by implementing the relevant "culture" policy on state TV 
channels and providing state funding for the introduction of method 
guides, aimed at the corruption of youngsters in primary and sec- 
ondary school. By encouraging the demoralization of the population, 
discrediting basic family values, and replacing marriage with rela- 
tions of "free" love, the ruling oligarchy has destroyed not only the 
traditional organization of life in Russia, but even the very basis for 
modern human society�the family as the basic social  structure, 
which ensures the reproduction of society and its development. 

With the breakup of the family, society loses continuity in its 
development, and stability, and is destroyed by spiritual degradation 
and physical degeneration. The degradation of the family and de- 
moralization of the rising generation create a fertile soil for youth 
to be drawn into asocial, pseudoreligious schools. Some data sug- 
gest that 500,000 minors and 1 million young Russians, ages 18-25, 
are under the influence of destructive religious cults at the present 
time [26]. 

The organizers of contemporary social engineering are (though 
they themselves may not suspect it) the successors of Hitler, who 
announced his plans for reducing the population in Eastern Europe: 
"We can only accept large families among the local population, if 
the girls and women will have as many abortions as possible. There 
should be active promotion of contraceptives in the Eastern territo- 
ries, insofar as we have not the slightest interest in the increase of 
the non-German population" [12]. 

The depopulation techniques, developed by the fascists, are be- 
ing used today to cleanse the economic space of Russia, for the 
benefit of a new ruling class. In complete accordance with the 
definition of genocide, children and, consequently, future gener- 
ations are the chief victims of this policy. Recall, in this connec- 
tion, that the definition of genocide subsumes not only the creation 
of intolerable conditions of life for a group, but also "measures 
intended to prevent births within the group." [1] 

In Russia today, the situation is worst for the youth, who have 
been deprived of social guarantees, confidence in the future, and 
stable guidelines for life. Over half of all schoolchildren are in a 
weakened condition of health, usually because of poverty or their 
parents’ poor material circumstances. As much as 30% of children 
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who graduate from school have restricted career options due to 

the condition of their health, while only 15% of children leaving 
school can be considered completely healthy. Medical examinations 
of military draftees in the latest rounds of conscription have the 
pitiful result that up to 40% of the younger generation is unable to 
perform to even the lowest standards of physical training for soldiers 
and sergeants. Eleven and one-half percent of them were under- 
weight. Every fourth conscript required medical supervision due 
to a weakened state of health and chronic illnesses, while 28% 
presented symptoms of mental retardation [5]. 

Socially transmitted diseases among children have become a 
pandemic: Cases of syphilis increased tenfold among children dur- 
ing 1993-1996, and 6.8-fold among adolescents (Fig. 11); in the 
15-17 age group, cases of syphilis increased 24.6 times in 1990- 
1994 [48]. 

Children are the poorest and most vulnerable segment of society. 
A newborn Russian citizen has something on the order of a 70% 
likelihood of growing up in poverty. In the new system of social 
relations, cultivated in Russia, that means a higher than 50% proba- 

 

FIGURE 11 
Children diagnosed with syphilis 
(number of people) 
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bility of not receiving an adequate education, and a higher than 30% 
probability of becoming an alcoholic, a drug addict, or a criminal. 
Against the backdrop of these tendencies, catastrophic as they are 
for the people of Russia, state spending on children has been re- 
duced by a factor of 2.3 [18]. For children to be in such a situation, 
alongside the persistent excess of mortality over the birthrate, is 
certainly a marker for genocide. 

Official statistics show that the tendencies for depopulation and 
impoverishment have embraced the overwhelming majority of the 
Russian population, in practically all areas and almost all social and 
professional groups. The exception is a numerically small group of 
successful businessmen, the so-called New Russians, high-ranking 
officials, employees of government financial institutions, business- 
men catering to the interests of foreign capital, and members of 
organized crime groups. Almost half the total income of persons 
goes to the relatively "best-off" 20% of the population. The wealthiest 
10% receive 31.6% of the total income, an amount 13 times greater 
than the income of the poorest 10% of the population, which receives 
2.4% of the total income [15]. When the magnitude of invisible, 
undeclared incomes is taken into account, it has been calculated 
that this income differentiation factor ought to be restated: The 
wealthiest layer’s income is not 13, but at least 20-25 times greater, 
and 45 times in the city of Moscow, than that of the poorest [4]. 

The lion’s share of the national income is appropriated by the 
numerically small (up to 200 families) ruling oligarchical group, 
which has taken shape in recent years, usurped the right to dispose 
of a significant portion of the accumulated national wealth, and 
monopolized state power. The majority of working people, mean- 
while, have not only been deprived of their earlier accumulated 
savings and steady income, but also have lost their status in society 
and prospects for life, and have become foreign and useless in their 
own country. 

The fact that the majority of the "new indigent" are fit-to-work, 
trained professionals, who are now doing socially unnecessary work 
for paltry compensation, confirms the characterization of the economic 
policy implemented in Russia, as genocide. These people comprise 
over two-thirds of the poor [4]. The reduction of their wages to an 
extremely low level, which is lower than in the developed countries 
by a factor of three, measured per unit of output [16], as well as 
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the rise of unemployment among highly trained professionals, were 
caused not by a decline in their labor productivity or devaluation of 
the results of their labor, but by the economic policy being applied. 

These macroeconomic processes caused the rise of unemploy- 
ment as well as the reduction of real wages. There are now 6.5 
million unemployed persons in Russia, or 9.1% of the work-capable 
population [9]. If part-time employment and unpaid or partially paid 
forced leave are taken into account, the total unemployed is esti- 
mated at 15 million persons, or 20% of the work-capable population. 

In evaluating the long-term social consequences of mass unem- 
ployment, it must be kept in mind that constructive labor is one of 
the highest values in Russian culture. Russian society always en- 
joyed practically full employment, while dependency or lack of a 
job, on the part of a person who was fit to work, was viewed as a 
vice. Consequently, a high rate of unemployment becomes a real 
social disaster, which fosters alcohol abuse, criminality, and psycho- 
logical disturbances on a mass scale. 

Analysis of the causes of the rapid rise of unemployment indicates 
that it is directly linked with the consequences of the implemented 
economic policy, which were expressed in the bankruptcy and deg- 
radation of the most labor-intensive sectors of the economy�agri- 
culture, construction, manufacturing and science-intensive indus- 
tries such as machine-building, light industry, wood processing, 
and so forth. During the first five-year period of radical "reforms," 
the volume of industrial production and construction contracted 
more than twofold, inclusive of a more than three-fold drop in 
machine-building output, while the production in the capital-invest- 
ment machine-building and consumer goods sectors declined by 
factors of five to ten (Fig. 12). In a number of key sectors of the 
new phase of technological development, which determine contem- 
porary technological progress and economic growth�s uch as the 
microelectronics industry, and automation and communications sys- 
tems�production has fallen tens of times over. Many  promising 
manufactures have virtually ceased to exist, clearing out the market 
for imported products. 

Precisely those sectors are in decline, which form the basis of 
a socially oriented economy and the potential for it to experience 
an upswing, because they provide the connection between the 
growth of domestic production and demand. A properly organized 
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FIGURE 12 
Industrial production by sector 
(Index: 1989 = 100) 

 

transition to a market economy should have ensured the expansion 
of production in these sectors and a rise in their efficiency, which 
would have made it possible to avoid excessive unemployment in 
regions with a high concentration of science-intensive and manufac- 
turing industries, and even to transform them into locomotives for 
economic growth and centers of job-creation. 

The rapid rise of unemployment, steep decline in the standard 
of living, and demoralization of the population have provoked a 
rapid increase of crime and the criminalization of society (Fig. 13, 
Table 1). 

The crime rate tripled in 1991-1995 [26], the number of serious 
crimes rising especially fast (Fig. 14). (The new Russian revolution 
has earned its label�the Great Criminal Revolution [47].) 

The policy of the ruling oligarchy’s appropriation of the national 
wealth, carried out in the guise of progressive reforms, has brought 
about the degradation of a large part of the country’s human potential, 
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FIGURE 13 
Crime and criminal convictions, 1991-1997 
(thousands of people) [26, 76] 

 

devaluing the education and training of millions of professionals and 
workers, as well as personal catastrophe for millions of people, who 
have been placed in intolerable conditions of life. The number of 
social outcasts, people effectively deprived of any social guarantees 
whatsoever and of their civil rights, is estimated by experts at no 
less than 10% of the country’s urban population, or 14 million persons 
[10]. Symptoms of a society in decay are the sharp increase in 
suicides by people in despair, as well as mortality from accidents, 
poisonings, and trauma (Figs. 15, 16). 

Table 1    Crime rate in Russia by five-year periods 
(recorded crimes per 100,000 population) [26] 

 

 1961- 
1965 

1981- 
1986 

1986- 
1990 

1991- 
1995 

1996 1997 

Annual average 407 901 983 1770 1778 1629 

Growth above 
1961-1965 
level 

 +123% +142% +435% +437% +400% 
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FIGURE 14 
Felonies committed by minors [26] 

 

FIGURE 15 
Overall suicide rate, 1991-1995 
(Index: 1990 = 100) [49] 
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FIGURE 16 
Standardized rate of mortality from accidents, 
poisonings, and traumas, 1991-1995 
(Index: 1990 = 100) [49] 

 

The rapid degradation of the population, especially youth, ob- 
served here cannot be attributed to some inherent flaws. There has 
been nothing like this in the thousand-year history of Russia. Even 
during the Civil War and collectivization, when the basic social 
groups of the Russian population were subjected to genocide, there 
was not such an unrestrained demoralization of society. Studies of 
the factors in the decline of the birthrate and rise of mortality, 
done by leading research institutes in our country [5], convincingly 
demonstrate the unnatural character of the demographic catastro- 
phe Russia is experiencing. The conditions for it were created by 
the steep deterioration of the standard of living and quality of life. 

