


THE GENOCIDE CONVENTION

Article I. The Contracting Parties confirm that geitde, whether
committed in time of peace or in time of war, iscéame under
international law which they undertake to prevemt punish.

Article II. In the present Convention, genocide meaany of the
following acts committed with intent to destroy, whole or in part, a
national, ethnical, racial or religious group, asts a) Killing members
of the group; b) Causings bodily or mental harm to members of the
group; c) Deliberately inflicting on the group cdtiwhs of life
calculated to bring about its physical destrucfiomvhole or in part; d)
Imposing measures intended to prevent births witténgroup...

Adopted by the United Nations General Assembly,.Ped 948

Sergei Glazyev on Russia in the 1990s

"The rate of annual population lobas beel
more tha double the ratf loss during thi
period of Stalinist repression and ma
famine in the first half of the 1930s... There
has been nothing like this in the thousand-
year history of Russia."

Minister of Foreign Economic Relations

in Boris Yeltsin's first cabinet, the only

member of the Russian government to

resign in protest of the abolition of the

Parliament and the Constitution in 1993,
Doctor of Economics Sergei Glazyev looks at posti&opolicy in
Russia from a unique vantage-point. He is confidéat Russia can
recover, but only if the "reform" policies of th@90s are rejected as the
instrument of national catastrophe that they haaenb Glazyev's book
is must reading for an understanding of what wenaing, and what was
wrong from the outset, after the Soviet Union brake
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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 Glew’g book goes
to the printer, we have reached the point of s@wheesconomic
collapses of not one, but, now, both of the priakcguper-power
alliances which had dominated the post-Franklindeweelt world.
At the present moment, there is no scientific whjoretelling on
which week the present International Monetary Fdodiinated
world financial system will collapse, but it is ratheless certain,
that that system is doomed, and that soon.

For the period immediately ahead, we can be cenfaimly two
facts about the world economy as a whole. Firstmag be certain,
as many leading bankers and others are certairy,tddat the
present, hopelessly bankrupt IMF system, is atbtink of either
one, or a series of precipitous systemic, fatajreheaction implo-
sions. Only the exact date and choice among seweiéble deto-
nators of that general collapse remain uncertanoisd, we know,
that either the present world financial system ballput into bank-
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Viii PREFACE

ruptcy-reorganization, that by joint action of sowfethe world's
leading nations, or the system will simply disimtegg of its own
accord. In the latter case, the result will be tindeashing of a
virtually global, economic chaos. A collapse of kger sort would
plunge most, or all of the world into something @oly Europe's
mid-fourteenth-century "New Dark Age," perhaps flmcades to
come.

In the case of the 1989-1991 disintegration ofGoenecon and
Soviet Union, it is arguable that many among thatriouting
causes for that collapse were of a voluntary natfieich were
those mistaken choices of action and inactionhbySoviet leader-
ship, is still being debated; but, the fact thateograve errors
of choice occurred, is not debatable. At bottomatether those
voluntary errors of leadership were, the essef is, that the
collapse of the system was ultimately not simpéy sult of some
isolable bad individual decisions; the bad decwsiomre the out-
come of a pervasive systemic flaw within the deaishaking char-
acteristics of the system within which particulacidions were
made.

The same judgment must be passed on the presefiipsing
world financial system: the so-called "IMF systewiter all second-
ary questions are taken into account, the reasoprigsent world
financial system is now disintegrating, is simgiattany system of
the special functional characteristics describedniy Triple
Curve," the characteristics of the decision-makifighe present
IMF system, must cause that system to disintegrate.

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

For example, it was President Richard Nixon'sdsliof August
1971, which launched what has been demonstratbdue been
an inherently ruinous "floating-exchange-rate manetsystem,"
the present IMF system. It might seem that anyigbhls succes-
sors among the leaders of the G-7 nations, cowe, lleoretically,
reversed the 1971-72 blunders of Nixon, Georget8het al. In
fact, they did not do so; instead, the later densimade, simply
made things much worse than Nixon's blunder hac ddvhen
one takes into account the powerful interests whitlmlly control
the election and downfall of governments, perhhpdbttom line
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is, that those officials simply lacked the ability make anything
other than foolish decisions on these matters rd-term trends
in monetary, financial and economic policies.

The reasons the Atlantic powers did not reversetéheble
monetary-policy blunders of 1971-1976, lie in tigstemic, policy-
shaping characteristics of the dominant factiorthiwithat social
formation fairly identified as the London-led "Atkic establish-
ment." It was not any one policy which has stedfsd present
IMF system from the folly of August 1971 to thedldtderivatives
bubble” crisis of today. The fault behind the ohing doom of
the world's present financial system, lies not wittividual policy-
decisions, but in an ultimately fatal pattern oligyeshaping innova-
tions. Typical of what have proven to have beenntiost crucial
among such follies, were those introduced by thastAtlantic
powers under the influence of the long reign of Mant Pelerin
Society's British Prime Minister Margaret Thatcher.

That point should be repeated. The fault lies m@riy particular
decision, as such; the fault lies in the social idedlogical charac-
teristics of today's "Atlantic establishment,” jast the collapse of
the Soviet system flowed from the ideological agldted character-
istics of its establishment. The fault lies in tabituated, ideologi-
cally charged pattern of changes of decision, daerig of changes
which shape the "planetary" orbit of the net effezd produced.
We say, therefore, that the fatal trajectory ofnévés, like a planet's
orbit, essentially systemic, not the result of savisolable policy-
decisions on direction made along the way.

Thus, in both doomed cases, the fallen Soviet syséad the
presently doomed IMF system, the ultimately indatgadoom of
the system lies in what may be viewed as the dagistic behavior
of the species—the characteristics of that spexiegstem.

The rabbit who is killed by the automobile, had iteysical
ability to avoid that risk; it was the charactedsdf the rabbit's
nature, to choose the new decision which then ddatte serve
the pleasure of the waiting crows. The skilled bumelies upon
his or her knowledge of the inhering follies of fthéended prey's
inhering behavioral traits, just as the skilleditanil/ tactician regu-
larly outflanks his unwitting intended prey. Animspecies can
learn, but they can not improve upon the axiomaggumptions
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which govern their behavioral propensities. Thend@s any lower
species is, therefore, systemic, rather than thigletal result of
the animal's isolated decisions.

The doom of social and political systems, liesinainy one or
several among the decisions leading into that détuman beings,
and therefore societies, have the ability to chahgecharacteristics
of a society's mass behavior. The cause of thepsalof a society,
is, rather, those flawed, axiomatic habits of denisnaking which
the system itself stubbornly refused to changeit 8@s with the
Soviet system; so it has been with the 1971-1988rpaof decision-
making by the IMF's establishmemt.

Therefore, in examining the self-inflicted doomouoice-powerful
political systems, we must focus on both the siitiéa and qualita-
tive differences between the lower animal specdestmiman be-
ings. The difference lies in the rational optiohsays implicitly
available to human beings. Therefore, the crusfalé is, the poten-
tial of societies, using reason, to survive, bygaizing and correct-
ing the follies of their own seemingly built-in, iamatic assump-
tions.

The analogy for such fatally flawed decision-makinygthe two
presently doomed systems, is the problem poseddyway in
which the mathematician's adoption of any speséicof definitions,
axioms, and postulates, dooms that mathematiciaadépt only
those thearems (e.g., policy-decisions of practidaih are consis-
tent with his (often unwitting) axiomatic assumpsolf his opinions
are shaped, like theorems, by the wrong set ohitlefis, axioms,
and postulates, every crucial theorem he develojp$Hevwrong.
Such errors are systemic, and neither accidental transitory
in nature.

If that kind of policy-shaping error is adopted dociety, that
society is ultimately doomed by its stubborn acaeq of its own
"generally accepted ideas." This defines what wstmegard as
the true cause of a systemic collapse, as didtioict a temporary
collapse which might be caused by a series of ectatimistakes in
choice of policy. That is the difference betweesystemic economic
crisis, such as the present world crisis, and aenemporary,
cyclical crisis in an otherwise successfully ongpieconomic
system.

So, Dr. Sergei Glazyev and |, as others, have imegelled to
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study the systemic, rather than merely accides@éans for the
apparently imminent doom of both the Soviet system its neo-
liberalism-dominated Russian successor. For me,ithne most
important implication of his book. On the problearsd options
presented to Russia's economy today, he is an tewaly quali-
fied insider. Such Russian specialists must sdrivat was valid
in the former Soviet system, and distinguish thainfthe causes
of the systemic collapse of both that system aaditomed liberal
experiment which followed.

Similarly, 1, like any serious patriot of the presday economies
of the USA or western continental Europe, mustrdefioth the
virtues and follies of post-Franklin Roosevelt U&:onomic
systems.

We have come to the point, that the present IMResysis
hopelessly doomed to an early end. Either we chamgeystem
fundamentally, or we must expect a plunge deepanpoolonged
period of vast devastation. That catastrophe faigng if any, were
likely to survive. To prevent that, we must actyveoon, to change
the system systemically. We must sweep aside, gpldae, many
of what have become, over the interval 1971-1989ntost passion-
ately adored among the post-1971 changes in theemrevorld
financial, monetary, and economic system.

To save civilization, we must act immediately, ttacge the
present world system in a most sudden and radagl @therwise,
all of us are berthed on a sinking world-economitaric, with no
lifeboats available.

To make such radical and sudden changes, two oo
must be satisfied. First, the USA must find a pdwearray of
accomplices among nations of the world. These mstiacting in
concert, must make those sudden and sweeping chanbeh
eliminate immediately the present IMF system, amtbduce its
healthy replacement. Second, we could not bringy sgreement
about in a timely fashion, unless the authoritypwécessful prece-
dents from the pre-1971 period could be invokegrasf of what
might work to replace the presently doomed, po3tti&volution
of the IMF system.

The nations which must be brought together to maleh a
guick decision, must be a group of sovereign natiates represent-
ing a majority of the world's population. This indks, together
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with the President of the USA, the sovereign govemnts of Dr.
Glazyev's Russia, China, India, at least some mdit@n western
continental Europe, plus other states of Eurasfdaca and the
Americas likely to rally to the same effort.

On this account, the lessons of the successfulriexpes of
those nations' past must be taken into accountGzyev's role,
his background as a professional economist, andefisral impor-
tant roles as a leading youthful, upcoming figura ®ussia whose
participation is essential to the USA and othespeative partners,
make his knowledge and opinions of special includegbrtance
to all those, in every nation, who must be assedntdeestablish
the urgently needed new world monetary system.

On both sides of the former divide, |, for examte,the USA,
and Dr. Glazyev, for example, for Russia, thesetlagetypes of
issues which serious policy-shapers must conditeearching for
happy ways out of the presently threatened commoemcbf both
former strategic systems. The English-speakingemradcluding,
one would hope, President William Jefferson Clintsimould 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 ofckhanalyzes
the results of six years of "the great turmoil."eT¥econd examines
the tendencies for formation of a New World Orderd Russia's
place in it. These two sections deal with the presendition of
Russia and the directions of its social and econ@wolution. The
third part is devoted to prospects for the devetamnof the country
and characterizes the basic lines of an econonaiwtrpolicy,
oriented toward activation of the competitive adagras of the
Russian economy, its internal reserves and poliéesa and its
optimal integration into world economic relatiofissurveys the
still existing possibilities to restore Russia'ghtiand prosperity,
against the backdrop of the gloomy tendenciesadnteyears.

The groundwork for an economic growth policy, depeld here,
shows that there are alternate scenarios of ecenand overall
social development, and supports the argumenthbatatastrophic
results of the past six years were contingent treafollowing
from the conscious policy of the oligarchy thatedlithe country.
Its exploitation of power for purposes of persagralichment effec-
tively led to genocide against the Russian people.

The bankruptcy of that policy of destruction of tbeuntry's
productive forces, which transpired on August 198 ©pened up
possibilities for a change in economic policy, hie direction of an
upswing of production and prosperity for the peppled the cre-
ation of conditions for economic growth and an é&ase in the
competitiveness of the Russian economy. The leagliggnizers
of the genocide have been removed from power. iithgence of
the parasitical oligarchy of financial speculathes been reduced,
as a result of the destruction of its establishiadtijgce of appropriat-
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ing the country's national wealth, which vanishegkther with the
collapse of the system of state finances. Thuspgortunity has
been created for the rebirth of Russian statehoddaatransition
from a policy of destruction and genocide, to astative policy
in the national interest.

Each part of this work stands on its own. The psepaf combin-
ing them in a single monograph is to point up theice facing
the country today: Either we passively submit wugidal policy
of self-destruction and the colonization of Russihjch has been
imposed from the outside by deception and grafiyeiconcentrate
the political will of society's healthy forces dretgoal of breaking
the tendencies that have been so catastrophibdocduntry and
the Russian people, and move to a scientificallyiigded strategy
for economic growth, improvement of the people'sdfave, and
restoration of the spiritual-intellectual strengthd the scientific
and technical potential of the Russian State.

—November 1998



PART |

Genocide

(October 1993-August 1998)

The August 17, 1998 collapse of the radical refpoticy, con-
ducted since 1992, provides the occasion to askes®sults of
the new Russian revolution. After the destructibrthe country's
productive forces, and its economic and finangatesm, we face
a historic choice once again. This time, it mayfibal. With the
change of government in September 1998 and theemé@ak of
the positions of those, whose policy it was to tRussia into a
colony, there is a possibility to make that chdioen the standpoint
of our national interests. It is important for ttedevant decisions
to be taken in full consciousness, which meansttieperiod of
revolutionary transformations (which we date frdra moment of
the breakup of the USSR in 1991, to the financlidpse of August
17, 1998) must be subjected to an objective evaluat

The policy of self-destruction of the economic eystof the
State, which was carried out in Russia after 199thé guise of
liberal economic reforms, cast off the shacklegegéhlity and be-
came economic genocide against broad layers gidpselation, as
a result of the coup d'etat of September-Octob8B18fter the
shelling of the Russian Parliament at the beginninQctober 1993,
the victorious revolutionaries felt that they coaldmmit any acts
whatsoever, with impunity, whereupon they turnesl sforms in
the direction of their own personal enrichment: Phigatization
of state property, as well as financial and buqggicy, became
synonymous with lawlessness and corruption. Frguuliéical and
juridical standpoint, therefore, the policy of geiute should be

1



2 GENOCIDE

reckoned from October 1993, when the revolutiosatisurped
power and assumed full responsibility for the folatiaon and con-
duct of social and economic policy. Having gottexefrein for the
implementation of their intentions, they carried,aunder cover
of market reforms, a consistent policy of apprdpriathe national
wealth and colonizing the country for the benefiimernational
capital, the consequences of which have been rathit for the
Russian people.

There is not yet a coherent opinion among the puabout the
results and the effectiveness of the revolutiorieagisformations
that took place. The partisans of the policy thaswursued give
high marks to certain outward effects: the abserfiaeues, the
saturation of demand, and the freedom of each pacsdo as he
pleases. Its opponents refer to the monstrous etordepression,
the social catastrophe that has gripped the majofithe popula-
tion, the growth of crime, and the de facto lossaifonal indepen-
dence. The former define these deprivations asaasformation
recession," attributing them to some objective eausvhile the
latter call it a "systemic crisis," which stemmatharily from the
type of economic reorganization policy that wagiedrout.

It is important to give a precise definition of tbentent of the
policy that was implemented, from the moment of hheakup of
the Soviet Union and the beginning of radical neforin 1992,
through to August 17, 1998, not only for the sakeomprehending
what happened, but also in order properly to ptarttie future.
This definition ought to reflect an interpretatiohthe implemented
policy that subsumes the objective, factual donaaid the value
and idea content, as well as an evaluation fronmsthedpoint of
law. It should be given in precise juridical terrdsfining the re-
sponsibility of the ruling authorities before sdgjein order that
each citizen may have a clear idea of what is ha@ppgein the
country. Such an adequate evaluation of the chatigeshave
occurred and the present situation is also negeksathe develop-
ment of a constructive action program, aimed atetimination of
threats to the national security, and at overcortfiegerisis.

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



1 Definitions

Let us recall that in 1954 our country adheredh® Wnited
Nations International Convention on the Preventma Punish-
ment of the Crime of Genocide. According to thisn@mtion,
genocide is defined as a crime, committed "witlennto destroy,
in whole or in part, a national, ethnical, racialreligious group,
as such." The Convention emphasizes that genogidmw means
has to entail the use of physical violence or thedact of war.
Among the instruments of the crime, the Conveniitamtifies, in
particular, "deliberately inflicting on the grouprditions of life,
calculated to bring about its physical destructiowhole or in part,"
and "measures intended to prevent births withigtbap." [1] *

Although the definition of genocide includes themaént of in-
tent, i.e., deliberate commission of the crime @asfalarge groups
of the population, in practice the policy of gemlgcis not always
fully conscious on the part of those who perpetitatdar less, is
it openly proclaimed. It may be cloaked with quiespectable
slogans about reforms for the good of society,ttairafreedom
and social justice. Many de facto parties to thmes may "not
notice" the real consequences of their actionsyigety believing
that they are heroes and benefactors of mankind.

It is no accident that the most monstrous actsewsiogide in
world history were carried out in the name of veople and attrac-
tive goals for society. The French Revolution'sagithe against
influential layers of society, and the Napoleoniaré/that ensued,
were waged in the name of the ideals of "freedamality, brother-
hood." Genocide was carried out against the ngomulation of
North America in the name of progress. Genocidénagéhe

*Numbers in brackets refer to the Bibliograph2&b.

3



4 GENOCIDE

clergy, nobility, merchants and peasants in 191371\®as orga-
nized in Russia in the name of universal justiak lzappiness. Even
the ethnic genocide, committed by Hitler's follosvegainst all
the peoples of Europe, was justified with Utopideas about the
formation of a breed of "superman.”

In the latest wave of genocide against the pommadf Russia,
during 1992-1998, a paradoxical ideological "cowsds provided
by the doctrine of "universal human values," in etha central
concept is the priority of human rights within ttate system and
in policy. Those who carried it out were not traebver the means
by which this doctrine was implemented—consistealation of
the rights of the overwhelming majority of the z#is of Russia to
labor, education, welfare, and life itself. Instedidiniversal human
values such as goodness, peace, and justice, tisg potually
implemented in Russia resulted in the propagatfamisanthropic
values like enmity, money-grubbing, depravity, giate, evil, and
arbitrary injustice.

In this sense, the intellectual and, in some gengtic forebears
of the organizers of the contemporary Russian néieol—the lead-
ers of the two Revolutions of 1917 and the CiviltAthave found
"worthy" successors. Eight decades ago, genocigiesighe popu-
lation of Russia, which ultimately cost 100 millipersons either
killed or not born, just as F.M. Dostoevsky had meat in his
novel The Possessed, was unleashed under the di=dloover
of "overcoming the age-old backwardness of Ruséiailtling a
"civilized," and subsequently "the most advanceatiety, universal
brotherhood, equality, and happiness. Genocidastgdie popula-
tion of Russia in 1992-1998 has been perpetratéérucover of
the ideas and semblance of democracy, utilizingvéry same
slogans about freedom, equality, and moving cltsécivilized"
countries.

The distorted implementation of proclaimed positixedues,
which is frequently diametrically opposite in canttéo what is
proclaimed, ought not to discredit the real essefit¢kose values.
Beyond any doubt, the plotters who overthrew thar,Tthe leaders
of the "Red Terror," and their modern successomg @onned the
toga of democrats and liberals, did not act acogrtth the values
they proclaimed, but rather against them. The ithaa actually
drove them was hatred toward Russia and Russiameubnd a
desire to crush our civilization, turning Russianghe expression
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attributed to Trotsky-Bronstein, into "white slavésToday's heirs
of that organizer of the Civil War in Russia diffeom him only in
the form of the values they proclaim. The sensthefrevolution
remains the same—the destruction of Russia. Pzatadin, their
chosen method for effecting revolutionary changss, een no less
effective than the nationalization and requisitidrproperty during
War Communism, in its destructive impact on thentgts produc-
tive forces. Likewise, the mass privatization @testproperty by the
present-day revolutionaries is just as remote, wadpect to the
real content of production relations, from theitosbn of private
property under actual market relations, as the owtwef forced
labor detention camps, developed by their spiritutallectual pre-
decessors, was remote from the principles of sst@mpetition
among labor collectives.

As we can see, the ideological cover for the reianlary destruc-
tion of a country is chosen for the given situatidrsocial Utopia
is designed for the public mood, depending on tage ©f public
consciousness. Then, in the name of establishatgd tfopia, society
is split into warring groups, blinded by principladtagonism, which
destroy each other and the country in their exlvagistombat,
clearing out space for those who commissioned ghelutionary
process. It is, therefore, a most important task for evhonest
researcher and writer to distinguish the essenegtefof genocide
from their ideological cover, while exposing thendacity of the
top leaders, executors, and apologists for the g@agolicy, who
have organized the division of society and civil wathe point of
self-annihilation. For genocide is a crime comnditegjainst great
masses of people by a whole army of executors.dhly possible
to organize these executors, if there is an apjatepideology to
anesthetize the human conscience, which will jdtie crimes
they commit in the name of "noble" goals and detfiet victims
of the genocide as non-people or, at the very, lgdstior. In order
to carry out genocide, the army of executors mssin@late ideas,
which permit and even compel them to commit masses, and
in light of which the ideologists of the genocide aeen by the
executors as prophets. The executors themselvelikéeeission-
aries for the great idea of transforming societyd they cease to
see their victims as people like themselves.

The content of these ideas may vary, but their gésharacter-
istic is the division of people into two categoriethe chosen mis-
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sionaries and others, the latter being subjeateeducation," anni-
hilation, or enslavement. Thus, many religious warshe past
were justified by the concept of "the chosen qyiabf the bearers
of the relevant creed, the ideologues of whichraped themselves
as prophets, while the adherents of traditionalsigere seen as
inferior people. The Civil War in Russia was juetifby the concept
of "class enemies" being "cannibals" and "bloodstgK worthy
only to be eliminated, while society as a wholeuneml total reedu-
cation. Fascist ideologues justified the SecondlWar by their
racial superiority and the inferiority of other |pées, whose mem-
bers did not fit their notion of the "new" man.

Today's revolutionaries, the radical reformers irs&a and in
most of the other republics of the destroyed Savigbn, justify
the crimes against the population and coups dedatymitted in
the course of reform, by citing the inferiority thie former socialist
society and most of the people who comprised it THiter are
sacrificed for the sake of an increase in econafiiéctiveness and
prosperity, which is allegedly expected some timée future. The
social obligations of the State and social pratestiare abolished, in
the name of phantoms like macroeconomic stabitimaéind the
creation of apparent conditions for economic pragpén the fu-
ture. In reality, as will be shown here, in the dsirof the directors
of the new Russian revolution, the policy condudtedh 1992 to
1998 meant Russia's annihilation, while for theamigj of those
who carried it out, it came down to banal self@nment, the forma-
tion of a privileged veneer of "New Russians," moistvhom are
not ethnically Russian, who feel that they arewa nding class.

The subjective disposition of the ideologues ofdhetemporary
revolution in Russia strongly recalls, in the hatamd contempt for
the people of their own country, Hitler's propagad Trotskyite
agitation. Suffice it to recall the commentariesnirmany of them
during the shelling of the Russian Parliament erfticible disper-
sion of protest demonstrations. Violence on thé glihe authori-
ties was justified by representing its victims @ferfior, aggressive
"less-than-humans," who were hostile to everyttpnggressive.
Certain "figures from the world of culture” and joalists, who
supported the shelling of the Supreme Soviet, fsaled their
reputations forever.

Specialists have compared the political rhetorithefleading
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mass media in Russia with Goebbels' propagandaidEodogists
of the ruling oligarchy exhibit the same sort oblogical dislike
for people who uphold the national interests ofdruand demand
that the Government honor social guarantees, #x'sliNazis had
for those of other racial stock. They treat thegbeas a whole as
"lowlife," who can be deceived and robbed blindydaods whom
"all is permitted." Accordingly, acts of violencgainst political
opponents of the regime are portrayed as herousdé®e appropri-
ation of state property by the ruling oligarchypasgressive reform,
and the impoverishment of the population as a trefuhe imple-
mented macroeconomic policy is explained as dubdgopula-
tion's inferiority, its inability to adapt to thgrogressive reform"
in a timely fashion.

Certain advice, given to the Russian leaders hy ‘itgeral- and
democratic-thinking" consultants, is noteworthythis connection.
One well-known Polish liberal economist recommentiet the
radical reforms be accompanied by the airing ohgraphic films
on television and the sale of cheap alcoholic lzees on the street,
in order to soften up the youth and distract théiention, as well
as to demoralize the population and mitigate the@dnaf social
protest against the policy of "shock therapy." @fidis Russian
colleagues tried to convince a presidential cangliftam the demo-
cratic opposition, that people older than 40 werdddinition incapa-
ble of "correctly" understanding the reform, andsthvere objec-
tively inferior, condemned to a pitiful existenaedaundeserving of
any sympathy.

In light of our spiritual character, based on Raisshumanistic
culture, the misanthropic motivation of the idealeg and organiz-
ers of the radical shattering of Russian sociegmseincredible.
They are accused of incompetence, lack of talent,carruption,
as if our woes were due to the personal shortcarahgndividual
members of the ruling oligarchy. This is only pattue, and it is
not the most important element. The commission a$srcrimes
is always accompanied by a flowering of all the harngices, which
break out under conditions of social chaos. Buy #re not what
directs the historical process.

The time has come for us to understand that ibtsanmatter
of accidental manifestations of human foulnesheéupper eche-
lons of the ruling oligarchy. For the second timehis century,
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we have clashed with the enemies of Russian cundecivilization,
who treat us, at best, the way a bad hunter teehtsd of animals.
For the ideologists of the present-day Russianluéea, as for
their spiritual predecessors, who unleashed theolR&en, the
World War, and the Civil War during the second diecaf this
century, our people and our country are no more #mobject of
material gain, whose planned enslavement requieegrnihilation
of the Russian cultural genotype.

Therefore, "all is permitted” with respect to ukefiefore, actions
that civil society defines as criminal, are hailedhe case of Russia
as great achievements by the reformers. Theraef@diave gotten
the rule of the criminal instead of a competitivarket environment,
an oligarchy with its subservient corrupt bureacgriastead of a
law-based State, total disinformation instead egédiom of speech,
demoralization of the population instead of a flomg of creativity,
and colonization instead of economic growth.

It should be noted that ideologies, establishimgl@amental dif-
ferences among the rights (actual rights, not jcaidones) of
various groups of people, are widespread in nat bistorical, but
also modern social systems. The revival of thétitisin of slavery
in Chechnya, the American financial oligarchy's #ions for world
rule, discrimination against the Arab populatiorisrael or Russians
in Estonia and Latvia, and the colonization of Ruby comprador
clans with an ideology of dividing society intolffiedged and sec-
ond-class people (according to which "all is petedit the former
with respect to the latter), are akin to the pcactf racial, ethnic,
or religious discrimination in centuries past. lmmy ideological
systems, the division of society into "the chosamnd "all the oth-
ers,” whereby the former appropriate all the rigiftthe latter, is
an incontestable norm. There is a broad spectrusnabf systems—
from the prison camp's division of society into $bes" and
"zeroes," to the pseudoscientific school of clargygle in "scien-
tific communism," and the age-old, much-travellabinudic ideol-
ogy of "the chosen people."

Ideological systems that justify the division oty into two
parts, privileged (full-fledged) and those withaights (inferior,
abnormal), granting the former the moral right démduct any form
of exploitation and violence against the lattenehplayed a great
role in the actual practice of social relationg] aantinue to do so.
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These ideological systems may be promulgated eithartly (as
usually occurs during periods of war, which requie mass mobili-
zation of people for the organized killing of théizens of hostile
states and, consequently, some arguments in falvéiheoinferiority
of the latter) or covertly (among groups of thoséowconsider
themselves chosen, and live by a "double" morahdsted). In the
second instance, behind the smokescreen of aniabffdeology of
equality for the broad masses of people, the ruingups, or those
who would claim a privileged position, preach thewn special
ideology of being "chosen," which erases moral rigg&ins and
permits crimes against the rest of society.

The mobilizing significance of the contrapositiome-they" for
any social group is well known in social psycholodlyis the basis
for the formation and self-preservation of eachiamat each clan,
each group warring for power. Of course, this cambsition by
no means has to assume an antagonistic charactdr,stil less
frequently does it go so far as to become a wanuatual annihilation.
At the same time, the contraposition of a rulingeeto the rest of
society is of fundamental importance for structgrisocial relations
and maintaining the mechanism of a privileged nitgar rule over
the unorganized majority, in most known social egs. Through-
out almost the entire history of mankind, this whe norm, which
served as the basis for slaveholding, serfdom, amdrt social
inequality. It is no rarity to this day, being enotered in diverse
social systems, from totalitarian to democratic.ci8list society's
oft-denounced practice of a division into a prigéel nomenklatura
and all the rest of the population, is similar,tiis regard, to actual
practice in the countries of so-called advanced ateaty, where
there is a clan-like ruling elite, structured thgbufamily ties, presti-
gious clubs, Masonic lodges, and religious andietbmmmunities.

In our history, the organization of society in gree was charac-
terized at various times by very cruel forms of agfion between
a ruling elite and the popular masses, although tha counter to
the popular religious philosophy of sobornost.* IDgr periods of
social revolution, however, the ideology that sdras the basis

*Sobornost in Russian denotes collectivity, comnyjrsolidarity. Its
root, meaning "to gather," is shared by the wond dathedral—sobor.
—Translator's note.



10 GENOCIDE

for the privileged position of the renovated rulialife would be
russophobic and anti-popular in nature. So it ii@sexample, in
the epoch of Peter I, and then in the period wihenAutocracy
was overthrown, followed by the Civil War. In therjod of collectiv-
ization and the GULAG, through to the USSR's viciarthe Great
Patriotic War, russophobia was an element of grepbrtance in
the self-definition of the ruling elite. An analagosituation may
be observed in the contemporary structural formatibthe new
ruling class, which arose on the soil of the digsdlSoviet empire.

An anti-popular self-definition by a ruling elitey the sense of
counterposing itself to the majority of the popuatand, on that
basis, justifying its moral (and, sometimes, jud right to rule
and its privileges, is more the norm in world higtdhan an excep-
tion. Initially, claims of the right to rule weresually based on
ethnic grounds. (In particular, that is how the RamMogul, and
Inca Empires were made, in which power was core@ilin the
hands of a privileged ethnic minority.) Later, dgriformation of
great empires that needed a broad social baselén tir maintain
the power of the elite, the religious principle eato dominate,
which greatly mitigated social conflicts (the Byiaa, Arab, Holy
Roman, and Russian Empires). The modern periodévasaled
an even greater diversity of ideological groundsttie mechanisms
of reproducing ruling elites, both within countrisd on the inter-
national level. The formation and maintenance dfial ideology
of social organization has become the rule: onelagdgy for the
broad masses (universal equality, freedom, anitédisand another
for the elite groups (defining the basis for theewl right to rule, its
privileges, and why, for its members, "all is pdteal”). Members of
the elite may preach different ideologies, depemdin their posi-
tion in the machinery of power—from people's reprgatives (in
the organs of state power), to ethnic associatirzeople from
the same area and family clans (with their coverinf of self-
organization and their own system of moral nornis),finally,
Masonic lodges and sects (with a secret form dfosghnization,
special obligations to fellow members, and a stahtlaat "all is
permitted" with respect to the uninitiated).

Unfortunately, we have a short historical memorg am ex-
tremely weak understanding of the real mechanisinower in
modern democratic societies. Due to Russian ctgtideals of
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social justice, humanism, truth, and goodnessrehk picture of
how society is ruled remains hidden from public renass, which
easily succumbs to myths and is shaped by modemmitgies of
mass propaganda and inculcation.

The ideology of fascism does not lodge well in liead of the
Russian, who thrice saved Europe and the world astavement
and destruction—by the Mongol Horde, by Napoledmiay, and
by Hitler's forces. But an anti-Russian ideologypoécisely that
sort is characteristic of the revolutionary reforspevho seized and
held power in 1992-1998. Unnatural as it is for warld view, it
must be recognized that the theoreticians andifioaetrs of such
an ideology, who have appropriated our nationalltiveand be-
fouled our country, do not view us as full-fledgaaman beings
and, in accord with their convictions, believe tita¢y have the
right to do as they will with the population of Rigs—from the
appropriation of public property, to the organiatof civil wars and
coups, moral corruption of children, and demorébireof society.

Until we learn that lesson, we are doomed to deg¢ina, and
the country to colonization. We have to know whomare dealing
with, and act accordingly. If our fathers and gfatiters had tried
to placate Hitler's or Napoleon's aggressors wittadb and salt,
coaxing them not to plunder our towns and villageswould likely
be unable even to speak our native language t&tlay however,
for almost seven straight years of destructive Itgiam were co-
responsible, by our passivity and submissivenessa fpolicy of
genocide against our own people.

Let us, however, leave the study of the subjectiatives of the
ideologists and purveyors of the genocide policplémented in
Russia to specialists in the area of philosophyaamighal psychology
[2], and turn to an examination of its factual @it The policy
carried out by the fascists is more important ttienspeeches of
their fuehrers, for understanding the essencesaida. The main
element of the above-cited definition of genocigléts objective
side, which reflects the qualitative characterist€ the social and
economic policy carried out in Russia. The preseotk is not
intended to substantiate accusations against ttieidoals, who
planned and conducted the genocide policy. Th#tesbusiness
of jurists. Our task is to give an objective chéedeation of the
policy implemented in Russia. It is obvious thapider to stop the
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course of any disease, the most important thirdpt to identify
and remove the causes of the illness, rather tbaratch and
punish an individual carrier of the infection.

Another important task of this study is to develbp basis for
proposals on how to shift to a constructive ecoxopalicy for
overcoming the crisis tendencies and reviving thigon, a policy
oriented toward the people's welfare and the safidesconomic,
scientific and technological development of therdou The basic
elements of such a policy are characterized irctineluding section
of the book. At the same time, it is only possitderemove the
causes of the crisis in Russian society, basechamderstanding
of the objective nature and the mechanisms of thieypthat has
been carried out to date, and its long-term effebterefore, the
book begins with analysis and generalization dfsfand exposure
of the lines of cause and effect, which have detexththe tenden-
cies of Russia's social and economic evolution.



2 Facts

As a result of the social and economic policy earut from
the end of 1991 until August 1998, conditions hbgen created,
which seriously hinder the normal reproductionhs social com-
munities, comprising the great majority of the dapon of Russia.
Statistical data about demographics and the stdrafdiving pro-
vide vivid evidence of this.

Since 1992, Russia has experienced a steady tendedepop-
ulation, characterized by a 1.5-1.7-times excesslezths over
births (Fig. 1). The birthrate in Russia at thespre time is one
of the lowest in Europe, and is almost two timelwehe level
necessary for the simple numerical replacementea&iations of
parents by their children (approximately 123 biges 100 women
on average). The mortality situation remains highlguspicious,
with the highest rates in Europe [3].

An overwhelming majority of the jurisdictions ofettRussian
Federation are losing population. The highestohteatural popula-
tion decrease is observed in Central Russia [38.tdtal excess
of the number of deaths over the number of birththé 1992-1997
period is estimated at 3,890,000 persons [4]. &tgthme time,
Russia's overall demographic losses for those yaara conse-
quence of the deterioration of the social and ecooituation
and the destruction of a normal cultural and dé#gyenvironment,
are estimated at 8 million people, of which apprately 3 million
died prematurely and 5 million were not born, doeghe sharp
decline of childbearing. The rate of annual popoitatoss during
the mid-1990s was more than double the rate of dosig the
period of Stalinist repression and mass faminén@nfirst half of
the 1930s. [5].

According to demographic forecasts, "the populatibRussia

13
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will decline by another 8.6 million people, or 6€tiring 1998-2015.

FIGURE 1
Overall birth and death rates

(number of people born and deceased per 1,000 population) [3]

The rate of decline will be virtually constant the entire forecast
period—an average 0.3% per annum. Numerical regudf the

population will be observed in 68 of the constituerritories of the
Russian Federation and in five autonomous areas.t®uegative
natural growth and out-migration, the expected fadjmn decline

in the Taimyr, Chukotka, and Nenets Autonomousribtstranges
from 40% to 34% in the forecast period. In Murman&kur, and

Tambov Provinces, it will decline quite significentoy 15-18%."