There are no objective disasters (natural cataclysms, epidemics, 
wars, and so forth), destroying a substantial part of the national 
wealth, to which this catastrophe might be attributed. The main 
causes of the degeneration of the people of Russia are the abrupt 
deterioration of conditions of life, as a result of the ruling oligarchy’s 
appropriation of the national wealth, its export abroad, and the 
destruction of the productive forces of society, as well as the artificial 
demoralization of the population and a great number of people’s 
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loss of clear life guidelines, confidence in the future, and understand- 
ing of the meaning of life. As is usually the case, this revolution 
has brought chaos and destruction in its wake, and the disintegra- 
tion and collapse of society. It has brought the people to the bound- 
ary, where survival is in question (Table 2) [17]. This indicates 
the cause-and-effect relationship between the policy carried out in the 
country and the degeneration of the population, which permits us to 
identify it as genocide. 



3 Causes 

The causal connection between the degeneration of the people 
of Russia and the deterioration of the standard and quality of living, 
as a result of the changed economic situation, is so obvious, that 
even the most committed apologists for the reforms conducted in 
the country do not deny it. The debates revolve around the explana- 
tion of the causes of that deterioration. The apologists attempt to 
argue that the decline of production and impoverishment of the 
population, observed in the country, are objective in nature, being 
due to the past imbalances in the economy, its lack of competitive- 
ness, and the inevitable difficulties of reform. Objective research, 
however, links the changes in the population’s standard of living 
with the relevant directions of economic policy in recent years. 

Analysis of the content and motives of the actual measures, 
carried out in the guise of "reform," convincingly shows that the 
depopulation of Russia and degeneration of perfectly healthy social 
groups were the direct result of the economic policy, and cannot 
be explained away by various objectivist and scientific-sounding 
terminological sleights of hand (such as: "transformational reces- 
sion," "demilitarization of the economy," "curtailment of loss-making 
manufactures for which there is no market demand," and other 
such pseudoconcepts, coined by the apologists for the adopted 
policy). According to studies by the Institute for National Economic 
Forecasting of the Russian Academy of Sciences, we would have 
experienced a depression in 1991-1993, with a contraction of pro- 
duction by no more than 2%, had there been no changes [19]. If, 
however, a scientifically grounded transition to a market economy 
had been implemented, steady economic growth of at least 3% per 
annum could have been achieved. The experience of China, which 
has achieved annual 7-10% growth rates of GDP, as a result of 
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its market reform of the economy, refutes any pseudoscientific 
discourses about the lawfulness of a "transformational recession." 
There are always multiple options in economic policy, the results 
of which are largely decided by the aims and interests it pursues. 
These are revealed in changes in the distribution of incomes and 
property, and in policy respecting appropriation of the national 
wealth. Study of these changes readily uncovers the motives behind 
various directions of economic policy. This is the standpoint from 
which we now examine the basic elements of the economic policy 
carried out in 1992-1998, in view of the impact of their implementa- 
tion on changes in the structure of appropriation of incomes and 
the national wealth, as well as the population’s standard of living. 
These changes may be represented as a sequence of several cycles 
of impoverishment of the population. 

Cycle 1�1992. Price deregulation; citizens’ incomes  and sav- 
ings are devalued. Despite prolonged discussion of the mechanics 
of price deregulation, it was carried out in the most primitive fash- 
ion�by granting enterprises the right to set prices  arbitrarily, with- 
out any restrictions to ensure honest competition, defense of the 
rights of consumers, or other restraining mechanisms. 

The pre-reform rules for price formation, based on the simple 
calculation of costs, were not abolished; they were even reinforced 
by the Government’s decision on price liberalization. It consolidated 
certain set mechanisms for cost-based pricing, which became the 
natural channel for cost inflation, under the new conditions. In the 
absence of competition and any experience in vying for markets, 
economic entities calculated prices for their products, based on the 
actual and expected rise of prices of the means of production they 
consumed, thus passing on the increased costs to consumers. The 
Government’s own forecasts provided the initial impetus for cost 
inflation, as they indicated a tripling of costs for fuels and other 
basic price-forming commodities. 

The decontrol of prices was not accompanied by the creation of 
appropriate institutions to ensure honest competition and market 
transparency. The Government’s inaction with respect to regulation 
of the market encouraged its criminalization and the establishment 
of control by organized criminal groups over essential elements of 
the goods distribution network, retail and wholesale trade. The 
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elimination of state control over pricing and the deregulation of trade 
thus led not to the creation of market competition mechanisms, but 
to the establishment of control over the market by organized crimi- 
nal groups, which derived superhigh revenues by inflating prices. 
Even six years after price deregulation, trade mark-ups comprised 
50-90% of the price of most consumer goods, while the producer’s 
share in the price of a domestically manufactured product at the 
moment of sale rarely exceeded one-half; the rest went to the middle- 
men, who control the market [20]. This means that as much as 
half of the value of consumer goods produced in the country is 
confiscated by criminal trade monopolies. 

The numerous mistakes made in the course of price deregulation 
provoked hyperinflation of costs, which not only disorganized pro- 
duction, but led to the devaluation of citizens’ incomes and savings. 
Economic entities, attempting to shift costs to the consumer and 
to maximize their own possibilities to increase their income, had 
no interest in an adequate increase in wages, the growth of which 
lagged significantly behind the rise of consumer prices. The State 
likewise "forgot" about the interests of the citizens, failing to index 
wage standards, as well as citizens’ savings on deposit in the state 
Sberbank (Savings Bank), in a timely fashion. Despite protests by 
the population, demands by public organizations, and warnings from 
experts on the necessity of indexing wages and citizens’ deposits 
in Sberbank, the purchasing power of which was guaranteed under 
the law by all the assets of the State, such indexation was not 
done, which led to the effective liquidation of the savings of the 
overwhelming majority of the population. 

In world economic theory and practice, the defense of the in- 
comes and savings of the citizens against inflation is assumed to 
be a function of the State. The greater the degree to which inflation 
has been provoked by the State’s own policy, the more obligatory 
is that defense [21]. In our case, the connection was obvious: The 
Russian economy’s slide into hyperinflation was the direct result 
of the technique employed for decontrol of prices. Equally obvious 
was the juridical obligation of the State to ensure the defense of 
the population’s incomes and savings from devaluation. Respecting 
citizens’ savings on deposit in the state Sberbank, this obligation 
was confirmed by decision of the Constitutional Court, which re- 
quired the state authorities to take measures to restore the purchas- 
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ing power of the population’s devalued Sberbank deposits. The 
Government, however, ignored this obligation, despite its having 
been legally formalized (Federal Law "On the Restoration and De- 
fense of the Savings of Citizens of the Russian Federation"). 

Had credit and monetary policy been properly organized, there 
were ample possibilities to defend citizens’ savings against infla- 
tionary devaluation. The volume of cash issues in 1992-1996 was 
282 trillion rubles, which is a significant part of the amount by 
which the population’s savings would have had to be indexed, in 
order to preserve their purchasing power at a constant level. This 
monetary emission, however, was channelled into the enrichment of 
financial middlemen, interposed between the monetary authorities 
(the Central Bank, the Ministry of Finance, and the State Property 
Committee*) and the rest of society. In 1992-1993, they acquired 
fabulous riches from the allocation of cheap credits; subsequently, 
they got the hang of "cycling" funds from state enterprises and the 
federal budget. Estimates indicate that in 1994 alone (after the 
main stream of direct appropriation of printed money, accomplished 
through middleman activity in the course of cheap credit allocation, 
had been halted) the outflow of monetary resources from the pro- 
duction sphere into the exchange sphere through the commercial 
banking system was equal to approximately 14% of GDP [22]. The 
superprofitability of financial speculation was combined with crimi- 
nalization of the banking sector, where the annual rate of growth 
of discovered crimes was 78% in 1993, 170% in 1994, 264% in 1995, 
and over 250% in 1996 [49]. 

Thus, the devaluation of citizens’ incomes and savings, as a 
consequence of the adopted approach to price deregulation, was 
the direct result of deliberate decisions by the Government and the 
Central Bank. The same thing goes for the devaluation of citizens’ 
current incomes, above all wages and soldiers’ payments. Real ac- 
crued wages fell steadily through 1996, in which year they were at 
46% of the 1990 level; only in 1997, did wages rise 4% over the 
previous year [9]. 

*The State Property Committee was also called by its full name, the 
State Committee for the Management of State Property, and its Russian 
shortened name, Goskomimushchestvo, or acronym, GKI.�Translator’s 
note. 
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As we see, of all the possible means for carrying out a reform 
of pricing, the version selected and implemented was the one with 
the direst consequences for the population’s welfare. While it pro- 
voked hyperinflation, this version did not provide for the introduc- 
tion of methods to regulate pricing or defend the population’s in- 
comes and savings from devaluation, although such methods are 
well known in economic theory and practice. 

Another peculiarity of the chosen version was the large-scale 
and exceptionally rapid redistribution of incomes in society, under 
which they were concentrated in the hands of the numerically small 
social group of New Russians, while the incomes of the majority of 
the population dropped sharply. The methods of this redistribution 
had nothing to do with the creation of new value, but concerned 
exclusively the redistribution of previously created public wealth. 
Moreover, the "effectiveness" of these methods was inversely pro- 
portional to the efficacy of state regulation: the inflation of prices 
by enterprises enjoying a monopoly position and organized criminal 
monopolies in trade; discrimination against consumers by means 
of price differentiation and false quality certification of products 
(which became possible due to the effective absence of antimonop- 
oly regulation or control over pricing); "cycling" of preferential 
credits; confiscation of enterprises’ working assets by banks, which 
held interest rates on the deposits and clearing accounts of enter- 
prises well below the rate of inflation (this became possible because 
of the Government’s refusal to regulate interest rates or supervise 
the targeted utilization of credits, or monetary flows). The Govern- 
ment could easily have limited the effect of the destructive redistri- 
bution mechanism that emerged with the deregulation of prices, 
using well-known methods for price regulation, interest rates, and 
indexation of incomes, but, contrary to numerous recommenda- 
tions, it failed to do so. 