[3, p. 4]

A long-term forecast of the tendencies of degeiwerdhat have
gripped Russia indicates a "half-life" for the oatii.e., the period
within which there occurs a reduction of the coylstpopulation
by a factor of two) of 60-80 years [5]. Russia rfuag an extremely
constricted population reproduction profile, wheredach genera-
tion of newborns is quantitatively smaller thanpteents' genera-
tion and does not compensate for the populatian Tdgs type of
population reproduction pattern is now characterief Russia
alone, and is quite persistent. In 1996 the netilatipn reproduc-
tion rate had fallen to the level of 0.603, whias ltatastrophic
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FIGURE 2
Russian population: average life expectancy at birth
(number of years) [49, 76]

demographic consequences, while for the urban ptipalit was
even lower—0.544 [75]. Such a low level of reprdiducis unprece-
dented, and has not been observed before now,eneithour
country, nor in others, even during wartime.

The depopulation and degeneration of the natioregpecially
clearly manifest in the reduction of life expectanehich fell below
58 years for men and 70.5 years for women durieditkt years
of radical reform (Fig. 2). In several regions bé tcountry, the
situation is even worse. In some republics and ipo®s in the
Ural, West Siberian, and East Siberian regiore gifpectancy today
is 49-57 for men, 62-71 for women, and 55-64 fer plopulation
as a whole. Russia lags 13-15 years behind ecoalymileveloped
countries in life expectancy, and is at the lefeMongolia, Mo-
rocco, and Guatemala [3,77].

It is important to give some qualitative charaaation of the
process of Russia's degeneration, in order to amdty Around
one-third of the people who die are of working ajyengside the
reduction of the birthrate, we have an increagBémumber of
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disabled children, drug addicts, seriously ill pas or carriers of
diseases that cause disabilities. On top of thé sging of the
population, there is a rapid degradation of thengem genera-
tions and a loss of the nation's capability toycaut constructive
labor.

The rapid destruction of the country's human pdéris
indicated by the sharp increase in alcohol consiam@mnd the
growth of socially caused diseases—drug addicfisgichological
disturbances, and suicides. Pure alcohol consumjgi@an esti-
mated 15 liters per capita per annum, which is atrdouble the
critical level defined by the World Health Orgartina, which
marks irreversible changes in a nation's geneta. garound 20
million people are affected by alcoholism; 6 millipeople suffer
from narcotics addiction, and the majority of theseg addicts are
young people under 25 years of age, who have riaiagken up
any constructive activity [5]. Mortality from poisimg with low-
grade alcohol, including imports, nearly tripledrfr 1993 through
1997. Every year, 90,000 people are hospitalizeghdisoning by
alcohol surrogates, of whom 40,000-50,000 die (Bj¢26].

The narcotics trade has developed at a furious ffage4). In
1994-1997, the number of drug addicts among sattolaren and
university students (especially in large citiegyréased 6-8 times.
Ministry of Internal Affairs data show that, oveten-year period,
the number of fatal outcomes resulting from naosotisage has
increased twelvefold, while among children the éase was over
40 times. Given that the main age group of drugcasiis 13-25
years, essentially the entire generation that v8 gmwing up in
the country is at risk [8].

Especially alarming is the socially determined girovby com-
parison with 1990, of cases of tuberculosis—by @ofaof 1.7,
syphilis—40, drug addiction—D5, alcohol psychosis-a8d poison-
ings—double (Figs. 5-9). The AIDS epidemic has Ipeguspread
rapidly; the number of victims increased eightf@idl996 alone,
and is continuing to grow at that rate [5]. In 198% number of
newly diagnosed cases of HIV infection tripled lmynparison with
1996, exceeding the number of HIV infection casegribsed in
the entire preceding decade by a factor of 1.6. (Foy[7,8].

There is no doubt that the tendencies of depopulaind degen-
eration are connected with the sharp decline irptplation's
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FIGURE 3
Deaths from alcohol consumption
(thousands) [75]

FIGURE 4
Narcotics-linked crimes
(thousands) [49,76]
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income, as well as the shutdown ot social proteciigstems as a

FIGURE 5
Syphilis and gonorrhea

(cases per 100,000 population) [75]

result of the economic policy that was carried out.

Data from the State Statistics Committee show ttiatpopula-
tion's real monetary income fell by approximatedy#in the period
1992-1996. Real wages fell by 52%, pensions by 43%r 30 million
people (every fifth citizen of Russia) regularlyce®re monetary
income, lower than the subsistence minimum. Atter drtificially
organized financial crisis and the subsequent sofgeflation in
1998, this segment of the Russian population rebdB@o. Accord-
ing to this indicator, poverty in Russia has ineegh fifteenfold
since 1990. Today, around half of employed peagteive wages
at or below the subsistence minimum. Thus, theiegisvage level
does not provide an acceptable standard of living.

Official statistics employ the recorded incomeshaf population.
Under conditions of a chronic payments crisis, h@wemonths-
long delays in the payment of wages, pensionsadodances for
children have become a universal phenomenon, wkithces the
population's real income by another 5-10%. Theiatfistatistical
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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 ineomust be

FIGURE 8
Active tuberculosis
(cases per 100,000 population) [75]

corrected for this circumstance. If the level amk rof prices,
especially for housing and utilities, transportatand communica-
tions, are taken into account, no fewer than 70amipeople, i.e.,
almost half the population of Russia, live on th@kor over the
brink of destitution [4].

Consumption by the population is also falling,hie tvake of the
reduction of real income. The per capita consumpdibmeat and
meat products has declined during these years g than one-
third, of milk and dairy products by more than doerth, and of
fish and fish products by two-thirds. The threatmafss malnutrition
and even famine has arisen in the country. Alreadgy, the diet
of Russians is 35-50% protein-deficient. The calodntent of food
intake, which determines the state of health ailiyabf a person
to work, has fallen to 2,200 calories per diem,alvhig significantly
below the necessary level (3,500-2,500 kcal. pamyi The supply
of vitamins, which determine the level of immurtitydiseases, has
fallen to 50% of the norm. The structure of the ydafion's food
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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 evemslier portions.
The consumption of basic food products per captaapnum fell,
from 1990 to 1997 [11]:

199( 199i
Meat and meat products 70 kg. 48 Kkg.
Milk and dairy products 378 kg. 235 Kkg.
(expressed in terms of mi
Fish ind fish product 15 kg 9 kg
Potatoe 94 kg 108 kg
Eggs (number of eggs) 231 173

The reduction of the population's real income impounded
by the takedown of the previously existing socraltgction system.
In real terms, financing of all sectors of the ab@nd cultural
sphere was reduced by a factor of 2-3 during 19881 The
reduction of spending for these purposes has qustt the rate
of economic recession and state budget cuts. Expessl for
health care, for instance, have fallen to 2.5% rofsg domestic
product (GDP), compared with 8% in other Europeamtries.

The natural reaction of the population to theseoseconomic
conditions was a decline in the birthrate. Withrod@% of families
with two or more children living in poverty, thegtmability for a
family with many children to be impoverished is 5Q26]. It is not
surprising that in the past ten years (1987-198%pst 6 million
fewer children were born than during the precediacade.

The reduction of the birthrate for economic reasbas been
compounded by aggressive propaganda for depraviyttze de-
struction of the family through the mass mediawedl as the
introduction of dubious methods for the sexual itgtenment” of
schoolchildren, developed abroad for the purposewéring the
birthrate and introduced into Russia by the govemtrsupported
Russian Family Planning Association [12,13]. Thgaaizers of this
policy, who are generously financed from foreigmirses, make
no secret of their goal, which is the further raiducof the birthrate
and, consequently, the population in Russia.

The corruption of children has become a leadingnsdar
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achieving these goals. Adolescents are broughnugp s$pirit of

sexual permissiveness, an attitude toward sexsasjgame and
an amusement is cultivated, the traditional conoeadf sexual

relations with the childbearing function is desedyin the public
consciousness, and the institution of the famildigeredited and
weakened. All of this is implemented according amdbooks, with
which the above-mentioned Russian Family Plannisgogiation

has flooded Russian schools, with the connivandheMinistry

of Education and the Ministry of Health.

It is not surprising, that 600-700 of every 1,00@rnages in
Russia break up. In Russia today, there are twdezbpregnancies
for every child who is born, and more than half idian children
and adolescents are growing up without parental édrthe present
time, every fourth child is born out of wedlock [14

Because of the contraction of production and teepstieteriora-
tion of the financial situation of enterprises Imast all sectors of
material production and the federally budgeted sphaue to the
macroeconomic policy that was carried out, real esabjave de-
clined sharply, and unemployment has increasedsétprently,
many fully able and healthy people have experientagtadation,
becoming unable to support their families and rafstren. "Ap-
proximately 500,000 children and adolescents eaar gre left
without one of their parents. Around 40% of underagminals
have been raised in these families. Fleeing cmagltrnent and
physical and psychological violence, around 2,ddlen and ado-
lescents commit suicide each year, some 30,000away from
home, and 6,000 run away from orphanages and ngasdhools.
A child on the streets, as a rule, attracts trenttin of the criminal
milieu and comes under its specific control." [@637] During the
first four years of radical reforms, the numbemefvly registered
orphans and children abandoned by their parentgased by
almost 70% (from 67,000 in 1992 to 113,000 in 1996k number
of parents deprived of parental rights quadrupiet].[As a result,
a new layer of unsupervised children has been fbrfgeantitative
estimates by sociologists and journalists rangevdst 2 million
and 4 million such children).

The authorities have not only taken no measuressobeger to
overcome the demographic crisis, but they havetafidy aggra-
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vated it, by implementing the relevant "culture'lippon state TV
channels and providing state funding for the inictidn of method
guides, aimed at the corruption of youngsters imary and sec-
ondary school. By encouraging the demoralizatiothefpopulation,
discrediting basic family values, and replacing nlge with rela-
tions of "free" love, the ruling oligarchy has aeged not only the
traditional organization of life in Russia, but ewée very basis for
modern human society—the family as the basic satiakcture,
which ensures the reproduction of society andetetbpment.

With the breakup of the family, society loses aouty in its
development, and stability, and is destroyed bsitsal degradation
and physical degeneration. The degradation ofahely and de-
moralization of the rising generation create ailéegoil for youth
to be drawn into asocial, pseudoreligious schddsne data sug-
gest that 500,000 minors and 1 million young Russiages 18-25,
are under the influence of destructive religioukscat the present
time [26].

The organizers of contemporary social engineerieg(though
they themselves may not suspect it) the succes$atitler, who
announced his plans for reducing the populatioBastern Europe:
"We can only accept large families among the Igegdulation, if
the girls and women will have as many abortionpa@sible. There
should be active promotion of contraceptives inEastern territo-
ries, insofar as we have not the slightest intérettie increase of
the non-German population” [12].

The depopulation techniques, developed by thedtssare be-
ing used today to cleanse the economic space dfilRusr the
benefit of a new ruling class. In complete accocdawith the
definition of genocide, children and, consequerfilyure gener-
ations are the chief victims of this policy. Recall this connec-
tion, that the definition of genocide subsumesamy the creation
of intolerable conditions of life for a group, balso "measures
intended to prevent births within the group.” [1]

In Russia today, the situation is worst for thethipuwvho have
been deprived of social guarantees, confidencadrfuture, and
stable guidelines for life. Over half of all schetuildren are in a
weakened condition of health, usually because wénpp or their
parents' poor material circumstances. As much #sd&Ghildren
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who graduate from school have restricted caredpmptdue to

FIGURE 11
Children diagnosed with syphilis

(number of people)

the condition of their health, while only 15% ofildren leaving
school can be considered completely healthy. Mediaminations
of military draftees in the latest rounds of coi@n have the
pitiful result that up to 40% of the younger getierais unable to
perform to even the lowest standards of physieitrg for soldiers
and sergeants. Eleven and one-half percent of thera under-
weight. Every fourth conscript required medical esion due
to a weakened state of health and chronic illnessbage 28%
presented symptoms of mental retardation [5].

Socially transmitted diseases among children haaoribe a
pandemic: Cases of syphilis increased tenfold anabiigren dur-
ing 1993-1996, and 6.8-fold among adolescents (Fly, in the
15-17 age group, cases of syphilis increased Méstin 1990-
1994 [48].

Children are the poorest and most vulnerable sepofiesociety.
A newborn Russian citizen has something on theratla 70%
likelihood of growing up in poverty. In the new ®m® of social
relations, cultivated in Russia, that means a hitijiaa 50% proba-
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bility of not receiving an adequate education, arrdgher than 30%
probability of becoming an alcoholic, a drug addata criminal.
Against the backdrop of these tendencies, catdstrgs they are
for the people of Russia, state spending on childas been re-
duced by a factor of 2.3 [18]. For children to besiich a situation,
alongside the persistent excess of mortality okerhirthrate, is
certainly a marker for genocide.

Official statistics show that the tendencies fopajilation and
impoverishment have embraced the overwhelming iibajof the
Russian population, in practically all areas amdoat all social and
professional groups. The exception is a numericattgll group of
successful businessmen, the so-called New Russimfsranking
officials, employees of government financial ingtiins, business-
men catering to the interests of foreign capitatl aembers of
organized crime groups. Almost half the total ineoaf persons
goes to the relatively "best-off* 20% of the popiala The wealthiest
10% receive 31.6% of the total income, an amourttrd&s greater
than the income of the poorest 10% of the populatidich receives
2.4% of the total income [15]. When the magnitudenuisible,
undeclared incomes is taken into account, it ha&s lwalculated
that this income differentiation factor ought to testated: The
wealthiest layer's income is not 13, but at le@s?2 times greater,
and 45 times in the city of Moscow, than that & poorest [4].

The lion's share of the national income is appeted by the
numerically small (up to 200 families) ruling olighical group,
which has taken shape in recent years, usurpedftiteto dispose
of a significant portion of the accumulated natiomealth, and
monopolized state power. The majority of workingmle, mean-
while, have not only been deprived of their earbecumulated
savings and steady income, but also have lost dtatins in society
and prospects for life, and have become foreignuaetess in their
own country.

The fact that the majority of the "new indigent& dit-to-work,
trained professionals, who are now doing sociatiyacessary work
for paltry compensation, confirms the charactedaabf the economic
policy implemented in Russia, as genocide. Thespl@eomprise
over two-thirds of the poor [4]. The reduction béir wages to an
extremely low level, which is lower than in the d®ped countries
by a factor of three, measured per unit of outf6},[as well as
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the rise of unemployment among highly trained @sitanals, were
caused not by a decline in their labor productivitydevaluation of
the results of their labor, but by the economidégydbeing applied.

These macroeconomic processes caused the riseeoiploy-
ment as well as the reduction of real wages. Thezenow 6.5
million unemployed persons in Russia, or 9.1% efwork-capable
population [9]. If part-time employment and unperdpartially paid
forced leave are taken into account, the total yheyad is esti-
mated at 15 million persons, or 20% of the workatdgpopulation.

In evaluating the long-term social consequencasass unem-
ployment, it must be kept in mind that constructaeor is one of
the highest values in Russian culture. Russiaregoeiways en-
joyed practically full employment, while dependeraylack of a
job, on the part of a person who was fit to workswiewed as a
vice. Consequently, a high rate of unemploymenbires a real
social disaster, which fosters alcohol abuse, oafity, and psycho-
logical disturbances on a mass scale.

Analysis of the causes of the rapid rise of uneympént indicates
that it is directly linked with the consequenceshaf implemented
economic policy, which were expressed in the bakyuand deg-
radation of the most labor-intensive sectors ofébenomy—agri-
culture, construction, manufacturing and scienterisive indus-
tries such as machine-building, light industry, wqarocessing,
and so forth. During the first five-year periodraflical "reforms,"
the volume of industrial production and construttimontracted
more than twofold, inclusive of a more than thrale-fdrop in
machine-building output, while the production i ttapital-invest-
ment machine-building and consumer goods sectartindd by
factors of five to ten (Fig. 12). In a number ofyksectors of the
new phase of technological development, which deter contem-
porary technological progress and economic growileh-sas the
microelectronics industry, and automation and conications sys-
tems—production has fallen tens of times over. Mprgmising
manufactures have virtually ceased to exist, cigaoiuit the market
for imported products.

Precisely those sectors are in decline, which fivenbasis of
a socially oriented economy and the potential fdo iexperience
an upswing, because they provide the connectiowdwsst the
growth of domestic production and demand. A propendjanized
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FIGURE 12
Industrial production by sector
(Index: 1989 = 100)

transition to a market economy should have ensihe@xpansion
of production in these sectors and a rise in thiiciency, which

would have made it possible to avoid excessive pi@ment in

regions with a high concentration of science-irtenand manufac-
turing industries, and even to transform them latmmotives for
economic growth and centers of job-creation.

The rapid rise of unemployment, steep decline exdtandard
of living, and demoralization of the population baprovoked a
rapid increase of crime and the criminalizatiorso€iety (Fig. 13,
Table 1).

The crime rate tripled in 1991-1995 [26], the numtlieserious
crimes rising especially fast (Fig. 14). (The neusstan revolution
has earned its label—the Great Criminal Revoluj#at}.)

The policy of the ruling oligarchy's appropriatiohthe national
wealth, carried out in the guise of progressiverra$, has brought
about the degradation of a large part of the cgaifituman potential,
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FIGURE 13

Crime and criminal convictions, 1991-1997
(thousands of people) [26, 76]

devaluing the education and training of millionspaffessionals and
workers, as well as personal catastrophe for miliof people, who
have been placed in intolerable conditions of lifee number of
social outcasts, people effectively deprived of sogial guarantees
whatsoever and of their civil rights, is estimatsdexperts at no
less than 10% of the country's urban populatioddamillion persons
[10]. Symptoms of a society in decay are the sliagpease in

suicides by people in despair, as well as mortéidgn accidents,

poisonings, and trauma (Figs. 15, 16).

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

1961-  1981-  1986- 1991- 1996 1997
1965 1986 1990 1995

Annual average 407 901 983 1770 1778 1629
G owt h above +123% +142% +435% +437% +400%

1961- 1965
| evel
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FIGURE 14
Felonies committed by minors [26]

HGRE 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, especiatiyth, ob-
served here cannot be attributed to some inhdieams.f There has
been nothing like this in the thousand-year histwnRussia. Even
during the Civil War and collectivization, when thasic social
groups of the Russian population were subjectagbtmcide, there
was not such an unrestrained demoralization oegocstudies of
the factors in the decline of the birthrate an@ rié mortality,
done by leading research institutes in our coudyconvincingly
demonstrate the unnatural character of the dembigraatastro-
phe Russia is experiencing. The conditions fordtencreated by
the steep deterioration of the standard of living quality of life.

There are no objective disasters (natural cataclysmpidemics,
wars, and so forth), destroying a substantial pathe national
wealth, to which this catastrophe might be attedutThe main
causes of the degeneration of the people of Rasgsishe abrupt
deterioration of conditions of life, as a resultteé ruling oligarchy's
appropriation of the national wealth, its exportaalol, and the
destruction of the productive forces of societywa8 as the artificial
demoralization of the population and a great nunaob@eople's
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loss of clear life guidelines, confidence in thiufe, and understand-
ing of the meaning of life. As is usually the catgs revolution
has brought chaos and destruction in its wake tla@dlisintegra-
tion and collapse of society. It has brought thepfeeto the bound-
ary, where survival is in question (Table 2) [1This indicates
the cause-and-effect relationship between theypdiiaried out in the
country and the degeneration of the populationchvidermits us to
identify it as genocide.



3 Causes

The causal connection between the degenerationeofieople
of Russia and the deterioration of the standardqasadity of living,
as a result of the changed economic situationg iskwious, that
even the most committed apologists for the refocoreducted in
the country do not deny it. The debates revolveraidhe explana-
tion of the causes of that deterioration. The agiste attempt to
argue that the decline of production and impovenisht of the
population, observed in the country, are objedtivaature, being
due to the past imbalances in the economy, itsdacompetitive-
ness, and the inevitable difficulties of reform.j&itive research,
however, links the changes in the population'sdstah of living
with the relevant directions of economic policyré@tent years.

Analysis of the content and motives of the actuehsures,
carried out in the guise of "reform," convincingllows that the
depopulation of Russia and degeneration of peyfbethlthy social
groups were the direct result of the economic golimd cannot
be explained away by various objectivist and sifiersounding
terminological sleights of hand (such as: "transftional reces-
sion," "demilitarization of the economy,” "curtaémt of loss-making
manufactures for which there is no market demandd other
such pseudoconcepts, coined by the apologistshioratiopted
policy). According to studies by the Institute féational Economic
Forecasting of the Russian Academy of Scienceswadd have
experienced a depression in 1991-1993, with a actidn of pro-
duction by no more than 2%, had there been no esafi®]. If,
however, a scientifically grounded transition tanarket economy
had been implemented, steady economic growth lelaat 3% per
annum could have been achieved. The experiencainhGwvhich
has achieved annual 7-10% growth rates of GDP rasudt of

34
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its market reform of the economy, refutes any pesciéntific

discourses about the lawfulness of a "transformaticecession."
There are always multiple options in economic polibe results
of which are largely decided by the aims and irstisrét pursues.
These are revealed in changes in the distributidnommes and
property, and in policy respecting appropriationtioé national
wealth. Study of these changes readily uncoversntitezes behind
various directions of economic policy. This is gtendpoint from
which we now examine the basic elements of the@oanpolicy

carried out in 1992-1998, in view of the impacttwdir implementa-
tion on changes in the structure of appropriatibmoomes and
the national wealth, as well as the populatiordaddrd of living.

These changes may be represented as a sequerseral sycles
of impoverishment of the population.

Cycle 1—1992. Price deregulation; citizens' incoraesl sav-
ings are devalued. Despite prolonged discussidcheomechanics
of price deregulation, it was carried out in thesimarimitive fash-
ion—by granting enterprises the right to set prizdstrarily, with-

out any restrictions to ensure honest competititefiense of the
rights of consumers, or other restraining mechasism

The pre-reform rules for price formation, basedtlmm simple
calculation of costs, were not abolished; they vesen reinforced
by the Government's decision on price liberalizatlbconsolidated
certain set mechanisms for cost-based pricing, lwh&came the
natural channel for cost inflation, under the nenditions. In the
absence of competition and any experience in viongnarkets,
economic entities calculated prices for their patsiubased on the
actual and expected rise of prices of the meamsanfuction they
consumed, thus passing on the increased costssommers. The
Government's own forecasts provided the initialemp for cost
inflation, as they indicated a tripling of costs faels and other
basic price-forming commaodities.

The decontrol of prices was not accompanied bycteation of
appropriate institutions to ensure honest compatitind market
transparency. The Government's inaction with regpeegulation
of the market encouraged its criminalization arelébtablishment
of control by organized criminal groups over esseelements of
the goods distribution network, retail and wholegahde. The
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elimination of state control over pricing and trezegdjulation of trade
thus led not to the creation of market competititechanisms, but
to the establishment of control over the markebiganized crimi-

nal groups, which derived superhigh revenues Wdgting prices.

Even six years after price deregulation, trade rogsk comprised
50-90% of the price of most consumer goods, whigegroducer's
share in the price of a domestically manufactunextiyct at the
moment of sale rarely exceeded one-half; the rest t@ the middle-
men, who control the market [20]. This means tlsatraich as
half of the value of consumer goods produced inchentry is

confiscated by criminal trade monopolies.

The numerous mistakes made in the course of peicggdlation
provoked hyperinflation of costs, which not onlgatiganized pro-
duction, but led to the devaluation of citizensoimes and savings.
Economic entities, attempting to shift costs to tbesumer and
to maximize their own possibilities to increaseirttiecome, had
no interest in an adequate increase in wages,rdvetlyg of which
lagged significantly behind the rise of consumécgs. The State
likewise "forgot" about the interests of the citigefailing to index
wage standards, as well as citizens' savings oositap the state
Sberbank (Savings Bank), in a timely fashion. Despiotests by
the population, demands by public organizationd,vaarnings from
experts on the necessity of indexing wages angecis’ deposits
in Sberbank, the purchasing power of which wasapiaed under
the law by all the assets of the State, such irtd@xavas not
done, which led to the effective liquidation of tkavings of the
overwhelming majority of the population.

In world economic theory and practice, the defewisthe in-
comes and savings of the citizens against inflasosmssumed to
be a function of the State. The greater the degreich inflation
has been provoked by the State's own policy, thes rabligatory
is that defense [21]. In our case, the connectiaa @bvious: The
Russian economy's slide into hyperinflation wasdhect result
of the technique employed for decontrol of pridegually obvious
was the juridical obligation of the State to enstime defense of
the population's incomes and savings from devalnaRkespecting
citizens' savings on deposit in the state Sberbiuidk,obligation
was confirmed by decision of the Constitutional €owhich re-
quired the state authorities to take measurestoreethe purchas-
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ing power of the population's devalued Sberbankosdiép The
Government, however, ignored this obligation, despis having
been legally formalized (Federal Law "On the Restion and De-
fense of the Savings of Citizens of the RussiareFatn").

Had credit and monetary policy been properly orgeay there
were ample possibilities to defend citizens' sawirggainst infla-
tionary devaluation. The volume of cash issues 99211996 was
282 trillion rubles, which is a significant part dhe amount by
which the population's savings would have had toirmexed, in
order to preserve their purchasing power at a eobskevel. This
monetary emission, however, was channelled intoeechment of
financial middlemen, interposed between the momgetanthorities
(the Central Bank, the Ministry of Finance, and th&te Property
Committee*) and the rest of society. In 1992-198%y acquired
fabulous riches from the allocation of cheap cmsedgubsequently,
they got the hang of "cycling" funds from state ezptises and the
federal budget. Estimates indicate that in 1994naldafter the
main stream of direct appropriation of printed mgnaccomplished
through middleman activity in the course of cheagdit allocation,
had been halted) the outflow of monetary resourftes the pro-
duction sphere into the exchange sphere through ctiramercial
banking system was equal to approximately 14% ofP@R2]. The
superprofitability of financial speculation was doimed with crimi-
nalization of the banking sector, where the anmaéé of growth
of discovered crimes was 78% in 1993, 170% in 1284,% in 1995,
and over 250% in 1996 [49].

Thus, the devaluation of citizens' incomes and regyi as a
consequence of the adopted approach to price datiegy was
the direct result of deliberate decisions by thevé&oment and the
Central Bank. The same thing goes for the devalnatf citizens'
current incomes, above all wages and soldiers' patsn Real ac-
crued wages fell steadily through 1996, in whiclarythey were at
46% of the 1990 level; only in 1997, did wages rié over the
previous year [9].

*The State Property Committee was also called §yull name, the
State Committee for the Management of State Prgpand its Russian
shortened name, Goskomimushchestvo, or acronym,—~GKhnslator's
note.
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As we see, of all the possible means for carryimgeoreform
of pricing, the version selected and implemented tha one with
the direst consequences for the population's veelfathile it pro-
voked hyperinflation, this version did not provifde the introduc-
tion of methods to regulate pricing or defend tbpytation's in-
comes and savings from devaluation, although suetmads are
well known in economic theory and practice.

Another peculiarity of the chosen version was #rgd-scale
and exceptionally rapid redistribution of incomassociety, under
which they were concentrated in the hands of tmeemnically small
social group of New Russians, while the incomethefmajority of
the population dropped sharply. The methods of rgdéstribution
had nothing to do with the creation of new valugt, ¢toncerned
exclusively the redistribution of previously crehtgublic wealth.
Moreover, the "effectiveness” of these methods imesrsely pro-
portional to the efficacy of state regulation: thééation of prices
by enterprises enjoying a monopoly position anduaizgd criminal
monopolies in trade; discrimination against conseniyy means
of price differentiation and false quality certifton of products
(which became possible due to the effective absehaatimonop-
oly regulation or control over pricing); "cyclingdf preferential
credits; confiscation of enterprises' working as&st banks, which
held interest rates on the deposits and clearinguats of enter-
prises well below the rate of inflation (this beeapwossible because
of the Government's refusal to regulate interdsisrar supervise
the targeted utilization of credits, or monetagwfs). The Govern-
ment could easily have limited the effect of thetdective redistri-
bution mechanism that emerged with the deregulatfoprices,
using well-known methods for price regulation, iett rates, and
indexation of incomes, but, contrary to numerouomemenda-
tions, it failed to do so.

The above-mentioned reduction of real wages byhaifeduring
the first years of "reform" reflects the intensitf/the process of
income redistribution in favor of the privilegedc&b groups, which
had established control over former state propenty financial
flows. The share of wages and social paymentserptipulation's
income fell from 74% in 1990 to 43.4% at the endl®®6, while
income from entrepreneurial activity rose to 38(F4. 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 leeestftiid, increase
in the differentiation of the population by levélmonetary income.
The stratification of society, in the course of ghithe numeri-
cally small privileged class of New Russians areggle the over-

whelming majority of the rest of the population esipnced the
devaluation of the savings they had entrusted ¢oState and a
steep reduction of real income, bears clear witheshe nature
of the interests and motives that determined thge@Gwmnent's
economic policy. Had there been a desire to damsmy means
could have been found in the arsenal of economithads for

regulation of a market economy, to avoid such aipiteus impov-

erishment of most of the population and, at theestime, to direct
entrepreneurial activity into the constructive amgnof creating

new wealth, rather than the redistribution of poesly created
wealth. To that end, it would have sufficed to adopcessary
restrictions and pricing standards during the d&obof prices,
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ensure appropriate proportions in the distributtbmevenue from
cash issues, and index savings on deposit witlSthate, wages,
and social payments to the population. Insteadgtbater part of
the enormous revenues from cash issues, genenathé ICentral
Bank in the course of hyperinflation, was arbityagllocated to
privileged banks and recipients of preferentiaditse which cycled
them into various speculative operations, whilensral monopoly
organizations in trade redistributed for their dvemefit the greater
part of the value added, created in the produatibnonsumer
goods.

In the final analysis, the main source of the shigérrevenues
of the ruling oligarchy as it was coming into e&iste during the
first stage of "reforms," was the savings and watgjethe rest of
society. This redistribution took place by meanshef devaluation
of the monetary income and savings of the majaftthe popula-
tion, as a consequence of the refusal to index theing hyperin-
flation, and of the new privileged class's appmetjph of revenue
from cash issues and redistribution of value addetheir own
favor. As the volume and efficiency of productioectined, the
only source of increased revenues for one parbciesy was the
reduction of the other part's income. This compbwoénhe price
deregulation policy is key to understanding howahesen method
of price formation affected the population's wedfaDf all possible
versions, the one was chosen for implementatioat, last de-
fended the incomes and savings of the populatather provoking
an intensive redistribution of current incomes eaquid social strati-
fication. The selected method of price decontrab Wee easiest to
manage—the Government could spare itself the busflereating
complicated indexation mechanisms for citizensdines and sav-
ings, or organizing control over monetary flowseThain concern
of the Government and the Central Bank was to at#ocevenues
from cash issues in the form of preferential cseditd "cycling”
of the monetary resources of the State and ergegpimto specula-
tive operations of commercial structures, closeh® monetary
authorities.

Cycle 2—1992-1993. The overwhelming majority of thep-
ulation loses its rights to previously created avadl property,
which is privatized by a thin layer of the rulinigarchy. The
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large-scale privatization of state property ledatoedistribution
of national property, accumulated over decadedavor of the
immediate organizers of this action and their "otiasts" and
partners, who set up shop in the vicinity of thet&tProperty
Committee and took an active part in various pdeion measures.
The population, unprepared for this action and lyoioformed,
was deprived of any opportunity to make effectieeisions. Under
conditions of a steep decline in incomes, peopleevierced to
"dump" their privatization vouchers into the haofishady middle-
men. Most of the latter, who in turn lacked adeguaformation
to make effective direct investments, merely resbivouchers
or speculated on the shares of privatized compaamsopriating
what they made from those operations and deceyirdighle in-
vestors.

The people who ultimately gained from the chaagidigtribution
of property and the speculative boom that arosthiasoccurred,
were the best-infformed people—those who had peligaia&en
part in organizing the process. A typical examglehe amazing
commercial success of the foreign consultants amthgrs of the
leaders of Russian privatization, who utilized rtieside information
to organize the mass acquisition of shares in {za@ enterprises,
for the benefit of foreign banks [23]. In the spriof 1997, a noisy
scandal flared up around the shady dealings oé tfeesign advis-
ers to the Russian privatization agency. Truestiaamdal was raised
not in Russia, where they had inflicted enormousatge on the
economy, but in the USA, where the actions of th&serican
citizens were seen as criminal wrongdoing thatrdiited the
values of democracy, threatening the successfuemmgntation of
market reform.

The well-informed people who speculated on theleestistock
shares of privatized companies accumulated enorceqpital. The
sums invested in buying vouchers from the populatere multi-
plied tens of times over, in the course of resgliime shares of the
privatized enterprises to interested foreign corigsanA single
foreign bank, which worked closely with the Russiaovernment
and employed one of these "advisers," resold shafréussian
enterprises in the amount of nearly one billionlatsl in 1994
alone. The voucher and investment funds, set wgubly "advisers,"
dominate the Russian stock market to this dayjrmang to "earn”
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money by speculating on the greatly devalued shafrédussian
companies.

Behind many of those who have thrived on speculatiosouch-
ers and the shares of Russian companies that wieadized for
a song, are international swindlers, "naturaliaeatier the wing of
the organizers of mass privatization. They estabtisthemselves
with official Russian agencies as advisers, coastdt and experts.
The organizers of the privatization campaign nedbech for sev-
eral purposes. They would pave the way into intemal financial
structures. They made it possible to extract supftpby transfer-
ring abroad the rights to privatized national wealthey provided
the respectable appearance of a progressive "refmsra cover for
the unprecedented campaign that was being caruedh dRussia
to appropriate and loot an enormous quantity opgnty, and they
secured recognition by the international establistim

As a result of manipulation of their stock shareany Russian
enterprises ended up in the hands of foreign cdtopgt who
handled them as suited their own short-term interéss a rule,
those interests were confined either to squeeziegntaximum
profit out of the companies (as occurred with mstegl, chemicals,
and paper industry enterprises), re-profiling thenmeet the re-
guirements of foreign companies for productionhaf most labor-
intensive or ecologically polluting components ifashe case of a
number of electronics companies), liquidating thesicompetitors
(as often happened in science-intensive machineht)i, or utiliz-
ing them for purposes of grabbing the domestic etafthe food
industry and construction materials).

The result was that during 1996-1997, financiatsfadors real-
ized enormous profits from the price rises on shafecompanies
that had been privatized for next to nothing. Thekare prices
soared an average of 3.5-4 times over in the cafréeose two
years [24]. Every ruble invested in the acquisitifrprivatization
vouchers by these speculators, who were closddgdito the privati-
zation agency, subsequently yielded them tenshdéswof profit as
they resold, at rising prices, the shares of compahat had initially
been valued at several times below their worth. Stage suffered
corresponding damage or missed opportunities far ga

Here again, as in the case of the devaluationtiakns' savings,
the organizers of the privatization campaign hahewpportunity
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to suppress the illegal machinations of their "selkg" and other
intimates, to prevent speculative swindles invavine population's
privatization vouchers, and to forestall their deation through

thieving operations to redistribute property. Naotyowas this not
done, but, to the contrary, investigations by thes€cutor Gener-
al's office [25] indicate that many of the leadefshe privatization

campaign became actual participants in it, crudigliating the law

as they privatized state property for their owndfienThe patently
criminal nature of the mass privatization campdtbe Prosecutor's
office has uncovered 3,000 to 5,000 violationshef privatization

laws each year), however, had no effect on theypofithe individu-

als and structures running the process. Of thet@égQdomestic
entrepreneurs, 40 were previously involved in dlegusinesses,
while 20% of them have been prosecuted for crinantiVity [26].

It is well known by now, that the most importanti@as in the
privatization of state property were in the natofe plot between
officials and interested commercial structures, &ece of a clearly
criminal character. The most scandalous swindlethisf genre
were the privatization of several major oil comganihrough so-
called "loans-for-shares" auctions, the privatranf leading banks
and shares of major Russian natural monopoliesnall groups
of influentials, the seizure of many ports and ptbeal monopolies
by criminal organizations, the free-of-charge tfanef major indus-
trial firms by the organizers of "competitive intient auctions”
to their partners-in-crime, after which the "winsiefailed to carry
out their obligations. All that is merely the tipthe iceberg in the
most gigantic swindle of the century, organizecRmssia in the
guise of "reform." In fact, it was the illegal appriation (plunder)
of the largest lot of property that ever fell itih@ hands of a criminal
community in the history of the world.

The campaign to appropriate national properly lier thenefit of
a small group of well-informed people was carried onder the
slogan of "people's privatization." Additionally,caused a disorgani-
zation of production, the rupture of economic tiasd a rise of
transaction charges, which resulted in a sharpctedu of the
efficiency of production and a devaluation of thivgiized compa-
nies. The chaos in property relations, caused byptivatization
campaign, and the elimination of any responsibilityatsoever,
corrupted many economic managers, breeding a masaattitude
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toward the privatized property. It was followedthy real looting
of many previously efficient enterprises and theakup of once
highly productive labor collectives. A significamimber of promis-
ing companies came under the control of foreign metitors. As
a result of these developments, the efficiency rodpction, as
measured by labor productivity, energy-intensityd ather gener-
ally accepted indicators, fell by more than onedthand output
dropped by one-half.

But the privatization campaign made its most dettel impact,
perhaps, with the formation of stereotypes of bessnbehavior.
By creating opportunities for easy enrichment tigrothe acquisi-
tion of state property and subsequent speculatiadha shares of
privatized companies, the adopted method of masstigation
oriented the most active and energetic businessmietoward the
creation of new wealth or the satisfaction of tkeeds of society,
but toward the division of unearned wealth andappropriation
of sources of income, created earlier by society a$ole. Produc-
tion thus ceased to be attractive for the majaitgntrepreneurs—
against a backdrop of triple-digit annual profitsnfi the acquisition
and subsequent resale of state property, the siimjteprofitability
rates in the productive sphere made any kind @fitycin produc-
tion economically senseless.

The privatization campaign in Russia shaped an alou® type
of businessman, oriented not toward earning prbiitshe creation
of new material goods for consumers, as in a nomaaket econ-
omy, but toward the acquisition of previously ceehtvealth. Ac-
cordingly, instead of economic growth, achievedttsy activation
of creative entrepreneurial energies, we have exqd a colossal
collapse of such growth, as a result of the expiogif criminal
activity, provoked by the legalized plunder of statoperty. It is
not surprising, that the Prosecutor General's datav that the
number of infractions of the law, committed in tt@urse of the
privatization of state property, has consistendgeeded the num-
ber of actual privatizations for the past seveedry. Privatization,
organized as a free-of-charge distribution of prigpebecame a
powerful factor in the criminalization of the ecomp and society.
In 1997 alone, the Prosecutor's Office broughiotartc203 motions
to declare null and void the results of state priypauctions, 267
protests were lodged against illegal actions byptioperty funds
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and privatization directorates, and 643 motionsevwsrbmitted to
eliminate identified violations of the law in thisea [25]. In 1995-
1996, Internal Affairs agencies in collaborationthsémployees of
the Prosecutor's Office uncovered and stopped thare 10,000
of the grossest violations of the law, and broughtourt 2,000
cases of the illegal privatization of state propert

As indicated in the Foreign and Defense Policy Cdsrreport
on the criminalization of Russian society, "ovef0B0 crimes have
been uncovered in the country in this sphere dineebeginning
of the reform of property relations (despite thgédy latent quality
of economic infractions of the law). Numerous insts of embez-
zlement of the monetary proceeds from privatizatiave been
uncovered, as well as bribetaking by persons digldday the State
to handle the reform of property relations. Thenamal nature of
Russian privatization and its significance for ttevelopment of
corruption in Russia is best illustrated by the fhat in practically
every second region of the country, leaders ofdbal administra-
tions, territorial property management committesas;] property
funds, have been indicted.

"It is evident today, that the privatization praedé®om the outset
was 'saddled’ with criminal capital and becamentlost important
instrument not only for laundering' money, but faising the
degree of criminalization of Russia as a whole. ¥éwy nature of
privatization facilitates an explosive developmehtcorruption in
government, involving, first and foremost, thoserages that di-
rectly carry out privatization. The wages of theetbf the Vologda
Province territorial directorate of the Ministryrf@tate Property
were $16,500 per month, which is almost doublestiary of the
President of the United States [in recent times].

"Studies of the criminal milieu in major cities (Btmw, St. Pe-
tersburg, Yekaterinburg, and others) show an iseréa the num-
ber of crimes, connected with the illegal acqusitof citizens' real
estate, including buying and selling. In Moscownalpthere are
estimates that over 30,000 people have lost thpgirtments and
become homeless as a result of such crimes (asdoiild be
emphasized that this figure does not include peaple shifted to
inferior lodgings, moved in with relatives, switcht® rental hous-
ing, or moved out of Moscow)." [49, pp. 7-9]

A report by the Prosecutor General's ScientificgBesh Institute
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for Problems of Strengthening Law and Order coreduthat “the
process of mass privatization of state-owned andicipal enter-
prises and housing ... occurred in a highly undegghand hasty
fashion, without due state supervision. Everywhiemas accompa-
nied by numerous serious infractions of the lavwghsas: illegal
acquisition of federal property; transfer of a hagantity of national
capital into the hands of a select small circlpebple; loss of the
controlling block of shares in many companies ipantant sectors
of industry; depression of the value of privatizsdities; unlawful
mortgaging of state property; unlawful sale of lities belonging
to the social services sphere; privatization ofdirogi to the detri-
ment of minors' rights under the law, and so 026, p. 19] These
consequences were easily predictable, scientistsegaabout
them, and they could have been completely prevented

The predatory motivation that took shape amongepréneurs
is fully manifest with respect to the people wharkvat privatized
enterprises. The "school of human relations" hankeccepted
in world management practice for a long time. lbvles for a
considerate attitude to the "human factor," astkeg company's
competitiveness. The above-cited report, howevelicated that
our "new owners and employers, in the race foritgrahd for other
reasons, do not create appropriately healthy afedcsaditions in
the workplace. As a result, the level of on-the-jgries is rising.
Up to 300,000 people per annum are injured in mtmy of whom
6,000 die. The number of violations of labor safatys, uncovered
by the Prosecutors' offices, rose from 4,951 irb1898,062 in 1996
(an increase of 42%), and in 1997 the number goe®l{571, i.e.
35% more. The percentage of industrial operativesivwg under
harmful or dangerous conditions of labor rose fii8#o to 42.3%
in a five-year period." [26, p. 20]

Many articles were written to warn the authoritasout the
probable destructive consequences for the econoomy fnass
voucher privatization. Nonetheless, the versiorsehdrom all the
possible schemes for the privatization of statgp@rty was this
most primitive one, which was also the most detiti@and fraught
with social conflict, leading to the criminalizati@f the economy,
the destruction of production and technologicalpevation links,
chaos in property relations, the steep declinehefwolume and
efficiency of production, and an increase of soakion. This
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version ran counter to scientific recommendati@asnmon sense,
and international experience. It provoked the dhadéstruction

of economic ties and massive violation of the lawvas illegal in

its very method of implementation. Its unquestideatlvantages
for its organizers, however, included speed anépianal possibil-
ities for the appropriation of enormous state asaatl redistribu-
tion of accumulated national wealth for their ovdvantage. This
version of privatization was so attractive to tbhégarchy" that was
taking shape, that a coup d'etat was carried owrdier to implement
it, and the Parliament, which resisted violatiofighe law, was
crushed with artillery fire.

As was the case with the redistribution of monesirgams and
savings, the ruling oligarchy's accumulation ofgamy did not
entail the creation of new values and material gpobdt rather the
redistribution, for its own advantage, of natiomadalth that had
been created by the labor of the entire people-fétte expropria-
tion from the rest of the population. The ideoltgyisf privatization
for the benefit of its organizers treated stateperty as if it were
ownerless, available to be divided up without mging any-
body's rights.

In reality, the appropriation of state propertydyy individual
or group is the alienation of all other citizemghts to it, and affects
their interests. If today we make a comparativelyaism of the
decisions adopted by the interested parties, wiganized the
privatization campaign, with its consequences @ dlocation of
property and wealth, an unquestionable connectichenformer
with the latter is uncovered. The entire practit@rivatization is
likewise associated with the interests of the gribiap seized power,
which demonstrates that the economic policy thegiezhout was
subjectively influenced by these interests.

Cycle 3—1993-1994. The population experiences deval
tion of its savings and loss of property in finahgyramids.

The financial pyramids, which wiped out 20 trillioables of the
savings of 40 million people in a second round, rgeee on the
crest of the privatization wave of speculation ouchers and the
shares of privatized companies. Since their appearaas readily
Predictable from international experience, effectimechanisms to
Prevent large-scale swindles against the populetiald have been
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developed in a timely manner. Nothing of the showever, was
done. On the contrary, government policy connivtedeaeiving the
population. State television channels advertisedatifractiveness
of investing in financial pyramids that were masilg fraudulent.

Nothing was done to stop swindles aimed at an Umistgated

population, which presumed that the State woulanbaitoring

the process.

Measures to terminate the financial machinationseviaken
late and, it was evident, unwillingly. Even the Euor Assistance
to Victimized Investors, which was established raftee collapse
of the main financial pyramids and was supposetbte the use
of a portion of the State's privatization revenweas squandered.
The construction of the financial pyramids wasiedrout, in effect,
as an adjunct to the privatization campaign. THieyvad the con-
centration of property in the hands of organizesherand expanded
the criminal societies' opportunities to acquirestroperty. The
very process of duping credulous investors witlistaypromises of
superhigh income created a certain atmosphereewéited expecta-
tions of rapid, easy enrichment, creating favoratulitical condi-
tions for mass privatization to the advantage efgmall group of
organizers of this process.

The authorities' abetment of such large-scale Giahmachina-
tions clearly testifies to the criminalization detruling elite and
its transformation into a criminal oligarchy, whoisgerests are
limited to ensuring its own exorbitant revenues prekerving its
privileged position at any cost. Analysis of thesequences of the
main directions of the implemented economic polglyows that
these interests contradict those of the overwh@miajority of
the population and conflict with national intereatsl the interests
of the State, which are perceived by the rulingastthy as a threat
to its position. Accordingly the policy, carriedtday the oligarchy
with respect to the management of state propertlyramenues,
which is aimed at its own enrichment and maintajrita grip on
power, is antagonistic to the interests of the oéshe population
and to the national interests.

Cycle 4—1995. The macroeconomic policy causes @&pste
decline in the population's real income and destmcof the
productive forces of society. Having refused taifatg incomes
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and defend the savings of the population, the Guwent pursued
an anti-inflation policy of reducing aggregate dachédy means of
contraction of the money supply and reduction afesspending.

This method, selected as the main means to supinfiton,
is similar to other key lines of the economic pglim its extreme
primitivism and low level of effectiveness. The dieguacy of this
method to the purpose of suppressing the typestfiofiation that
was prevalent in Russia, as well as its destrudgtiygact on the
productive sector and depressive influence on enandevelop-
ment, were well known, and there was no shortageashings
from scientists and prominent politicians. The egugnces of this
policy, as had been forecast quite distinctly, wéne payments
crisis, the profound disruption of the entire systef monetary
circulation, the criminalization of the economy atsltransforma-
tion into a non-money economy, and a steep deofiveages and
social payments to the population, as well as ef tblume of
production and investment.

Here, as for other lines of economic policy, themre various
options for achieving the suppression of inflatemd macroeco-
nomic stabilization. Scientists proposed varioushods to lower
inflation, including tightened control over pricermation in the
highly monopolized sectors of the economy, targeseilation of
monetary flows in order to prevent them from bedogcentrated
in the speculative sphere, measures to eliminateecfrom the
goods distribution network, imposition of exporttids on raw
materials, incentives for consumer goods productiewelopment
of competition, and so forth. None of these prolsosas taken up.

The methods chosen were the simplest, least effedind, at
the same time, most damaging to the populationiargeand
productive activity—suppression of demand, while guperhigh
incomes and unlimited demand of the ruling oliggriteelf were
preserved. Inflation was lowered by means of cotit@a of the
money supply, which automatically stripped the stor of the
economy of money, and reduced the incomes andieffetemand
of the population, goods-producing enterprises,thadbtate.

Another means employed under the anti-inflatioricgalvas to
attract available financial resources into the rimal pyramid of
state domestic debt, by maintaining superhigh gield govern-
ment bonds. This had a double effect on the outfibeapital from
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the productive sphere: The value of money rose thighoverall
contraction of the money supply, provoking an auwiflof capital
from the relatively low-return sphere of producti@ the same
time, the superhigh returns on state bonded dedriagteed that
monies that had departed from the real economydvbellocked
into the financial pyramid of government bonds. pta it another
way, macroeconomic stabilization was achieved mdiglthe con-
traction of aggregate demand for commodities, whidho a reduc-
tion of production and of state budget revenuesp@mpanied by
a rapid decline in the income of the majority af ffopulation.

The brunt of the battle against inflation thus veasne by the
population, which, in the absence of proper inderadf wages,
pensions, and social subsidies, and with the Goaitls abandon-
ment of any role in the regulation of labor compéing or provision
of social guarantees, experienced a steep dedliite real income
and was forced to reduce demand. The reductionon§umer
demand on the part of the majority of the poputatitowever, only
weakly suppressed inflation, which was mainly getest by the
monopolistic behavior of enterprises and by stmattimbalances
in the economy. Moreover, the anti-inflationaryeeff of reduced
demand on the part of most of the population, urdeditions
where the superhigh revenues of the ruling oligamgere main-
tained and increased, was proportionally offsetjtmwving demand
from the New Russians.

The reduction of enterprises' working capital arthdnd was
equally ineffective from the standpoint of suppireggost inflation,
but it was extremely destructive for productionleld to the pay-
ments crisis, demonetarization of the sphere oflymtion, and a
steep decline in production and investment (Fids. 19). The
anti-inflationary effect of shrinking enterprisestrent demand was
offset by the reduction of the supply of commoditidlongside
the stabilization of the ruble's exchange rate umdaditions of
continuing high inflation, this led to a sharp deteation of the
competitiveness of domestic products and an eveateyr decline
of their production. It aggravated the economicresgion, drove
unemployment upwards, and further reduced the iecana stan-
dard of living of the population.

The destructive effects of the methods selectedippress infla-
tion and achieve macroeconomic stabilization prdegén 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
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with superhigh revenues for the financial oligartgt was coming
into being. The abrupt contraction of the moneypdu@and the
crisis increased the price of money and raiseddlte of return
on monetary assets. While provoking a slump inyxctioh, decline
in the population's income, and steep reductiomedéstment in
production, the chosen policy for suppressing fititasimultane-
ously generated superhigh revenues in the finaseietor, which
attracted scarce monetary resources, which wes@ort supply,
and maintained the high profitability of speculatyperations.

From the standpoint of creating conditions for etoic growth,
the sacrifices made for the sake of the anti-iiftepolicy were in
vain. Inflation was reduced by means of puttingghenomy into
an unstable equilibrium state, characterized byddHBarization,
drawing of the money supply into the state debamyd, substitu-
tion of imported goods for most of the market, bapkcy of half
the goods-producing enterprises, and the shutddvanoduction
in most sectors of manufacturing. It will be shotslow, that
economic growth was impossible in that unstablalibgum state;
preservation of the equilibrium required the rapididup of the
state debt and maintenance of profit rates initt@n€ial markets
at a level several times higher than the averaggtatility in the
sphere of production.

The goals of macroeconomic stabilization—an upswingvest-
ment and rise in prosperity and economic growth—lecowt be
achieved by this sort of anti-inflation policy. Thtabilization
through depression, experienced in 1997-1998, cetelpl con-
firmed the forecasts of economists, with which @&&vernment
was quite familiar, concerning the consequenceattemmpting to
combat cost inflation by means of contracting deindime continu-
ing fall of investment and production once agalostrates the
theoretically well-established fact, that the segpion of inflation
is insufficient for economic growth. At the samedi, with all the
social costs of the stabilization policy that wasried out, the
desire to preserve and multiply the superhigh ireowof the ruling
oligarchy was fulfilled.

The experience of planning the 1995 budget serses elear
example of the anti-social effects of the impleradninflation policy.
In the autumn of 1994, in the course of considettiegdraft budget
for 1995, the Government adopted an administrateasion to
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compose the budget and project revenue parambgsd on the
assumption of an average 2% monthly rate of iwitatiThis was
done despite reliable forecasts by leading inestaof the Academy
of Sciences, the conclusions of experts workingHerState Duma,
and even the Ministry of Economics, which all cored in project-
ing a monthly rate of inflation of 5-8%.

The adoption of a budget that assumed 2.5% averagehly
inflation, whereas in the event the rate was 7ri&ant a 5% monthly
reduction of the real income of all budget-sectopByees. It is
not surprising, that the population's real incomleldy 13% during
1995; wages declined by 28% and pensions by 19&cGblrernment,
however, had made it easier to fulfill its formélligations under
the budget, turning the impact of inflation to gamtlantage. This
was a quite conscious choice by the ruling oligarchade in full
cognizance of the social consequences for the latitmu of state
budget parameters, of understating the inflatide ky a factor
of three.

The shift onto the population of the burden of sapging infla-
tion, through cutting budget spending, became ewere blatant
later on. In 1997, in gross violation of the Febleeav on the Budget,
the Government simply slashed budget spending ensttial
sphere, investment programs, and subsidies to gtioduand sci-
ence by one-fourth, in order to make increasedéstepayments
to financial speculators in government bonds, withexceeding
the established budget deficit ceiling.

A similar situation came about in early 1998, wiilgs Govern-
ment, instead of adhering to the Law on the Budgstablished
for itself secondary limits on fulfilling its bud@y obligations, in
order to find possibilities to make timely paymehthe astronomi-
cal interest due on its bonds.

Cycle 5—1995-1998. The state budget, the populatisav-
ings, and the monetary resources of the sphereraifuption
are sucked into the state debt pyramid, bankruptirey state
financial system. The redistribution of federal gedoutlays in
favor of making interest payments on the state deltly betrayed
the true goals of the economic policy that wasiedrout. Here
the connection between the Government's anti-iofigbolicy and
the superhigh incomes of the financial oligarchyn@st 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 higHitataility of
speculative operations that had developed duriagéniod of their
buildup was artificially restored by the Governmdayt construction
of its own financial pyramid of short-term govermnbonds (GKO),
issued at high rates of return for purposes ofifiray the budget
deficit. The construction of this new financial agid simultane-
ously addressed the problems of providing a radiafwurce of
superhigh income for the ruling oligarchy and ahgyup available
monetary resources, neutralizing their effect om ithcrease of
prices.

Of all the various possible means to suppresgimilathe ruling
oligarchy chose the one that enabled it to demigerhigh reve-
nues, guaranteed by the State. The superprofits $peculation in
government securities, which reached 100% per arandarhigher,
made a particularly sharp contrast to the monthg-ldelays in
disbursement of wages and social payments, whilitesl from
the policy of restricting aggregate demand (Figs.22).

It should be noted that the rate of return on govemt bonds
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FIGURE 21
Wage arrears, 1997-1998

(billions of rubles)

issued by the Russian Government exceeded by bé¢iveea the
rates of return on this type of security, generafigepted in world
practice (Table 3).

The subsequent experience of the abrupt fall of GK&dds
during 1997 showed that there was no objectiveoredsr this
excessive elevation of their rate of return. Thewas adequate
demand for them at real yields three to four titess than what
became the norm in 1995-1996. But for some reasalefiance of
expert opinion and to the detriment of the interedtthe Treasury,
yields on government bonds were established agta lbivel that
had no precedent in world practice. This promotesl d@lready
powerful outflow of capital from the sphere of puotion into specu-
lation, while it completely blocked investment. Bag were almost
completely transformed into GKO.

Against the backdrop of a catastrophic contraabibproduction
and the impoverishment of the majority of the papah, the Rus-
sian economy's speculative sector became a red 6faEldorado,”
with the world's highest rate of return on finahsjgeculation,
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where it was possible to obtain hundred-percentfitpramr even
thousand-percent if things went well, without mekianything. A
"miracle field" materialized in our country, whitdwfully enough
began to be viewed in the circles of the worlddirial elite as a
"land of fools," who were giving away their weadthd their future
to all comers.*

Despite the astronomical GKO yields, the influxpdfate monies
was insufficient to support them; the Central Béakl to act as
the main purchaser of GKO (both directly, and tgtosberbank
and other commercial banks, affiliated with the €adnBank),
supporting their liquidity and superhigh rate dfura. The share
of the Central Bank and Sberbank in banking-segtwernment
bond placements reached two-thirds in 1997, whiclcates the
economic absurdity of this technique of financing budget deficit.
Just as in the past, the main source, besideothdation's savings,
was cash issues by the Central Bank.

The semblance of macroeconomic stabilization waseaed in
the most primitive manner—by locking available nesninto high-
yield speculative operations at state expensegwvdaisting a blind
eye on the ruinous consequences for the sphereodugtion
and investment. In medical language, the nationah@my "got
hooked," with consequences analogous to those ierped by
the human body when morphine injections are adteirgd to
treat pain.

By setting GKO yields and Lombard credit rates,rgngeed by
the former, at levels that were superhigh by wetlthdards, the
Government and the Central Bank temporarily atxhdhe huge
sum of capital that had fled the sphere of prodacts a conse-
quence of the economic policy being carried outl prevented
it from flooding the market. By doing this, they imained the
appearance of stabilizing the exchange rate ananoalities prices.
This was done by fixing the exchange rate of therun a setting
where imported goods dominated retail trade inrtfegkets of
major cities, which determine price behavior in taintry; the
effective freezing of aggregate demand througtséugiestration

~*In Aleksei N. Tolstoy's Russian version of thedethio story, a cun-
ning fox and a cat lead the little wooden boy élthnd of Fools, where
money grows on trees in a place called the Mirgel.—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 rimal situation in
the sphere of production, both of which reduced esa@ctually
paid; and the suppression of investment.

The natural results of this policy were a continueatflow of
capital from the sphere of production, a furtheduetion of invest-
ment and production, aggravation of the paymenisiscin the real
sector, a deterioration of the financial situatioh goods-producing
enterprises, and an increased reduction of wageslbc paid, while
owners' income rapidly rose. The graph (Fig. 22)wshthe outflow
of capital from the sphere of production, into GKIBZ specula-
tion.* A new result was that the State was suckad B debt crisis
and the budget crisis became chronic. By mid-198@, economy
was trapped in a debt crisis, where debt service warsistently
much higher than the possibilities of the budge&srevenue base.

*OFZ, the Russian acronym for Federal Loan Bondggevissues with
maturities of greater than one year, while the GK&@yernment Short-
term Bonds, were the shortest-term government besimnslator's note.
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In and of itself, the chosen method of balancirey ibdget by
rapidly building up what was already one of theydat state debts
in the world—done in the setting of privatizatiohaolarge portion
of state assets virtually for free and the Stasgésction of many
sources of revenue (customs duties on the exparpfocessed
raw materials, other forms of collecting naturaitras revenue for
the State, a state monopoly in the alcohol tradd, state sector
profits}—bespeaks the real motives for the statiitim policy that
was carried out. When it placed government bondsipéerhigh
interest rates and cut budget spending for the sél@vering
interest payments, the ruling oligarchy was exhmigithe classic
behavior of court favorites, who pursue their stemnn goals of
personal enrichment and staying in power, at tisé aobankrupting
the country and future generations.

This policy, however, could not last long. Not odig it preclude
economic growth, but it also made it impossiblegsoape from the
debt crisis, no matter how much budget spendinghiriig cut.
The financial pyramid of GKO, constructed by theaficial authori-
ties since 1997, qualitatively exceeded the pdiisibiof the budget
to sustain it Monthly spending to redeem and sertlie domestic
debt regularly exceeded (by a factor of 1.5-2)fdueral budget's
total tax receipts (Fig. 23).

In this situation, the policy of sequestration afiget spending
in order to reallocate funds to servicing the sthibt, which was
in its second year of implementation, became psistiThe growth
of federal budget spending for these purposes ¢sathurd of total
spending failed to halt the growth of the statet gigibamid, which
increased by over 100 billion rubles more during8.8efore col-
lapsing. To paraphrase the aphorism: This was migtacrime, it
was ridiculous! It made no sense to pay finangi&cslators un-
heard-of superprofits, at the cost of skimping bitdewelfare sub-
sidies and salaries to public-sector employeesgesine margins
that could be gained by such austerity measures faeless than
the avalanche of debt obligations.

Thus, although the causes and consequences ofatim®eno-
nomic policy were fairly well obscured by sciemtifiounding dema-
gogy, the Government's actions under conditionbualget crisis
left no doubt as to the real policy prioritiesppposed to what was
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FIGURE 23
Budget revenues and spending for debt service

(billions of rubles)

proclaimed in public. The illegal sequestrationfederal budget
spending in 1997 exposed the real priorities of Goeernment's
budget policy with some precision.

Budget cuts were adopted at the following levelsding for
supplies to northern regions, the coal industryg, defense procure-
ment were cut by 30%. All other unprotected caiegarf spending
were cut by 55%. Legally mandated budget spendinthé national
defense was financed at a level of only 66.9% Bi718cluding a
level of 64.2% of mandated spending for the Armecdc€s' food
supply, a protected item. Basic research and spgrtdi support
scientific and technological progress were finanatef1.5% of the
budgeted amounts; industry, energy, and construati®7.9% (only
15.5% of the budgeted level of spending on deferhestry conver-
sion was financed); agriculture and fisheries ab%#4 education at
76.3%, with preschool programs at 60.1%; cultuie @m at 38.1%
[69]. Spending for debt service, however, was nbjext to seques-
tration, so the state debt turned out to be thieesigpriority. Funds
for this purpose were not only not sequesteredthleyt constantly
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exceeded the ceilings for budget spending on detvice. The
result was that over one-quarter of all budgetdipgnn 1997 went
to provide superprofits to the financial speculteho had invested
in the state debt pyramid. This was the highesh itd budget
spending.

The 1998 budget confirmed this tendency. While mtahsocial
spending was cut by 8 billion rubles from the poesi year's level,
the budget provided for a 33 billion ruble increasespending to
service the state debt. It not only set that lefapending to service
the state debt (one and a half times greater tpanding for
the national defense), but also gave the Governthentight to
sequester a significant part of the spending omrottems for
the purpose of redistributing budget funds for pagment of the
financial speculators' superprofits. The budgdésned expendi-
tures for education, health care, culture, theonati defense, sci-
ence, and technological progress were to beconienahtif there
was not enough money to maintain the superprofithe finan-
cial speculators.

As the budget was implemented during the first mmumths of
1998, an average 48.3% of the assigned annualnfyinelel had
been disbursed. Seventy and one-half percent ajdtigbending
to service the state debt had been disbursed, whéading on
industry, energy, and construction was at 23% etildgeted level
for the year, agriculture—22.5%, financing of stateestment—
8.9%, defense industry conversion—4%. There wastipadly no
liquidation of debts owed to defense industry gmises, while
current payments were at 10-15% of the approvezldev

Adaptation to the budget crisis by means of antyitcats in all
spending, with the exception of the constantly gngvexpenditures
on servicing the state debt, led to a stabilizabbmon-interest
federal budget spending at the extremely low le¥eround 10%
of GDP, while budget revenues were at 11.9% of Gaie, tax
revenues at 9.1% of GDP.

The acute budget crisis effectively became chrahie;volume
of federal budget spending decreased by a factfiveofin a six-
year period, falling an order of magnitude beloe 8oviet Union's
last budgets. For several years in a row, the kedgkvel of
spending has been one-third lower than the mininewal for
maintaining highest priority social spending anel tiational de-
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fense. Meanwhile, the budget's additional burdestaie debt ser-
vice has increased each year. Such a level of bdagecing
makes inevitable the destruction of the countrgfemse capacity
and the national security, as well as the takedafvtine social protec-
tion system and the degradation of the State angddpulation.

The obvious distortion of budget spending in fawbpaying
superhigh interest on government bonds is expldesxsiby objec-
tive necessity than by the direct commercial irgisref influential
financial organizations, which have grown accustbmeeusing the
state budget as a primary source of superhigh vegetJltimately,
as shown above, the Central Bank became the maihamer of
bonds issued by the Government. It came to spanthése pur-
poses a good portion of the cash that was pri@edtrary to past
practice, however, under which revenues from cssles had been
given to the Treasury (in order to finance the adtgficit), the
revolutionaries decided it was more suitable téstedute them for
the benefit of private parties, as interest paysient government
bonds. Revenue benefits for the Central Bank itsele included,
that institution having been effectively commetieed by its man-
agement in 1995-1997. The leadership of the CeBtaak reallo-
cated the revenues of this important state monapalg own in-
terests.

This was an unethical line of policy, not to mentthe legal and
political aspects of the Government's differentiaatitude toward
its obligations to financial speculators (which édeen executed in
full and on time) and to the population and theesplof production
(which have been consistently either aborted, eemienplemented
at all). This overt discrimination against publiector employees,
science, the Armed Forces, and society as a wbalght to be
stopped.

The August 17, 1998 collapse of the GKO financialamid,
accompanied by the Central Bank's decision to ére@mrency
exchange operations of a capital nature and deulleuble,
marked the effective financial bankruptcy of that&twhich was
the lawful result of the macroeconomic and findnoidicies carried
out in recent years.

What was surprising, was the stubborn persistehtteedGovern-
ment and Central Bank leaders from 1994 througHitsiehalf of
1998 and the officials in those agencies whoseaapesponsibility
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was servicing the state debt, in denying the thtieatt the GKO-OFZ
financial pyramid would collapse, and even refusiogacknowledge
that the "pyramid" principle was operating in therscing of the
state debt (that is, debt obligations were paid with new loans),
which was obvious to everyone. Even a few days reetbe crash,
the leaders of the Government and the Central Bameke still

rejecting as unacceptable all proposals to restracthe state debt,
and were insisting that the policy of a furtherlthup of debt obliga-
tions was correct.

As of July 1, 1998, the total stock of domestictestdebt in the
form of short-term bonds was 436 billion rubles.céding to the
available data, the state budget's net earnings filoe placement
of these bonds (revenue from the bond issues, mépending to
service and redeem the debt) did not exceed 3Gorbilfubles.
Consequently, net losses to the State from thetmat®n of the
GKO-OFZ financial pyramid were over 400 billion feb.

Prompt implementation of proposals from scientiated econo-
mists to restructure the GKO-OFZ financial pyranmd1996 would
have reduced this damage to 150 billion rubles. §hquestration
of 109 billion rubles (expressed in redenominatabtlas*) of non-
interest federal budget spending in 1997 could hiagen avoided.
A draft Law on Emergency Fiscal, Institutional, anegislative
Measures to Overcome the Budget Crisis was adopyethe State
Duma in the first reading in February 1998,** butwas blocked
in the second reading by the categorical protebtthe Government
and the Central Bank. It would have made it posstbl reduce the
damage to 300 billion rubles, sparing 63 billiomlas in non-interest
federal budget spending from sequestration duri@§81 Moreover,
timely adoption of a decision to restructure the@RFZ financial

*The ruble was redenominated on January 1, 1998. i@@mv ruble is
equivalent to one thousand old rubles. —Transtatmte.

**|t contained the following article: "The Governmieis mandated to
restructure, before March 1, 1998, the domestit¢ dslof September 30,
1997 (including Government Short-Term Bonds (GK@hed by the Bank
of Russia and commercial banks with majority Stateership, as well as
the indexation of the population's deposits in Béek, and credits against
goods, with conversion of these government bortdsgovernment coupon
bonds with a minimum 10-year period of repaymeidt arguaranteed 4%
real annual yield (above the rate of inflation).Adthor's note.
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pyramid would have held to a minimum the negativeifin conse-
quences of the domestic debt bankruptcy, redutiagiamage to
the country's credit rating and prestige.

The belated and confused refusal to service the -GK@ pyra-
mid any further meant acknowledgment of the pastiess of the
two budget sequestrations of 1997-1998 and theciassd heavy
losses in the areas of social policy and the naltidefense, which
were sacrificed for the sake of channelling momty the payment
of interest to speculators, in order to maintai plgramid and the
appearance of stabilization.

Just as needlessly were billions of dollars of dhentry's cur-
rency reserves, including the last $4.8 billion INtlan, wasted
on supporting an artificially high ruble exchangger in order to
maintain the appearance of financial stabilizatidntil the very last
moment, the Government and the Central Bank weeadipg
rapidly melting budget funds and currency resemesservicing
financial speculators, providing them with mostdiable rules for
the repatriation of capital and profits.

As long as the financial pyramid was maintained istate of
steady growth, the population's savings that werkesd into it
yielded not a bad return. As economists had predjdiowever,
these savings were instantly frozen at the momekiis @ollapse,
and were devalued in part. The experience of thee(Bment's de
facto refusal to fulfill its obligations to make @b the already once
devalued deposits of citizens in Sberbank letelittope, that the
ruling oligarchy would take measures after theapse of the fi-
nancial pyramid of government bonds, to protectstngngs of the
population that had been sucked into that pyraand, not move
to preserve their own capital, invested in statet,d&t the cost of
yet another devaluation of citizens' savings.

So it happened. Turning up bankrupt, our monetatgicaities
forgot about the nation's credit reputation, cdimgethe effect of
the tens of billions of dollars, spent to securgoad rating, and
dashed off headlong to save the oligarchs. Ther@lelBank de-
cided on a 90-day moratorium on Russian commebaiak opera-
tions to repay foreign credits, and a devaluatiothe ruble, break-
ing the official promises they had continuously swduring the
preceding months.

The country's chief banker, who one month befoeectiash
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had called for spitting in the face of anybody wihentioned a
devaluation of the ruble, suddenly "outspat" adl piedecessors in
financial megamachinations: Following the Governreerefusal to
honor its debts, he not only devalued the rubldéchvhutomatically
reduced these debts by 20%, but then ordered afli&ucommer-
cial banks to suspend payments on their debtg¢igfopartners.

By their decisions, the Central Bank and the Gawemt de-
stroyed the credit rating of Russia and of evergdiun bank for a
long time to come. Most of them were victimized foe sake of
those that could not or did not want to make payspevho lobbied
the Central Bank leadership to adopt this decisioexchange for
political support. There was no other explanatimntiiis measure;
by itself, it did not solve the problem of capitight, which could
easily find other channels. Because it was shari;téthe morato-
rium could not rescue the balance of paymentsgéffieit of which
was only increased by this measure, because dbsiseof confi-
dence in the Russian banking system. These degipimvoked a
sharp increase of foreign banks' demands for repayi loans
made to Russian partners or a substantial incafabe collateral,
developments that threatened to bankrupt many gisrfsolvent
banks, which wouldn't dream of refusing to meei thigigations.

In the period immediately after the collapse of fihancial sys-
tem on August 17, 1998, the Central Bank met thanfiial oligar-
chy's demand to focus cash issues on the taskioigsprivileged
banks, rather than taking long overdue measurebdnge credit
and monetary policy in the direction of an upswaignvestment
and financial improvement in the sphere of produrctiThe next
step in this direction was the Central Bank's psapto guarantee
the population's bank deposits, effectively tramisfig them to Sber-
bank. These gifts to the proprietors of priviledeghks, at the
expense of the budget, brought about no essethizige in the
situation. Organizations prioritized by the oligassovere saved at
the expense of others. Another step in that dineatias the Central
Bank's change in the collateral requirements ffimaecing credits
extended to major commercial banks, which were tofavto pledge
controlling blocks of their stock shares as cotkte

The decisions taken in the area of currency reigniauffered
from analogous shortcomings. The crisis might haseasioned
decisive actions, taking the crisis situation agpportunity to
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correct a number of serious imbalances in the engnavhich

were impeding economic growth. They could simultarsty have
brought about macroeconomic stabilization at a pese level,

while creating incentives for a revival of prodoati Centralization
of currency reserves, for example, implementeduiém with the
dedollarization of the banking system and an irs@éa the ruble
supply, would have promoted the return to a mom@nemy and
the reduction of interest rates. A sudden devalnaif the ruble
to the level of its real purchasing power (appratly by one-
third), together with a temporary price freeze, ldduwave created
a serious reserve of stability for the financiateyn, while opening
up possibilities to revive production with new gricelationships.
The refusal to service the GKO-OFZ financial pyrérought to

have been supplemented with alternative channelgéoeasing
the money supply in the sphere of production, aglinkage of
the liguidation of government bond debt with inseshinvestment
in production.

Instead, the Central Bank devalued the ruble ke liitt and
froze payments abroad a little bit, which serveg@nw/oke intense
pressure on the ruble and an inevitable (three Imsdiater) wave
of capital flight, wiping out the hard-won trust foireign investors
and setting the stage for an inevitable furtheratleation of the
ruble, intensification of inflation, and deepenwfghe crisis. Follow-
ing this will come more broken obligations, furttdaterioration
of Russia's position in the world financial mar&at the shutdown
or irreversible colonization of the country.