The above-mentioned reduction of real wages by one-half during 
the first years of "reform" reflects the intensity of the process of 
income redistribution in favor of the privileged social groups, which 
had established control over former state property and financial 
flows. The share of wages and social payments in the population’s 
income fell from 74% in 1990 to 43.4% at the end of 1996, while 
income from entrepreneurial activity rose to 38.7% (Fig. 17). The 
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FIGURE 17 
Relative changes in wages and business incomes 
(as percent of total personal incomes) 

 

other side of this process was a steep, at least threefold, increase 
in the differentiation of the population by level of monetary income. 
The stratification of society, in the course of which the numeri- 
cally small privileged class of New Russians arose, while the over- 
whelming majority of the rest of the population experienced the 
devaluation of the savings they had entrusted to the State and a 
steep reduction of real income, bears clear witness to the nature 
of the interests and motives that determined the Government’s 
economic policy. Had there been a desire to do so, many means 
could have been found in the arsenal of economic methods for 
regulation of a market economy, to avoid such a precipitous impov- 
erishment of most of the population and, at the same time, to direct 
entrepreneurial activity into the constructive channel of creating 
new wealth, rather than the redistribution of previously created 
wealth. To that end, it would have sufficed to adopt necessary 
restrictions and pricing standards during the decontrol of prices, 
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ensure appropriate proportions in the distribution of revenue from 
cash issues, and index savings on deposit with the State, wages, 
and social payments to the population. Instead, the greater part of 
the enormous revenues from cash issues, generated by the Central 
Bank in the course of hyperinflation, was arbitrarily allocated to 
privileged banks and recipients of preferential credits, which cycled 
them into various speculative operations, while criminal monopoly 
organizations in trade redistributed for their own benefit the greater 
part of the value added, created in the production of consumer 
goods. 

In the final analysis, the main source of the superhigh revenues 
of the ruling oligarchy as it was coming into existence during the 
first stage of "reforms," was the savings and wages of the rest of 
society. This redistribution took place by means of the devaluation 
of the monetary income and savings of the majority of the popula- 
tion, as a consequence of the refusal to index them during hyperin- 
flation, and of the new privileged class’s appropriation of revenue 
from cash issues and redistribution of value added in their own 
favor. As the volume and efficiency of production declined, the 
only source of increased revenues for one part of society was the 
reduction of the other part’s income. This component of the price 
deregulation policy is key to understanding how the chosen method 
of price formation affected the population’s welfare. Of all possible 
versions, the one was chosen for implementation, that least de- 
fended the incomes and savings of the population, rather provoking 
an intensive redistribution of current incomes and rapid social strati- 
fication. The selected method of price decontrol was the easiest to 
manage�the Government could spare itself the burden  of creating 
complicated indexation mechanisms for citizens’ incomes and sav- 
ings, or organizing control over monetary flows. The main concern 
of the Government and the Central Bank was to allocate revenues 
from cash issues in the form of preferential credits and "cycling" 
of the monetary resources of the State and enterprises into specula- 
tive operations of commercial structures, close to the monetary 
authorities. 

Cycle 2�1992-1993. The overwhelming majority of the  pop- 
ulation loses its rights to previously created national property, 
which is privatized by a thin layer of the ruling oligarchy. The 
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large-scale privatization of state property led to a redistribution 
of national property, accumulated over decades, in favor of the 
immediate organizers of this action and their "consultants" and 
partners, who set up shop in the vicinity of the State Property 
Committee and took an active part in various privatization measures. 
The population, unprepared for this action and poorly informed, 
was deprived of any opportunity to make effective decisions. Under 
conditions of a steep decline in incomes, people were forced to 
"dump" their privatization vouchers into the hands of shady middle- 
men. Most of the latter, who in turn lacked adequate information 
to make effective direct investments, merely resold the vouchers 
or speculated on the shares of privatized companies, appropriating 
what they made from those operations and deceiving gullible in- 
vestors. 

The people who ultimately gained from the chaotic redistribution 
of property and the speculative boom that arose as this occurred, 
were the best-informed people�those who had persona lly taken 
part in organizing the process. A typical example is the amazing 
commercial success of the foreign consultants and partners of the 
leaders of Russian privatization, who utilized their inside information 
to organize the mass acquisition of shares in privatized enterprises, 
for the benefit of foreign banks [23]. In the spring of 1997, a noisy 
scandal flared up around the shady dealings of these foreign advis- 
ers to the Russian privatization agency. True, the scandal was raised 
not in Russia, where they had inflicted enormous damage on the 
economy, but in the USA, where the actions of these American 
citizens were seen as criminal wrongdoing that discredited the 
values of democracy, threatening the successful implementation of 
market reform. 

The well-informed people who speculated on the resale of stock 
shares of privatized companies accumulated enormous capital. The 
sums invested in buying vouchers from the population were multi- 
plied tens of times over, in the course of reselling the shares of the 
privatized enterprises to interested foreign companies. A single 
foreign bank, which worked closely with the Russian Government 
and employed one of these "advisers," resold shares of Russian 
enterprises in the amount of nearly one billion dollars in 1994 
alone. The voucher and investment funds, set up by such "advisers," 
dominate the Russian stock market to this day, continuing to "earn" 
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money by speculating on the greatly devalued shares of Russian 
companies. 

Behind many of those who have thrived on speculation in vouch- 
ers and the shares of Russian companies that were privatized for 
a song, are international swindlers, "naturalized" under the wing of 
the organizers of mass privatization. They established themselves 
with official Russian agencies as advisers, consultants, and experts. 
The organizers of the privatization campaign needed them for sev- 
eral purposes. They would pave the way into international financial 
structures. They made it possible to extract superprofits by transfer- 
ring abroad the rights to privatized national wealth. They provided 
the respectable appearance of a progressive "reform" as a cover for 
the unprecedented campaign that was being carried out in Russia 
to appropriate and loot an enormous quantity of property, and they 
secured recognition by the international establishment. 

As a result of manipulation of their stock shares, many Russian 
enterprises ended up in the hands of foreign competitors, who 
handled them as suited their own short-term interests. As a rule, 
those interests were confined either to squeezing the maximum 
profit out of the companies (as occurred with many steel, chemicals, 
and paper industry enterprises), re-profiling them to meet the re- 
quirements of foreign companies for production of the most labor- 
intensive or ecologically polluting components (as in the case of a 
number of electronics companies), liquidating them as competitors 
(as often happened in science-intensive machine-building), or utiliz- 
ing them for purposes of grabbing the domestic market (the food 
industry and construction materials). 

The result was that during 1996-1997, financial speculators real- 
ized enormous profits from the price rises on shares of companies 
that had been privatized for next to nothing. Those share prices 
soared an average of 3.5-4 times over in the course of those two 
years [24]. Every ruble invested in the acquisition of privatization 
vouchers by these speculators, who were closely linked to the privati- 
zation agency, subsequently yielded them tens of rubles of profit as 
they resold, at rising prices, the shares of companies that had initially 
been valued at several times below their worth. The State suffered 
corresponding damage or missed opportunities for gain. 

Here again, as in the case of the devaluation of citizens’ savings, 
the organizers of the privatization campaign had every opportunity 
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to suppress the illegal machinations of their "advisers" and other 
intimates, to prevent speculative swindles involving the population’s 
privatization vouchers, and to forestall their devaluation through 
thieving operations to redistribute property. Not only was this not 
done, but, to the contrary, investigations by the Prosecutor Gener- 
al’s office [25] indicate that many of the leaders of the privatization 
campaign became actual participants in it, crudely violating the law 
as they privatized state property for their own benefit. The patently 
criminal nature of the mass privatization campaign (the Prosecutor’s 
office has uncovered 3,000 to 5,000 violations of the privatization 
laws each year), however, had no effect on the policy of the individu- 
als and structures running the process. Of the 140 top domestic 
entrepreneurs, 40 were previously involved in illegal businesses, 
while 20% of them have been prosecuted for criminal activity [26]. 

It is well known by now, that the most important actions in the 
privatization of state property were in the nature of a plot between 
officials and interested commercial structures, and were of a clearly 
criminal character. The most scandalous swindles of this genre 
were the privatization of several major oil companies through so- 
called "loans-for-shares" auctions, the privatization of leading banks 
and shares of major Russian natural monopolies by small groups 
of influentials, the seizure of many ports and other local monopolies 
by criminal organizations, the free-of-charge transfer of major indus- 
trial firms by the organizers of "competitive investment auctions" 
to their partners-in-crime, after which the "winners" failed to carry 
out their obligations. All that is merely the tip of the iceberg in the 
most gigantic swindle of the century, organized in Russia in the 
guise of "reform." In fact, it was the illegal appropriation (plunder) 
of the largest lot of property that ever fell into the hands of a criminal 
community in the history of the world. 

The campaign to appropriate national properly for the benefit of 
a small group of well-informed people was carried out under the 
slogan of "people’s privatization." Additionally, it caused a disorgani- 
zation of production, the rupture of economic ties, and a rise of 
transaction charges, which resulted in a sharp reduction of the 
efficiency of production and a devaluation of the privatized compa- 
nies. The chaos in property relations, caused by the privatization 
campaign, and the elimination of any responsibility whatsoever, 
corrupted many economic managers, breeding a rapacious attitude 
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toward the privatized property. It was followed by the real looting 
of many previously efficient enterprises and the breakup of once 
highly productive labor collectives. A significant number of promis- 
ing companies came under the control of foreign competitors. As 
a result of these developments, the efficiency of production, as 
measured by labor productivity, energy-intensity, and other gener- 
ally accepted indicators, fell by more than one-third, and output 
dropped by one-half. 