Like the Provisional Government formed by the peopho
overthrew the Tsar, balancing between the interafsthe West
and those of domestic big capital, the provisiaq@lernment of
"young reformers," continuing the policy of theiredecessors,
sought to balance between the demands of the IMRlase of
the oligarchs. On demand from the former, theyiedmut budget
sequestrations, contraction of the money supptifical elevation
of the ruble's exchange rate, and dismantling ofhaeisms of
protection in foreign trade. At the request of ltiter, state property
was privatized, the financial pyramid of governméohds was
constructed, the moratorium was imposed on the paywf debts
to foreign creditors, and schemes were introducegiant preferen-
tial credits to their banks. Just as in 1917, miterésts of the people



CAVSES 67

and the country were thrown overboard, in compresisetween
the foreign and domestic creditors and protectbtheindividuals

entrusted with state power. Just as then, thiggbrabout Russia's
accelerating slide into chaos, leaving only thetrmadical and least
effective policy options for saving the country.

A year before the August events, there was spibssibility to
avoid the debt crisis, through appropriate charnigemacroeco-
nomic policy; six months before August, to exitnfroéhe crisis with
minimal losses; two months before, to adopt just ‘tnodest"
system of anti-crisis measures, proposed by ther&goh Council
[46], which included no actions to be forced upoarn®mic entities;
today, there is no way but to shift to a mobiliaatpolicy.

If social and national security is to be presenvbe, budget
crisis must be overcome, above all by reestabtistehiable sources
of budget revenue. Instead of that, the Governrsiemply reduced
social spending, which led to an even greater irapskrment of
the population. Throughout, it was clear to unkdaseonomists
that the cause of the budget crisis was not ovedipg. The basic
and immediate cause of the budget crisis—the siiatgrioration
of the financial situation of enterprises in théexe of production
(the percentage of loss-making companies in théorseof the
sphere of production reached 60.4% in 1997, cordpaith 30% in
1995) and the shrinkage of the taxable base, esuit of the steep
contraction of profits—was a direct consequencéhef Govern-
ment's macroeconomic policy. Another important eaofsthe bud-
get crisis was the ruling oligarchy's appropriatisrmajor sources
of rental income, which by law and by nature shddde belonged
to the state: revenues from the export of natuaal grude oil, and
other natural resources, from alcohol imports aadet, from cash
issues, etc. Direct stealing from the till in tleenh of tax breaks
granted by government leaders to "their" commenmiganizations
also played no small part. Data from the Prosecséreral's Scien-
tific Research Institute for Problems of StrengthgnLaw and
Order indicate that lost budget revenue in 199671 8&ributable
to the granting of tax preferences (exemptions)y b estimated
at between 100 and 180 billion (redenominated)esielach year,
which is more than the budget deficit [26].

Without denying the existence of possibilitiesiorease budget
revenue, the Government failed to take obvious oreado bring
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back under state control sources of income thatigeld to it by
right: natural rent, the Central Bank's profityemue from the sale
of alcoholic beverages, etc.

The Government likewise had no desire to reducénttredibly
overblown, unproductive spending to service théestiebt. Al-
though a significant portion of government bonds wethe posses-
sion of an institution of the State, the CentrahBaand could
readily have been restructured, the Governmenepesf to pay
the Central Bank its superprofits, which were sghsetly con-
verted into astronomical wage payments and theisition of real
estate by the employees of that state agency.

The changes in the structure of federal budgetdipgrduring
recent years reveal with great clarity what intsrédse Government
was serving in practice, camouflaging its actiorith walk about
putting things in order and the need to "live witbur means." Of
all the possible measures for adapting to the duddsis, the
Government chose the simplest, which was also & minous
for the population, and defended first and forentiwstruling oligar-
chy's sources of superhigh incomes. It was moreiitapt for the
Government to preserve the superprofits of theaatigical clans
that controlled a significant portion of the bamksl raw materials
monopolies and the incomes of the alcohol mafia spetulators
in government bonds, than to provide minimal sopialtection,
save children from hunger and degradation, defaachealth of
the population, and educate children. The budgetagymacroeco
nomic policies, carried out in 1993-1998, brougjat tuling oligar-
chy huge profits, but for the majority of the paidn they meant
sharp reduction of current incomes and devaluatidheir savings,
while goods-producing enterprises experienced thadswn of
production, a payments crisis, and enormous losses.



4 ldeology

Above, we have looked at the implemented econooiicypfrom
the standpoint of its consequences for the popuddfare, showing
the direct connection between the sharp detenoraif the stan-
dard of living and the versions of economic refdnat were chosen.
It goes without saying, that this is not the enstery of this
economic policy. A better understanding of the oeasfor the
choice, from among the many options for econonfiormne of the
one most burdensome for the population and desteutdr the
country's productive forces, requires some anatyfsis underlying
ideological assumptions.

The choice of a strategy for transition to the reaitkas made
at the end of 1991, in favor of the concept of &htherapy,”
imposed by certain circles from the West. This eaadical version
of the extremely liberal approach to economic golimown in the
specialized literature as "the Washington Conseh3ins choice
was made in defiance of the opinion of the countsgientific
community and despite the resistance of the Paglirand the
state apparatus. The new Russian authorities heedetcessity of
implementing this choice, to justify to the worltkir crimes against
the State and society.

This background prompts us to be diligent in ariatyzhe
ideology of the reforms that were carried out. Téteock therapy"
strategy, systematically implemented in Russia aimgr former
Council for Mutual Economic Assistance (CMEA) membeun-
tries, is a version of the so-called Washingtongeosus concept,
developed by the International Monetary Fund farklaaard third
world countries. It is distinguished by an extrepminitivization
of economic policy, which is reduced to the threstyplates: deregu-
lation, privatization, and stabilization throughcitformal planning

69
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of the monetary base. Under this concept, themaigmum restric-
tion of the role of the State as an economic aetod, its control
over the dynamics of the money supply is limitecidAalthough
the parameters of the latter are usually set from High," and
are systematically lowered for the purpose of cdtintgpinflation,
everything is sacrificed for their sake: socialrgpreg slashed, the
financing of science stopped, state investmentrarog shut down,
state purchases not financed, wages not paid @y d@nd so forth.

In the beginning, the Washington Consensus priesiplere
developed to establish control over economic petaking in
underdeveloped nations, in order to prevent thersdering of
credits extended from abroad and to guarantee dettad freedom
of action for international capital on their teorig. This explains
the astounding primitivism of the concept, wherallyquestions
of macroeconomic policy are reduced to the minitfonaof state
regulation of the economy, the restriction of that&s role to
dealing with questions of maintaining law and oraled defending
property rights, the deregulation of prices, doineahd foreign
trade, and the elimination of the State from prees©f economic
reproduction and investment. The latter is accashplil by tying
the national currency to the dollar and reducirgglitand monetary
policy to formal planning of the money supply aiiaction of the
growth of foreign currency reserves.

From the standpoint of the IMF's interests, thicgdiad noth-
ing to do with ensuring social welfare and econogrowth. Its
purpose was rather to dismantle the national saymseof the
borrower countries for the benefit of internatiooapital, enforcing
strict control over the actions of their governnseahd ensuring
the correspondence of their policies to the requéirgs of foreign
"investors." In content, the Washington Consensugapt is noth-
ing other than the machinery for such control. Tdxplains the
choice of economic policy planning methods thatpaneitive, but
very convenient for purposes of external contrl.sBtting strict
targets for the growth of the money supply anddaeegulation
of prices and foreign trade, the IMF blocks theeffem of action
on all other economic policy questions on the péithe govern-
ment, which thus becomes subordinate to the Fuhid fFolicy
does not lead to economic growth, but it ensuragmgability,
transparency, and predictability of the actions ffwore precisely,
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inaction) of the State, which is important for mmational finance
and trade capital with an interest in controllinge t markets of
those countries.

Under pressure from foreign creditors, the Russieadership
adopted the Washington Consensus in its most pvaniform—
the "shock therapy" strategy. The International Btany Fund was
given the role of guide, in shaping the economiticgoof the State.
From the shelling of the Supreme Soviet and thepcdetat at the
end of 1993 until the autumn of 1998, Russia wdscéfely under
a regime of outside management of state econonlicypdhe basic
parameters of which were drafted by IMF experts anbsequently
formally endorsed by the puppet Government and Gkatral Bank
in the form of the relevant declarations on ecormopailicy.

Insofar as the Washington Consensus concept hadatextly
been criticized by authoritative Russian scientisis it continues
to be, as scientifically unsound and extraordigadestructive for
the productive forces of the country, the key dgoesfor its imple-
mentation was the selection of appropriate leadiagsonnel for
key posts in the Government and the Central Banlepiee"untar-
nished" by a patriotic worldview, not overly encusnéd with an
education in economics, inclined to money-grubbiagd corrup-
tion, and incapable or undesirous of conductingefactive policy,
oriented toward the national interests. The relevagencies of the
leading members of the Group of Seven nations* témdsuch
matters, prompting and correcting the Russian &eesi whose
power is reduced to the appointment of persongtsalen this

*For instance, the careers of all the leaders ®fState Property Commit-
tee, which carried out the uncontrolled privatzatof state property, were
connected in one way or another with the activeénice of foreign special
services. They actively supported "their" leadstdfice it to recall, that
Mr. Chubais' most important appointments coincidetbnologically with
American-Russian presidential summits) and eneajtipushed for the
removal of leaders they did not control (V. Polexgrfor example, worked
as chairman of that committee for less than hgtfax, after having kicked
certain "experts," who were in the employ of foreigtelligence agencies,
out of the State Property Committee premises). Manginkable" officials
in the Government and the Presidential Adminigirgtiwho have been
fired from several positions for incompetence, abliged to foreign protec-
tors and "friends" of the Russian President, fairtamazing ability to
survive.—Author's note.
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fashion, and signing directives prepared by thetheumguidance
from the IMF and foreign experts.

Having already mentioned the social consequenctsediVash-
ington Consensus policy, we shall detail belowd#structive eco-
nomic consequences, as well as give a detailecatrarzation of
the basic elements of an alternative economicegjyatoriented
towards economic growth. Here, it is merely impatrta state that
there were no objective grounds for conducting \Weshington
Consensus policy under IMF guidance in Russiaatt avquestion of
political choice, of knowing how to direct the ctyis Government
from the outside, and of the corresponding seleaigersonnel.

As specialists had repeatedly warned, the mainltsesti the
Washington Consensus policy in Russia were digiatieg of the
economy, steep deterioration of the population¥avee reduction
of the efficiency and competitiveness of productias well as its
structural degradation, and profound destructiorthef scientific
and production potential of the country. Russia daspped to
among the second ten countries in the world in@iZ8DP. Ahead
of Russia are not only the United States, ChinpadaGermany,
France, Great Britain, Italy, and Canada, but hd@, Brazil, and
Indonesia. Although Russia possesses a highlyedkidlbor force
and significant scientific and technological potahtas well as
enormous hational resources, the economic poliaywvias carried
out has nonetheless made it a poor country, rariléhgeen Leba-
non and the Philippines in GDP per capita (Fig. 24)

Contrary to numerous declarations and promises fr@rpur-
veyors of the Washington Consensus policy in Rugsigonsistent
implementation and the achievement of its main gedihe sup-
pression of inflation and a budget without cashdss—did not lead
to an economic upswing. Nor could they, becauseettmmomic
system plunged into chaos, as the basic reproductintours and
economic ties, which comprised it, were thorougtégtroyed.

The disregard for the structural specificity of fRessian econ-
omy, in hopes that the mechanisms of market sghuration
would function automatically, provoked processesanomic dis-
integration and the increase of chaos. Attempigpidy methods
of macroeconomic stabilization that are traditioimala state of
market equilibrium, such as restriction of the mosepply, could
not yield an adequate result under conditions egigdisequilib-
rium. Given the Russian economy's typical imbalayite: applica-
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tion of these methods inevitably caused its bredktgp autono-
mously functioning sectors, each striving for itsnoequilibrium

state. Each such new equilibrium state (more hgithe totality

of equilibrium states) differs from the previouseoby a sharp
decline of economic activity and devaluation ofgmificant part of

the production and intellectual potential, whicls teecome loss-
making in the new system of economic valuationsratations.

The final section of this book presents a moreiléetanalysis
of the mechanism, by which the country's econorystesn self-
destructed as a result of economic reform's beamged out on
the basis of the "shock therapy" concept. The aggisnoutlined
above, however, suffice to establish the causestiadt relationship
between the ongoing degeneration of the Russiapl@emd the
social and economic policy implemented in the cgurats well as
the Washington Consensus ideology that guided aaslused to
justify it. The former is the empirically and thetcally demon-
strated consequence of the latter. The social aodogic policy
carried out by the State always embodies many lgessptions,
selection from among which decides what the coresezps of the
policy will be. The social situation in our countgsulted from the
deliberate choice of a certain economic policyyais the expected
and repeatedly forecast result of that policy.

From the standpoint of common sense and sciektifieviedge,
it is inexplicable, why, in the adoption of decisahat would decide
the fate of the country and of hundreds of milliofipeople, prefer-
ence was given to clearly incompetent methods,doaserimitive
and unrealistic models, while totally ignoring mwn experience,
as well as the world's. Something of this sort mihunderstand-
able in some underdeveloped nation, lacking a tiecommunity
or literate management personnel of its own, butfoRussia,
with its advanced scientific potential and persdnaed its own
rich historical experience and world-famous schaafisscience.
Equally illogical was the almost complete dismissehe numerous
proposals on economic policy and the conduct oh@eic reform,
offered by the Academy of Sciences and the busit@asunity.

This is not how decisions are taken in any develogmintry.
Precise knowledge and real laws are employed inl¢kielopment
of state economic policies, not ideological dognie political
basis for economic policy, in a modern market eognds normally



IDEOLOGY 75

a consensus among business circles, the sciestificnunity, rep-
resentatives of labor, and the Government, follgwiine State's
main lines of social and economic policy, which dren imple-
mented through an appropriate system of measunesthEoretical
basis for this approach derives from a diverse aremtarium for
the analysis and modelling of the actual linkagé&hiw the eco-
nomic system, a search for growth points for thmpetitiveness
of the national economy, and incentives for thennfactors of
contemporary economic growth—scientific and teabgichl prog-
ress, investment in "human capital,” support feegiment in gen-
eral, etc.

Russia had all the necessary ingredients for deawinan intelli-
gent economic policy: an advanced scientific conitpuwhich had
the required knowledge, experienced specialisthkermanagement
apparatus, who were familiar with both domestic fanelign experi-
ence, literate entrepreneurs, and developed taditf social con-
cord. Information was also available about therdestve conse-
quences of applying the Washington Consensus coircepher
countries, which had been turned into reservoirchadap raw
materials and labor power, like colonial dependes)dor transna-
tional capital. All this was openly and cynicalbynored during the
adoption of decisions on a strategy for reform ftg Russian
economy.

Perhaps the Russian President was deceived, beoauss
incompetence in questions of state governance @sidl &ind eco-
nomic policy. But the people around him were navesm who
thoughtlessly trusted Western experts as teachars 'the school
of democracy and freedom." Their motives for th#img choice
of an economic doctrine that would be so destredtiv the country
can hardly be ascribed to their ideological devotmthe principles
of democracy and market reform. The shelling ofiaent by
the partisans of democracy and the formation oblagarchical
regime by the advocates of market reform are idgcdb absurdi-
ties on a par with a genuine devout believer's imgng a leader
of a satanic cult. It was not, therefore, the idefslemocratic
transformation and market reform that guided the atthe new
anti-Russian revolutionaries.

Analysis of the content of the "shock therapy" @ptcand the
circumstances under which the head of the Russ&ta &dopted
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it as his own, shows plainly that it was imposeafrfrthe outside
in the interests of outsiders. Those interests,evew coincided
with the interests of the Russian oligarchy thas waming into
being, which was eager for superhigh revenues tamdesto obtain
wealth and international recognition with whichctinsolidate privi-
leged positions of power. The main obstacle irpagh was the
State as a system of institutions, embodying tliigpand national
interests. The Washington Consensus doctrine mdwebnderful
ideological grounds for the destruction of thistabke. Replacing
the full-fledged institutions of state power withetsurrogates of a
colonial administration, the newly formed oligarcpsvatized the
functions of the State and control over the colstmgtional wealth.
It relinquished national sovereignty, in exchange grotectorate
status under leading foreign powers.

Another attractive side of the "shock therapy" @glifor the
newborn oligarchy, was the complete abolishmeth@fauthorities'
responsibility to provide for the welfare of theaizéns and for
economic development. The market was supposeditedall of
that automatically. For the ruling elite, which Heahsformed itself
into an oligarchy, the ideology of dismantling staontrol and
regulation created an opportunity to derive supitsrfrom the
privatization of the main regulatory functions bétState.

Beginning in the autumn of 1993, after the violenishing of
the Parliament and the total seizure of state pdayesligarchical
clans, these clans implemented as their main pesyicloaked in
the Washington Consensus doctrine: the mass avain of state
property, which by the end of 1995 had degenelatedhe secret
partition of the most valuable objects of stateoprty among several
ruling clans; the manipulation of state finance$aources in order
to derive revenues from their exploitation; theuesf various
exemptions and privileges to commercial organimatied to them;
and the dismantling of the most effective instruim@f state regula-
tion of the economy.

There was a coincidence of interests between tiMy+iermed
oligarchy in Russia, which sought its own enrichtnemd the
international organizations that were shaping tmmemic policy of
the Russian Government in accord with the intexafsisternational
capital. The former willingly assumed the functiainpurveyors of
a policy that was ruinous for the country, but aimgly advanta-
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geous for them personally. The latter accomplighedcleansing
of Russia's economic space for international daipiteecord time,

fully achieving what they sought from the "liberaforms." The

very creation of the Russian financial oligarchgweed through
the process of seizing state property for subse¢qesale to trans-
national corporations and international speculateith ideological

and political cover provided by the internatioriabfcial organiza-
tions.

The policy being carried out was officially presshias the mar-
ket transformation, liberalization, and stabili@atiof the economy.
Although it brought no economic success for thentgy which
plunged into an unprecedented crisis, it proveddoamazingly
successful for the ruling oligarchy, securing tedistribution of
enormous national wealth in its favor.

The transformation of Russia's first "democraticveynment
from a "government of technocrats" into a goverringéribillion-
aires" demonstrates that "shock therapy" was bgneans a disin-
terested policy, but served very specific economierests. At
the same time, this policy had its quite respeetatdeological
foundation, which functioned as a clever meansatoauflage the
overt plundering of the national wealth, illegaligmtion of power,
suppression of human rights, and genocide agdiaggreater part
of the country's population—as progressive econagafiarms and
democratic transformations.

Thus the reason for the choice of the pseudoskieviiashing-
ton Consensus doctrine as the ideological basisdarying out
economic reform lies not with the truth of the divet or its execu-
tors' fidelity to democratic values, but with thmple fact that this
doctrine was convenient for the interests of tHaguoligarchy
that took shape in Russia during the years of tnefoon the one
hand, and, on the other, the interests of inteynaticapital in its
implementation. The symbiosis of these interests ezansolidated
by foreign special services' control over thoseiges of the Rus-
sian power structure, which were in charge of esoogolicy, and
the selection of leading personnel for key posthépuppet Gov-
ernment.

The Washington Consensus doctrine, as it declaredécessity
of the State's self-removal from economic regufatamd social
responsibility, reducing the functions of the Statéhe defense of



78 GENOCIDE

private property rights and regulation of the moeapply, served
as a suitable ideological justification of the msgs for which the
levers of state power were utilized in actual pcactThese were
the appropriation, for the benefit of influentiaivate clans, not
only of state property, but also of state regulatiunctions in
the areas of monetary circulation and cash isga@s materials
resource development, real estate transfers, aemlaw enforce-
ment. The clans themselves became internationa, eamevhich
the interests of influential Russian circles wensely interwoven
with the interests of international financial sgatars and transna-
tional corporations. In this symbiosis of mutuabmamic interests,
the Russian participants derive benefits for thémasewnhile effec-
tively serving as a bridge for the transfer to lingional capital
of control over the national wealth. Not surprisindhe foreign
operators promptly occupied the dominant positiontlee stock
exchange where the shares of privatized Russianpeises were
traded; the resale of Russian companies to thesiigio competitors
is the natural continuation of the predatory fomwhich privatiza-
tion was carried out, for the benefit of its orgars and of swindlers.
A dark shadow fell over the fond friendship betwdle@ Russian
oligarchs and the bigwigs of international capitéth the financial
collapse of August 17, 1998. That crash, which thasinevitable
result of the policy of appropriating the state geidthrough the
government bond pyramid, turned the partners in&lg. Just as
a band of robbers starts to squabble over theaftet some success-
ful raids, so after the collapse of the policy @stloying state
finances, the main holders of government bonds rbegéight
over shares of this disappearing wealth. Firstalarost $5-billion
credit was organized by the foreign masters oRihssian Govern-
ment, in order to permit an orderly exit of pre¢erinvestors from
the collapsing GKO pyramid, after which it was died to bring
it down? The Russian participants in this "swindle of teatary"
tried to defend themselves by means of the 90-danatorium on
repayment of debts to foreign creditors. This, hawewill hardly
save them from bankruptcy, since the power andenfte of their
foreign partners, who have suddenly turned upvassriis incompa-
rably greater. The revolutionaries' October 1998-@arsis action
program, which has three ex-ministers of econoffinas recent
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years among its authors, revealed the hidden gignife of the
whole operation and pointed to the preplanned dement.

Although there is nothing new in the ideology astprogram,
compared with the Washington Consensus policy imgiged so
far, and the expected results of its implementationld differ little
from the consequences of stepping on the samemakg times
over, it deserves attention because of its frarknes

For the first time in the years of "reform," thisogram unveils
the true final goals of the economic policy that haen carried out.

These goals are so overtly formulated that theyiregractically
no commentary. It is sufficient to enumerate them.

1. Transfer of control over the Russian banking systamd
through it the entire economy, to foreign capitadr this pur-
pose, according to the program, "it is necessatijpéoalize access
for major international financial institutions tiet Russian banking
market, removing restrictions on the type of baglgervice (pri-
marily with respect to doing business with indiatk) and the size
of bank assets, and to involve them in the impramnof the
condition of Russian banks that have obligationthépopulation.
The format of 'nationalization, then privatizationay be used,
which leads to the sale of controlling blocks ofrgs in Russian
problem banks to foreign strategic investors faroaninal sum
(1 dollar), on condition that the purchaser guaarthe popula-
tion's deposits. In parallel, the markets in insoeaservices and
non-state pension funds ought to be opened toemidants.” [68]

2. Further contraction of the real money supply andmfd
subordination of the ruble to the dollar: "... thechange rate
of the ruble should be pegged to the dollar atvallpermitting
the entire money supply to be covered by CentralkBgld and
currency reserves. ..." [68]

In practice, this means the loss of Russia's sardge with
respect to monetary policy, International Moneteond control
over the entire financial system, including drajtiof the budget,
and the State's relinquishment of revenue from dssies and
renunciation of any forms of financing economicvgita

The "renunciation of cash issues," postulated énpitogram,
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means that the real money supply, expressed iegutblould fall
by at least a factor of two below the previous llemich, it should
be added, was extremely inadequate. This wouldecausirther
sharp increase of mutual non-payments betweenpeists, wage
arrears, expanded circulation of foreign curremsmstituting for
the rubles that are in short supply in the monesgstem, further
deterioration of the financial condition of good®equcing enter-
prises, a decline of taxes collected, and a slungwaduction.

3. The self-liquidation of the State: "... sincevamues from
cash issues and state borrowing will be closedasféources for
covering budget requirements, all budget obligatiail have to
be reduced to a level that can be covered by t@ares." [68]
Reasonable as it sounds on the outside, the imptatien of

this thesis would have meant fulfilment of the 83%udget at a
level of no more than 50%, insufficient to provieleen the minimum
required financing for the budget sphere: healtle,ceulture, and
education. Under this approach, people employethig sector
would have less than enough income for their playsiarvival.

4. Elimination of the population. The proposal Ihe tauthors
of the program to renounce the indexation of waagesb pensions
("indexation exclusively for the fixed incomes bétindigent” [68]),
while the money supply, which contracted by oné-tlating Sep-
tember 1998, is not increased, would mean keepiaghominal
income of the majority of the population unchangekile a signifi-
cant part of their savings was effectively liquathtGiven the official
forecasts at that time of a two- to four-fold irase in prices between
September and the end of 1998, this would havetattea real
threat of hunger for over half the population. B7emillion people
who had income below the subsistence level befogust 17, 1998
would be joined by at least 30 million more.

Our shock therapists' new radical programmatice'tfor the
economy is permeated with false estimates anddetecJust as
in their days as ministers of economics, the pmgaauthors
do not bother with serious calculations or in-deattalysis, but
arbitrarily manipulate figures to substantiate jsifions that are
speculative and divorced from reality.

What, for example, is the worth of their reasorabgut a dou-
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bling of budget revenues in the fourth quarter &98, through
the inflationary expansion of the tax base? Thisld¢oonly have
happened if the economy again became a money egonmovid-

ing a basis to overcome the payments crisis. Buthére were a
"categorical" renunciation of cash issues, this ionot occur—
and the burst of inflation would spill over into @rresponding
increase of non-payments and debts. Instead ohamdse in reve-
nues, the budget would experience a further accationl of ar-

rears, which was already distinctly apparent in tleeline of taxes
collected in the autumn of 1998, despite the mdw@nt150% rise
of prices. Without an increase in the supply of mymand a settle-
ment of the payments crisis, tax revenue cannoteése, and the
program's announced compensation to the populdtipiosses due
to inflation—"within the limits of the budget's fdepossibilities"—

would turn out to have been the latest deception.

Even more feeble are the authors' Manilovite* argnta about
an automatic resolution of the problem "of settlateeand pay-
ments, without the threat of an increase in irdlafl an increase
in the supply of currency and "the gold and curyemeserves of
the Central Bank, without the introduction of matmdp sale of
foreign currency earnings by exporters,” a lowerafgthe refinanc-
ing rate, and the simultaneous increase of the taoneébase and
money supply against the backdrop of their declateategorical
renunciation of cash issues." [68]

It is obvious that confidence in the ruble was thughly under-
mined after the Government's August 17, 1998 dmussithe subse-
qguent collapse of the banking system, and the éreem devaluation
of a significant part of the population's savingsen in the absence
of cash issues, it cannot rapidly be restored. ractre, a refusal
to introduce requirements for the 100% sale ondbmestic market
of foreign currency earnings by exporters, whileeggrving the
possibilities to acquire foreign currency freely faurposes of hoard-
ing, makes unrealistic any stabilization of the temge rate of the
ruble, due to the continuing imbalance between steeply growing
demand for foreign currency and its contractingodyp

*The name of the landowner Manilov, a characteNikolai Gogol's
Dead Souls, entered the Russian language to daratk of grounding
in reality, a lazy mind, and unwarranted complagerd ranslator's note.
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The actual consequences of implementing this pnoglige all
the previous programs of these authors, would teettly opposite
to the declared goals. "A unique chance to gebbtlie crisis with
a high level of demand for money and restoratiora ahoney
economy, and a lower level of non-payments andéhdhan in the
pre-crisis period," [68] will have been missed.

There is no need to criticize the numerous old ggss in this
"new" pseudoliberal program, respecting tax refansharp reduc-
tion in state spending, the introduction of fremdt in land and
the privatization of real estate—all of which haeib proclaimed
many times and has been done by previous goversraniays
bringing the same failures with respect to thetimeaf real market
mechanisms and the same successes with respéet haxuriant
flowering of corruption and embezzlement. Interegii enough,
the "new" program preserves these latter phenonimeti®e more
refined form of issuing superhigh-yield governmeonds, denomi-
nated in foreign currency: "The market should dsosupplied
with foreign currency-denominated 'short' (with undies of two
or three weeks) paper. After this, the issue ofjitarm foreign
currency-denominated paper can be organized, widragtees
from the international financial community, ... ftine express
purpose of directing the funds, raised by meanthe$e instru-
ments, into servicing the state debt and replemisbbld and for-
eign currency reserves." [68]

The ideologists behind the construction of finalnpiaamids on
the basis of the budget want to continue this fofrappropriating
the national wealth, even though it is highly iredt for the elect
speculators and destructive for the State. Theapsd of their
brainchild—the four hundred billion-ruble financiglyramid of
GKO-OFZ, which wiped out the savings of millionsp#ople and
destroyed the national financial system—has tatlgh nothing.
Or, rather, it has taught them legalized formsanfjé-scale em-
bezzlement, and they are determined to build yethem finan-
cial pyramid, of even shorter-term bonds, denoraithah foreign
currency.

It is clear that this is the shortest path to défam the foreign
obligations of the State. The market in Russia'sido-currency
bonds has experienced typical yields of 60% intetesvould be
possible to place new bonds at such yields, unnleditions of
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continuing economic depression, only accordinght 'financial

pyramid" principle—making payments on debts by rseaihnew

loans. This inexorably leads to the rapid defayltie State on its
foreign obligations, the threat of which is hangmgr the country
as a result of the policy of endless foreign boingwand conces-
sions to creditors, which the authors of this paogtave carried
out in previous years.

The August 17, 1998 collapse of the macroeconomiicypthat
had been carried out was the lawful result of palicy, about
which scientists and experts continuously warnethduhe pre-
ceding three years. The "new" program of the reiavlaries would
have us take the same path again. Its result vamulthe extinction
of one-third of the population and the final colation of Russia,
as the country was reduced to the role of a ravenaltt appendage
of transnational corporations and an economic sf@aceterna-
tional capital. The program contains nothing nexcegt for the
open declaration of the goal of cleansing the RnsBhancial sys-
tem to make way for foreign capital. It offers malralternative to
the positive proposals, which the Russian acadeamamunity, the
Federal Assembly, and patriotic political forcesenddeen making
for many years.

The promulgation of the "new" revolutionary prograhed light
on what a gloomy prospect the continuation of tleipus macro-
economic policy would be, pursuing the ultimatelg@d the coloni-
zation of the Russian economy by transnationatalegoid its trans-
formation into a raw materials periphery in a nearla order.

The "shock therapy" doctrine justifies the oligafshseizure of
the levers of state power, the subordination desp@wer to the
interests of international capital, and the fusiérorganized crime
with the institutions of the State, as lawful forwfsthe primitive
accumulation of capital. The ideologues of the Wagbn Consen-
sus thus inculcate a belief in the inborn venaiftyany state power.
The latter is discredited by the state leaders siadvas, who no
longer even hide their corruption, using fashioaalyeformist”
terms to justify the predatory seizure of natiomahlth. Even the
degeneration of a significant part of the Russiapugation is ex-
plained the way the annihilation of the North Aroari Indians was
in its time, as a question of their "inferiorityhd the need to instill
"civilized" practices and economic rationalism.
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The Washington Consensus policy has no human diorens
It is employed in order to turn controlled courdriato colonial
reservoirs of cheap economic resources. It providesio social
responsibility, because the theoreticians of theshivigton Consen-
sus see people as nothing more than elements ehtli®nment,
subject to economic exploitation by transnatiorgtital. The Wash-
ington Consensus doctrine, which was developetheniriterests
of international capital's domination and the distiiag of the
policy of state economic regulation, turned outhtve another
use—to justify the usurpation of state power angr@priation of
state property by oligarchical clans, which untier ¢cover of radical
liberal rhetoric established a criminal oligarchidéectatorship in
Russia, the result of which was genocide agairesgteater part
of the country's population.



5 Mechanisms

As we can see, each of the forces determining dogtan of
decisions when "shock therapy" was selected purissiedvn goals.
The new Russian elite hoped to privatize the utstins and func-
tions of state power, for purposes of personalchment and the
enhancement of their influence. Separatists sawvdakening of
the State as an opportunity to establish a reginpersonal power
in the constituent territories of the Federatiorekghthey governed.
The world oligarchy planned to cleanse the econaspiace of
Russia for international capital.

In the "shock therapy" policy, the feebleness aamity of state
leaders was united with the criminalization andwation of those
around them, the cupidity of the new oligarchy twats forming
around the Government, and the interests of foreapital. The
latter were bolstered by the political desire @& ksading countries
of the West to weaken the Russian State to thaegtepossible
degree and establish control over it, in order lclh Russia's
rebirth as a superpower.

Virtually all of these covert goals were achievas,a result of
the "shock therapy" policy. At the same time, thestrimportant
officially proclaimed goals of transforming the Rizm economy
into a market economy and ensuring economic grawththat
basis, failed. The Government created no real paitions for a
transition to sustained economic growth.

In light of the Russian ruling elite's real motfeself-enrichment,
it is not surprising that the Russian "democralézidership took
the path of deceiving the public and adopting dexsin secret
on the allocation of the national wealth. It grdiuaurned into an
oligarchy, growing rich off the ruination of its ewcountry, rather
than engaging in an open dialogue with the publitthe develop-

85
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ment of a social and economic policy of nationaboad. Its attitude
toward Russian laws was scornful, toward its obbga—cynical,
toward the people—contemptuous, but always combidservil-
ity before foreign "advisers" and "consultants,d atavish worship
of foreign capital and its associated internatiasi@archy, which
the new Russian leadership ardently wanted to jdie. leaders of
Russia thought nothing of letting internationakficial institutions
run economic policy, if it meant that they couldkeaise of national
property for these purposes.

With full support from the oligarchical clans, lessl at the high-
est level personally deprived the Russian Statheofight to deter-
mine its own independent currency printing and itraod mone-
tary policies. They renounced any active foreigmidy;, industrial,
or investment policies, effectively shut down sti@nresearch
and terminated incentives for scientific and teébgioal progress,
destroyed the defense industry, reduced budgetypolia mechani-
cal procedure of cutting spending and building hip state debt,
and reacted to the economic depression with nothinginert
accommodation.

Why does society accept the rules of the game, seghdy a
numerically insignificant group of swindlers, whadslenly became
all-powerful oligarchs, supported by internationapital? How did
the state apparatus and powerful state organizatiome to obey
these rules?

"Rules of the game" were established among thei&usdite,
according to which influential businessmen for pineservation of
their good position must bribe officials, evadeemxexport a nice
bit of capital abroad, appeal to those in powerpimtection, and
plot with them to seize valuable items of statgerty. In turn, it was
important for a high-ranking official to "belongd the leadership of
some major financial entities—to be a member of arthe ruling
oligarchical clans. Support from the political leeslof major West-
ern countries was also of considerable importance.

It took the creation of mechanisms for the compédienation
of the population from power, in order for the pglof self-destruc-
tion of the State, appropriation of the nationahitve and the dis-
mantling of national sovereignty to be implemenilake evaluation
of their activity by the population and the repreatdve branch of
power was of no importance whatsoever to the tagdes of the
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Russian Government in this period. The evaluatioexperts and
colleagues meant almost nothing, and even thederg's attitude
was not of great concern to them. Insofar as thesevhired and
fired by the oligarchical clans that controlled Peesident's imme-
diate milieu, and received their main remunerafiom the clans,
it was to the clans that they reported on work mished. Evalua-
tions by the IMF and the relevant services fromuprof Seven
countries were also of great importance, for théviac of the
leadership of agencies dealing with macroeconomiicyp They
strongly influenced personnel appointments in theskn Govern-
ment, through the political leaders of their coiastr

In a paradoxical way, the people of Russia were evere alien-
ated from power after the implementation of "deraticrreforms,"
than they had been before. The Government's cyattaide to-
ward its constitutional obligations, disregard otial guarantees,
complete irresponsibility in the conduct of econorblicy, and
manipulation of election results, bred a lack ofifence in the
authorities, as well as apathy and protests.

Sociological studies by the Institute for Sociatl &vlitical Re-
search of the Russian Academy of Sciences showitthahajority
of Russian citizens are critical of the new pditicealities. More
than 40% of citizens advocate radical change iresiging political
system (which can be considered an indicator ofdibgree to
which the current power system is seen as illegiin There is
not a single government institution or social iugidn in society
(including the Army and the Church), that the migjoof citizens
would trust. The number of Russians, who trust Pnesident,
the Government, or the Parliament, does not exd&étl of the
population. The number of people who don't trugbady is grow-
ing. Between 25% and 45% of Russian citizens leelieat the ruling
authorities do not express or defend the intereStbe people.
The new system of law is rejected by the publie; timjority of
citizens believes that laws are adopted in thedsteof corporate
or criminal circles, not the public. Legal nihilisson the rise. The
indicators of alienation from power, used in ingional research,
show that over 60% of Russians are convinced tinat fuling
authorities don't care about ordinary people," tadl "the rich get
richer and the poor get poorer.” The opposite pofnview (for
example, that “the ruling authorities care abodirary people's
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lives") is shared by less than 5% of Russians. fonibaof citizens

FIGURE 25
Strike patrticipation

(thousands of people)

has seen no changes for the better in the courfleeafeforms
and rejects the reform policy and the results ofagization. The
stereotype of "an anti-people political system" hasome estab-
lished in the public mind. In recent years, the hamof people
who think that the Russian ruling authorities maylanger count
on the people's patience during the implementasforconomic
reforms has increased from 52% to 56%. This indicdhat the
social base for the economic policy that has besried out has
no tendency to expand (Fig. 25) [41,71,72].

The question arises of how the ruling oligarchy mamaged to
hold on to power during a prolonged period of immpbating a
policy, which contradicts the interests of the dopand the over-
whelming majority of the population. What politicalechanisms
make possible the implementation of a policy hedtlthe popula-
tion, while maintaining the apparent functioningdefmocratic insti-
tutions?

It was shown in the preceding section that the raafive party
in the current revolutionary reforms, which havenecabout as
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genocide against the population of Russia, wadwataymbiosis
of radical anti-Russian extremists, who dream efahnihilation of
any independent Russian statehood whatsoever;sfeigaporting
them from the outside, which traditionally have gittuto weaken
Russia; criminal elements, battling to acquire aéonal wealth
under conditions where the law enforcement systes disorga-
nized; and commercial organizations with close tie¢he ruling
authorities, which utilized their people within thestitutions of
state power to create conditions for the extractibsuperprofits
by means of an effective privatization of statecfioms. The result
of this fusion was the formation of an oligarchipalitical system,
in which power was usurped by an extremely smashwpolite
group, hostile to the national interests of Russisich has grown
rich on the forcible division of the national wéadnd by mediating
the sale of parts of it abroad.

This group has attempted to defend its positiotrdnysforming
the Russian State into a colonial administratioaintained by for-
eign credits that are granted in exchange for tiveesder to
transnational capital of control over the natioeabnomy. In order
to hold on to its power, this group does not shfinkn employing
punitive police actions against the population tiizing the assis-
tance of foreign special services. It carries opblicy of corrupting
and frightening the population through the massiaed

The comprador oligarchical elite, formed duringseneyears,
became the main political agency in the countriedgifely control-
ling the key national institutions of state powed deading elements
of the opposition political organizations, it ergdyvirtually unlim-
ited power to dispose of state property and fingnas it strives
for further enrichment by the easiest possibleaotlihe supports
and mechanisms of its ruling position have corisfethe follow-
ing components.

First The appropriation of state property, in cimuention of
all norms of law and morality but legalized by ttecisions of
"their people" within the power structures. Thegkst-scale acts
of privatization of national property were comndtti® the manner
of a secret deal among interested persons, theraliaed by "their
people" as government resolutions and presidetitiatees. That
was how the most valuable facilities of basic itigusnfrastructure,
television, and the financial system were approgaiavhich were
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also the most important for national security. Bdhiirtually every
decision on the privatization of a major item dadtstproperty, a
deal can be traced between the interested comrmerganiza-
tions, which drew up the scheme of the privatiratand the respon-
sible leaders of the relevant government ageneibs, carried
it out.

Second. The manipulation of state finances, "sgcéiffi’ budget
funds into "their" commercial banks, and pumping 8tate's cash
issues and foreign currency resources through ¢heinnels, were
the favorite business practices of the ruling olibg. Even the
budget crisis, provoked by the monetary policy thvals being
carried out, became a source of superhigh reveioudnisiness-
men with "good connections," operating in areas@jt to the
budget. The legislative ban on the use of direetlits from the
Central Bank for purposes of financing the budgdicd was ex-
ploited in order to privatize the issuance of momneyich assumed
the form of paper credits and mutual offsets, &ffbdy commercial
banks on commission from the Ministry of Finance. & result,
from 20% to 60% of budget allocations for many ati#ted items
of spending were appropriated by these "court" ceroial mid-
dlemen.

Immediately after the coup d'etat and the sheltihthe parlia-
mentary opposition in the autumn of 1993, the otigal clans
that were grouped around the Government organiped embez-
zlement by means of illegal tax and customs paysnerdgaks for
their firms. One of first acts of the victoriousgalrchy was the
issuance of a series of presidential decrees,igeaitiegal privi-
leges to their commercial organizations. The ActingnChamber's
audit of just one such organization, the Natiorn@r&s Foundation,
showed that more than 20 trillion rubles was stéilem the federal
budget by these means between the end of 199arkginning
of 1995. Even after the passage of a law in e@8p linitiated by
the State Duma, directly outlawing privileges a$ ttype, interested
government officials went right ahead and paid od@rtrillion
rubles in "compensation" to those embezzlers whib ddfered
losses due to the abolition of illegal privileges.

Third. The manipulation of public opinion by meaisestablish-
ing control over the main mass media and instgjutie facto censor-
ship in the so-called "mass media concerns." Rigimdition, intimi-
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dation, stultification, and demoralization of thepplation have
become the main techniques used on national tigleyvisghich has
come under control of the oligarchy and organizaue.

Typical of the television channels controlled bg tiligarchy are
shameless russophobia, aimed to destroy the tnaalitvalues and
self-conception of the Russian people, as wellaamihg on the
West, and undisguised sympathy for the enemiesus$iR, which
is overtly manifested in a great number of infoioval reports—
from relishing Russian airplane crashes to makingcBen bandits
out to be heroes.

The denigration of the Russian self-conception twn leading
television channels, day after day for hours on, é@@ a certain
result—people slip into apathy and silently subtimithe policy of
colonization, quietly getting drunk and cursing thgime.

Fourth. Control over the information reaching thediient.
There is a multilevel system of filtration and wank of information,
which prevents the President from really being ablevaluate
processes that are taking place. By effectivelytrolimg those
closest to the President, the ruling oligarchy pagatized state
power itself, using it against their rivals and the purpose of
seizing the national wealth. It is no accident thetiple, who have
incurred objections from the ruling oligarchy, aent on a fast
track out of the institutions of power, by presitighdecisions
drawn up in those close circles.

Fifth. The creation of private armed units in tbet of various
guard organizations, the swelling of the numberniairnal Affairs
troops in order to strengthen the punitive polippaiatus, system-
atic intimidation and blackmail against the lealgrof the Armed
Forces, the provocation of corruption among theaseofficer
corps, and the demoralization of servicemen and disereditation
in the eyes of the public.

A patriotic-minded, highly professional Army, onagd to protect
the national interests, presents a threat to thegreomprador
oligarchy. Therefore, every possible means is usebreak it
down—from underfinancing and countless pointlessganiza-
tions, to direct destruction in military adventuessl discreditation
through mass media campaigns against the Armea$:dtds not
a rare occurrence for destabilized officers, degplaboly poverty
and the pointlessness of their difficult life irthervice, to commit
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suicide, having lost faith in the Fatherland thejedd, and failing
to understand the reasons for the self-destructiohe State.

In parallel with the decay of the Army, private aarforces are
built up by the ruling oligarchy for its own defenand to continue
its policy "by other means." Daily reports on tharders of busi-
nessmen, state officials, and politicians, as asllacts of terror,
show that there is a real war going on, launchethbyoligarchy
and organized crime, which has closed ranks wighaligarchy,
for the purpose of appropriating the national wealt

Sixth. Consistent political, moral, and technicapmort from
abroad, for the policy that has been carried out.

The external factor in the shaping of the econgmicy carried
out in Russia has already been mentioned. Whatsaigisabove
does not exhaust the "role of foreign forces." must successful
clans of the ruling oligarchy are closely interwoweith influential
organizations of international capital. The oligsrt¢hat has effec-
tively ruled Russia is more foreign-oriented thatiomally oriented
in its interests. That is a function of its rolesa%ridge" for convey-
ing Russian national wealth into the hands of matonal capital,
its mode of savings by means of capital exporsyitem of values
calling for unconditional support of the policy sélf-destruction of
the Russian State, and its very way of life—featigeifamily nests"”
abroad, bringing up and educating the childrenaahrand seeking
to join prestigious foreign clubs. That is the expltion for the
ease, with which the ruling oligarchy in effect Harthe function
of defining economic policy to international fingdoorganizations,
and for Russia's renunciation of sovereignty wapect to setting
key directions of domestic and foreign policy.

Seventh. Manipulation of the opposition, which thing oligar-
chy accomplishes through political leaders undeicdntrol. Re-
searching the policy implemented in Russia, itthdse recognized
that the opposition, from all parts of the politispectrum, has
played a certain role in stabilizing the curremyaichical regime.

Lacking serious social support and hated by thewheiming
majority of the population, the ruling oligarchyutd only have
stayed in power so long, thanks to the de factorparation into
its ranks of the leaders of prominent oppositiortigg and public
organizations. They are assigned the important abl&olitical
breakwaters," whose job is to keep social protesiements under
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control, channelling them into parliamentary dehageiblic rallies,
and ineffective public protest actions, which priegeo danger to
the ruling oligarchy. They handle this role quiteliwperforming
numerous political shows, fooling the impoverisipegulation, and
frightening the thinking segment of society withlical slogans,
while remaining absolutely no threat to the ruliegime.

The furious anti-government rhetoric of many leadef the
opposition electorate, speaking in public squardsom a rostrum,
meshes in an amazing way with their inability aacklof desire
to have any effect on meaningful political decisiar to fight
for real influence on what policy is implementededviwhile the
comprador oligarchy behind the Government, unaél dutumn of
1998, continued to conduct its policy of approjm@ithe national
wealth and exporting it abroad, laughing at the tgrapandals and
accusatory speeches in Parliament.

"Opposition" politics of this sort enables the mglioligarchy to
control the situation in the country with a suredhato keep the
political initiative, to replace leading personirethe organs of state
power in a timely fashion and in their interestsd @& carry out
the lucrative policy of appropriating the natiomadalth, despite the
periodic flare-up of social tension and protestenfithe population.
The damping action by certain influential oppositleaders against
public protest makes it possible for the rulingyatchy to hold on
to power, channelling mass discontent and the tibjec of the
overwhelming majority of the population against tgi-national
policy, into harmless forms of "letting off steanWithout this it
would scarcely have been possible to preserveulireggiregime's
stability, when nearly three-quarters of the padpotamistrusts the
leaders of the country, one-half of the populatsimclined to favor
change in the political system, and one-third &lyeto take direct
part in social protest movements.

This factor largely explains the ruling oligarchgtherwise unbe-
lievable victory in the 1996 elections, when itceeded in securing
victory for a candidate, who had lost the trust ayishpathy of the
majority of the population. The top leaders of dpposition did
not want to unite their forces, failed to take b difficult and
dangerous work of monitoring the ballot count, ameferred to
play the role assigned them in the electoral pslishow by the
ruling oligarchy, waging no serious fight for power
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Eighth. Political terror, as the murder of GeneRakhlin
showed, remains a means to protect the ruling roly&s power.
Employed on a large scale during the coup d'et@abbber 1993,
political terror remains an effective means ofmitiation of the
opposition. Constant threats of a forcible dissofubf the State
Duma, rumors about repression being prepared,hentpbtimping”
of money into the presidential guard organizatas,well as its
enlargement, create a certain kind of backdroptHer political
situation, constantly reminding people that thamegis ready to
resort to any measures, in order to confine theosiipn within
the bounds of political theater.

It takes more money to maintain the above-enuntetaments
"in working order," than would seem conceivablybt available
in this beggared country. Russia, however, yieloihing to the
major democratic countries when it comes to theseges of hold-
ing presidential and parliamentary electoral cagnsior guberna-
torial elections. Billions of dollars a year arespjust on electoral
campaigns, which are the tip of the iceberg ofrtfeeghanisms for
the reproduction of power. Public policy as a wrastd the shaping
of public opinion through the mass media requires tef billions
of dollars of spending each year. Spending on maamtce of the
security services, operational and analytical wbrlgery of influ-
entials from the "close entourage" of the Presidemd other com-
ponents of covert political action, cost a no senalm. All of these
monies are disbursed under the counter, withoutvisttpup in
official accounts. The question arises of whenektnwhat mecha-
nisms the funds derive.

The basic reproductive mechanism of the rulingaotigy's posi-
tion is the system of appropriating state propang funds through
legally organized channels. The first such chamra "voucher"
privatization, which allowed the well-informed orgeers of the
process and their cohorts to appropriate the malstable items
of public property. The second, wider channel visesappropriation
of funds from state enterprises and organizatibrigh the bank-
ing system, which was organized by means of aficetty created
deficit of such funds. By exploiting the spreadwestn the interest
rates paid on enterprises' funds in their cleasiogpunts and the
profitability of speculative operations in the fittgal markets, com-
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mercial banks redistributed as much as 14% of GD#eir own
favor. The "cycling" of budget funds through priaged banks has
been and remains a-third traditional channel. Binghe fourth
and widest channel for legalized embezzlement hweasGKO-OFZ
pyramid, through which commercial organizationshdiew 300
billion rubles from the federal budget, while okbligns to pay
another 420 billion rubles were assumed. Againbaekdrop of
horrific destruction of scientific and productioapacities, the Rus-
sian government bond market became the most [bigfiia the
world, not to mention other possibilities for supgh-yield opera-
tions, created by the monetary authorities in these of deregulat-
ing the Russian economy. The gold rush of finangjedculation
literally infected members of the Russian estabiisht, causing
them to turn a blind eye to the blatant ruinatidrstate finances
and the chimerical nature of the stabilization thas achieved.

As shown above, organizing the stream of superhéghnues
from the federal budget into the hands of finansgsculators was
the top priority of the Government's budget polity.raising the
share of state debt service to one-third of tatalget spending by
mid-1998, the ruling oligarchy essentially redudieel functions of
the State to beating taxes out of the sphere afystin and the
population, in order to extract superprofits thitodige government
bond pyramid. The redistribution of the current futdre financial
resources of Russian taxpayers into the pockdirasfcial specula-
tors has been stunning in its scope.

The self-destructive nature of the financial poleayried out in
the interests of the ruling oligarchy, to the deémt of the interests
of domestic goods-producers and the overwhelmingrityaof the
population, becomes obvious upon analysis of thatr@eBank's
actions to support the state debt pyramid, takgether with its
policy on the utilization of currency reserves. Thechanism con-
sisted of three operations.

1. The Ministry of Finance sells government bonds @k 00%
yields, depending on the market conjuncture.

2. Foreign speculators purchase rubles with whichbtaio
GKO, selling dollars to the Central Bank.

3. The Central Bank, issuing rubles with which to acgdol-
lars, then invests the just-purchased foreign oagrén for-
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eign government bonds and short-term certificafedeposit
in foreign banks, which have an annual yield o#&-A stable
exchange rate for the ruble, free convertibilityrables into
foreign currency, and free export of capital abrassl guar-
anteed.

Look at the bottom line of circulating huge sumsyainey by
this procedure. The net loss to the Russian Siategrious times
during the construction of the financial pyramidasvan annual
10-95% per dollar purchased. Taking into accouatt tiee volume
of GKO held by non-residents was approximately $R@on in
1997, it is not difficult to calculate that, at amerage 25% return
on government bonds, the net losses to the Rusantial system
in 1997 were around $4 billion on operations wilefgners alone.
Almost all of this money was taken abroad during fimancial
crisis in the autumn of that year.

It is no surprise that the world community of fineh speculators
ecstatically kept this mad flywheel going, by whitte voluntary
self-destruction of Russia's national wealth wasmaplished. While
the IMF handed over a couple of billion dollarsesaryto support
the Russian budget, Russia, which was being begjgaréroad
daylight, became a source of superprofits for ihanial specula-
tors of the entire world. Here it was possible@arh" 50% profits
at no risk on GKO operations, then invest this nganea closed
cash auction of shares in some major enterprisagtmsold at
between one-tenth and one-hundredth of its acalakythen spend
a little money on its "capitalization" audit, fdnav, and then resell
it at a five to ten times higher price.

But, just as physicists are certain that perpeh@lon machines
do not exist, economists are quite sure thatiihpossible to create
wealth out of nothing. Ultimately, the Russian deagpay for the
speculative superprofits on Russian bonds, guardriig the state
budget and property. They pay not only with theplearance of
state property for nothing, but also the underngjrof the budget
system, the accumulation of state debt, and thdebuof payments
on future generations.

The financial policy carried out in Russia wasrapartant instru-
ment for the redistribution of the national incomefavor of the
ruling oligarchy and associated foreign financpeaulators. The



MECHANISMS 97

source of superhigh revenues for the financial pewrs were the
financial resources of the sphere of production gmedincomes
and savings of the population, while the conseqgf the finan-
cial policy that was carried out meant genocidetlier majority of
the population, employed in the sphere of prodoatiothe public
sector. Thus, as usual, the costs of carrying @atiey of genocide
were borne by its victims.



6 Hostages

As has been shown, the victim of the economic pdhat was
carried out in Russia was the overwhelming majaftthe popula-
tion, which was deprived of savings, the righthare in the national
property, a stable social situation, and decentitions of life.
People may also be found among leading circles ekiery who
were, if not victims, then at least hostages ofgleocide policy.
First and foremost, they are the leaders of thetitoant territories
of the Federation, the directors of goods-produeinggrprises, the
officers of the Armed Forces, the creative intelfitsia, and the
clergy. These categories of the national elite liava@mmon their
responsibility before large collectives of peofite,being powerless
to ameliorate their circumstances and to changesithation in
the country.

The leaders of the constituent territories of theddfation
are in perhaps the most difficult situation. Altgbuthey directly
encounter the growing discontent of the populatidnich has been
cast upon the mercies of fate, and they are fadacw® with the
consequences of the economic policy that has eeed out, they
can do almost nothing within the existing structafestate power
to affect the content of policy. Periodic famineragions of the
North, Siberia, the Far East, and even the Europeasblack earth
zone, chronically underheated residences in moghentities in
these regions during the winter, widespread nomgay of wages,
mass unemployment, rising levels of sickness anqubwerishment
of the population, and the degradation of educatimh culture, are
the direct result of the economic policy of thedrd authorities.
It is impossible to change this policy or mitigéte consequences
at the local level, due to the excessive conceatraif financial,
political, information, and other management lewerthe Center.
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Under these conditions, the leaders of the comsiitterritories
of the Federation are forced to play by the rutepdsed by the
oligarchy. The main rules are as follows:

Rule 1. If you want to receive transfers and sutimes due from
the federal budget, fork over a share. There arersi forms of
such "sharing," from accepting specific middlemeratrange mu-
tual offsets between budgets and to transfer fuledgiving up a
cut of the authorized appropriations. This prireiplas legalized
as the substitution for budget appropriations gfeparedits from
the appointed commercial intermediaries, wherelyMmistry of
Finance provides guarantees, while the constitteamitories of
the Federation are "relieved" of a good-sized arnofithe budget
transfers due them, to pay the banks they were teehy the
Ministry of Finance officials, for interest andlbitliscounting.

Instead of providing for the timely transfer of lgetl appropria-
tions, using Central Bank credits to cover caskrimptions in
budget revenues and expenditures, the monetarpriigh artifi-
cially maintained a liquidity crisis, which devekyp into budget
and debt crises, thereby forcing the constituemitdeies of the
Federation to accept the promissory notes of midelleappointed
from above. In this way, the persons in chargetatesfunds pro-
vided "earnings" to their commercial partners, apgating for
themselves a significant portion of the budget dEbt a number
of items, disbursements of federal budget fundsuih "middle-
men" have been as high as one-half of the budgebppations.

Moreover, the more pressing the need for timelpulisement
of budget appropriations, the more difficult it Haesen to obtain
them normally. It is no accident that the spendiatpgory where
bank credits have played the biggest role in fimgnbudget spend-
ing has traditionally been the shipment of suppiethe North;
the constituent territories of the Federation amedd to accept
the exorbitant terms of the Finance Ministry's imiediaries, under
threat of the total devaluation of their budgetmup when the
northern shipping season ends.

Rule 2. Don't cross the federal higher-ups. Crititgolicy are
swiftly punished by the federal authorities. Thaod® praise it are
rewarded. There are plenty of examples: from thectlicut-off of
transfers, to attempts to remove people from afficgyross viola-
tion of budget legislation, the Government haofeid the practice



100 GENOCIDE

of arbitrarily transferring funds to needy regiodepending on the
political loyalty of their leaders and whether at they carry out
the demands of the ruling clique.*

A good example of this policy is how the Moscowgalichy
attempted to deal with the governor of Primoryes Maritime
Territory on the Pacific Ocean, who didn't suitrthéoy using the
Ministry of Finance to aggravate social tensionthie territory,
cutting off the disbursement of transfers that wawe under the
law. Typically, a high-ranking Moscow emissary off@é the ingenu-
ous explanation in Vladivostok that the governoswablame for
Primorye's lack of good conditions for foreign istars.

The ruling oligarchy uses carrot and stick methtodsianipulate
state property and other items of the national theah Russian
territory. While condemning millions of people tarfger and cold,
federal officials exhibit limitless cynicism in tinenethods of pres-
suring regional leaders. Only the biggest and mosierful constit-
uent territories of the Federation, which are fave, able to resist
the tyranny of the federal authorities. Today,rafe implemented
economic policy has ruined the economies of magbns, there
are probably only three or four constituent terig® of the Federa-
tion that have an adequate revenue base for thdgdts, while
for one-third of the constituent territories of tRederation the
share of federal transfers in their budgeted reeena greater
than 30%.

Rule 3. It is the business of the drowning to séreedrowning.
The indifference of federal agencies to mass wtmgmages, hun-
ger strikes, and the suicides of desperate pemglkes local lead-
ers seriously wonder about the point of even hafédgral authori-
ties. The Center's posture of compensating foovits failings by
granting the regional jurisdictions broad autonoamg indepen-
dence in dealing with problems of survival, is Gauwith a serious
threat of the further disintegration of the country

In assembling almost one-half of their budget resnout of
local monetary surrogates, the regional authoritiesffect are
creating their own quasimonetary systems, whiatisléa the disin-

*This practice became especially popular when diadpolicy was
being run by Chubais: The gap by which some cuosstitterritories of
the Federation baselessly surpassed others, sptittdo implementation
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tegration of the country's economic space. Thiscgss is com-
pounded by the growing differentiation among thenstibuent terri-
tories of the Federation, with respect to levels reffenue and
economic activity, which is as high as fivefold pmpita. Moreover,
the poor regions are becoming poorer, and are tbékép a non-
money economy.

In the wake of the rapidly increasing differentiati among the
social and economic situations in the regions, fferdintiation of
their legal and political systems has begun. As dbestituent terri-
tories of the Federation grow accustomed to doiithpout a federal
budget, a national currency, a national marketregular transporta-
tion links with the Center, the country's commororeamic, legal,
and political space is destroyed.

The situation of workers at goods-producing enisesr is
hopeless. It was shown above, how the operatinglitons of these
enterprises radically deteriorated for reasons beytheir control,
and the competitiveness of their output fell maiyes over. The
policy on the ruble's exchange rate and changekerprice structure
alone, lowered the competitiveness of domestic ggudducers
more than eightfold in 1992-1996. Any national emmit System
would be hard put to survive such a severe worsepihits exter-
nal conditions.

Even five- or ten-percent fluctuations of currerexchange rates
on the international markets provoke acute disputesl “trade
wars," because they have serious consequences héorrelative
competitiveness of the economic systems involvethe Toreign
operating conditions for our enterprises became ynémes worse,
while there were extremely limited possibilitiesr fenterprises to
adapt to the deterioration. Simultaneously with thieep decline
in the competitiveness of Russian products, as saltreof credit
and monetary policy, conditions for attracting drecksources or
investing in the development of production subsdgt worsened.
As a result, no more than one-third of our goodsipcing enter-
prises can anticipate any favorable prospectd.at al

The sorry lot of Armed Forces officers, who doniiolw how
they will feed and arm their men, of teachers, whare their last

of the plan for budget transfers, was several-thldng the first half of
1997. —Author's note.
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piece of bread with their pupils, fainting from Ilgyem, of culture
workers, who have been edged out of the mass nedlzs, and
cultural centers by obscenities and decadence, beusidded to
the list.

The clergy, who understand better than others émghdof the
catastrophe that has struck Russia, and who aigedhio attend
to the spiritual salvation of people, have pratliicao effective
means of influence in society. The ruling oligarstgosmopolitism
and russophobia are perhaps the most manifedieiariti-Ortho-
dox direction of cultural and religious policy ihet mass media.
The ruling oligarchy attempts to assign to the @uittx Church
and other traditional Russian confessions theabiltural exotica,
and facilitates the propagation of foreign sectRussia, corrupting
and demoralizing the population.

In the final analysis, virtually the entire popigat of the country
has been held hostage to the policy carried olRussia by the
ruling oligarchy. The population is viewed by Ra&inew masters
as nothing but an annoying inconvenience, whicheidas their
overt exploitation of the state power they haveeskifor purposes
of enrichment. The facts adduced above, and tlaeises, show
convincingly that, under the guise of radical raferin 1992-1998,
genocide against the overwhelming majority of tbpytation was
unleashed on the territory of Russia. In its imatation, certain
institutions of state power were used by the rubifigarchy for its
own interests.

* * *

It is quite possible, that the oligarchy that hasrbruling our
country is carrying out this policy, without beiagiare of its conse-
quences for the majority of the population. It e very likely,
that they did not desire such consequences; afkossian prime
minister responsible for this policy put it, "We mt@d something
better, but it came out the same as always." Phpbifley simply
did not consider the consequences of their acfionthe people
and the country, being mainly concerned with primgjdor their
personal prosperity and their entry into "the walite." From the
standpoint of Russia's national interests, howevet, does not
change the objective essence of the implementédy@d a policy
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of genocide against the Russian people, regardfess subjec-
tive motivation.

It is not terribly important to us, what were thetives of the
group headed by the "heroes," who are so well kntovavery
television viewer—whether vanity, thirst for ma¢émgain, or russo-
phobia camouflaged as anticommunism. Trotsky,deelogue who
dreamed of making the Russians into a nation oftévdtaves" and
orchestrated the repression under War Communisa, tabught
he was a savior of mankind, in his own way. He wsisg the
Russian people as construction material for higtigalteconomic
Utopia, just as Hitler and Napoleon tried to "makem happy,"
in their ways. The results of all these attemptsadical social
engineering were more or less alike.

Napoleon's invasion, the fascist aggression oHitierites, the
fratricidal Civil War, and "shock therapy,”" led @pproximately
similar results: the destruction of up to one-thifdthe national
wealth and huge losses of population. The enenfiBsigsia, who
tore their way into power in the country in the A@9%have surpassed
their predecessors, managing to break up the goantt to reduce
its production potential more than twofold. Accorglito some esti-
mates, the number of human victims of the policyied out in
Russia in recent years is three times higher thamtmber of
victims of the prior social experiment—the Revaatiand Civil
War of 1917-1920. Material damage from this pol&Eynore than
double the damage inflected on the USSR by therkiglinvasion
of 1941-1945 [4].

As we have seen, the social and economic parametdis
impact of recent years' pseudoreforms little diffem those of the
cataclysms mentioned above. Even in the numbensifipervised
children and the scale of impoverishment of theugaijon, the
contemporary experiment resembles the consequendks Civil
War and the Great Patriotic War. The differenctha the latter
ended in victory, while the former was a grave rm& illness,
accompanied by fatal poisoning of the social ograniafter which
it was guaranteed a prolonged period of disabilityis also applies
to the present time of troubles.

The end result, or the price, of the latest Russ@éolution
looks as follows. An enormous amount of capital—sacb? trillion
redenominated rubles (or, at the August 17, 19@8ange rate,
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over U.S.$300 billion), a total that approachesdhaual size of
GDP—has flowed out of the sphere of productionfem citizens'
savings during these years, into the sphere ofufgtéan and, in
large part, abroad. As much as 400 billion rubleghese funds
was concentrated in the collapsed government bgrahpd, 80
billion rubles is in the shares of privatized epteses, up to 210
billion rubles is in the capital of commercial bankpproximately
1 trillion was exported abroad, and huge sums warested in
real estate acquisitions by successful businessiites result of
this credit and monetary policy for the sphere mfdpction was
the ruin of half the enterprises, which have becdtwss-makers,
the liquidation of working capital, a reduction iofzestment by a
factor of five, and decline in production by ondfha

For citizens, this policy resulted in the devalotof their sav-
ings in the Russian Sbherbank, of a magnitude cabfEwith the
annual federal budget in 1992, followed by the tissver 20 trillion
(20 billion redenominated) rubles in various finahgyramids.
Finally, came another large-scale loss of savingsainks, which
went bankrupt as a result of the financial collapséugust 17,
1998. The majority of citizens also experiencedezs (by one-
half, on average) reduction of real wages, whilergventh person
lost the opportunity to work.

The words attributed to A. Dulles, one of the idgidts of the
Cold War and founders of the CIA, come to mind: ¥yving chaos
in the Soviet Union, we shall imperceptibly repléoeir values with
false ones and make them believe in those falseesalWe shall
find like-minded persons, our allies and our hedperside Russia
itself. Episode by episode, a tragedy huge in sedlpdoe played
out—the ruin of the most unruly people on the eatfd the final,
irreversible extinction of their self-consciousnelSssom literature
and culture, for example, we shall gradually remthes essential
social content. We shall wean the artists, beatirngof them their
desire to depict or explore the processes, whichrdo the depths
of the masses of people. Literature, film, the threaall will portray
and glorify the basest human feelings. We shalpstpand raise
up in every way possible so-called artists, who sgitead and drum
into people's minds the cult of sex, violence, Salitreachery—
in a word, every sort of immorality. We shall forhenaos and
confusion in the governance of the State. We ainalbrceptibly,
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but actively and constantly, promote the pettyriggaof officials,

bribe-taking, and unprincipled behavior. Honor aietency will

be ridiculed and considered merely a useless esfighe past.
Caddishness and impudence, lies and deceit, driekerand drug
addiction, bestial fear of one another, treachaayipnalism, hostil-
ity among peoples, and above all hatred of the iRuggeople—all
this we shall adroitly and imperceptibly cultivaged it will flourish

most luxuriantly. And only a very few people willgss or even
understand what is going on. But we shall placé ueople in a
helpless position, making them a laughingstock, famttla way to

slander them and declare them to be the dregsciEtgowWe shall
debase and destroy the basis of morality. We sthathys rely
chiefly on the youth. We shall demoralize, corragutd rot them."
(Quoted in [28, pp. 205-6].)

These words could serve as an epigraph to theadpbgrof the
leaders of the 1992-1998 Russian revolution, tlgarmieers and
purveyors of a policy of genocide against the peopf Russia. A.
Zinovyev put it in these gloomy terms: "It would dicult to find
in the history of mankind another instance, in Wuhgcpart of the
population annihilated its own people with suchl,zskill, and
success, for the sake of selfish, and frequeritigdty, interests”
[28, p. 126].

Given the determining role of foreign influenceti® choice of
strategy for the economic reforms carried out isgRy discovery
of their real nature requires an analysis of thaball tendencies,
which shaped the posture of leading Western casnémnd interna-
tional organizations towards Russia.

That is the subject of the next part of this book.
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1. The characterization of the population of Russidvelsite
Negroes" is attributed to L.D. Trotsky (Bronstdaim)A.S. Simanov-
ich, Vospominaniia sekretaria Grigoriia Rasputiffidg Reminis-
cences of Grigori Rasputin's Secretary], Paris21@&ed in V. Kha-
tyshkin, "Rabochii skot dlia evropeiskogo podvifigVorking Cattle
for the Courts of Europe"], Molodaia Gvardiia. Mogc 1991, No
8, p. 55.

2. 'Today it is no longer a secret, that the influgngircles,
guiding the policy of our military adversary—Gerrgaas well as
of our allies—England and France, were able tceutieir efforts
for the destruction of the Russian Empire. Nor tiid 'neutral’
United States stand aside. It is not difficult é shat the coordina-
tion of the actions of such diverse factors cowtl mave occurred
without some centralized leadership, which wasctling world
events.

The main routes into Russia of foreign financingtfee revolu-
tionary movement, from interested countries, hagenbstudied
rather thoroughly. Alexander Parvus, a Russiarzeiti from
Odessa, who had taken part in the 1905 Revolutias,a member
of the RSDRP [Russian Social Democratic WorkersyRand had
fled abroad with Trotsky, was in the business gipies to the
Turkish Government and various financial schemdrA urkey
joined the Central Powers, he made contact withGeman Em-
bassy. In January 1915, Parvus was received irnBést Count
Mirbach's future collaborator, Hitzler. Soon Pan@srman money
in hand, left Turkey and travelled to Copenhageis. d@nnection
with Lenin, Zinovyev, Bukharin, and the rest of telsheviks was
established with the help of another Russian cititlke Estonian
Keskula, who was also receiving large sums of mdnay the
Germans for propaganda on behalf of the Russianl&en.
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"In February 1916, there was a conference of leptdamkers
in the USA, at which Jacob Schiff, his son-in-lamd acompanion
Felix Warburg (brother of the Hamburg Warburg), cOKahn,
Mortimer Schiff (Jacob's son), Jerome Hanauer, &aBiiggen-
heim, and M. Breitung divided up among themseltestasks and
expenditures for organizing a coup in Russia. Xsleebruary 1916,
the 'conference of the 62' was convened, of whomeie ‘veterans'
of the 1905 Revolution (financed by Schiff througk same Parvus
and Trotsky). The revolutionary agents were torfitrated into
Russia, in the course of American shipments of erm@and provis-
ions, and then to function in contact with all trevolutionary
parties—from the Octobrists to the SRs and theHgwiks. Dr. A.
Simons, who visited Russia during the first phefsie Revolution
as the representative of an American church, latiek Senator
Nelson, that there were hundreds of agitators fiew York's
Lower East Side in Trotsky's suite, and that 256tqmes of the
bloodthirsty Zinovyev had arrived from the LowersE&ide to
Petrograd. There is no question, but that mosteftlater became
Chekists and other responsible ‘political workers.'

"In England, the organizer of subversion againstlgnwas the
influential Freemason Lord Milner, who was the Londbanker
Rothschild's representative and a member of the @éninet in
Lloyd George's government. Lloyd George's happyaexation,
upon hearing about the February coup in Petroggagdell known:
The main goal has been achieved' (cited in J. R&eok, 0 Sione
[The Debate about Zion]. Translated from Englisthahnesburg,
1986, p. 285). Milner's agents in Russia were Amsddsr George
Buchanan and Russian Foreign Minister Sazonov.lialsen with
the Russian plotters was handled by Bernard Pases worked
at the Embassy, and Times correspondent Haroldawis, who
was married to the Russian woman Ariadne Tyrkovaéaber of
the Central Committee of the Kadet Party). Botthefse English-
men took part in all the congresses and meetingiseobpposition,
even the most secret ones. In an obituary for $&zon1928, Pares
wrote about the relations between the ministerttacambassador:
They met almost daily, and there was no ambasdaetter in-
formed about the details of Russian domestic pslitThe dismissal
of Sazonov in 1916 spurred on the plotters.

"The plotters would meet at the Embassies of Erbéard of
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France. According to Masonic sources, English Arsadsr Bu-
chanan held a meeting in January 1917, at which Bersky was
present. There was a discussion of the plan faace coup, and
even the selection of a day—Feb. 22,1917 (O.AoRtat, Ternovyi
venets Rossii. Istoriia masonstva. 1731-1995 [Riss€rown of
Thorns. A History of Masonry. 1731-1995]. Moscovadrik, 1995,
p. 213).

"The efforts of all the enemies of Russia wereetjosoordinated,
and the associated expenditures were divided wglggGermany's
spending on preparations for the Revolution (afigreards, on
support for the Bolshevik Party into 1918) was rded with Ger-
man precision in the archive at Wilhelmstrasse48®997 gold
marks and 25 pfennigs, which was equivalent tontdlion U.S.
dollars. The banker Jacob Schiff, by his own bdastested' a total
of $20 million in the Russian Revolution, of whichlf went for the
'dress rehearsal' in 1905; thus, his contributioh917 was also $10
million. Lord Milner spent 21 million gold rubleshdhe operation, or
$10 million.