But the privatization campaign made its most destructive impact, 
perhaps, with the formation of stereotypes of business behavior. 
By creating opportunities for easy enrichment through the acquisi- 
tion of state property and subsequent speculation in the shares of 
privatized companies, the adopted method of mass privatization 
oriented the most active and energetic businessmen not toward the 
creation of new wealth or the satisfaction of the needs of society, 
but toward the division of unearned wealth and the appropriation 
of sources of income, created earlier by society as a whole. Produc- 
tion thus ceased to be attractive for the majority of entrepreneurs� 
against a backdrop of triple-digit annual profits from the acquisition 
and subsequent resale of state property, the single-digit profitability 
rates in the productive sphere made any kind of activity in produc- 
tion economically senseless. 

The privatization campaign in Russia shaped an anomalous type 
of businessman, oriented not toward earning profits by the creation 
of new material goods for consumers, as in a normal market econ- 
omy, but toward the acquisition of previously created wealth. Ac- 
cordingly, instead of economic growth, achieved by the activation 
of creative entrepreneurial energies, we have experienced a colossal 
collapse of such growth, as a result of the explosion of criminal 
activity, provoked by the legalized plunder of state property. It is 
not surprising, that the Prosecutor General’s data show that the 
number of infractions of the law, committed in the course of the 
privatization of state property, has consistently exceeded the num- 
ber of actual privatizations for the past several years. Privatization, 
organized as a free-of-charge distribution of property, became a 
powerful factor in the criminalization of the economy and society. 
In 1997 alone, the Prosecutor’s Office brought to court 203 motions 
to declare null and void the results of state property auctions, 267 
protests were lodged against illegal actions by the property funds 



CAUSES 45 

and privatization directorates, and 643 motions were submitted to 
eliminate identified violations of the law in this area [25]. In 1995- 
1996, Internal Affairs agencies in collaboration with employees of 
the Prosecutor’s Office uncovered and stopped more than 10,000 
of the grossest violations of the law, and brought to court 2,000 
cases of the illegal privatization of state property. 

As indicated in the Foreign and Defense Policy Council’s report 
on the criminalization of Russian society, "over 30,000 crimes have 
been uncovered in the country in this sphere since the beginning 
of the reform of property relations (despite the largely latent quality 
of economic infractions of the law). Numerous instances of embez- 
zlement of the monetary proceeds from privatization have been 
uncovered, as well as bribetaking by persons delegated by the State 
to handle the reform of property relations. The criminal nature of 
Russian privatization and its significance for the development of 
corruption in Russia is best illustrated by the fact that in practically 
every second region of the country, leaders of the local administra- 
tions, territorial property management committees, and property 
funds, have been indicted. 

"It is evident today, that the privatization process from the outset 
was ’saddled’ with criminal capital and became the most important 
instrument not only for laundering’ money, but for raising the 
degree of criminalization of Russia as a whole. The very nature of 
privatization facilitates an explosive development of corruption in 
government, involving, first and foremost, those agencies that di- 
rectly carry out privatization. The wages of the chief of the Vologda 
Province territorial directorate of the Ministry for State Property 
were $16,500 per month, which is almost double the salary of the 
President of the United States [in recent times]. 

"Studies of the criminal milieu in major cities (Moscow, St. Pe- 
tersburg, Yekaterinburg, and others) show an increase in the num- 
ber of crimes, connected with the illegal acquisition of citizens’ real 
estate, including buying and selling. In Moscow alone, there are 
estimates that over 30,000 people have lost their apartments and 
become homeless as a result of such crimes (and it should be 
emphasized that this figure does not include people who shifted to 
inferior lodgings, moved in with relatives, switched to rental hous- 
ing, or moved out of Moscow)." [49, pp. 7-9] 

A report by the Prosecutor General’s Scientific Research Institute 



46 GENOCIDE 

for Problems of Strengthening Law and Order concluded that "the 
process of mass privatization of state-owned and municipal enter- 
prises and housing ... occurred in a highly unorganized and hasty 
fashion, without due state supervision. Everywhere, it was accompa- 
nied by numerous serious infractions of the law, such as: illegal 
acquisition of federal property; transfer of a huge quantity of national 
capital into the hands of a select small circle of people; loss of the 
controlling block of shares in many companies in important sectors 
of industry; depression of the value of privatized entities; unlawful 
mortgaging of state property; unlawful sale of facilities belonging 
to the social services sphere; privatization of housing to the detri- 
ment of minors’ rights under the law, and so on." [26, p. 19] These 
consequences were easily predictable, scientists warned about 
them, and they could have been completely prevented. 

The predatory motivation that took shape among entrepreneurs 
is fully manifest with respect to the people who work at privatized 
enterprises. The "school of human relations" has been accepted 
in world management practice for a long time. It provides for a 
considerate attitude to the "human factor," as key to a company’s 
competitiveness. The above-cited report, however, indicated that 
our "new owners and employers, in the race for profits and for other 
reasons, do not create appropriately healthy and safe conditions in 
the workplace. As a result, the level of on-the-job injuries is rising. 
Up to 300,000 people per annum are injured in production, of whom 
6,000 die. The number of violations of labor safety laws, uncovered 
by the Prosecutors’ offices, rose from 4,951 in 1995 to 8,062 in 1996 
(an increase of 42%), and in 1997 the number grew to 11,571, i.e. 
35% more. The percentage of industrial operatives working under 
harmful or dangerous conditions of labor rose from 18% to 42.3% 
in a five-year period." [26, p. 20] 

Many articles were written to warn the authorities about the 
probable destructive consequences for the economy from mass 
voucher privatization. Nonetheless, the version chosen from all the 
possible schemes for the privatization of state property was this 
most primitive one, which was also the most destructive and fraught 
with social conflict, leading to the criminalization of the economy, 
the destruction of production and technological cooperation links, 
chaos in property relations, the steep decline of the volume and 
efficiency of production, and an increase of social tension. This 



CAUSES 47 

version ran counter to scientific recommendations, common sense, 
and international experience. It provoked the chaotic destruction 
of economic ties and massive violation of the law. It was illegal in 
its very method of implementation. Its unquestionable advantages 
for its organizers, however, included speed and exceptional possibil- 
ities for the appropriation of enormous state assets and redistribu- 
tion of accumulated national wealth for their own advantage. This 
version of privatization was so attractive to the "oligarchy" that was 
taking shape, that a coup d’etat was carried out in order to implement 
it, and the Parliament, which resisted violations of the law, was 
crushed with artillery fire. 

As was the case with the redistribution of monetary streams and 
savings, the ruling oligarchy’s accumulation of property did not 
entail the creation of new values and material goods, but rather the 
redistribution, for its own advantage, of national wealth that had 
been created by the labor of the entire people�in e ffect, expropria- 
tion from the rest of the population. The ideologists of privatization 
for the benefit of its organizers treated state property as if it were 
ownerless, available to be divided up without infringing any- 
body’s rights. 

In reality, the appropriation of state property by any individual 
or group is the alienation of all other citizens’ rights to it, and affects 
their interests. If today we make a comparative analysis of the 
decisions adopted by the interested parties, who organized the 
privatization campaign, with its consequences in the allocation of 
property and wealth, an unquestionable connection of the former 
with the latter is uncovered. The entire practice of privatization is 
likewise associated with the interests of the group that seized power, 
which demonstrates that the economic policy they carried out was 
subjectively influenced by these interests. 

Cycle 3�1993-1994. The population experiences deval ua- 
tion of its savings and loss of property in financial pyramids. 
The financial pyramids, which wiped out 20 trillion rubles of the 
savings of 40 million people in a second round, emerged on the 
crest of the privatization wave of speculation in vouchers and the 
shares of privatized companies. Since their appearance was readily 
Predictable from international experience, effective mechanisms to 
Prevent large-scale swindles against the population could have been 
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developed in a timely manner. Nothing of the sort, however, was 
done. On the contrary, government policy connived at deceiving the 
population. State television channels advertised the attractiveness 
of investing in financial pyramids that were manifestly fraudulent. 
Nothing was done to stop swindles aimed at an unsophisticated 
population, which presumed that the State would be monitoring 
the process. 

Measures to terminate the financial machinations were taken 
late and, it was evident, unwillingly. Even the Fund for Assistance 
to Victimized Investors, which was established after the collapse 
of the main financial pyramids and was supposed to have the use 
of a portion of the State’s privatization revenues, was squandered. 
The construction of the financial pyramids was carried out, in effect, 
as an adjunct to the privatization campaign. They allowed the con- 
centration of property in the hands of organized crime and expanded 
the criminal societies’ opportunities to acquire state property. The 
very process of duping credulous investors with lavish promises of 
superhigh income created a certain atmosphere of elevated expecta- 
tions of rapid, easy enrichment, creating favorable political condi- 
tions for mass privatization to the advantage of the small group of 
organizers of this process. 

The authorities’ abetment of such large-scale financial machina- 
tions clearly testifies to the criminalization of the ruling elite and 
its transformation into a criminal oligarchy, whose interests are 
limited to ensuring its own exorbitant revenues and preserving its 
privileged position at any cost. Analysis of the consequences of the 
main directions of the implemented economic policy, shows that 
these interests contradict those of the overwhelming majority of 
the population and conflict with national interests and the interests 
of the State, which are perceived by the ruling oligarchy as a threat 
to its position. Accordingly the policy, carried out by the oligarchy 
with respect to the management of state property and revenues, 
which is aimed at its own enrichment and maintaining its grip on 
power, is antagonistic to the interests of the rest of the population 
and to the national interests. 

Cycle 4�1995. The macroeconomic policy causes a ste ep 
decline in the population’s real income and destruction of the 
productive forces of society. Having refused to regulate incomes 
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and defend the savings of the population, the Government pursued 
an anti-inflation policy of reducing aggregate demand by means of 
contraction of the money supply and reduction of state spending. 