"In February 1917, Central Russia suffered a herdzk, with
the temperature dropping to -43° C. There wereKd®ans of
transport, as more than 1,200 engines were takenfaervice.
Parvus' agents spread rumors in the capital, tregtdosupplies
would soon run out, as a result of which housekeeptarted
buying five to ten pounds of bread per day, instefatheir usual
two or three pounds. There were supply interrugtiand queues.
It was not a question of real supply trouble, sitieecountry had
adequate reserves of grain and other food. Whesttikes were
provoked, however, it was an easy matter to asseam#mployed
people at a demonstration, first under the slogaBread!’, and
then 'Down with the Autocracy!" British agents,tiwivhich Petro-
grad was teeming at the time," paid 25 rubles apiecreserve
members of the Pavlovsky Regiment on Millionaya&irto leave
the barracks and mutiny against their officers.

"Milyukov, the new minister of foreign affairs ihe& Provisional
Government, announced already at 3:00 in the afberon March
2, that 'the English, French, and Italian Ambassatiave recog-
nized the people's government, which saved thetigofrom grave
destruction and reestablished confidence in thebabrapabilities
of the nation and the army.' The morning editioBzhevyye
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vedomosti of March 5 wrote that, 'on March 1, therfeh and
British Ambassadors officially notified Chairmantbe State Duma
M. V. Rodzyanko, that the Governments of France Bndland
advocate businesslike relations with the Tempdexscutive Com-
mittee of the State Duma, which expresses the willeof the
people and is the sole lawful government of Ruds§ithis is really
so, there should exist a still classified body otuments—the
diplomatic correspondence, which preceded the geus de-
marche of the official representatives of our glli&ngland and
France, more than a full day before the Tsar sighedAct of
Abdication. There are no diplomatic interests tbatld justify,
even according to the rules of international peditisuch a hasty
recognition of rebels as a 'lawful governmentwds truly unprece-
dented in the entire history of relations amongolpaan states. It
was an international plot against imperial Russia.

"On March 6, 1917, Jacob Schiff sent the followialggram to
Ministry of Foreign Affairs Milyukov: ‘Allow me, aan irreconcilable
foe of the tyrannical autocracy, which pitilesslgrgecuted our
brothers in faith, to congratulate the Russian [eedprough you,
on the deed they have so brilliantly accomplislaed, to wish your
comrades in the new Government, and you personaia}, success
in the great cause, which you have begun with pag¢tiotism.'

"The grateful Milyukov replied as follows: We joiou in our
hatred for the old regime, which has now been bvenn. Let us
maintain our unity in the cause of implementing tiesv ideas of
equality, freedom, and accord among the peoplésgadart in the
worldwide struggle against autocracy.™

(Source: V.1. Bolshakov, Po zakonam istoricheskeggmezdiia
[The Laws of Historical Revenge]. Moscow: Astra $&898.)

The leading role of foreign secret services in pizjag the
destruction of the USSR is no longer secret, eifiike American
researcher P. Schweitzer, in his book Pobedataiobi strategii
administratsiia SShA v raspade Sovetskogo Sosasialisticheskogo
lageria [Victory: the Role of the U.S. Administaatis Secret Strategy
in the Breakup of the Soviet Union and the Soci&smp], reports
in detail on the deliberate work of the CIA and th&. administra-
tion in this direction during the 1980s. At the tmjng of the
1990s, the same forces organized the training oéva wave of
Russian revolutionaries at leading political sceenenters in the
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USA These people subsequently, with support froe gbcret
services, played a great role in organizing theigkeatial elections
in Russia in 1991 and 1996, and the coups of Deeed®91 and
September 1993, as well as the implementation tfigad and

economic "reforms" in our country (see "Na semraldt, ili kuda
griadesh, ochnis', Rossiia" ['Seven Winds; or, Wafthere You Are
Going, Russia"], in the Vympel almanac, 1998 2).

3. Certain "wordmasters" appealed to the Presiecarry out
a violent coup d'etat: "Our Fatherland is at asmazls. The events
of recent weeks once again require a responsiefe $he resis-
tance to the reform policy, on the part of the 8upr Soviet and
the entire system of Soviets, has gone too far.ahtieConstitutional
political, economic, and cultural strategy of thepf&me Soviet
comprises a catastrophic budget deficit, as wedltesnpts to stop
privatization, promote military spending, split tB®vernment, and
take control of the mass media....

"On the basis of the will of Russian citizens, egsed in the
referendum, we demand early elections to the suptegislative
body, by no later than the autumn of this year.

"The creation of new agencies of government, watlv principles
for the interaction of the legislative and exeaaitbranches, is the
only way to prevent the restoration of an anti-peototalitarian
regime."

This was signed by: Ales Adamovich, Konstantin Amesiky,
Artyom Afinogenov, Bella Akhamadullina, Aleksandof8hchagov-
sky, Boris Vasilyev, Aleksandr Gelman, Grigori GoriDaniil
Granin, Yuri Davydov, Andrei Dementyev, Mikhail Dod Alek-
sandr lvanov, Edmund lodkovsky, Rimma Kazakovaj ¥Karyakin,
Nina Katerli, Kirill Kovaldzhi, Vladimir Kornilov,Yakov Kostyukov-
sky, Tatyana Kuzovieva, Academician D.S. Likhachawi Nagibin,
Andrei Nuikin, Bulat Okudzhava, Valentin Oskotsiikolai Pan-
chenko, Anatoli Pristavkin, Lev Razgon, Aleksandek&nchuk,
Robert Rozhdestvensky, Vladimir Savelyev, Vasilly@ain, Yuri
Chernichenko, Marietta Chudakova, Mikhail Ulyand\Vikolai
Shmelyov.

(Source: Moskva. Osen'-93: Khronika protivostoanhloscow:
Respublika, 1994, p. 6.)

On October 5, after the monstrous shelling of theid#ment,
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some well-known writers appealed to their fellowizeins for a
continuation of repression against the peoplestaderepresenta-
tives, effectively calling for civil war:

"The 'witches' or, rather, the red-brown werewolkase grown
impudent because they could act with impunity. Writle eyes of
the police, they have papered the walls with theisonous leaflets,
offending the population with their filth, offendjrthe State, and
its lawful leaders, and greedily telling how theil wang us all....
What is there to talk about? There has been entaigh... It is
time to learn to act. These dimwitted scoundredpeet only force.
Isn't it time for our democracy, which is youngt,bas we were
happy and surprised to see, quite strong, to sloove $orce? ...

"This time we should strictly demand that the Goweent and
the President do what they (and we) should have ddong time
ago, but did not:

"1. Dissolve and ban all types of communist andbnatist par-
ties, fronts, and associations, by Presidentiar&zec..

"4. Press and media outlets such as Den, PravdeisBaya Ros-
siya, Literaturnaya Rossiya, and the TV program $€8€onds, which
have instigated hatred and called for violenceaftey day, and which
are, in our view, among the chief organizers anltiygoarties in the
tragedy that has occurred (as well as potentidtlyquarties in many
future tragedies), should be shut down until triadourt.

"5. The activity of organs of Soviet power, whicavk refused
to submit to the lawful authorities of Russia, dddue halted.

"6. We should all act together, to prevent the tidhe organiz-
ers and participants in the bloody drama in Mosfrom being like
that shameful farce, the 'trial of the GKChP' [8tate Emergency
Committee, in August 1991].

"7. Declare illegitimate not only the Congress ebple's Depu-
ties and the Supreme Soviet, but all agencies extelay them
(including the Constitutional Court).

"History again has given us a chance to make atbjgy towards
democracy and civilization. Let us not miss thentigaagain, as
has happened more than once!"

Here is the list of writers, the modern followefsTootsky, who
signed this call for political terror and urged téed to institute an
anti-people dictatorship, on the blood of the wgtiof the anti-
Constitutional coup:
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Ales Adamovich, Anatoli Ananyev, Artyom AfinogenaoVjktor
Astafyev, Bella Akhamadullina, Grigori Baklanov,rzBalayan, Ta-
tyana Bek, Aleksandr Borshchagovsky, Vasil Bykosti® Vasilyev,
Aleksandr Gelman, Daniil Granin, Yuri Davydov, DhBianin, An-
drei Dementyev, Mikhail Dudin, Aleksandr Ivanov,riichd lodkov-
sky, Rimma Kazakova, Sergei Kaledin, Yuri Karyakfiakov Kosty-
ukovsky, Tatyana Kuzovleva, Aleksandr Kushner, Yuavitansky,
Academician D.S. Likhachov, Yuri Nagibin, Andrei ikin, Bulat
Okudzhava, Valentin Oskotsky, Nikolai Panchenkoig@r Poz-
henyan, Anatoli Pristavkin, Lev Razgon, Aleksandrk@&nchuk,
Robert Rozhdestvensky, Vladimir Savelyev, Vasilly@ain, Yuri
Chernichenko, Andrei Chernov, Marietta Chudakovakhiil
Chulaki.

(Source: Moskva. Osen'-93: Khronika protivostoaniioscow:
Respublika, 1994. p. 496.)

4. The hidden significance of the August 17, 198&isions will
probably be shrouded in darkness for a long timeotne, due to
the secrecy in which they were prepared and thayhigfluential
persons involved. Nonetheless, it is clear thaalbthe possible
options for exiting from the debt crisis, the lesdef the Govern-
ment and the Central Bank at that time chose thst mhestruc-
tive one.

The participants in the August 17 decisions dohé the fact
that they coordinated their actions with persongreht influence
in international finance, who determine the polifythe IMF and
of the USA and other G-7 countries on questionshef world
financial market. Evidence indicates that the daison declaring
the Russian financial and banking system bankrapfegust 17
were coordinated beforehand with U.S. Deputy TngaSecretary
Lawrence Summers and IMF Deputy Managing Directani8y
Fischer, as well as, with their approval, with filmance ministries
of other G-7 countries. The coordination was cdrdat on behalf
of the Russian leadership by Mr. Anatoli Chubailpvis known
not only for his destructive activity in the reabhprivatization, but
also as a successful player on the governmentisesumnarket,
through the notorious company Montes Auri.

It is not surprising, that some Russian and Amar@ampanies
that had been active players in the Russian goarhiean market,
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but were also close to the participants in the Audi7 decisions,
exited from the market without losses. It is obgithat they knew
beforehand about Russia's bankruptcy declaratidrichvwas
planned in secret.

The main point, however, lies elsewhere. The ce#lapf the
Russian financial system on August 17, 1998 wasvant of global
significance, abruptly weakening Russia in intéomal competition
on world financial markets. In an instant, the Rarsgconomy was
cheapened several times over. Not surprisingly gthveernments
of the G-7 countries welcomed the August 17 deassiavhich
opened a new stage in the colonization of Russithd wake of
those decisions, the total value of Russia's enfit®nal wealth
became equal to the assets of some major intemahtianks. The
wealthiest country in the world was beggared, aadead to sell
itself on world markets at ridiculous prices, hgttdr of times below
the real value of Russian assets.

Investigators are familiar with the technique fiscdvering the
truth behind a crime, whereby the nature of thexeris understood
by asking cut bono? In the case of the August Lisims, we
have actions that fit perfectly into the strateyadloying” or, in
economic jargon, "paving" countries, which is démethe purpose
of their domination by international capital. Thelipy entails a
periodic alternation of influx and outflow of intettional capital on
the national markets of a given country. During ithfeux phase,
the value of fictitious capital (securities) in tbheuntry increases
many times over, for purely speculative reasongrdlis a sharp
increase of the prices of shares and other sexsjritreating the
impression of an economic boom. At the same titme,réal ex-
change rate of the national currency rises. Insagathe inflation
of the securities market is strictly speculativel &as no real basis
in the productive sector, it cannot go on indeéilyit Sooner or
later, the moment arrives when the artificially stoncted "financial
pyramids" begin to self-destruct at a rapid rate.

As a rule, foreign capital begins to leave the tigulong before
that moment, carrying off the superprofits earnedind) the
"boom." Then there is a collapse of the securitiesket, where
prices fall many times over (often tenfold and moead the na-
tional currency is devalued. Foreign capital canthcquire assets
for a song. After the steep devaluation of theonatiwealth, interna-
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tional capital returns, buying up the country's agnimg assets at
giveaway prices, and the spiral of "inflating" thational economy
with easy speculative money recommences. Aftewesteh cycles,
it usually happens that national capital failsurovise the withdrawal
of foreign speculative capital, and is forced toegt a tertiary role
in its own national economy. International capitaines to dominate
the economy.

It may readily be observed that this concept ofifg countries
was carried out first in Latin America and Southdesa, and then,
in 1998, in Russia. At first, the massive importiternational
finance capital brought about a triple and, in seew®ors, a ten-fold
increase in securities prices. Since the boom wesypspeculative,
supported almost exclusively by the speculativectsf of building
"financial pyramids," it could not last. It begangdrind to a halt in
the autumn of 1997, and was followed by the catphic collapse
of August 17, 1998, when the capitalization valb&ossian enter-
prises fell many times over and the ruble was dexhby a factor
of three. The market valuation of Russian entezprend elements
of the national wealth fell to levels, tens of tarlewer than their
real value. Excellent opportunities arose for a seial of "finan-
cial pyramids.”

Enormous gains were derived from the artificial inoon the
Russian securities markets, a substantial porfievhich was taken
abroad, as soon as the prospect loomed that therrgoent bond
pyramid would collapse. But the withdrawal of capitrom the
collapsing pyramid was organized with minimal lesf& compa-
nies that were among the "initiates." As soon asfitst signs
appeared of an irreversible approaching crashijrtheof Goldman
Sachs, which is close to the U.S. Treasury, sedinedssistance
of Mr. Chubais in organizing the conversion ofdlients' devalued
GKO-OFZ into dollar-denominated Russian governmieoinds
worth approximately $4 billion, which were subseatjlyeexempted
from the forced restructuring. Then, Russia wastgrha stabiliza-
tion credit of $4.8 billion. In effect, this wasadsfor purposes of
pulling the capital of companies, "initiated" intioe plans of the
August 17 decision-makers, out from under the pelleg GKO-
OFZ pyramid, after which the collapse went ahead.

This all resembles a plot among high officials ba Russian
side and certain privileged creditors. It was & iat fit into
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the overall strategy of "paving" countries, whicfew persons in
positions of power run as their personal business.

In any event, facts are stubborn things. While Gozernment
had consistently rejected relatively smooth optifmrspreventing
the debt crisis, continuing to deceive economidieatin the re-
gions all the while, the choice of the most desitracof all options
for GKO-OFZ restructuring, carried out by prior egment with
influential foreign representatives, becomes a tipresf state
security.

5. "In accordance with instruction No 1239-1 GDtloé State
Duma of the Federal Assembly of the Russian FederéDct. 20,
1995) and decision No 21 of the Collegium of thedmting Cham-
ber of the Russian Federation (Oct. 18, 1995)Attmwunting Cham-
ber of the Russian Federation has audited theitsict¥ federal
agencies, respecting the collection of state budgetnues from
the privatization of state property and income ffederal property.

"The audit of auctions for the right to concludedir and collater-
alized loan agreements, using assets and goodsnamission that
are federal property, and carried out on the hEfdidecree No 889
of the President of the Russian Federation 'OrPtioeedure for
Borrowing during 1995, Using Assets that Are FeldBraperty as
Collateral' (August 31, 1995), established theofeihg: . . .

"2. During the conduct of loans-for-shares auctiopshe Minis-
try of Finance of the Russian Federation in Novanilecember
1995, $603,739,000 of temporarily liquid federatiget funds' was
deposited in Russian commercial banks, which wawst equal
to the total credit received by the federal budget995 at loans-
for-shares auctions. More than half of these fu#387.1 million)
was deposited in three commercial banks, which fixan of the
loans-for-shares auctions. In violation of the lglighed order, the
Ministry of Finance on Sept. 15, 1995 deposited $fillon in the
Menatep commercial bank at a reduced interest Tate minimum
damage to the State from this deal is estimatedeat$l million

"4. The Russian Federation State Property Comnitteeeded
its authority with Directive No 1375-r of 25 Septeen 1995, confirm-
ing a roster of companies, the shares of which welse offered
as collateral at loans-for-shares auctions.

"Russian Federation State Property Committee DiuexiNo



116 GENOCIDE

1458-4 from 10 October 1995 and No 15754 from 3tblear 1995,
regulating loans-for-shares auctions, were notstegid with the
Russian Federation Ministry of Justice accordinghe estab-
lished procedure.

‘These arguments provide the basis to concludethieatredit
agreements of the Russian Federation, collatecallae such
shares, should be deemed sham deals. Under Atfi€leof the
State Code of the Russian Federation, a sham sleathiout any
standing and may be annulled under existing law.

"5. The Commission for Loans-for-Shares Auctionsmiied
violations, which influenced the outcome.

"In eight out of 12 auctions, the starting pricetioé shares
offered as collateral was overstated by an arlianount. At the
same time, either several participants had the gsaraeantor, or
participants served as guarantors for each othms. cbnfirms the
existence of prior agreements between participarntge auctions.

"The Commission for Loans-for-Shares Auctions, éfiathce of
letters from the Central Bank of the Russian Fdaerand the
Ministry of Finance of the Russian Federation, ptegk applications
to participate in the auctions, from companies thate using re-
sources for this purpose, in excess of double theuat of their
charter capital.

“In violation of the rules for the conduct of loalos-shares auc-
tions, earnest money for commercial firms was mtegi by the
commercial banks acting as their guarantors.

"The Commission for Loans-for-Shares Auctions eeatondi-
tions, under which such auctions could be entifielitious. As a
result, the federal budget failed to receive a tsuibigl portion of
the credits extended to the Government of the &#der collateral-
ized by shares in federally owned companies."

(From the submission of Deputy Chairman of the Actimg
Chamber of the Russian Federation Yu.Yu. Boldyeefrosecutor
General of the Russian Federation Yu.l. Skurat®vAgust 1996.)
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1 National Economic Systems
and the Internationalization
of the Economy

Global economic processes today are determinetidogdmbi-
nation of two contradictory tendencies: the submtibn of the
world economy to the interests of an internatidinaincial oligarchy
and transnational capital, and competition amortigme economic
systems. These tendencies are interwoven, craatiegch country
a unique combination of external and internal feecto

The diversity of these combinations ranges fromtated colonial
dependence of the majority of African countriesekghtransnational
capital reigns without restriction, to the stroragional economies
of Japan, China, the USA, and Germany, where theoeaic policy
of the State is fundamentally determined by therdésts of national
capital and domestic goods-producers. Between tias@oles in
the world today, are situated the countries ofrLatinerica, which
are attempting to create niches for the developroétiteir own
capital, under conditions of domination by trangmwet corpora-
tions; the members of the European Community, whiate re-
nounced national sovereignty in economic policyfavor of Euro-
pean transnational capital; the Islamic countriesluding Arab
ones, which combine a policy of attracting fore@apital for the
development of natural resources, with a firm dedeof their cul-
tural values and national interests; and, the hapidveloping na-
tions of Southeast Asia, where national interesésigminate in
strategies for development and the attraction i&figm capital.

The formation of the economic model for each cguistaccom-
panied by a complex and quite intense strugglecémtrol over
the institutions of state power, between the remtasives of trans-
national and national capital, or the world oliggrand the national
elite. They have different, often opposing intesesialues, and
instruments of action upon the economy. The donticanntries
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in world trade and international finance, abovettall USA, Great
Britain, Japan, and Switzerland, are simultaneottstycountries
where transnational capital is based. This relatign defines a
relatively high level of coordination of the intste of their national
elites, and those of the world oligarchy. Underttsped countries
are virtually deprived of internal sources for isiveent, and depend
entirely on transnational capital, which determiti@s comprador
nature of their national elites. The contradictibesveen the inter-
ests of transnational and national capital arelvedothere, by
putting national capital at the service of the $raional corpora-
tions, and by the incorporation of the nationakelito the periph-
eral layers of the world oligarchy. Between thegtesne types
are the remaining countries, which attempt to ditfbeir national
interests in global international competition, aodutilize their
competitive advantages in order to strengthen ti@sition in the
world economic system.

The national interests of each country are detexthabove all
by the principles of preserving its independenosugeng its peo-
ple's welfare and high quality of life, and pressgvits national
culture and possibilities to realize its inherggitituial values. These
interests dictate corresponding priorities in inédional coopera-
tion. In the economic area, an independent natapesning of its
national markets and the attraction of foreign tedpas well as
international cooperation, are under national cbretind are accom-
panied, when necessary, by measures to protedothestic mar-
ket, restrictions on foreign investment in aredal b the national
interest, support for domestic goods-producers, inogntives to
increase the competitiveness of the national ecgnémmhe area
of culture, the State prioritizes the national wdtin information
and education policy; national spiritual and imteflial values are
expressly promoted and defended from suppressidhebgtupefy-
ing and demoralizing implantation of transnatigogb culture.

The world financial oligarchy and big transnatiocabital, in
turn, strive for total control over the world marked each national
component of it, erasing the economic, culturad, political borders
among nhations, subordinating to their interests dbmpetitive
advantages of each country, and creating their iofarmation,
legal, and even enforcement infrastructure. Theyaar imposing
economic force today, if not the most powerful aumtrolling over
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half the turnover of world trade and finance, amelmost profitable
sectors of production in various countries, inaigdihe oil, mining,
electronics, electric power equipment, automolaite many other
industries. Many transnational corporations surpasseconomic
turnover of major nations, have whole governmemdeu their
influence, and exert a decisive influence on thablishment of
international law and the work of internationaltitugions.

Five hundred transnational corporations encompas® Ithan
one-third of all manufacturing exports, three-foarbf world raw
materials trade, and four-fifths of the trade iwnechnologies.
They employ tens of millions of people and arevacin virtually
every country in the world. The genesis and basatitis of these
transnational corporations are approximately eveivigded among
the United States, the European Community, anchJapey exert
decisive influence on the foreign economic poli€yhese countries,
as well as the international organizations theytrogrand they use
this influence in their own interest on the worldnket.

It is important, however, not to exaggerate the@mgf consoli-
dation within what, for convenience, may very caiodially be
called the world oligarchy. This phenomenon dodsfinthe hack-
neyed models of world imperialism or a Masonic plbfs a ten-
dency, rather than a well-formed organizationalcstire. This ten-
dency does, however, subsume the formation oficdrtstitutions
and organizational structures at the national ategriational levels,
for purposes of shaping and realizing the interelstaajor interna-
tional capital.

Like any other self-organizing community of inteesspersons
and enterprises under market economy conditioarsytirld oligar-
chy acts chiefly under the influence of the coimmdobjective
interests of the major financial organizationsjvacbn the world
market, in the establishment and maintenance afptable rules
of the game, and only secondarily according to seaigective
impetus towards consolidation. Therefore, in thatext of the
present book, the term "world oligarchy" denotesomplex and
rather diverse totality of major transnational tmm@d corpora-
tions, and comprador national banks and firms odlett by them,
as well as the legal and consulting organizatibas service them,
the international financial organizations, the Idgsts and theore-
ticians of a New World Order, and various officald unofficial
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institutions of political influence and public on shaping, which
develop arguments for and justify its establishment

Despite the apparently amorphous and undefinedenafuvhat
is here called the world oligarchy, in practiceliiks function in
an amazingly coordinated way, because of the dlgeobincidence
of interests, as well as kinship, family, natiomakjional, and clan
ties, established over a long period of time. Toaystitute a self-
reproducing whole, which independently makes up\ts rules
of the game, its language, technigues of influenoganizational
structures, and communications.

It would be a profound error to reduce this tengeiaca plot
of some miscreants or satanic forces. Objectiva@oi interests
are the defining factor here, organizing majorrimagional capital
to implement the policy most beneficial for itsdlisofar as this
capital operates on a world market scale, the ydiobjectively
strives to implement is global in nature, but ilso interwoven
with the national policy of various countries, amith alliances of
countries. This is an objective tendency, whichtbdse taken into
account in implementing any country's national ecoic policy.

Relationships between transnational and nationgitata and
between the world oligarchy and the national ditaje taken shape
differently at different times and in different gtities. Transna-
tional capital originates from an intermediary roienternational
trade and finance. International wars, and therldmears, have
been a powerful stimulus to its development, ay 8tarply in-
crease the demand for state loans and create nusnepportuni-
ties to derive superhigh incomes. Lending to coantiat on all
sides, the financial oligarchy always came out aner and took
part in the latest redivision of the world, receiyisimultaneously
indemnities from the losing side and interest payiidrom the
victors. By financing and, to a significant degrpmvoking armed
conflicts, the world oligarchy gradually came tovdieate the finan-
cial systems of Great Britain and France, and spesdly the
United States, the other nations of Europe, anit #ssociated
colonial dependencies.

This century's world wars, which it did its largaripto provoke,
were a powerful spur to the growth of the worldyaitchy. At the
present time, while continuing to take part in locanflicts—as
shown by the sources of financing and mechanismisiridling
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contemporary wars in Africa, Asia, and the Balkatrsnsnational
capital no longer risks provoking global wars. Boe thing, the
arms race, which was initiated by the world olitpgrchas reached
an extremely destructive level. For another, theldvoligarchy's
establishment of direct control over the finansigtems of leading
countries and the most important sectors of theldvorarket,
renders unnecessary such risky forms of derivingedugh in-
comes, as stimulating state borrowing by meansnofikg armed
conflicts. With control over a significant part wbrld and national
markets, the world oligarchy today is more intex@sh maintaining
global stability, while largely defining the new miborder, dominat-
ing the majority of international institutions, addecting the do-
mestic and foreign policies of the leading coustrfthe Group
of Seven).

The world oligarchy's main technique for exertirgjtigal influ-
ence and the pursuit of its interests is the a@stabent of control
over the institutions of state power in variousrtoas, dismantling
them, and replacing them with international law awtdrnational
institutions. The key instrumentality is to traj tielevant countries
in a web of debt dependency, suborn and demotthiée national
elites, and misinform the public. This is done wikie help of
diverse non-governmental organizations and contabr®ugh
which desired personnel for the institutions of powre selected,
official decisions are drafted, and policy is alijumade. For many
decades, the theories of formal democracy andahliberalism
have served as ideological packaging for this poMveakening
and liquidating the national institutions of stptaver, and of politi-
cal, moral, and cultural control, by the most dseemethods, from
bribery of individuals invested with power to theganization of
revolutions and civil wars, the world oligarchy m@ms obstacles
to the free movement of transnational capital, sutgbrdinates to
its interests the economies of entire countriescamdinents.

In the postwar decades, the world oligarchy tookaathge of
the Cold War, which it had done much to provoke arificially
prolong, in order to develop a highly organizedesysfor exerting
its influence. Powerful financial organizations eesupplemented
by offshore zones, free from any state controlagation; secret
societies and lodges were supplemented by forcepamitive orga-
nizations. Intense work on personnel placemertdrpbwer struc-
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tures of leading nations enables the world oligatohdirect their
policy in the interests of transnational capitaidao dominate
foreign affairs, as well as domestic policy, in maountries. The
crushing effectiveness of this new world orderesystvas convinc-
ingly demonstrated during the destruction of theSBSand the
subsequent colonization of its territory. The nmusiverful system
of state security in the world was paralyzed bijtiafed agents of
influence and totally disoriented by professionaihined groups
of provocateurs [29].

One sometimes hears that the United States and/ést are
interested in a strong and stable Russia. That uhegrstand the
danger of global destabilization and nuclear conflivhich might
ensue from the uncontrolled collapse of this hugety. And we
have readily believed that slogan, which obviousiyresponds to
the interests of the American people, as well asghropean and
other nations of the Old World and the New. Bugrupncountering
the patent contradictions between such friendlyore and the
hostile actions towards Russia by the leading mesniifethe Group
of Seven, and supposing, in our naivete and inraegehat each
country exclusively carries out policies in itsioa#l interests, we
go searching for the roots of the anti-Russian amapts of West-
ern policy, in some conjunctural combinations @irtlyeopolitical,
economic, and other interests. In bewildermentasleour foreign
colleagues: What is the point of your expanding KATvhy are
you imposing this suicidal "shock therapy" uponwhy do you
love these anti-Russian dictatorial regimes onténetory of the
former Soviet Union? We try to explain to them,tttieese absurd
actions are actually disadvantageous and dangéottsem.

Our foreign partners shrug their shoulders, andvanswith
embarrassment, that they don't understand it eithérthey con-
tinue to push the same line, citing directives frobigher up, or
they dryly reply that, in the last analysis, ittie choice of the
Russian authorities. But when the most objectivergthem begin
publicly to criticize the policy of the Russian diesship as economi-
cally absurd and destructive for the country's pobide forces,
there is an immediate shriek from the higher adutiesr That is
what happened with the Nobel laureates in economibs were
advised by high-ranking American intelligence affie not to take
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part with Russian scientists in a joint researdjgot on problems
of economic reform in Russia [30].

As was shown above, the interests of the worldaotigy and
the national interests of any given country wilt woincide. The
obvious "double standard" policy of the USA andeotleading
Western nations is explained by the contradict@ture of these
interests. Thus, contrary to the interests of #@pfes and nations,
the world oligarchy does not shrink from wars afabgl destabili-
zation. While for the peoples of the world, waalove all a matter
of human sacrifices, and for the State it meansneoas material
losses and threats to the national security, tediwgral capital has
always seen war primarily as a source of supertégbnues and
easy booty. Wars, conducted for the interestsval riations, de-
parted into the past after Napoleon's defeat irsiAus

In our century, the First and Second World Warsyel as the
local wars in modern Asia, contradicted the natiom®rests of
the vanquished and the victors alike. Both paidh wiieir blood,
for the superprofits of the world oligarchy, whiotade money by
financing war spending, and subsequently acquienggrprises,
which had been bankrupted by the war and excetsketion, at
giveaway prices. Therefore, in contradistinctionthe interests
of nations, which always correspond to stabilityl amernational
relations of a friendly nature, the world oligarthynterests lie
exclusively in the realm of creating the condititm®xtract super-
profits and consolidate its global supremacy.

The best conditions for this are created by wargolutions,
and economic crises, which weaken national secgyityems and
institutions of state power, while chaos arisesnemic structures
are destroyed, and new opportunities open up fborslinating
them to the interests of transnational capital.rétoee, the world
oligarchy does not fear the breakup of Russiagéssthe risk
of possible global catastrophe as compensated éoertbrmous,
exorbitant revenues, which the decomposition of whealthiest
State in the world is already yielding. Therefamdaen American
politicians, for example, say that the USA is iatged in a strong
and prosperous Russia, they are proceeding froratamelpoint of
the national interests of the American people; wiiety conduct
an actual policy toward Russia, of wrecking, disthemment, and
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destruction, they are acting in the interests efwlrld oligarchy,
which guides their decisions. That is why theymofiay one thing,
and do something directly opposite.

The "mystery" of the West's abiding aggressivityaal Russia
is to be explained not simply by some age-old éfars as a great
power, or suspiciousness, or russophobia, by gldbeinternally
contradictory interests of the ruling elites ofghaountries, whose
policies combine national interests with thosehefworld oligarchy.
National interests more or less dominate in the eim policy of
those countries, while the interests of transnatieapital, which
is also partially their national capital, dominatdoreign policy.

Towards not only Russia, but also other soveregfions, the
world oligarchy is invariably aggressive, and &s\o destroy the
institutions of state power and national sovergigathich could
impede its domination of the relevant segmentsiefglobal eco-
nomic space. The crushing of the European monarchigng the
end of the last century and the early years ofahé the overthrow
of the Tsar in Russia during the First World Whe implementation
of the Marshall Plan in Europe after the Second leV@var, the
destruction of the USSR and establishment of faremntrol over
the governments of its former republics, the octiapeof part of
Yugoslavia, the blockades against Libya and Irag,isolation of
Iran, the attempts at external isolation of India £hina, and the
financial catastrophe in Southeast Asia—this ig@uential chain
of events in a single direction. Its aim is to dasrte the institutions
of national statehood and replace them with econami political
coordination mechanisms, which provide freedom afoa and
privileged conditions for transnational capital, wsll as global
supremacy for the world oligarchy.

This explains the traditional russophobia of mapgkesmen
for the interests of the world oligarchy, who u$pdiold high
government posts in leading countries of the WEse age-old
might and independence of Russia, which was arlgaiperpower
for a millennium and conducted its own, independeict successful
policy in its national interests, have always baerobject of special
concern to the world oligarchy.



2 The New World Order

Contemporary ideologists of the New World Orden¢e&ussia
and most other countries no hope for composingcanging out
independent policies in their national interestier®organizing the
artificial opposition of the two political systerimsthe Cold War, in
order to dismantle the main institutions of staievgr in the leading
Western countries and replace them with internatiorstitutions,
a system of global control is being establisheceutiok diplomatic
and military leadership of the United States, fog sake of the
world oligarchy's supremacy. Making good on its of@mnt position
within the institutions of state power inside theitdd States, the
world oligarchy is trying to utilize the nationaésources of that
country for purposes of securing its own globalreagacy. This is
why the ideologists of the world oligarchy wantpm@serve U.S.
world leadership.

In order to turn the United States into a gigamfimdarme,
protecting the interests of transnational capgalimperial superior-
ity complex is inculcated in the American peopldijch is fuelled
by the grant of exclusive rights to take leadersing use violence
in world politics. Having control over the institonis of state power
in the United States, the world oligarchy uses tlasnmstruments
to protect its interests in other countries. Thigiémonstrated by
the experience of the Cold War, which brought tlogldvoligarchy
huge profits and opportunities for organizationghancement, but
at enormous material cost to the American peoptetha U.S.
NATO allies, as well as the human casualties ofldkbal wars in
Asia and Africa. It also is evident in the direntiof the U.S. National
Security Strategy, adopted by the U.S. adminisinafidr the next
century, according to which the American peopleughbecome
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the bulwark and means to secure the supremacyeofvthld oli-
garchy.

In particular, this document says that the USA&lileg role
should be used to direct integration tendencighernworld, adjust-
ing the existing political and economic institusoand security
organizations, as well as to shape new organizgtiwhich will
help create conditions for the advancement of Acaerinterests
and values [31].

What are those interests and values? The samet retptes
quite frankly, that "we recognize that the spredddemocracy
supports American values and enhances both ourityesnd pros-
perity. Democratic governments are more likely eoperate with
each other against common threats, encourageré@e, and pro-
mote sustainable economic development. They amelilealy to
wage war or abuse the rights of their people. Hetlwe trend
toward democracy and free markets throughout thiédvealvances
American interests. The United States will suppbid trend by
remaining actively engaged in the world." [31]

Among the various aims of U.S. national securitgtegy, laid
out in this document, we single out those thatattarize the use
of U.S. diplomatic and military forces, to secure tnterests of the
world oligarchy and transnational capital. The doeat empha-
sizes that U.S. strategy pays special attentiothéoimpact on
current and long-term U.S. foreign policy of "preinis that once
seemed quite distant—such as resource depletipid, papulation
growth, environmental damage, and uncontrolledgedumigra-
tion." In view of these factors, the USA has né¢m@pted to draw
a line between domestic and foreign policy, buteato define a
policy in areas such as economics and securitychadmilvances its
interests and ideals in a world, where the dividing between
domestic and foreign policy is increasingly blurrgsi]

Frank enough. The area of responsibility for U&iamal secu-
rity agencies is effectively declared to be enaptire world oligar-
chy to exert control over the most important mattarinterest to
transnational capital: unimpeded access to theuress of other
countries, including their natural and human resesjrand to their
markets, and the elimination of all national basri® the movement
and reproduction of transnational capital. Simdtarsly, it is de-
clared to be a national security matter for thetéthStates, to
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monitor the population growth, environmental patiat and politi-
cal systems of other countries. The American peoplst be pre-
pared to pay for such a global control functioneTdocument
emphasizes: "Engagement abroad rightly dependbemvilling-

ness of the American people and the Congress tate&osts of
defending U.S. interests—in dollars, energy andcerwtiere is no
alternative, the risk of losing American lives."1]3

Although the U.S. National Security Strategy comyastresses
that the purpose of U.S. global hegemony is torenthe country's
security and prosperity and create optimal conatiior solving
domestic economic problems, in reality it is difficto understand,
why the American taxpayer should finance dubiougtary opera-
tions in various parts of the world, an Americaditary presence
at all of the planet's key strategic locations, NDA&xpansion, and
a war in Yugoslavia—all to ensure the national sgcu/Vhat bear-
ing on the interests of the American people doesatiti-Russian
policy of the United States in Europe and the Comwaalth of
Independent States (CIS) countries have, or theeaetforts of
the American diplomatic and military machine tovers the reuni-
fication of the Russian people, to provoke thehierrtdismember-
ment of Russia, or to frustrate integration proesswithin the
territory of the CIS?

This is unclear from the standpoint of the nationgdrests of
the American people, but it is quite understandasiébeing in
the interests of the world oligarchy, which utiszehe American
diplomatic and military machine to impose its ietss. The pub-
lished strategy document even seals the monopdlyabfmachine
as an arbiter with the right to decide on the usto@e in any
global matters. It is asserted that, "In many imsts, the United
States is the only nation capable of providingrteeessary leader-
ship and capabilities for an international respasfsshared chal-
lenges." [31]

In order to convince the American taxpayer of thsdem of
paying for dubious punitive operations abroad, dfnategic report
introduces the category of "important nationalrimsés,” which "do
not affect our national survival, but they do affear national well-
being and the character of the world in which we.li In such
cases, it recommends that the USA "use our resptncadvance
those interests insofar as the costs and riskscemenensurate
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with the interests at stake." The American intetieenin Haiti and
participation in NATO operations in Bosnia and Hgavina are
cited as examples of this type of action.

A typical example of the new U.S. national secusiivategy in
action, was the illegal American bombing of Iraddiecember 1998,
carried out by decision of the U.S. President, eyjoarently wanted
to stop the impeachment proceedings against hidrdgging the
country into a military conflict. Thus armed aggies, in addition
to defining the role of global gendarme, is becarénmeans of
settling U.S. domestic problems.

The new U.S. National Security Strategy spells thet basic
features of the New World Order. The world oligargilans to
ensure its supreme position by means of extendioges of U.S.
vital interests" planet-wide, while the contenttiofse interests is
extended to control over the natural, demogragnd, economic
resources of other countries, and by consolidaéingexclusive
monopoly for the American diplomatic and militargchine on the
use of force in international affairs [31].

In return, the American people are promised pragpand
stability, since "the health of the internationabeomy directly
affects our security, just as stability enhances pghospects for
prosperity. Prosperity ensures that we are absistain our mili-
tary forces, foreign initiatives and global infleen In turn, our
engagement and influence helps ensure that thed werhains
stable so the international economic system camifio.” [311

This last formulation is reminiscent of the ideglaif the Khazar
Khanate, which existed a thousand years ago, whiengmal pros-
perity and stability were provided by the explaitatof neighboring
states, using a well-organized political and nmifitenachine, which
allowed the ruling supranational oligarchy to estrauperprofits
and to seek the global expansion of its sphereatral [32]. The
similarity is particularly evident against the bdp of the strategy
report's argument in favor of U.S. claims to exargpolitical and
military control over global environmental polluticand natural
resource consumption, when it is the country resibdm to the
greatest degree for both of these activities. pe$ capita consump-
tion of fuels and other important types of raw miate is tens of
times higher than the average world level, astarimdicators for
environmental pollution.
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Thus are the interests of the world oligarchy mwtaren with
the national interests of the United States. Apsgers' expense,
the world oligarchy is marshalling a diplomatic aniitary machine
to ensure its global domination and control, siemébusly enabling
the population of the USA and its allies to creatgre comfortable
and secure conditions of life for themselves, widnbourages their
claims to a privileged life-style, paid for by th&ploitation of the
entire planet's natural and human resources.

The world oligarchy's strategy for domination ig get total. It
is not interested in every type of activity, noegdt strive to control
all of the planet's resources. The strategy iscieds oriented
toward seizing "the commanding heights" of the di@tonomy
and national economic systems, which enable iidiate its rules
of the game to the rest of the world.

The world oligarchy's efforts are mainly concemtrain the area
of establishing control over the most profitablbengs of activity,
where possession of a political, natural, or iatgllal monopoly is
a source of superhigh incomes. These are the maeag®f state
debts, monetary issues, financial services, bankinditing and
legal services, international trade, the narcdbigsiness, natural
monopolies, energy, and the utilization of new texbgies. Other
areas, where market competition mechanisms rethecpassibili-
ties to derive superprofits by the exercise of aopoly, are less
attractive for transnational capital, and are nyaitbveloped by
national business circles. The greater the econpmicer of the
latter, however, the greater will be the degreeanfrdination and
mutually beneficial partnership between the wotlidaschy and
national capital, which influences the formationttué rules of the
game in any country.

In order to make more consonant the interests efwbrld
oligarchy and the national interests of the moseldped countries,
the racist theory of the "golden billion" was deyedd, according
to which a decent existence on this planet canubeagteed only
for 1 billion people in the most prosperous coestriwhile the rest
of the countries have a sorry lot as providersawi materials
and suppliers of cheap human material, to seriedrterests of
transnational capital. This doctrine is not an r@aston—it is
already being applied in the practice of regulatinigrnational
relations.
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Countries that have joined the club of the eleetparmitted to
defend their domestic market, to conduct an agyessxport
policy, to support their goods-producers, to prasdneir national
culture and public morality, and to impose thefeiiasts on others,
up to and including with the employment of armedcéo The
others are supposed blindly to follow the recomraéinds of the
international organizations, which express theréstis of the world
oligarchy, and not to impede the access of tramsraltcapital to
their markets, or the access of stultifying anduguing techniques
for the destruction of national culture and pubtfiorality, to their
cultural space. These "others" are drawn into uari@gimes of
unequal foreign economic exchange, through whielr tiomestic
resources flow abroad, and their dependency aratdinate posi-
tion as "donors" for transnational capital is afied.

The most refined systems of unequal foreign ecoooem
change, imposed by the world oligarchy upon depanciauntries,
include drawing the latter into a trap of foreigniébtedness, raw
materials specialization within the internationalision of labor,
and renunciation of sovereignty in the conductadé and financial
policy. Let us examine in more detail, how thigptfanctions.

The stimulation of foreign borrowing is the easiesite to the
exploitation of countries' economic potential, witle assistance of
their institutions of state power. Transnationglitzéd extends loans
to states or acquires their securities, which makesssible to
earn good interest, while the borrower countryr&aah into a debt
pyramid, requiring ever greater payments on presijoincurred
debts. Since the growth rates of the overwhelmiagprity of coun-
tries (0-4%) are far below the interest rates anittiernational
loan market (8-20%), the "debt trap" is automalycaprung. As
soon as spending to service the state debt readeesl, compara-
ble with the revenue stream of the state budget, ¢country's
national income comes under the control of foraiggditors. By
means of tax and budget mechanisms, the nationdiigtive forces
of debtor countries begin to work for the enrichtrefninternational
speculative capital. Thus, the developing natidnisatin America
have paid far more money in the form of interéstntthey originally
borrowed, while their total outstanding debt haséased.

The raw materials specialization of a country'snecay is
accompanied by unequal terms of foreign trade|tiegdrom the
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"scissors," which exists between the prices onmaterials, which
are mainly formed by global market competition, &mel prices on
finished goods, which are kept artificially high the magnitude
of the intellectual rent that can be charged bexafisnonopoly
ownership of the relevant production technologi&sce a country
is drawn into raw materials specialization, itrepped into a self-
perpetuating exchange of natural rent from the afsés non-

renewable raw materials deposits, for intellecteat in the form
of the prices on imported manufactured productse Thuntry

finances scientific and technological progress adhrohus widen-
ing the "price scissors," while simultaneously ungaing its own

limited industrial resource potential.

The renunciation of sovereignty in trade policy, iebhis
achieved by including a country in internationadteyns of foreign
trade regulation, in a subordinate and dependesitigqn deprives
it of the ability to make use of the political renthich is obtained
by using instruments of state regulation of theneowy for the
benefit of domestic enterprises. The renunciatiosogereignty in
trade policy, which international trade rules @@, sometimes
causes just the opposite to occur—utilization cbantry's institu-
tions of state power, in order to ensure the isteref transnational
capital, quite apart from, or even contrary to, ititerests of domes-
tic business circles and goods-producers.

The renunciation of sovereignty in the conductioéricial and
monetary policy, which is achieved by a countrgsumption of
obligations to international financial organizaspmespecting the
maintenance of certain parameters of the moneyhswpp the
exchange rate of the national currency, or thealijgkof the ex-
change rate to a freely convertible currency, deprthat country's
economy of the possibility of using the instrumenfistate power
for purposes of providing incentives for investmentaising com-
petitiveness. In the worst case, the country isideg of its sover-
eign right to conduct an independent policy witbpext to issuing
money, and its national currency is effectivelylaepd by foreign
currency, with the attendant consequences for fiheogriation of
revenue from cash issues.

The huge gap between the competitiveness of ersiespin
developed countries and transnational corporationsthe one
hand, and the rest of the world, on the other, iwhis already
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opened up and is continuing to widen rapidly, maké@apossible
to improve the competitiveness of enterprises irstnsectors of
the economy in developing countries, without appaie incen-
tives and defense by state regulation. By renognttie instru-
ments of independent trade, industrial, and firdmmlicies, these
countries deprive themselves of important meangdiwing the
competitiveness of their national economies, thmissalidating
their subordinate and dependent position.

The past two years have also provided examplesprgssion
by the world financial oligarchy against countriediich dared to
carry out an independent development policy. Tharftial crisis
in Southeast Asia destroyed the fruits of decaflesisiained labor
by the peoples of Malaysia, Indonesia, Thailand, ldorea, who
thought they could take an independent path ofldpueent. The
deliberately planned action to destabilize theaiaficial systems
has closed off the possibilities of economic growthhe region
for a long time to com&There is no place for upstarts in the New
World Order—the international oligarchy prefersttin every-
body's hair on the same comb.

There are, of course, a number of examples of dkeréble
impact of foreign trade liberalization, the linkagé the national
currencies of developing countries to freely cofiler foreign cur-
rencies, and the rules of trade policy coordinatiithin the frame-
work of the World Trade Organization, of which asnall countries
are members. That only goes to show that any cpuintrorder
to ensure its successful and sustained developsienild maintain
the necessary balance between its national inseamst the inter-
ests of transnational capital, creating rules e functioning of
the domestic market, which benefit domestic goadgyrcers and
national business circles.

The inclusion of an independent country into artgrimational
regimen is accompanied by the construction of apbexnbalance
of mutual concessions, in which the benefits adrimational integra-
tion for the country's national interests oughbtibweigh the antici-
pated losses. Developed countries determine tlagficipation in
international integration processes according itera of its eco-
nomic advisability, whereas the comprador elit@imderdeveloped
countries is simply forced to renounce nationakseignty.

The mechanism for protecting the interests of thddholigar-
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chy through various international regimens, undeickv participat-

ing nations relinquish elements of their nationaveseignty, is

based on the domination of the United States amet obembers of
the Group of Seven within such organizations. Trepresentatives
make the decisions, which become mandatory fathallmember
countries. This process is often accompanied byptamproce-

dures for reconciling the positions of these caemtiwhose policies
are also guided by national interests, which caahesays be re-
duced to a common denominator. In one way or andtiogvever,

the world oligarchy's various agencies manage ¢oneile their

interests, interwoven as they are with the natiamarests of the
leading Western countries, and then they impose tleeisions

on the international organizations.

This is usually achieved at the cost of infringomgthe interests
of all other countries, which are given the roleegfras in the cast.
A great amount of effort is expended in the Unifdtes, to draw
the political elite of other countries into its rtso that they will
play their role properly. Priority attention is giv to individuals
who set foreign, defense, economic, and informatiolicy. When
those individuals assume international obligationsbehalf of the
countries they represent, it ensures the suboiainaf those coun-
tries' domestic policy to the interests of the wasligarchy. Sub-
stantial funds are spent for this purpose, throtagious technical
assistance organizations, expert institutes, fdiomda and so forth,
while big efforts are made to draw the leadersoointries into the
international elite, and impart to them a cosmapatieology and
corresponding values, which anticipate the replacgrof national
interests with abstract standards of internatitaval Even the direct
recruitment of influential leaders of national goveents by the
relevant special services is not shunned, nor aiteery and
blackmail.

The entire arsenal of methods of working over ality less
than fully mature minds, for purposes of shapingew Russian
political elite, was employed to great effect dgriprocess of the
USSR's destruction and the subsequent colonizefidine former
Soviet republics. In any event, virtually all ofetteaders of the
"democratic movement" and the radical reform Gawvemnt in Rus-
sia had undergone a certain kind of training, antless seminars,
sabbaticals, and conferences abroad, during trexadexears of
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the "perestroika epoch." At these functions, thedkeeof candidates
for the new national leadership were pounded futhe mythologies

of the radical liberal doctrine and they were iHated against
attacks of conscience or common sense, by théatisti of a sure

belief in the inferiority of post-socialist socieipnd a feeling of their
own superiority as bearers of "vanguard ideas."

This brainwashing system was staggeringly effectiveie, its
success may be largely explained by the qualitgyer§onnel, se-
lected as "work superintendents” for the destructidb Russia.
They were, as a rule, relatively young, ambitiausjereducated
candidates with a pronounced inferiority complexsily imbued
with aggressive russophobia or anticommunism. THa#eres,
possessed of inexhaustible arrogance but unalfiledtaelf-realiza-
tion as specialists in their main line of work, eeasily reforged,
under the influence of experienced foreign mentots, fuehrers
of the radical liberal doctrine, prepared to ariatii their own
people for the sake of proving their imagined sopgr. The subse-
quent accession of these people to power, withathmixture of
encouraged corruption, produced the explosive cangof incom-
petence, criminality, and russophobia, which hasidated in the
circles determining the policy of the Russian Gowegnt these
past several years.

The world oligarchy knows how to train and seleetspnnel.
Using this cadre, it has organized and directeccthenization of
Russia today.



3 The Colonization of Russia

Practically the entire policy arsenal for the desion of the
institutions defining national sovereignty, in fava global domina-
tion by the world oligarchy, was brought into antia the process
of the destruction of the USSR, and continues t@rployed in
Russia and the other CIS countries today.

The international obligations, assumed by Russaddrs as part
of the "revolutionary reforms," under pressure frtmair foreign
bosses and at great cost to the country's natioteests, bear
out this policy most clearly: the Belaya Vezha agrents to abro-
gate the Union Treaty; the memorandum of the jas#umption
by Russia and other CIS countries on responsitiditgervice the
debt of the former USSR; Russia's renunciatioriaiins to compen-
sation for property left behind after the withdrawfits troops from
East Germany and the other Warsaw Treaty counaigrence to
the Energy Charter, which provides for the relisgoient of na-
tional sovereignty in the utilization of nationaleegy resources; the
renunciation of the defense of the domestic magteindependent
financial policy, and state incentives for the diemment of industry,
science, and technology, which is fixed in Govemivaad Central
Bank declarations to the International Monetary dcuemd other
decisions.

One of the latest clear examples of the policyatibnal treachery
was the signing of the agreement on Russia's gpihia Paris Club,
under which it was agreed on Russia's behalf tewif up to 90%
of the credits issued by our country to develomingntries that
have agreements with the Paris Club. Enormous dinhassets
of Russia, inherited from the USSR and worth tehbilbons of
dollars, were turned to dust. The Group of Sevemities needed
this decision, in order to reduce the debt setwizden on develop-

137
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ing countries, for the benefit of their other cteds; the leaders
of the Russian delegation, headed by Chubais, emreerned to
distinguish themselves as executors of the recomiatens of the
international financial organizations, which exgrése interests of
transnational capital.

Numerous statements by ideologists of the New Worider,
and the practical actions of leading Western casand of interna-
tional organizations with respect to Russia leavedoubt, that in
the framework of this New World Order, our counsyassigned
the role of a raw materials colony, the missiowbich is to mitigate
the effects of raw materials and ecological crisgsch threaten
the prosperity and stability of the developed cdesit In the frame-
work of this conception, a strategy has been inghaseRussia of
deindustrialization, shutdown of science-intensa@hnologies, raw
materials specialization, and adjustment of thentgls legal and
economic space to suit the interests of transraticapital. This
strategy cleanses Russian territory not only of efiim products,
but also of "superfluous" people.

In various scenarios, developed by the ideologiftthe New
World Order and specialists from the relevant fymeintelligence
services for the further dismantling of Russianettaod, Russia
is viewed as a dependent territory, utilized aoarce of raw
materials for industry, a thinly settled naturatipand a dumping
ground for hazardous wastes—in any event, as a&esairsuper-
profits for transnational corporation.

The 1997 book by the influential American politicadientist
Z. Brzezinski, The Grand Chessboard; American Ryneand its
Geostrategic Imperatives [33], is revealing in ttostext, bringing
clarity to many directions of contemporary Amerigggopolitics.
While the official U.S. national security doctrioaly asserts the
American administration's prerogative to interferaghe internal
affairs of other countries and to dictate its iagts anywhere in
the world, Brzezinski's arguments leave no doukdsiRuhas be
come the main trading piece in American geopolitit$ollows
from this book that the Cold War against the US&R Iteen trans-
formed into aggression against Russia. Brzezinghg constantly
emphasizes that Russia and the Soviet Union areaime thing,
unambiguously asserts the necessity, from the témidof Amer-
ican interests, of Russia's destruction, descriligfyture in
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American geostrategy sometimes as a "political kotaae," and
elsewhere as a freely confederative Russia, "coetpoba Euro-
pean Russia, a Siberian Republic, and a Far Ed:&public." [33,
p. 240; English edition p. 202]

Of course, Mr. Brzezinski is not the President ld tnited
States, nor even Secretary of State. Official Wagbn would
hardly confirm the existence of such a geostrategly respect to
Russia. Nonetheless, many facts bear witness tardeubted
influence of the ideas expressed by this politszaéntist, on the
work of American secret services and influentiaugpings within
the American establishment.

Interestingly enough, Brzezinski in his geostrategiguments
acknowledges the interests of all the major Eungs@vers, except
for Russia. He even defines Turkey as "a strateaither" of the
United States: "Regular consultations with Ankaggarding the
future of... Asia would foster in Turkey a sensestofitegic partner-
ship with the United States." Brzezinski does regjlect the inter-
ests of India and Iran, which America has tradditnattempted
to keep down: "It follows that a progressive engaget of India
in discussions pertaining to regional stabilitypexsally regarding
the future of Central Asia, is becoming timely, t@imention the
promotion of more directly bilateral connectionsween American
and Indian defense communities." Or: "A strong,nekadigiously
motivated ... Iran is in the U.S. interest." [33282; 204-5]

During a certain period of concentrating all itopelitical re-
sources on the struggle against the USSR, the"slept through”
the emergence of two new, powerful geopoliticahlsv—-Japan and
China, in the footsteps of which other major, rgpgrowing re-
gional powers have announced their claims. Nowpgsing that
these Eurasian superpowers submit to soft Ametiegemony,
Brzezinski sounds as if he is currying favor witlern, trying to
persuade them to take control of chunks of Rustattory in
exchange.

The enormous funds, invested by American taxpaiyethe
arms race, and the militarization of Europe andtddle East,
are devalued in the new geopolitical reality, whigre dynamism
and innovative capabilities of national and intéoral economic
systems are a greater determining factor thandtee fof arms.
American hegemony, weighted down with billions ofldrs of
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annual defense spending, is becoming an unwantsgkedtfor
Eurasia. Brzezinski, fearing the devaluation oftthi@ns of dollars,
invested in the destruction of the USSR, effecjiy@bposes to the
new rivals of the United States to share the bobthe Cold War,
which is how he views Russia and the CIS, in exghdor their
agreement to preserve the expensive hegemony obUtlied
States.

In the opinion of this leading American politicaientist, a bal-
ance of power in the New World Order should be exddl at
Russia's expense, up to and including the partafoits territory.
In his view, "territorial deprivation is not Russi@entral problem."
[33, p. 239; 202] The dismemberment of Russia thtee parts,
Brzezinski believes, will become the basis for aeinig a balance
of power in Eurasia, in American interests: "Eadhtt® three
confederated entities would also be more ablepdazal creative
potential, stifled for centuries by Moscow's hedwyreaucratic
hand." [33, p. 240; 202] The development of thedtve potential"
of the fragments of dismembered Russia will proceedording
to this design, with the guiding influence of theSUand its partners.
The same applies to the other CIS countries. Amrer@olonization
of Ukraine is proposed to be implemented jointlghwGermany
and France; that of Azerbaijan and Uzbekistantljoimith Turkey
and, in part, Iran; that of Siberia and the Fat,gaisitly with Japan
and China. As can be seen, in the view of thisfcAmerican
geostrategist, there is enough of the Russianitahee for every-
body, which will permit the USA to carry out theadegy of "soft
hegemony" in the world, paying with Russian resesiré\t Russia’'s
expense, it is proposed to construct a poignanesysf trilateral
concord, based on "America's global power, Chirg®onal preem-
inence, and Japan's international leadership."d3346; 208]

Obviously, the Brzezinski version of the New Wobdder is to
be built against Russia, at Russia's expense, arteoshards of
Russia. If Zinovyev was right to say that the Soslissidents "took
aim at communism, but hit Russia" [28], their oeass protectors
were aiming at Russia from the outset, and todhis they view
Russia as an enemy, which must be dealt a modal. bl

One might treat Brzezinski's tract as the ravirfigsnoaged anti-
Soviet with an inferiority complex, whose russopilachas taken
him over the edge, if not for his authority asldeding American
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geopolitical strategist, and his role as the putnauthpiece for the
geopolitical interests and sentiments of very mitial and wealthy
layers of the American oligarchy. Moreover, Brzekils words
rarely diverge much from the actions of Americaacil services,
which from the time of their founding have consatkthe annihila-
tion of Russia to be their top-priority task. Thieedt participation
and active role of the CIA in the destruction of HSSR are no
longer secret, after numerous publications by Acagriauthors,
who have described the deliberate, sustained &ffiorthat direc-
tion, of President Reagan and CIA director Caseyyell as subse-
guent leaders of the USA and the CIA (see, for @tanfi29]).

The same line is evident in the work of Americaecigd services
against Russia. Against the backdrop of noisy sdaratound the
failure of Soviet intelligence agents (now, in thmerican mass
media—Russian intelligence agents) acting agaimst Wnited
States, people who were recruited by the KGB ang haw been
betrayed, as well as of demands, already implemiefgdacto, that
Russia curtail any intelligence work, American liigence agencies
have stepped up espionage against Russia. Itilgytpkace with
the traditional secret means, as well as quitelpperth the partici-
pation of "agents of influence" in the upper echslof state power.

Under the pretext of participation in joint milgamaneuvers, in
the name of peace, special sabotage units areattappio Russian
training ranges, to develop methods of operatinguasia.

The Russian stock market has come under the cootral
strange community of foreign "experts," spies, addenturers,
protected by the leaders of the privatization agefde anti-
Russian actions of a number of influential lead#rshe "newly
independent states" are guided by foreign intelgdinked "advis-
ers," who directly coordinate the creation of adoor sanitaire,
hostile to Russia.

Simultaneously with the intense activation of th@ekican spe-
cial services against Russia, Washington's offfoiaign policy line
is becoming ever more russophobic. The only slgtéimouflaged
support for the Chechen separatists, the expan§ibATO to the
East, including the intention to include the Baltiountries and
Ukraine under the protectorate of that military hiae, the declara-
tion of the Central Asian republics and the Causasia zone of
U.S. vital interests, the demonstrative playinghefUkrainian card
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in order to set Ukraine against Russia, and thasadfto abolish
laws that were adopted against the USSR and disatienagainst
Russia—this is far from a complete list of the &uissian symp-
toms, presented by official American foreign paliSome people
believe that the Cold War is over, and democratissi has no
enemies. Some of those who determine Americangiorpolicy,

like Z. Brzezinski, think otherwise—that Russiatltiee Cold War,
and should now be dismembered, looted, and firktroyed as
an independent state [33].

America's top culture and information policy-makexksgdently
think likewise. In any event, those who “call thad" in Hollywood
exhibit a strong russophobic bias. The latest wafvdmerican
cinematography is permeated with anti-Russian hagsteortraying
Russians almost exclusively as terrorists, banditdent oppres-
sors, and less than human, who are to be fearddygainst whom
"all is permitted" in defense of the "civilized v

A new enemy image is being created in the publiciop of
America and the entire world, namely the Russianical commu-
nity and the "criminal-syndicalist” Russian Stal®at is how the
new social system in Russia is characterized inréjpert titled
"Russian Organized Crime," which was prepared lier United
States Congress in the autumn of 1997 by the WgtsimirCenter
for Strategic and International Studies, and widalplicized on
Russian television.

The report is a baldly tendentious piece of resgarontaining
scientific-sounding generalizations of all sortswhors and suppo-
sitions about the criminalization of the Russiaat&and society.
It contains no actual facts, but an abundance efyesonceivable
subjective evaluation and argument, including sérme Russian
officials, taken out of context and worked up tdear The order,
as is evident from the content of the report, vaagledmonstrate
the extreme criminalization of Russia, which, hgvireen defined
by the authors as a "criminal-syndicalist" Stagmresents a threat
to the national security of the United States &mdentire world.

The authors frighten the readers (American Congres} with
the tremendous scale of Russian organized crineetess of nu-
clear terrorism, large-scale computer sabotage ttandransfer to
unstable regimes of production and deployment tolgies for
weapons of mass destruction. They fail to suppeit arguments
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with actual facts, but obviously count on achievihg emotional
effect of russophobia. The purpose of this piec&anélytical hack-
work," is to justify the possibility and necessity a new interna-
tional isolation of Russia, up to and including th@osition of
tough economic and political sanctions. "The mogiartant and
.. most alarming conclusion of the report is tlztthe existing
level of state to state contacts between the UiSitates and other
countries, normal mutually beneficial contacts wihssia, which
has become a criminal-syndicalist State, ... uridercontrol of
corrupt government bureaucrats, politicians, bssinen, and
criminals, ... will become impossible." The repadsesses that
"Russian organized crime constitutes a direct thethe national
security interests of the United States by fostemstability in a
nuclear-armed major power."

There are numerous polling agencies working altwgstime
lines, by fabricating questionnaire results retdrhg leading com-
panies, according to which Russia is viewed asribst corrupt
State in the world.

There are too many coincidences here, as theyTs@yconsis-
tent tendency of rapidly growing russophobia cartréeed through
the geopolitical theory, the official U.S. natiorsacurity doctrine,
the activity of American intelligence agencies, Wiagton's foreign
policy, the outlook of the American film industrand the shaping
of American establishment opinion. Considering sthepped-up
U.S. efforts to ensure its leadership in the estainient of a New
World Order, the pattern confirms the conclusioat tthe New
World Order under U.S. hegemony is being createdtaied above,
against Russia, at Russia's expense, and on thads stfaRussia.
There is no place for Russia in the model of tlei mvorld order.
Its territory is viewed as a free space with rietiunal resources,
which ought to be carved up into spheres of inftedoy the United
States and its allies to ensure balance amongititeiests.

It is evident that the American geostrategists' weallenge is
constructed according to a criminal kingpin's piiei logic: Agree
to be under my command—there is booty enough fohére is
a huge, undivided territory (a geopolitical blacteh in Brzezinski's
terminology), which is available to be partitionaad utilized by
the leading countries as compensation for certairalnand material
inconveniences, occasioned by American "soft heggh®ther-
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wise, the world will plunge into anarchy and chaoesyhich Russian
bandits and terrorists contrive a worldwide catgie.

The American strategists understand, naturallyt, Rwessia will
hardly agree willingly to be a bargaining chip metservice of
American geostrategic interests (although certagi-kmown Rus-
sian figures, including some who held high offass quite prepared
to agree to this, having been carefully cultivdigdmerican special
services). Therefore the |mage of a criminal, aggjve, ungovern-
able country is inculcated in world public opinioa—eountry that
resembles the real Russia about as much as thedJSiiates
resembles the Congo. For large fees, however, Aaeifintelli-
gence analysts and American filmmakers each do feet to
create the required disgusting image. That imadieb&ineeded,
at the point Washington decides to use force irertef of the
interests of the world oligarchy, under some slogh®nsuring
world stability, establishing control over Russiaw materials de-
posits, destroying the Russian nuclear industrysemuring "the
independence of some territory within Russia." leparation for
such a possible eventuality, NATO is being expandedflicts
within the CIS are fanned, and intelligence is lyuai work.

We were tired of the Cold War, the arms race, igsism, and
claims of world supremacy. We readily gave all thpt without
thinking about the reaction of the "probable adwer§ The naive
romantics of perestroika wanted to believe in Rimtle Sam, who
would bestow democracy upon Russia and help itetdet the
civilized world,” as Russia had once assisted thi#éed States in
attaining its independence and becoming a full eaaal member
of the international communifyBut, as it has been said, "reality
is rather sadder." They did not trust our rushe¢age and friend-
ship, our good will was taken as a sign of weakrass our striving
to demilitarize and end the arms race was evaluadediefeat in
the Cold War. The incompetence of our leaders, dossbwith
the cupidity and treachery of their close assosjasdiowed the
world oligarchy to carry out its policy of subvedi Russian national
security, aimed at the colonization of our country.

We don't want to believe that we tore free of tinen'curtain,”
only to land in the company of bandits, who immtdyabegan to
carry off our property, while our friends stood &y passive wit-
nesses. It is better, however, belatedly to ackedgd the mistakes
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that were made, assess the results, and drawdhermonclusions,
than to plod meekly along to the slaughter likeeedhof sheep,
voluntarily agreeing with the self-deception of goimagined pros-
perity to come after the present revolution.

The disintegration of the Russian economy and ,stakgch
resulted from the "shock therapy" policy, is por&e to the public
abroad as a direct and open threat to traditiorestévn values and
interests, at the same time as the activity offtheign-supported
revolutionaries is presented to the Russian puldi@a blessing
for the population of Russia and the entire plahreteality, the
transformations that have taken place in Russia htile in com-
mon with the widely proclaimed goals of economiome. In es-
sence, they represent a modern form of neocolpniily.

Both the methods and the consequences of the podiaied
out in our country evidence this. The Russian etgnaas quickly
and successfully driven into the above-enumeraigxs tand caught
in the mechanisms of unequal economic exchangée Wid Gov-
ernment assumed foreign obligations, which inelyjtédd to the
rapid loss of independence and the colonizatioth@fcountry in
the interests of the world oligarchy and transmaii@apital. Russia
has acquired more and more of the typical featfragaw materials
colony, from the standpoint of its world market pézation, as
well as the structure of capital investment, whilghermines the
future structure of the economy. The share of Hasicand energy
resources in total exports has exceeded one-halfstiare of all
raw materials in total exports is three-fourthsjlavithe share of
machinery and equipment is only 8-9%. In excharmyenatural
rent, Russia acquires consumer goods, machiness@ngment,
thus financing scientific and technological progreand job-
creation abroad.

The situation with the build-up of Russia's stagbtdis even
more ominous. On top of a doubling of the foreightdwhich has
passed the $130 billion mark and become one dbitigest in the
world, a huge pyramid of domestic debt has accueuilm recent
years. It has already swallowed 400 billion redeinated rubles,
which is more than the total money supply, andsa&ed up 70%
of all the credit resources of the country. Thentogs financial
system was already de facto bankrupt, before thatsswas certi-
fied on August 17, 1998, after the Government'ssitet on the
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forced restructuring of the domestic debt and tkeatfal Bank's
on the imposition of a ninety-day moratorium ondidreepayments
by Russian banks to their foreign partners. Theigitinof Finance
leadership began to talk about the need to shifig¢assue of one-
and two-week GKO. The construction of financialgrgids on the
shards of the state budget had become the fayaitiime of our
“financial authorities."

The chief function of the Russian State graduadigdme the
extortion of interest payments on loans, contrafbedhe benefit
of foreign creditors and our own oligarchy. As atte shown, servic-
ing the state debt became the largest item inederél budget,
reaching half of the total spending in some morfitegn it will be
demanded that we mortgage our raw materials depasd hand
the country's resources over to our creditors tnage. The basic
legal conditions for this have already been credtethe form of
legislation on production-sharing agreements.

The recently adopted Budget Code enshrines thdudgwior-
ity of the timely payment of debt service, declgrthese payments
to be exempt from cuts under any circumstancedgveliii other
categories of spending are subject to the prinaplautting budget
spending and minimizing the budget deficit. Thueyiging the
state debt became the highest priority, carryingenweeight than
obligations to the population, providing social iguees, or defend-
ing the national security.

The Russian Government and Central Bank were the tirat
pulled Russia into the above-listed traps of foralgpendence. We
have already told how, from October 1993 untildh&umn of 1998,
they were under the control of the oligarchy rulthe country,
whose interests are interwoven with those of iatiional capital.
This relationship predetermined the puppet natfirthed Russian
Government, which has been guided and controllethdynterna-
tional Monetary Fund and the relevant serviceshef Group of
Seven countries.

Although a change of government and of economiicypgpkiori-
ties took place in Russia, after the financialaqmk of August 17,
1998 and the cessation of the financial oligarghgigsitical feeding
on the state budget, the process by which the gowas drawn
into colonial dependence merits a short descripfidre abiding
influence of the comprador oligarchy on the PregideAdminis-
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tration and other agencies of power defines a ptdbeeat, that
the mechanisms for the self-destruction of the tgisnproductive
forces could be resurrected. In order to avertttivisat, it is impor-
tant to understand how the hidden springs of thena policy
work.

The pivotal element of the policy for Russia's o@b enslave-
ment during these recent years has been the liee $oals were
declared to the people, while quite different, mfiametrically
opposite ones were pursued in practice. The fonwere pro-
claimed publicly in official documents, while thetter were secretly
laid out in agreements with foreign centers ofuiefice, and final-
ized in the Russian Government and Central Bankadgions to
the IMF.

From October 1993 until September 1998, the wdilthchy's
direct control over the Russian Government way fuibible, and
no great effort was even made to hide it. The RnsSiovernment,
in defiance of the will of Parliament, the positioheconomists,
the demands of the trade unions, and public opisipstematically
implemented the International Monetary Fund's motg, which
were defined in the annual so-called declaratidriseoGovernment
and the Central Bank on the following year's ecoaguulicy, which
were composed by IMF experts and then translatedRussian.
These declarations were generally not publicizegtesthey con-
tained a totally different policy, from the one tthaas publicly
announced, which relatively corresponded to therésts and ex-
pectations of the citizens.

That policy, however, remained just on the papahefannual
Presidential Messages to the Federal Assembly Hiuibly de-
clared government programs, and had little in commith the
measures that were actually carried out, underatarftthe interna-
tional financial organizations. In cases of a diemflict between
the aims of the IMF and Russian laws, the Russaaldrship
unfailingly carried out the former. This was therséto the numer-
ous contradictions between the Government's acindsts decla-
rations, and to its disregard of Russian legistatio

On the one hand, it was officially declared neagstadefend
the interests of domestic goods-producers; on tinercthe actual
steps taken by the Government meant renunciati@myfdefense
of the domestic market whatsoever, while numerauiqges were
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granted to importers, alongside implementation pblacy of main-
taining an artificially high exchange rate for thible, which was
murderous for domestic production.

On the one hand, it was repeatedly declared negesshring
about an upswing of investment; on the other, theahsteps taken
by the Government and the Central Bank, to resthietmoney
supply and build up the state debt, aggravatedighality crisis
and made it impossible to lower interest rates leval that would
attract investment into the sphere of productibastblocking any
possibility of overcoming the investment crisis.

On the one hand, there was endless discussioreafjgtening
the national currency; on the other, the Governraadtthe Central
Bank took no measures to dedollarize the economaxpand the
use of the ruble in international transactions.

On the one hand, an acute budget crisis and sapierincrease
of state debt were observed; on the other, the @owent sold
state property at prices tens of times below vatune legalized
embezzlement in the guise of loans from the fedmrdget, super-
high-yield government bonds, and tax breaks forilpged com-
mercial organizations.

On the one hand, it was acknowledged to be negessaupport
a structural reorganization of the economy and igeoincentives
for scientific and technological progress; on theeg spending on
science was reduced tenfold, while the Governmeteingy refused
to take any measures whatsoever to provide in@nfiw innova-
tion or organize the structural reform of the ecop®n the basis
of modernization.