This method, selected as the main means to suppress inflation, 
is similar to other key lines of the economic policy, in its extreme 
primitivism and low level of effectiveness. The inadequacy of this 
method to the purpose of suppressing the type of cost inflation that 
was prevalent in Russia, as well as its destructive impact on the 
productive sector and depressive influence on economic develop- 
ment, were well known, and there was no shortage of warnings 
from scientists and prominent politicians. The consequences of this 
policy, as had been forecast quite distinctly, were: the payments 
crisis, the profound disruption of the entire system of monetary 
circulation, the criminalization of the economy and its transforma- 
tion into a non-money economy, and a steep decline of wages and 
social payments to the population, as well as of the volume of 
production and investment. 

Here, as for other lines of economic policy, there were various 
options for achieving the suppression of inflation and macroeco- 
nomic stabilization. Scientists proposed various methods to lower 
inflation, including tightened control over price formation in the 
highly monopolized sectors of the economy, targeted regulation of 
monetary flows in order to prevent them from being concentrated 
in the speculative sphere, measures to eliminate crime from the 
goods distribution network, imposition of export duties on raw 
materials, incentives for consumer goods production, development 
of competition, and so forth. None of these proposals was taken up. 

The methods chosen were the simplest, least effective, and, at 
the same time, most damaging to the population’s welfare and 
productive activity�suppression of demand, while th e superhigh 
incomes and unlimited demand of the ruling oligarchy itself were 
preserved. Inflation was lowered by means of contraction of the 
money supply, which automatically stripped the real sector of the 
economy of money, and reduced the incomes and effective demand 
of the population, goods-producing enterprises, and the State. 

Another means employed under the anti-inflation policy was to 
attract available financial resources into the financial pyramid of 
state domestic debt, by maintaining superhigh yields on govern- 
ment bonds. This had a double effect on the outflow of capital from 
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the productive sphere: The value of money rose with the overall 
contraction of the money supply, provoking an outflow of capital 
from the relatively low-return sphere of production; at the same 
time, the superhigh returns on state bonded debt guaranteed that 
monies that had departed from the real economy would be locked 
into the financial pyramid of government bonds. To put it another 
way, macroeconomic stabilization was achieved mainly by the con- 
traction of aggregate demand for commodities, which led to a reduc- 
tion of production and of state budget revenues, accompanied by 
a rapid decline in the income of the majority of the population. 

The brunt of the battle against inflation thus was borne by the 
population, which, in the absence of proper indexation of wages, 
pensions, and social subsidies, and with the Government’s abandon- 
ment of any role in the regulation of labor compensation or provision 
of social guarantees, experienced a steep decline of its real income 
and was forced to reduce demand. The reduction of consumer 
demand on the part of the majority of the population, however, only 
weakly suppressed inflation, which was mainly generated by the 
monopolistic behavior of enterprises and by structural imbalances 
in the economy. Moreover, the anti-inflationary effect of reduced 
demand on the part of most of the population, under conditions 
where the superhigh revenues of the ruling oligarchy were main- 
tained and increased, was proportionally offset by growing demand 
from the New Russians. 

The reduction of enterprises’ working capital and demand was 
equally ineffective from the standpoint of suppressing cost inflation, 
but it was extremely destructive for production. It led to the pay- 
ments crisis, demonetarization of the sphere of production, and a 
steep decline in production and investment (Figs. 18, 19). The 
anti-inflationary effect of shrinking enterprises’ current demand was 
offset by the reduction of the supply of commodities. Alongside 
the stabilization of the ruble’s exchange rate under conditions of 
continuing high inflation, this led to a sharp deterioration of the 
competitiveness of domestic products and an even greater decline 
of their production. It aggravated the economic depression, drove 
unemployment upwards, and further reduced the income and stan- 
dard of living of the population. 

The destructive effects of the methods selected to suppress infla- 
tion and achieve macroeconomic stabilization proceeded in tandem 
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FIGURE 18 
Non-payments and the money supply, 1990-1998 
(billions of rubles) 

 

FIGURE 19 
Industrial production and investment in fixed capital, 
1990-1997 

 



52 GENOCIDE 

with superhigh revenues for the financial oligarchy that was coming 
into being. The abrupt contraction of the money supply and the 
crisis increased the price of money and raised the rate of return 
on monetary assets. While provoking a slump in production, decline 
in the population’s income, and steep reduction of investment in 
production, the chosen policy for suppressing inflation simultane- 
ously generated superhigh revenues in the financial sector, which 
attracted scarce monetary resources, which were in short supply, 
and maintained the high profitability of speculative operations. 

From the standpoint of creating conditions for economic growth, 
the sacrifices made for the sake of the anti-inflation policy were in 
vain. Inflation was reduced by means of putting the economy into 
an unstable equilibrium state, characterized by its dollarization, 
drawing of the money supply into the state debt pyramid, substitu- 
tion of imported goods for most of the market, bankruptcy of half 
the goods-producing enterprises, and the shutdown of production 
in most sectors of manufacturing. It will be shown below, that 
economic growth was impossible in that unstable equilibrium state; 
preservation of the equilibrium required the rapid buildup of the 
state debt and maintenance of profit rates in the financial markets 
at a level several times higher than the average profitability in the 
sphere of production. 

The goals of macroeconomic stabilization�an upswing  in invest- 
ment and rise in prosperity and economic growth�cou ld not be 
achieved by this sort of anti-inflation policy. The stabilization 
through depression, experienced in 1997-1998, completely con- 
firmed the forecasts of economists, with which the Government 
was quite familiar, concerning the consequences of attempting to 
combat cost inflation by means of contracting demand. The continu- 
ing fall of investment and production once again illustrates the 
theoretically well-established fact, that the suppression of inflation 
is insufficient for economic growth. At the same time, with all the 
social costs of the stabilization policy that was carried out, the 
desire to preserve and multiply the superhigh incomes of the ruling 
oligarchy was fulfilled. 

The experience of planning the 1995 budget serves as a clear 
example of the anti-social effects of the implemented inflation policy. 
In the autumn of 1994, in the course of considering the draft budget 
for 1995, the Government adopted an administrative decision to 
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compose the budget and project revenue parameters, based on the 
assumption of an average 2% monthly rate of inflation. This was 
done despite reliable forecasts by leading institutes of the Academy 
of Sciences, the conclusions of experts working for the State Duma, 
and even the Ministry of Economics, which all concurred in project- 
ing a monthly rate of inflation of 5-8%. 

The adoption of a budget that assumed 2.5% average monthly 
inflation, whereas in the event the rate was 7.5%, meant a 5% monthly 
reduction of the real income of all budget-sector employees. It is 
not surprising, that the population’s real income fell by 13% during 
1995; wages declined by 28% and pensions by 19%. The Government, 
however, had made it easier to fulfill its formal obligations under 
the budget, turning the impact of inflation to good advantage. This 
was a quite conscious choice by the ruling oligarchy, made in full 
cognizance of the social consequences for the calculation of state 
budget parameters, of understating the inflation rate by a factor 
of three. 

The shift onto the population of the burden of suppressing infla- 
tion, through cutting budget spending, became even more blatant 
later on. In 1997, in gross violation of the Federal Law on the Budget, 
the Government simply slashed budget spending on the social 
sphere, investment programs, and subsidies to production and sci- 
ence by one-fourth, in order to make increased interest payments 
to financial speculators in government bonds, without exceeding 
the established budget deficit ceiling. 

A similar situation came about in early 1998, when the Govern- 
ment, instead of adhering to the Law on the Budget, established 
for itself secondary limits on fulfilling its budgetary obligations, in 
order to find possibilities to make timely payment of the astronomi- 
cal interest due on its bonds. 

Cycle 5�1995-1998. The state budget, the population ’s sav- 
ings, and the monetary resources of the sphere of production 
are sucked into the state debt pyramid, bankrupting the state 
financial system. The redistribution of federal budget outlays in 
favor of making interest payments on the state debt clearly betrayed 
the true goals of the economic policy that was carried out. Here 
the connection between the Government’s anti-inflation policy and 
the superhigh incomes of the financial oligarchy is most evident. 
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FIGURE 20 
Federal spending for GKO-OFZ debt service and social 
spending 
(billions of rubles) 

 

When the financial pyramids collapsed, the high profitability of 
speculative operations that had developed during the period of their 
buildup was artificially restored by the Government, by construction 
of its own financial pyramid of short-term government bonds (GKO), 
issued at high rates of return for purposes of financing the budget 
deficit. The construction of this new financial pyramid simultane- 
ously addressed the problems of providing a reliable source of 
superhigh income for the ruling oligarchy and of tying up available 
monetary resources, neutralizing their effect on the increase of 
prices. 

Of all the various possible means to suppress inflation, the ruling 
oligarchy chose the one that enabled it to derive superhigh reve- 
nues, guaranteed by the State. The superprofits from speculation in 
government securities, which reached 100% per annum and higher, 
made a particularly sharp contrast to the months-long delays in 
disbursement of wages and social payments, which resulted from 
the policy of restricting aggregate demand (Figs. 20, 21). 

It should be noted that the rate of return on government bonds 
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issued by the Russian Government exceeded by several times the 
rates of return on this type of security, generally accepted in world 
practice (Table 3). 

The subsequent experience of the abrupt fall of GKO yields 
during 1997 showed that there was no objective reason for this 
excessive elevation of their rate of return. There was adequate 
demand for them at real yields three to four times less than what 
became the norm in 1995-1996. But for some reason, in defiance of 
expert opinion and to the detriment of the interests of the Treasury, 
yields on government bonds were established at a high level that 
had no precedent in world practice. This promoted the already 
powerful outflow of capital from the sphere of production into specu- 
lation, while it completely blocked investment. Savings were almost 
completely transformed into GKO. 

Against the backdrop of a catastrophic contraction of production 
and the impoverishment of the majority of the population, the Rus- 
sian economy’s speculative sector became a real "land of Eldorado," 
with the world’s highest rate of return on financial speculation, 

 

FIGURE 21 
Wage arrears, 1997-1998 
(billions of rubles) 
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where it was possible to obtain hundred-percent profits, or even 
thousand-percent if things went well, without risking anything. A 
"miracle field" materialized in our country, which lawfully enough 
began to be viewed in the circles of the world financial elite as a 
"land of fools," who were giving away their wealth and their future 
to all comers.* 

Despite the astronomical GKO yields, the influx of private monies 
was insufficient to support them; the Central Bank had to act as 
the main purchaser of GKO (both directly, and through Sberbank 
and other commercial banks, affiliated with the Central Bank), 
supporting their liquidity and superhigh rate of return. The share 
of the Central Bank and Sberbank in banking-sector government 
bond placements reached two-thirds in 1997, which indicates the 
economic absurdity of this technique of financing the budget deficit. 
Just as in the past, the main source, besides the population’s savings, 
was cash issues by the Central Bank. 

The semblance of macroeconomic stabilization was achieved in 
the most primitive manner�by locking available moni es into high- 
yield speculative operations at state expense, while casting a blind 
eye on the ruinous consequences for the sphere of production 
and investment. In medical language, the national economy "got 
hooked," with consequences analogous to those experienced by 
the human body when morphine injections are administered to 
treat pain. 

By setting GKO yields and Lombard credit rates, guaranteed by 
the former, at levels that were superhigh by world standards, the 
Government and the Central Bank temporarily attracted the huge 
sum of capital that had fled the sphere of production as a conse- 
quence of the economic policy being carried out, and prevented 
it from flooding the market. By doing this, they maintained the 
appearance of stabilizing the exchange rate and commodities prices. 
This was done by fixing the exchange rate of the ruble, in a setting 
where imported goods dominated retail trade in the markets of 
major cities, which determine price behavior in the country; the 
effective freezing of aggregate demand through the sequestration 

*In Aleksei N. Tolstoy’s Russian version of the Pinocchio story, a cun- 
ning fox and a cat lead the little wooden boy to the Land of Fools, where 
money grows on trees in a place called the Miracle Field.�Translator’s note.  
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FIGURE 22 
GKO-OFZ domestic government debt and capital 
investment 
(billions of rubles) 

 

of budget outlays and the deterioration of the financial situation in 
the sphere of production, both of which reduced wages actually 
paid; and the suppression of investment. 

The natural results of this policy were a continued outflow of 
capital from the sphere of production, a further reduction of invest- 
ment and production, aggravation of the payments crisis in the real 
sector, a deterioration of the financial situation of goods-producing 
enterprises, and an increased reduction of wages actually paid, while 
owners’ income rapidly rose. The graph (Fig. 22) shows the outflow 
of capital from the sphere of production, into GKO-OFZ specula- 
tion.* A new result was that the State was sucked into a debt crisis 
and the budget crisis became chronic. By mid-1997, the economy 
was trapped in a debt crisis, where debt service was persistently 
much higher than the possibilities of the budget’s tax revenue base. 

*OFZ, the Russian acronym for Federal Loan Bonds, were issues with 
maturities of greater than one year, while the GKO, Government Short- 
term Bonds, were the shortest-term government bonds.�Translator’s note.  
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In and of itself, the chosen method of balancing the budget by 
rapidly building up what was already one of the largest state debts 
in the world�done in the setting of privatization o f a large portion 
of state assets virtually for free and the State’s rejection of many 
sources of revenue (customs duties on the export of unprocessed 
raw materials, other forms of collecting natural rent as revenue for 
the State, a state monopoly in the alcohol trade, and state sector 
profits)�bespeaks the real motives for the stabiliz ation policy that 
was carried out. When it placed government bonds at superhigh 
interest rates and cut budget spending for the sake of covering 
interest payments, the ruling oligarchy was exhibiting the classic 
behavior of court favorites, who pursue their short-term goals of 
personal enrichment and staying in power, at the cost of bankrupting 
the country and future generations. 

This policy, however, could not last long. Not only did it preclude 
economic growth, but it also made it impossible to escape from the 
debt crisis, no matter how much budget spending might be cut. 
The financial pyramid of GKO, constructed by the financial authori- 
ties since 1997, qualitatively exceeded the possibilities of the budget 
to sustain it Monthly spending to redeem and service the domestic 
debt regularly exceeded (by a factor of 1.5-2) the federal budget’s 
total tax receipts (Fig. 23). 

In this situation, the policy of sequestration of budget spending 
in order to reallocate funds to servicing the state debt, which was 
in its second year of implementation, became pointless. The growth 
of federal budget spending for these purposes to one-third of total 
spending failed to halt the growth of the state debt pyramid, which 
increased by over 100 billion rubles more during 1998 before col- 
lapsing. To paraphrase the aphorism: This was not only a crime, it 
was ridiculous! It made no sense to pay financial speculators un- 
heard-of superprofits, at the cost of skimping on child-welfare sub- 
sidies and salaries to public-sector employees, since the margins 
that could be gained by such austerity measures were far less than 
the avalanche of debt obligations. 

Thus, although the causes and consequences of the macroeco- 
nomic policy were fairly well obscured by scientific-sounding dema- 
gogy, the Government’s actions under conditions of budget crisis 
left no doubt as to the real policy priorities, as opposed to what was 
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FIGURE 23 
Budget revenues and spending for debt service 
(billions of rubles) 

 

proclaimed in public. The illegal sequestration of federal budget 
spending in 1997 exposed the real priorities of the Government’s 
budget policy with some precision. 

Budget cuts were adopted at the following levels. Funding for 
supplies to northern regions, the coal industry, and defense procure- 
ment were cut by 30%. All other unprotected categories of spending 
were cut by 55%. Legally mandated budget spending for the national 
defense was financed at a level of only 66.9% in 1997, including a 
level of 64.2% of mandated spending for the Armed Forces’ food 
supply, a protected item. Basic research and spending to support 
scientific and technological progress were financed at 61.5% of the 
budgeted amounts; industry, energy, and construction at 57.9% (only 
15.5% of the budgeted level of spending on defense industry conver- 
sion was financed); agriculture and fisheries at 44.5%; education at 
76.3%, with preschool programs at 60.1%; culture and art at 38.1% 
[69]. Spending for debt service, however, was not subject to seques- 
tration, so the state debt turned out to be the highest priority. Funds 
for this purpose were not only not sequestered, but they constantly 
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exceeded the ceilings for budget spending on debt service. The 
result was that over one-quarter of all budget spending in 1997 went 
to provide superprofits to the financial speculators who had invested 
in the state debt pyramid. This was the highest item of budget 
spending. 

The 1998 budget confirmed this tendency. While planned social 
spending was cut by 8 billion rubles from the previous year’s level, 
the budget provided for a 33 billion ruble increase in spending to 
service the state debt. It not only set that level of spending to service 
the state debt (one and a half times greater than spending for 
the national defense), but also gave the Government the right to 
sequester a significant part of the spending on other items for 
the purpose of redistributing budget funds for the payment of the 
financial speculators’ superprofits. The budget’s planned expendi- 
tures for education, health care, culture, the national defense, sci- 
ence, and technological progress were to become optional, if there 
was not enough money to maintain the superprofits of the finan- 
cial speculators. 

As the budget was implemented during the first nine months of 
1998, an average 48.3% of the assigned annual funding level had 
been disbursed. Seventy and one-half percent of budget spending 
to service the state debt had been disbursed, while spending on 
industry, energy, and construction was at 23% of the budgeted level 
for the year, agriculture�22.5%, financing of state  investment� 
8.9%, defense industry conversion�4%. There was pra ctically no 
liquidation of debts owed to defense industry enterprises, while 
current payments were at 10-15% of the approved levels. 

Adaptation to the budget crisis by means of arbitrary cuts in all 
spending, with the exception of the constantly growing expenditures 
on servicing the state debt, led to a stabilization of non-interest 
federal budget spending at the extremely low level of around 10% 
of GDP, while budget revenues were at 11.9% of GDP, and tax 
revenues at 9.1% of GDP. 

The acute budget crisis effectively became chronic; the volume 
of federal budget spending decreased by a factor of five in a six- 
year period, falling an order of magnitude below the Soviet Union’s 
last budgets. For several years in a row, the budgeted level of 
spending has been one-third lower than the minimum level for 
maintaining highest priority social spending and the national de- 
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fense. Meanwhile, the budget’s additional burden of state debt ser- 
vice has increased each year. Such a level of budget financing 
makes inevitable the destruction of the country’s defense capacity 
and the national security, as well as the takedown of the social protec- 
tion system and the degradation of the State and the population. 

The obvious distortion of budget spending in favor of paying 
superhigh interest on government bonds is explained less by objec- 
tive necessity than by the direct commercial interests of influential 
financial organizations, which have grown accustomed to using the 
state budget as a primary source of superhigh revenues. Ultimately, 
as shown above, the Central Bank became the main purchaser of 
bonds issued by the Government. It came to spend for these pur- 
poses a good portion of the cash that was printed. Contrary to past 
practice, however, under which revenues from cash issues had been 
given to the Treasury (in order to finance the budget deficit), the 
revolutionaries decided it was more suitable to redistribute them for 
the benefit of private parties, as interest payments on government 
bonds. Revenue benefits for the Central Bank itself were included, 
that institution having been effectively commercialized by its man- 
agement in 1995-1997. The leadership of the Central Bank reallo- 
cated the revenues of this important state monopoly in its own in- 
terests. 

This was an unethical line of policy, not to mention the legal and 
political aspects of the Government’s differentiated attitude toward 
its obligations to financial speculators (which have been executed in 
full and on time) and to the population and the sphere of production 
(which have been consistently either aborted, or never implemented 
at all). This overt discrimination against public sector employees, 
science, the Armed Forces, and society as a whole, ought to be 
stopped. 

The August 17, 1998 collapse of the GKO financial pyramid, 
accompanied by the Central Bank’s decision to freeze currency 
exchange operations of a capital nature and devalue the ruble, 
marked the effective financial bankruptcy of the State, which was 
the lawful result of the macroeconomic and financial policies carried 
out in recent years. 

What was surprising, was the stubborn persistence of the Govern- 
ment and Central Bank leaders from 1994 through the first half of 
1998 and the officials in those agencies whose special responsibility 
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was servicing the state debt, in denying the threat that the GKO-OFZ 
financial pyramid would collapse, and even refusing to acknowledge 
that the "pyramid" principle was operating in the servicing of the 
state debt (that is, debt obligations were paid off with new loans), 
which was obvious to everyone. Even a few days before the crash, 
the leaders of the Government and the Central Bank were still 
rejecting as unacceptable all proposals to restructure the state debt, 
and were insisting that the policy of a further buildup of debt obliga- 
tions was correct. 

As of July 1, 1998, the total stock of domestic state debt in the 
form of short-term bonds was 436 billion rubles. According to the 
available data, the state budget’s net earnings from the placement 
of these bonds (revenue from the bond issues, minus spending to 
service and redeem the debt) did not exceed 30 billion rubles. 
Consequently, net losses to the State from the construction of the 
GKO-OFZ financial pyramid were over 400 billion rubles. 

Prompt implementation of proposals from scientists and econo- 
mists to restructure the GKO-OFZ financial pyramid in 1996 would 
have reduced this damage to 150 billion rubles. The sequestration 
of 109 billion rubles (expressed in redenominated rubles*) of non- 
interest federal budget spending in 1997 could have been avoided. 
A draft Law on Emergency Fiscal, Institutional, and Legislative 
Measures to Overcome the Budget Crisis was adopted by the State 
Duma in the first reading in February 1998,** but it was blocked 
in the second reading by the categorical protests of the Government 
and the Central Bank. It would have made it possible to reduce the 
damage to 300 billion rubles, sparing 63 billion rubles in non-interest 
federal budget spending from sequestration during 1998. Moreover, 
timely adoption of a decision to restructure the GKO-OFZ financial 

*The ruble was redenominated on January 1, 1998. One new ruble is 
equivalent to one thousand old rubles. �Translator’ s note. 

**It contained the following article: "The Government is mandated to 
restructure, before March 1, 1998, the domestic debt as of September 30, 
1997 (including Government Short-Term Bonds (GKO) owned by the Bank 
of Russia and commercial banks with majority State ownership, as well as 
the indexation of the population’s deposits in Sberbank, and credits against 
goods, with conversion of these government bonds into government coupon 
bonds with a minimum 10-year period of repayment and a guaranteed 4% 
real annual yield (above the rate of inflation)." � Author’s note. 
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pyramid would have held to a minimum the negative foreign conse- 
quences of the domestic debt bankruptcy, reducing the damage to 
the country’s credit rating and prestige. 

The belated and confused refusal to service the GKO-OFZ pyra- 
mid any further meant acknowledgment of the pointlessness of the 
two budget sequestrations of 1997-1998 and the associated heavy 
losses in the areas of social policy and the national defense, which 
were sacrificed for the sake of channelling money into the payment 
of interest to speculators, in order to maintain the pyramid and the 
appearance of stabilization. 

Just as needlessly were billions of dollars of the country’s cur- 
rency reserves, including the last $4.8 billion IMF loan, wasted 
on supporting an artificially high ruble exchange rate, in order to 
maintain the appearance of financial stabilization. Until the very last 
moment, the Government and the Central Bank were spending 
rapidly melting budget funds and currency reserves on servicing 
financial speculators, providing them with most favorable rules for 
the repatriation of capital and profits. 

As long as the financial pyramid was maintained in a state of 
steady growth, the population’s savings that were sucked into it 
yielded not a bad return. As economists had predicted, however, 
these savings were instantly frozen at the moment of its collapse, 
and were devalued in part. The experience of the Government’s de 
facto refusal to fulfill its obligations to make good the already once 
devalued deposits of citizens in Sberbank left little hope, that the 
ruling oligarchy would take measures after the collapse of the fi- 
nancial pyramid of government bonds, to protect the savings of the 
population that had been sucked into that pyramid, and not move 
to preserve their own capital, invested in state debt, at the cost of 
yet another devaluation of citizens’ savings. 

So it happened. Turning up bankrupt, our monetary authorities 
forgot about the nation’s credit reputation, cancelling the effect of 
the tens of billions of dollars, spent to secure a good rating, and 
dashed off headlong to save the oligarchs. The Central Bank de- 
cided on a 90-day moratorium on Russian commercial bank opera- 
tions to repay foreign credits, and a devaluation of the ruble, break- 
ing the official promises they had continuously sworn during the 
preceding months. 

The country’s chief banker, who one month before the crash 
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had called for spitting in the face of anybody who mentioned a 
devaluation of the ruble, suddenly "outspat" all his predecessors in 
financial megamachinations: Following the Government’s refusal to 
honor its debts, he not only devalued the ruble, which automatically 
reduced these debts by 20%, but then ordered all Russian commer- 
cial banks to suspend payments on their debts to foreign partners. 

By their decisions, the Central Bank and the Government de- 
stroyed the credit rating of Russia and of every Russian bank for a 
long time to come. Most of them were victimized for the sake of 
those that could not or did not want to make payments, who lobbied 
the Central Bank leadership to adopt this decision, in exchange for 
political support. There was no other explanation for this measure; 
by itself, it did not solve the problem of capital flight, which could 
easily find other channels. Because it was short-term, the morato- 
rium could not rescue the balance of payments, the deficit of which 
was only increased by this measure, because of the loss of confi- 
dence in the Russian banking system. These decisions provoked a 
sharp increase of foreign banks’ demands for repayment of loans 
made to Russian partners or a substantial increase of the collateral, 
developments that threatened to bankrupt many perfectly solvent 
banks, which wouldn’t dream of refusing to meet their obligations. 

In the period immediately after the collapse of the financial sys- 
tem on August 17, 1998, the Central Bank met the financial oligar- 
chy’s demand to focus cash issues on the task of saving privileged 
banks, rather than taking long overdue measures to change credit 
and monetary policy in the direction of an upswing of investment 
and financial improvement in the sphere of production. The next 
step in this direction was the Central Bank’s proposal to guarantee 
the population’s bank deposits, effectively transferring them to Sber- 
bank. These gifts to the proprietors of privileged banks, at the 
expense of the budget, brought about no essential change in the 
situation. Organizations prioritized by the oligarchs were saved at 
the expense of others. Another step in that direction was the Central 
Bank’s change in the collateral requirements for refinancing credits 
extended to major commercial banks, which were now told to pledge 
controlling blocks of their stock shares as collateral. 

The decisions taken in the area of currency regulation suffered 
from analogous shortcomings. The crisis might have occasioned 
decisive actions, taking the crisis situation as an opportunity to 
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correct a number of serious imbalances in the economy, which 
were impeding economic growth. They could simultaneously have 
brought about macroeconomic stabilization at a new price level, 
while creating incentives for a revival of production. Centralization 
of currency reserves, for example, implemented in tandem with the 
dedollarization of the banking system and an increase in the ruble 
supply, would have promoted the return to a money economy and 
the reduction of interest rates. A sudden devaluation of the ruble 
to the level of its real purchasing power (approximately by one- 
third), together with a temporary price freeze, would have created 
a serious reserve of stability for the financial system, while opening 
up possibilities to revive production with new price relationships. 
The refusal to service the GKO-OFZ financial pyramid ought to 
have been supplemented with alternative channels for increasing 
the money supply in the sphere of production, such as linkage of 
the liquidation of government bond debt with increased investment 
in production. 

Instead, the Central Bank devalued the ruble a little bit and 
froze payments abroad a little bit, which served to provoke intense 
pressure on the ruble and an inevitable (three months later) wave 
of capital flight, wiping out the hard-won trust of foreign investors 
and setting the stage for an inevitable further devaluation of the 
ruble, intensification of inflation, and deepening of the crisis. Follow- 
ing this will come more broken obligations, further deterioration 
of Russia’s position in the world financial market and the shutdown 
or irreversible colonization of the country. 

Like the Provisional Government formed by the people who 
overthrew the Tsar, balancing between the interests of the West 
and those of domestic big capital, the provisional government of 
"young reformers," continuing the policy of their predecessors, 
sought to balance between the demands of the IMF and those of 
the oligarchs. On demand from the former, they carried out budget 
sequestrations, contraction of the money supply, artificial elevation 
of the ruble’s exchange rate, and dismantling of mechanisms of 
protection in foreign trade. At the request of the latter, state property 
was privatized, the financial pyramid of government bonds was 
constructed, the moratorium was imposed on the payment of debts 
to foreign creditors, and schemes were introduced to grant preferen- 
tial credits to their banks. Just as in 1917, the interests of the people 
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and the country were thrown overboard, in compromises between 
the foreign and domestic creditors and protectors of the individuals 
entrusted with state power. Just as then, this brings about Russia’s 
accelerating slide into chaos, leaving only the most radical and least 
effective policy options for saving the country. 

A year before the August events, there was still a possibility to 
avoid the debt crisis, through appropriate changes in macroeco- 
nomic policy; six months before August, to exit from the crisis with 
minimal losses; two months before, to adopt just the "modest" 
system of anti-crisis measures, proposed by the Federation Council 
[46], which included no actions to be forced upon economic entities; 
today, there is no way but to shift to a mobilization policy. 

If social and national security is to be preserved, the budget 
crisis must be overcome, above all by reestablishing reliable sources 
of budget revenue. Instead of that, the Government simply reduced 
social spending, which led to an even greater impoverishment of 
the population. Throughout, it was clear to unbiased economists 
that the cause of the budget crisis was not overspending. The basic 
and immediate cause of the budget crisis�the sharp deterioration 
of the financial situation of enterprises in the sphere of production 
(the percentage of loss-making companies in the sectors of the 
sphere of production reached 60.4% in 1997, compared with 30% in 
1995) and the shrinkage of the taxable base, as a result of the steep 
contraction of profits�was a direct consequence of the Govern- 
ment’s macroeconomic policy. Another important cause of the bud- 
get crisis was the ruling oligarchy’s appropriation of major sources 
of rental income, which by law and by nature should have belonged 
to the state: revenues from the export of natural gas, crude oil, and 
other natural resources, from alcohol imports and trade, from cash 
issues, etc. Direct stealing from the till in the form of tax breaks 
granted by government leaders to "their" commercial organizations 
also played no small part. Data from the Prosecutor General’s Scien- 
tific Research Institute for Problems of Strengthening Law and 
Order indicate that lost budget revenue in 1996-1997, attributable 
to the granting of tax preferences (exemptions), may be estimated 
at between 100 and 180 billion (redenominated) rubles each year, 
which is more than the budget deficit [26]. 

Without denying the existence of possibilities to increase budget 
revenue, the Government failed to take obvious measures to bring 
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back under state control sources of income that belonged to it by 
right: natural rent, the Central Bank’s profits, revenue from the sale 
of alcoholic beverages, etc. 

The Government likewise had no desire to reduce the incredibly 
overblown, unproductive spending to service the state debt. Al- 
though a significant portion of government bonds was in the posses- 
sion of an institution of the State, the Central Bank, and could 
readily have been restructured, the Government preferred to pay 
the Central Bank its superprofits, which were subsequently con- 
verted into astronomical wage payments and the acquisition of real 
estate by the employees of that state agency. 

The changes in the structure of federal budget spending during 
recent years reveal with great clarity what interests the Government 
was serving in practice, camouflaging its actions with talk about 
putting things in order and the need to "live within our means." Of 
all the possible measures for adapting to the budget crisis, the 
Government chose the simplest, which was also the most ruinous 
for the population, and defended first and foremost the ruling oligar- 
chy’s sources of superhigh incomes. It was more important for the 
Government to preserve the superprofits of the oligarchical clans 
that controlled a significant portion of the banks and raw materials 
monopolies and the incomes of the alcohol mafia and speculators 
in government bonds, than to provide minimal social protection, 
save children from hunger and degradation, defend the health of 
the population, and educate children. The budgetary and macroeco- 
nomic policies, carried out in 1993-1998, brought the ruling oligar- 
chy huge profits, but for the majority of the population they meant a 
sharp reduction of current incomes and devaluation of their savings, 
while goods-producing enterprises experienced the shutdown of 
production, a payments crisis, and enormous losses. 



4 Ideology 

Above, we have looked at the implemented economic policy from 
the standpoint of its consequences for the popular welfare, showing 
the direct connection between the sharp deterioration of the stan- 
dard of living and the versions of economic reform that were chosen. 
It goes without saying, that this is not the entire story of this 
economic policy. A better understanding of the reasons for the 
choice, from among the many options for economic reform, of the 
one most burdensome for the population and destructive for the 
country’s productive forces, requires some analysis of its underlying 
ideological assumptions. 

The choice of a strategy for transition to the market was made 
at the end of 1991, in favor of the concept of "shock therapy," 
imposed by certain circles from the West. This was a radical version 
of the extremely liberal approach to economic policy, known in the 
specialized literature as "the Washington Consensus." This choice 
was made in defiance of the opinion of the country’s scientific 
community and despite the resistance of the Parliament and the 
state apparatus. The new Russian authorities used the necessity of 
implementing this choice, to justify to the world their crimes against 
the State and society. 

This background prompts us to be diligent in analyzing the 
ideology of the reforms that were carried out. The "shock therapy" 
strategy, systematically implemented in Russia and other former 
Council for Mutual Economic Assistance (CMEA) member coun- 
tries, is a version of the so-called Washington Consensus concept, 
developed by the International Monetary Fund for backward third 
world countries. It is distinguished by an extreme primitivization 
of economic policy, which is reduced to the three postulates: deregu- 
lation, privatization, and stabilization through strict formal planning 
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of the monetary base. Under this concept, there is maximum restric- 
tion of the role of the State as an economic actor, and its control 
over the dynamics of the money supply is limited. And although 
the parameters of the latter are usually set from "on high," and 
are systematically lowered for the purpose of combatting inflation, 
everything is sacrificed for their sake: social spending slashed, the 
financing of science stopped, state investment programs shut down, 
state purchases not financed, wages not paid on time, and so forth. 

In the beginning, the Washington Consensus principles were 
developed to establish control over economic policy-making in 
underdeveloped nations, in order to prevent the squandering of 
credits extended from abroad and to guarantee unhindered freedom 
of action for international capital on their territory. This explains 
the astounding primitivism of the concept, whereby all questions 
of macroeconomic policy are reduced to the minimization of state 
regulation of the economy, the restriction of the State’s role to 
dealing with questions of maintaining law and order and defending 
property rights, the deregulation of prices, domestic and foreign 
trade, and the elimination of the State from processes of economic 
reproduction and investment. The latter is accomplished by tying 
the national currency to the dollar and reducing credit and monetary 
policy to formal planning of the money supply as a function of the 
growth of foreign currency reserves. 

From the standpoint of the IMF’s interests, this policy had noth- 
ing to do with ensuring social welfare and economic growth. Its 
purpose was rather to dismantle the national sovereignty of the 
borrower countries for the benefit of international capital, enforcing 
strict control over the actions of their governments and ensuring 
the correspondence of their policies to the requirements of foreign 
"investors." In content, the Washington Consensus concept is noth- 
ing other than the machinery for such control. This explains the 
choice of economic policy planning methods that are primitive, but 
very convenient for purposes of external control. By setting strict 
targets for the growth of the money supply and the deregulation 
of prices and foreign trade, the IMF blocks the freedom of action 
on all other economic policy questions on the part of the govern- 
ment, which thus becomes subordinate to the Fund. This policy 
does not lead to economic growth, but it ensures governability, 
transparency, and predictability of the actions (or, more precisely, 
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inaction) of the State, which is important for international finance 
and trade capital with an interest in controlling the markets of 
those countries. 

Under pressure from foreign creditors, the Russian leadership 
adopted the Washington Consensus in its most primitive form� 
the "shock therapy" strategy. The International Monetary Fund was 
given the role of guide, in shaping the economic policy of the State. 
From the shelling of the Supreme Soviet and the coup d’etat at the 
end of 1993 until the autumn of 1998, Russia was effectively under 
a regime of outside management of state economic policy, the basic 
parameters of which were drafted by IMF experts and subsequently 
formally endorsed by the puppet Government and the Central Bank 
in the form of the relevant declarations on economic policy. 

Insofar as the Washington Consensus concept had repeatedly 
been criticized by authoritative Russian scientists, as it continues 
to be, as scientifically unsound and extraordinarily destructive for 
the productive forces of the country, the key question for its imple- 
mentation was the selection of appropriate leading personnel for 
key posts in the Government and the Central Bank�pe ople "untar- 
nished" by a patriotic worldview, not overly encumbered with an 
education in economics, inclined to money-grubbing and corrup- 
tion, and incapable or undesirous of conducting an effective policy, 
oriented toward the national interests. The relevant agencies of the 
leading members of the Group of Seven nations* tend to such 
matters, prompting and correcting the Russian President, whose 
power is reduced to the appointment of persons selected in this 

*For instance, the careers of all the leaders of the State Property Commit- 
tee, which carried out the uncontrolled privatization of state property, were 
connected in one way or another with the active influence of foreign special 
services. They actively supported "their" leaders (suffice it to recall, that 
Mr. Chubais’ most important appointments coincided chronologically with 
American-Russian presidential summits) and energetically pushed for the 
removal of leaders they did not control (V. Polevanov, for example, worked 
as chairman of that committee for less than half a year, after having kicked 
certain "experts," who were in the employ of foreign intelligence agencies, 
out of the State Property Committee premises). Many "unsinkable" officials 
in the Government and the Presidential Administration, who have been 
fired from several positions for incompetence, are obliged to foreign protec- 
tors and "friends" of the Russian President, for their amazing ability to 
survive.�Author’s note.  
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fashion, and signing directives prepared by them under guidance 
from the IMF and foreign experts. 

Having already mentioned the social consequences of the Wash- 
ington Consensus policy, we shall detail below its destructive eco- 
nomic consequences, as well as give a detailed characterization of 
the basic elements of an alternative economic strategy, oriented 
towards economic growth. Here, it is merely important to state that 
there were no objective grounds for conducting the Washington 
Consensus policy under IMF guidance in Russia. It was a question of 
political choice, of knowing how to direct the country’s Government 
from the outside, and of the corresponding selection of personnel. 

As specialists had repeatedly warned, the main results of the 
Washington Consensus policy in Russia were disintegration of the 
economy, steep deterioration of the population’s welfare, reduction 
of the efficiency and competitiveness of production, as well as its 
structural degradation, and profound destruction of the scientific 
and production potential of the country. Russia has dropped to 
among the second ten countries in the world in size of GDP. Ahead 
of Russia are not only the United States, China, Japan, Germany, 
France, Great Britain, Italy, and Canada, but also India, Brazil, and 
Indonesia. Although Russia possesses a highly skilled labor force 
and significant scientific and technological potential, as well as 
enormous national resources, the economic policy that was carried 
out has nonetheless made it a poor country, ranking between Leba- 
non and the Philippines in GDP per capita (Fig. 24). 

Contrary to numerous declarations and promises from the pur- 
veyors of the Washington Consensus policy in Russia, its consistent 
implementation and the achievement of its main goals�the sup- 
pression of inflation and a budget without cash issues�did not lead 
to an economic upswing. Nor could they, because the economic 
system plunged into chaos, as the basic reproduction contours and 
economic ties, which comprised it, were thoroughly destroyed. 

The disregard for the structural specificity of the Russian econ- 
omy, in hopes that the mechanisms of market self-organization 
would function automatically, provoked processes of economic dis- 
integration and the increase of chaos. Attempts to apply methods 
of macroeconomic stabilization that are traditional in a state of 
market equilibrium, such as restriction of the money supply, could 
not yield an adequate result under conditions of great disequilib- 
rium. Given the Russian economy’s typical imbalances, the applica- 
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