On the one hand, it was declared unacceptablééoreforms
to have too high a social cost, and impermissilliehfe population's
standard of living to decline more than it had;tba other, the
Government refused to honor its social protectitetges, arbi-
trarily sequestered social spending that was maddat law, per-
mitted a steep deterioration in the quality of edian and health
care, and cast the non-working population, inclgdmillions of
children from poor families, upon the whims of fate

The list of these contrasts could be extended witkod. It is
evident that the Government's documents for pudgitsumption
talked about actions it might be expected to tpkeceeding from
the primacy of national interests. Some slogan®Wwerrowed



THE COLONIZATION OF RUSSIA 149

from the opposition. Therefore, the Government knévat those
were. But when it came to actual government potiogse interests
were not merely ignored—the measures that weretedafsually
ran directly counter to them. In effect, the limdldwed was to
eliminate those state regulatory functions, whickul impede the
world oligarchy's interest in extracting superpofiThe instru-
ments for defending state interests were liquidatadey hindered
the activity of transnational capital, patriotigathinded personnel
were removed from government agencies, mechanismid so-
cial protection of the population were dismantladd society's
moral principles were destroyed.

A clear demonstration of the effective control otleg Russian
Government by its foreign patrons, was the Presglemto of
two laws, aimed at the defense of Russia's natioterests, after
lobbying by agents of foreign interest in the Riesiial Administra-
tion and the Government: the Law on Cultural ValespbRemoved
to the USSR as a Result of the Second World WarLandted on
the Territory of the Russian Federation and the bawFreedom
of Conscience and on Religious Associations. Tim@stl unanimous
support for and passage of these laws by both obrdf the
Federal Assembly, and their support by the ovemvimg majority
of the country's population, the Orthodox ChurcH ather tradi-
tional confessions, turned out to be insignificdigt,comparison
with the demands of the American President andstmenan Chan-
cellor. It took a special decision by the Congtitudil Court, for the
first of these laws to be signed by the Presidentthe second
law, it was necessary to conduct lengthy negotiatio order to
reach agreement on its content with foreign cordgassfor which
the Administration of the Russian President seaghouthpiece.

The Russian Premier exhibited a similar foreigremmation
somewhat earlier, when he refused in 1996, undesspre from
the Director of the IMF and some American Senatorgnplement
the Law on State Regulation of Production and Triadé&thyl
Alcohol and Alcoholic Products, which provided fbe introduction
of restrictions on the importation of alcohol, thdsfending the
interests of the State, society, and Russian pesdutn response
to the demands of several American Senators and/l#imaging
Director of the IMF, who were lobbying for the pradrs and
suppliers of foreign alcohol to Russia, the Premgésprted to a
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gross violation of Russian law, inflicting enormauaterial damage
to the Russian Treasury and the interests of darnesiducers.

The result was that alcoholic beverage importsesmed 30 times
over in 1993-1996, reaching more than 30% of tha &icoholic

beverages on the Russian market [49]. There argypté other

examples like the ones mentioned here—from theaitoment of

Russia's space program cooperation with India, @mathd from

the United States, to the provision of Russian gowent guaran-
tees for the importation of equipment, imposed fautside, to the
detriment of domestic goods-producers.

The Russian Government's extension of a great raihgearan-
tees for state purchases of imported products,edisaw all sorts
of privileges for foreign companies, and the transif valuable
items of former state property to their controlsvekin to the affairs
of corrupt puppet governments in African coloni€ee Russian
Government was, evidently, the only Governmenthia world,
which extended guarantees not to its own investutsto foreign-
ers, and not for exports, but for imports.

These and many other examples clearly show, tkaRtissian
Government of those revolutionary years reallyfilithe definition
of a puppet government—carrying out state poliogdi alien to
the national interests, neglectful of its congiiual obligations,
mercenary, and hostile to Russia. On virtuallygakstions, where
the United States and other Group of Seven cosrgsierted pres-
sure, the Russian leadership made unjustified esimes, inflicting
obvious damage to the national interests of Rus$siaeturn, the
“international community,” in the name of which tbeS. State
Department has generally spoken after the breaktipeoUSSR,
has invariably supported the Russian leadershgpitdeits massive
violations of human rights, de facto genocide egjdime people of
Russia, and the overt looting of the national viebly the ruling
oligarchy.

The concentration of power in the hands of a smalup of
people, which focused the drafting and adoptiodemfisions within
shadowy structures in the vicinity of the Governtreemd effected
their implementation by means of secretively shatihg through
the required government resolutions and presidesidierees, ren-
dered the entire formal hierarchy of the executirench unneces-
sary. Many honest and responsible specialists misinies and
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agencies, people devoted to the national intecestd exert no
influence on anything, because everything was dddiy a shadow
government, which, while depending on the highidt bf the
official Government, could block the work of thétdés and pursue
its own private interests.

The policy of turning Russian into a colony is beled by the
ruling oligarchy's interest in consolidating itsndaant position.
That position is attained by means of demoralizng reducing
the population, renouncing important elements ofdRis state
sovereignty, and our country's assumption of iatéwnal obliga-
tions, applicable to its own internal affairs. hshbeen discussed
above, that the best guarantee for the oligarcliygrin Russia to
preserve the riches it has appropriated, the positihas achieved,
and its security, is to colonize Russia and dedtreyRussian State.
It is no accident that the Constitution of 1993|sé¢lae primacy of
international law over national law, a principlaths repeated in
virtually all federal laws of the least significaavhich makes it
very easy to dismantle national legislation, subatihg it to the
interests of international capital through a welintérgovernmen-
tal agreements.



4 Prospects

There is always a multiplicity of options in ecoriorpolicy, and,
consequently, of scenarios for social and econaleielopment.
At the same time, the range of choices narrowshascountry
experiences the destruction of its productive ferand is drawn
into the trap of foreign debt and unfair termsratlie. Continuation
of the social and economic policy that was beingieg out until
August 17, 1998, even for only a short while longesuld leave
no hope for a decent life for tens of millions d@fzens of Russia,
or for the independent development of the nation.

It is impossible to preserve either independenctherability
to develop independently in the world today, whaléing to finance
science and education, permitting a tremendousldsian of hu-
man capital, and living in debt at the expenséefdountry's future.
The colonization of Russia would become irrevessilblthat policy
were continued. An understanding of this must ke pbint of
departure for describing the inertia scenario, Wipcesumes no
fundamental changes in the content of policy. Téwt part of this
book will establish the grounds for an alternateenario of the
country's development, other than the inertia si@n@he imple-
mentation of this alternative will make it possilbleovercome the
worsening degradation of productive forces and eknba a trajec-
tory of sustained social and economic development.

As has been stated, the main result of the econonticy carried
out in Russia was the clearing of economic spacé&dasnational
capital. Because this clearing has largely alr¢adlgn place, the
ruling oligarchy will strive to consolidate the wds it has achieved.
This will be done in several directions that halrealy been laid
out, each of which leads to a further weakeningRofssian
statehood.

152
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The first such direction is the further buildupstdte debt,
with Russia's assumption of still greater obligagioincluding the
use of raw materials deposits and tracts of lando#iateral, and
political concessions up to and including nucldaaminament, the
concession of contrived territorial claims by otleeuntries, and
so forth. This is also the route to temporary nesiahce of relative
social stability (holes in the state budget arggéad) and to Rus-
sia's increased dependence on international capiththe creditor
nations. Both of these factors aid in strengthemiegposition of
the ruling oligarchy.

There has been a rapid advance along this pathgdiie entire
recent period. As shown above, the federal Govemhmas drawn
into the state debt trap. The inability to pay wfé foreign state
debt, which in large part was foisted upon Russidsainheritance
from the USSR, forced the Russian Government toenegidless
concessions and to allow foreign control over maticeconomic
policy, for the sake of endless restructuring afstéhdebt obliga-
tions. The situation was compounded after the RasSovernment
declared itself bankrupt, with respect to servithmydomestic debt.

The Russian Government in effect surrendered dtsgandence
of command over the state budget, the greatestopavhich has
gone for debt service since 1997. Moreover, eqiuilib was main-
tained in the country's financial system, befosecillapse, only to
the extent that foreign investors wished to sinkdfu into the
acquisition of new debt obligations from the Russ&overnment.
Thus they were in a position to dictate interesegahat were
many times in excess of a reasonable level, turtiiegRussian
Government into an instrument for the redistributid the national
income in their favor.

A second direction is to compel Russia to make aigba
renunciation of its sovereignty, in the form ofeimational obliga-
tions that ban unilateral actions in areas of ingure to transna-
tional capital. The areas of foreign trade, finahenarkets, and
the exploitation of raw materials deposits are dhes primarily
involved. Typically, political decisions were takém Russia to join
the Paris Club, the Energy Charter, and the Wordld Organiza-
tion, without any study beforehand. Each of thesermational law
regimens entails a partial renunciation of sovergign the area
concerned. A great number of such unilateral cames and obli-
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gations to renounce the defense of the nationalceny are con-
tained in the Russian Government's declaratiotisetdMF.

A third direction is the strengthening of the coagr
political regime, by means of undermining the sob&se of the
opposition and eliminating its most brilliant amtiépendent lead-
ers. This path subsumes continuation of the palfayutting social
spending by the State, stimulating the rise offadt@and narcotics
consumption in society, corrupting the youth, araintaining intol-
erable conditions of life for the older generatiansexpectation of
their speedy extinction, as well as the use, iessary, of direct
political repression and terror. The first of thedements became
a main direction of the Russian Government's wehile the latter
was practiced with the shelling of the oppositiamihated Parlia-
ment, the civil war in Chechnya, and acts of teagainst the most
purposeful opponents of the regime.

A fourth direction is the transfer of important emrises
and economic sectors to control by foreign capitdreign
capital already dominates the Russian corporatgrises market.
Transnational corporations have made major inraadiglying up
shares of Russian competitor enterprises, estadgistontrol over
several strategically important sectors of the Rmsgconomy.
Even in the case of the natural monopolies, whighad critical
importance for ensuring the country's national sgeuthe elec-
tric power industry, the natural gas industry,defemunications—
a rapid transfer of shares to foreign "investorgswrganized. In
parallel with the increase of the state debt, tHemse been an
expanded transfer of key sectors of the natiorahey to foreign
companies' control: instrument-making, nonferrowgatiurgy, the
stock market, the market for insurance and infoionaservices,
and the extractive industries. Our goods distrdyutietwork has
already been reoriented towards imports, the sbBkghich on
the domestic market is steadily above one-halfh\¥ie conclusion
of agreements with foreign companies on their etgtlon of raw
materials deposits, under terms of production-aganivhich pro-
vide for the primacy of international law and thesRian Govern-
ment's relinquishment of immunity, valuable Russ@an materials
deposits, and subsequently large tracts of Rudsiaitory, will
come under transnational capital's direct control.

A fifth direction is the disintegration of the cduy its
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breakup into self-governing territories, the degiom of a single
legal and economic space, and the entanglemenoradtituent
territories of the Federation in relationships oilateral depen-
dence on foreign capital. This path "automaticaligsolves the
problem of colonizing Russia, in that it erases stgmificance of
federal policy and the very concept of Russiaronatisovereignty.

Until the autumn of 1998, the Government was alstiv@oving
in the first four directions, which were termedé'teecond stage
of reform," for the purpose of camouflage. Among dims was
Russia's adherence, as quickly as possible, talibee-mentioned
international treaties and organizations, no mattewhat terms,
the unconditional fulfillment of the growing stadebt obligations
as the main goal of state budget policy, and tbaatéon of social
spending as the leading direction of social polidye Memorandum
of the Russian Government and the Central Bankcamamic
policy for 1998 laid down the priority of internatial law in the
Russian Government's agreements with foreign invest

Preparatory work is under way on the fifth directad the coloni-
zation of Russia. Little by little, internationakaognition of the
criminal regime in Chechnya is countenanced, theigo contacts
and independence claims of several Russian autamjdsdic-
tions are intensified, and the common economiclegal space of
the country is being destroyed.

It is clear to specialists that, after several gadrsuch policies,
Russia is doomed to become a colonial country,echnp into
spheres of influence among various groups of anexdénd foreign
corporations. The establishment of colonial deproéeloes not
necessarily presume that Russia will be deprivedhefformal
attributes of political sovereignty. The contempgraractice of
neocolonialism does not, as a rule, provide fot. tlhere is no
need to occupy a country, in order to exploit remmically—it is
rather more advantageous, and cheaper, to gaimotaver its
leadership, draw it into debt dependence, and lesttedhe primacy
of international law in its national system of Egtion.

An important element of the fifth line of neocolanpolicy is the
regionalization of Russia, which is often mistaetbnfused with
federalization. In distinction from the latter, thetual practice of
adaptation by the constituent territories of thedfation to the
deteriorating macroeconomic situation and the bucigss is ac-
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companied by their legal and political "fencing fsim the federal
center, and the creeping feudalization of soatalinemic, and politi-
cal relations in many regiofist presumes the dominance of centrif-
ugal over centripetal tendencies, and the conversialegrees of
regional independence into the de facto disintegraif the coun-
try's unified legal and economic space.

As a rule, in countries with a federative politisiducture, there
is a no greater than 10% difference between theldesf budget
revenue in the various constituent territorieshaf tederation, as
well as in the population's levels of income. Meerp any region's
lagging behind the others in revenue and incomeldelby more
than one-third, is viewed as a federal problemuiraw special
measures to equalize these incomes and pull tlebWlaad" juris-
diction up to the average level. We have experiénr capita
tax collection levels that diverge by a factor ofteen between
constituent territories of the Federation, and papita budget
spending that diverges by a factor of twelve. Distimg the most
and the least prosperous constituent territoriethefFederation
(the autonomous districts in Tyumen Province amdrdpublics
of the North Caucasus, respectively), these indisadiverge by
a factor of six. In over one-third of the constitgerritories of the
Federation, total tax collections are consistelghs than budget
spending—they cannot make ends meet, even if théeCallows
them to keep all the federal taxes collected oir thaitory. Over
one-third of the budget revenue of these constittesritories of
the Federation consists of financial aid from thdefal budget,
and for over ten of the constituent territorieghaf Federation, this
share is greater than one-half.

The extreme differentiation of the constituentiteries of the
Federation, with respect to their levels of taxerae and budget
spending, is associated with differences in leg€lgroduction, and
the structure of the economy. Since the sphereodfuption carries
the main tax burden, this first factor is decisilelustrial output
per capita varies among the constituent territarfethe Federation
by factors of greater than 100. Even if data exti®are discounted
(some autonomous districts in Siberia and somebiiguof the
North Caucasus have average per capita levelslostiial produc-
tion less than 10% of the average for Russia)lethels diverge by
a factor of five.
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The situation is analogous for the levels of agrical production
and capital investment Regions also differ, accwylgti in their
standard of living. The differentiation factor argaronstituent terri-
tories of the Federation for the ratio of average gapita income
to the subsistence minimum is five. In one-thirdtloé regions,
moreover, this ratio is no greater than 150%, whigans that
virtually every person lives in poverty. Worst dif there is a steady
tendency for the differentiation among the constituterritories
of the Federation to widen, chiefly through theedetation of the
situation in the poorest of them.

Although a decline of production has been obseived of the
constituent territories of the Federation, withexteption, since
1992, in one-fourth of them it has been greaten thaeefold. In
the majority of constituent territories of the Featon that have
the worst ratio of average per capita income to shiesistence
minimum, this indicator steadily declined in 19991. Even in
1997, when production stabilized and there was argiyght decline
of investment on average in Russia, the situatemaime worse in
the majority of depressed regions.

The differentiation among the constituent territerof the Feder-
ation is increasing, due to different rates ofdkeline of production.
This means that the widening differentiation ofisag, with respect
to the level of budget revenue, is taking placeéhm setting of a
reduction of the total tax base and, consequeathgduction of
the possibilities for aid to be extended from tederal budget to
support the budgets of constituent territories hef Federation.
The differences among the regions in the levelstath they are
able to fund their budgets are growing greater, wuthe more
rapid deterioration of this indicator in the podrgsisdictions of
the Federation.

The widening of differentiation among the constiiuterritories
of the Federation, in their levels of social andnetnic development
and the ability to fund their budgets, is compowhbg the conse-
quences of the disintegration of the economy aedothtflow of
capital from the sphere of production into speautafThe resulting
shortage of money within the production spheredeadturn, to
the territorial disintegration of the monetary syst In 1996-1997,
over 40% of budget revenues in constituent teiegoof the Federa-
tion were in the form of non-cash offsets. In omath of the constit-
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uent territories of the Federation, the share of-cash offsets in
total tax collections is over 60%. In many regiafighe country,
actual money has in effect been replaced by monstarogates,
independently issued by the constituent territoatshe Federa-
tion, without coordination with the Center. The lemented macro-
economic policy resulted in their "dropping out" thle unified

monetary system, which is what holds the commoma@moic pro-

duction activity of the country together under nedronditions.

Alongside the reduction of federal budget spendmgbsolute
terms, the Government's adaptation to the budgss dncludes
the reassignment of budget system spending, efipesaial
spending, to the level of constituent territoriédhe Federation.
There is not, however, any adequate expansioneof tdx base—
the size of transfers from the federal budget ¢orélgions is actually
reduced. The Center compensates for the shortagedget reve-
nue sources in the constituent territories of tleeldfation, by
granting them broad independence. The regiongeutitis freedom
to patch the holes in their budgets by attractimgifyn credits.
This process is in full swing. Over 300 bond issbEonstituent
territories of the Federation and municipalitiewvéhdeen regis-
tered. The volume of bonded debt issues by coestitierritories
of the Federation was estimated at 24 trillioneskdnd $900 million
in 1997. The growth of these loans was 2.7 timek9Bv [37]. Up
to 20% of these bonds were purchased by non-resifzs].

The possibilities for constituent territories oetRederation to
attract loans are quite limited, however, becabsg tack sound
collateral. Under conditions of an aggravated budgsis, there-
fore, the authorities in the constituent territeraf the Federation
will be compelled to expand the practice of borrmy@broad, collat-
eralizing the loans with the exploitation rightsrtatural resource
deposits. The necessary legal base has alreadydoeated for
this, in the form of the legislation on productisimaring agree-
ments, which allows natural resource reserves tulmed into a
relatively liquid commodity. Some experience iodkeing acquired
in creating regional collateral guarantee funds atildzing them
for purposes of attracting foreign loans.

The accumulation of state debt under conditiongazfnomic
depression, moreover, leaves slight chances for lie repaid on
time. Such repayment would require the economigvifraate to
be higher than the interest rate on the borrowadduor else the
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loans ought to be earmarked for investment prgjectsvhich the
return will be higher than the interest rate onlgsns. As a rule,
this is not the case. While issuing their bondsheninternational
market at 12-16% annual yields, the constituemitdeies of the
Federation spend the acquired funds to finance theient expen-
ditures, patching holes in the regional budgetsa Isituation of
continuing depression, the moment of inability &y wvill inevitably

arrive, whereupon procedures to take possessidheohatural
resource deposits, offered as collateral for taadpwill commence.

Anticipating that events will develop accordingthis scenario,
the world oligarchy is preparing the legal and éonafrastructure
to ensure its interests, in the event of disputéls Russia. On the
legal side of the matter, Russia is compelled sum@g obligations
on the extension of an international law regimeth# regulation
of the economic circulation of Russian natural vese deposits,
as a mechanism for production-sharing agreementisenaxploita-
tion of these resources is imposed; and, it isgodiiawn into the
Energy Charter, a treaty under which Russia isetwounce all
restrictions on the participation of foreign comparin the exploita-
tion and export of its energy resources. On theefaide, NATO's
approach to Russia's borders and the expandingqerad using
the military forces of the alliance to settle podit and economic
disputes, are elements of the development of agfunechanism
to force Russia and the CIS countries to implertieninternational
obligations that have been imposed.

Under the Russian conditions of a crisis-level idecbf produc-
tion, copying the principles of budget federaligmatthave been
adopted in some places or following the tenderfoesgegionaliza-
tion of the economies of major countries, which ianposed by
transnational capital, leads to a situation in Whithe poor get
poorer," while the possibilities to even out thengiard of living in
various regions fade. The differences in the stahofaliving among
regions are becoming qualitative, which intensifies disintegra-
tion tendencies in the country, giving rise toetiét types of social
and political relations in the various constituggtitories of the
Federation. The unified social space of the couittrthus de-
stroyed, as citizens' actual rights and social antees differ sub-
stantially, depending on the place of residence.

The social structure of the country by territorissassuming
typically feudal and colonial features, such asttining capital
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city that is farther and farther removed from tlowegrty-stricken

countryside in its standard and style of living.avienhile, the aspira-
tions of the regional elites to be "at the levettwd capital” breed
tendencies towards the de facto feudalization agkand economic
relations in the depressed regions. Tendenciesliicpl disinte-

gration and growing separatism are more and matnclly evi-

dent, in the wake of the destruction of the cohmeasf the country's
social space.

The results of the policy carried out by the cordpraoligarchy
are not limited to the loss of Russia's nationaleseignty over
parts of its territory and key elements of the ecoic system. No
less awful is the establishment of a colonial pEtdevelopment
for Russia over the long term, with the loss o&iinal sources of
economic growth. If events develop according ts 8genario, it
will be a long time before we are able to restbeeirevious level
of economic activity.

Expanded export of raw materials cannot comperfeatéhe
losses from the curtailment of the manufacturindustries and
the production of consumer goods. After a declihéendustrial
production by more than one-half, the orientatibrihe Russian
economy to raw materials export blocks a transitinsteady eco-
nomic growth of over 2% per annum, thus markingatresolidation
of the tendency for Russia to lag farther behintisifevel of social
and economic development [73].

Under contemporary conditions of scientific andhtedogical
progress, specialization in the export of natugaburces condemns
a country to chronic backwardness. Its nationalltivéa washed
away through unequal terms of foreign trade, wherem-renew-
able natural rent is used to pay intellectual rethie—price of im-
ported finished goods—thus financing economic ghoabroad.
The ongoing structural degradation of the Russtam@my makes
it extremely dependent on the world market conjurectThe Rus-
sian economy is deprived of its main internal seuiar modern
economic growth—the scientific and intellectual guaial, embod-
ied in its science-intensive industry.

Medium-term economic forecasts show that a contiooaf
the policy of the recent period means poverty forarthan half
the population of the country, for every third Raes—the threat
of unemployment and a plunge to the bottom of spcfer the
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economy—degradation and loss of the main interrairces of
growth, and for the State—Iloss of independence.

In the framework of the macroeconomic policy thaaswbeing
carried out until the crash of August 17, 1998 rehavas no basis
for a transition to stable economic growth. The Iskamce of equilib-
rium, represented by the suppression of inflatiero growth, and
the stabilization of the exchange rate of the rublas illusory. As
reviewed above, this equilibrium was achieved byamse of an
artificial ensnarement of hot money in the spedwsatsector
through the build-up of the government debt pyramitie Central
Bank and the Government had to guarantee a highnretn invest-
ments in the government debt pyramid, in order tinmain it, and
to allocate for this purpose the greater part ofhcassues and
one-third of federal budget spending. By thus sujipyp the high
profitability of speculative operations (no lesarth20% per annum
in real terms), against a backdrop of the fallingfipability (5-7%
or lower) and consistently high risk of financingagls-producing
enterprises, the Central Bank effectively blockey #low of capital
into the sphere of production and any increaseneéstment, which
were pointless, given such a relationship amongn@wmic valua-
tions. The very maintenance of this equilibrium giwded an in-
crease of investment in production and, consequerglstained
economic growth.

As forecast in many analytical memoranda and adidly Russian
economists,* the collapse of this "bad" equilibriimok place on
August 17, 1998, accompanied by the simultaneouskrbptcy of
the State, with respect to domestic debt, and tieonirolled deval-
uation of the ruble.

The de facto bankruptcy of the State, with respedts domestic
obligations, had occurred much earlier, but it Hagen covered
over by the furious solicitation of foreign loansdahe redistribution

*See, in particular, the author's article "The CanBank Against the
Industry of Russia," in Voprosy Ekonomiki (1998, .Nle2); the report of
the Russian Union for Finance and Trade, "Mediumt&cenarios for
State and Corporate Policy under Conditions of-&edtruction of the
National Financial System and a Return to a Matitn Model of Develop-
ment" (1998); the Analytical Bulletin of the Infoation and Analysis Direc-
torate of the Federation Council staff (1998, N8), 1Questions of Anti-
crisis Policy: Approaches and Proposals"; and etheAuthor's note.
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of the budget in favor of servicing the state delbtich was mani-
fested in the non-payment of wages for months #itna, non-
payment for the defense order, and failure tolffgifher obligations
of the Government to the population and domestidypcers.

There were two options for the country's contingedvival
under conditions of state bankruptcy: through nesgifin borrow-
ings, or by means of a mobilization of internakeress.

The Government and the Central Bank, which had wenteced
the threat of overt bankruptcy already in the gpdh1998, initially
took the first option, which was fraught with thanger of losing
national sovereignty and dismantling the natiomglusty system.
The amount of money that was going to have to bairdd, in
order to keep the financial situation under coninas no less than
$40 billion by the year 2000. Therefore the loamkich it was
decided to issue to Russia ($12.8 billion, plugypses to convert
$4 billion worth of short-term ruble-denominatectisdties into
long-term dollar-denominated bonds), failed to c#éfrm markets.
Quite the reverse—speculators took advantage ofhitee-week
stabilization pause, to withdraw their capital. Emire $4.8 billion
credit, extended by the IMF, was essentially spentacilitate
this process.

The second option, proposed by the Federation Go(FC
Resolution No 313, July 10, 1998), proceeded frloenrecessity of
a fundamental change of economic policy, in theatiibn of raising
the level of investment and resuscitating prodactibhis option
includes a system of measures to mobilize non-tialgdt revenues,
at the expense of Central Bank profits, natural egsorts, and
alcohol importation and trade, as well as tighteeechange con-
trols, and restructuring of the GKO-OFZ pyramid.

The Government and the Central Bank, having failitt the
first option, utilized some elements of the secdriwky restructured
the GKO, devalued the ruble, and placed limitationghe export
of capital. These half-baked and belated meashosggver, which
were implemented after the population had receilvedmost cyni-
cal sort of disinformation on a very large scaleravunable to
produce the desired effect. In the West, these uneaswere
greeted as the effective bankruptcy of the Rudsiamcial system
and the beginning of an uncontrolled devaluationthef ruble. At
home, they provoked panic. On the whole, they deal $harp
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increase of capital flight through the numerousplames that re-
mained open—first and foremost, in the form of cdsltars, which
spurred a further devaluation of the ruble.

Moreover, the measures that were adopted radieaihgened
the liquidity of the entire financial system, freeg the assets of
banks, insurance companies, pension funds, and cbingpanies
that were involved in the GKO pyramid. In the alugenf any
compensatory measures whatsoever, this led to gnaadion of
the payments crisis, including an increase of wagears, and a
deterioration of the financial situation in the spghof production,
which means moving farther away from a money ecgnamith
the attendant reduction of investment and prodndiiivity.

Therefore, due to their half-baked and incompletture, the
adopted measures served only to compound the sitigéion with
a surge of panic and lack of confidence. They unilexd Russia's
credit rating for a long time to come. They madeniich more
expensive to proceed with the first option. The towe and the
panic that arose also worsened the effectivenesheokecond
option. There arose an increased probability thahts would de-
velop according to an "Indonesian” scenario, with incontrolled
fall of the national currency, a sharp explosiompiices, deteriora-
tion of the standard of living, and growing chaos.

When evaluating possible methods to prevent ecanoatastro-
phe, it should be borne in mind that there aredeali solutions.
A choice has to be made between bad and very bidgohsgdor
resolving the crisis. The most recent option, im@ated until the
formation of the new Government at the end of Sepexr 1998,
would cause massive capital flight, hyperinflatitime collapse of
Sberbank, the latest wave of devaluation of cigzeavings, and
an even greater deterioration of the investmentatk in Russia.
Or, in the event of securing major foreign loarexywquickly, for
purposes of supporting the state debt pyramidpitlevlead to a
new spiral of foreign debt, the renunciation ofioral sovereignty
in key areas of economic policy, and the de faclorézation of
the country.

More attractive is the mobilization option, in camdtion with
measures to revive investment and create conditiwribe resusci-
tation of production and economic growth, which autlined in
the final part of this book.



5 Has the Choice Been Made?

After the state financial bankruptcy of August 198& critical
moment arrived for choice of a scenario for thentds further
development. The first proposals for a scenarioecéimm the
governments of Kiriyenko and Chernomyrdin, whictofeed each
other in rapid succession, but were rejected byidPeent and
society. Although the Kiriyenko and Chernomyrdilogmams were
not implemented, they are of undoubted interestvasscenarios
for the economic capitulation of the country.

The Kiriyenko Government's Program for
Stabilization of the Economy and Finances

First of all, it should be noted that the Kiriyenmvernment's
anti-crisis program, like the previous general lifieeconomic pol-
icy, suffered from the absence of a systemic agprdaut empha-
sized exclusively the solution of problems in tlildet and finance
sector. The tasks of reviving production were anlgirectly re-
flected in this government program, from the stamaipof their
impact on the financial system. Even in the arefnahcial policy,
however, entire major sets of problems and measvees omitted,
including ones where huge reserves for improvire fthancial
situation are to be found. For example, the progtantained no
concrete measures to correct credit and monetdigypbut only
stated that "ensuring the stability of the natianatency and main-
taining the currency policy, which was jointly daed with the
Central Bank of Russia, remain among the prioagks." Against
the backdrop of an extremely acute balance of pajgr@isis,
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Table 4 Total budget spending as % of GDP
(Source: International Economic Indicators, 1994)

Country 1970 1985 1994
USA 32 35.3 34
Japal 19 26.9 36
German' 39 43.4 51
Great Britait 39 44.¢ 45
France 39 49.4 55
Italy 34 51.9 51.¢
Swede| 43 60.€ 71
OECD (total) 32 37.6 42

the program made virtually no mention of currenegulation or
exchange controls.

The government anti-crisis program's measures talia® bud-
get revenue were chiefly oriented to the solutibtechnical prob-
lems, within the framework of the existing systefrraising tax
revenues. Their scope was clearly insufficientwercome the bud-
get crisis.

While the anti-crisis plan for revenue mobilizatimas to have
brought the federal budget no more than 10 billisies, spending
cuts would have exceeded 40 billion rubles on ta.yin actuality,
judging from its declaration to the IMF, the realeintion of the
Government was to reduce budget spending by 6G@rbitlibles
(or 12%). No effective measures were proposed, Venvéorgetting
out of the debt crisis, which is the main causangsdide the deterio-
rating financial position of goods-producing entigs, of the more
than critical condition of the federal budget.

The first part of this book showed that any furthetuction of
state spending is fraught with the danger of thfedestruction of
the State and the social sphere. Whereas in 19%%olidated
budget spending was 50.8% of GDP, in 1997 it hiehféo 30.1%
of GDP, and in the first quarter of 1998—to 25.48kile GDP itself
fell by one-third during this period. In countriedth a developed
market economy, state spending as a share of GBIRgas 40-50%
(Table 4).

The new budget policy parameters, instituted bysigemtial
decree in the framework of this "anti-crisis pragraestablished
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a federal budget spending level, exclusive of @gepayments, of
10% of GDP, which is less than one-half the stahdadeveloped
countries, corresponding rather to the level inuhderdeveloped
nations of Africa. This was done for the sake obiliwing more
than 5% of GDP (or one-third of budget spending)tie purpose
of servicing the state debt, which was to haveinoat to grow.

Presuming even that the Kiriyenko Government weréave
succeeded in carrying out such a large-scale cedibm of the
federal budget in favor of paying interest to ficiah speculators,
at the cost of liquidating the system of socialrgntees and the
national security of the State, that would havevidied no more
than a temporary solution to the problem of thegbaning debt
crisis. Nor did the program contain any measureprévent an
increase of the country's balance of paymentsitddfiés not sur-
prising, that the unveiling of this program failew halt negative
tendencies even on the financial markets, but ratb@htened
the panic among speculators, who took advantagedhree-week
stabilization pause, created thanks to the creditsnded by the
IMF, to exit from the market and export their capit

The striking disparity between the skimpy contehthe official
anti-crisis program and the noisy advertising cagmpan its behalf,
which was accompanied by dramatic extraordinargises of the
chambers of the Federal Assembly, showed, as didesuent
events, that the main component of the planneecasitt measures
was located outside the framework of the offici@igoam, while the
program itself was designed chiefly for displayttie international
financial organizations and foreign investors. Tinadtated compo-
nent was supplemental foreign borrowing of appratety $20
billion, for purposes of supporting the exchange &t the ruble
and guaranteeing the debt obligations of the State.

These large, new foreign loans constituted the mnaéement
of the government program for stabilization of #mnomy and
finances; everything else, including the packagantifcrisis legisla-
tion, was just a political show, the purpose of ahivas to put
"psychological pressure" on foreign creditors ambrient public
opinion. The purpose of the new loans was to sugpher GKO-
OFZ pyramid, by converting a portion of the shertst domestic
bonds into long-term foreign bonds, while offeraniglitional guar-
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antees of a fixed exchange rate for the ruble,rdemnto keep
foreign speculators in the Russian government gesimarket.
Thus, instead of eliminating the causes of the stabt and balance
of payments crises, the Government planned to maatihe line
of supporting the GKO-OFZ pyramid at any priceitliis case,
at the price of future budget revenue or, in otherds, future
generations. Fortunately, the government bond pgraoilapsed,
before these credits were received. Only the fiesiche of $4.8
billion was scattered to the four winds.

It should be noted in this connection, that the &ornent's
feverish efforts to replace domestic debt with ifgmedebt, which
were being pursued outside the framework of thigiaffprogram,
while they were actually its key element, appeabdoextremely
dubious from the standpoint of legality, not to miwm economic
wisdom and national security. Although foreign debay be
cheaper, with respect to the yields on the bonalsate placed, it
is incomparably more expensive in political terihsvas precisely
the redenomination of domestic debt in foreign ency, that set
the stage for the inability of the Government ofXide to avert
the collapse of its financial system in 1994.

If the State becomes unable to service its domelstit, the
Government and the Central Bank have a broad aisiemeasures
at their disposal, including restructuring the detsvaluing the
national currency, deferred payments, and so fedme of which
were applied in our bankruptcy situation), buthie event of state
bankruptcy with respect to the foreign debt, theiaghwill be made
by the IMF and other foreign creditors. They hawferent array
of measures from which to select—from the attachrofaccounts,
to Russia's compulsory surrender of its nationaesgnty in the
areas of trade, land use, control over naturaliress, and so forth.

Simple calculations show that the budget expenstwaved,
by the substitution of foreign loans for domestie® do not funda-
mentally solve the debt crisis. With the presentdition of the
federal budget, Russia would scarcely be ablerticeenew borrow-
ings, available at 12% annual interest on the dorenarket, given
that repayment of the debt of the USSR is not flaraod that sum
is greater than the entire, depleted Russian bud@getpossibilities
for servicing new loans appear even worse, fronstedpoint of
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the expected dynamics of the balance of paymeriighvwhas al-
ready gone into the red during 1998. Its negatalarte is expected
to surpass present Central Bank currency resemves99.

Thus, the main measures on which the Governmeaatril its
anti-crisis policy—the reduction of state spendamgl the conver-
sion of domestic debt to foreign—were not only @mgising, but
also dangerous. Their real effect would be simdancreasing the
dosage of a narcotic, which brings temporary rdtiefthe addict,
while aggravating the destruction of his organigimese measures
would only aggravate the destructive effects of dhisis, slightly
deferring its resolution at the cost of unacceptabicial and politi-
cal losses. Essentially, it is not a way out ofdtisis, but a way to
shift its burden onto the shoulders of the veryrpsbpeople and
to future spending. Nonetheless, that was the atitent of the
government program for stabilization of the econ@mg finances.

Analysis of the "stabilization" measures adoptedHgy Govern-
ment suggests that the Kiriyenko Government masiehbice,
while orienting toward the first scenario for thevelopment of the
debt crisis, hoping to avert it by securing largeeign loans. More
precisely—to delay it, since Russia was alreadgpable of paying
off new credits: the interest payments would groorerrapidly than
the ability to service the debt obligations. Theo&hof Damocles of
a sovereign default on foreign obligations woulddhaver Russia
forever, as a result of implementation of such t@blifization"
program.

Due to their exclusive orientation toward exteffirncial stabi-
lization, the measures outlined in the governmeagiam could
not serve as a basis for overcoming the crisisshifting to eco-
nomic growth, which is impossible without a reviedlproduction
and a substantial increase of investment. By priegea high rate
of return on speculative operations, even aftetruesiring the
domestic debt, against the backdrop of the falpngfitability of
industrial production and the abiding high riskfioincing goods-
producing enterprises, the State essentially bltsekslow of capital
into the sphere of production. In order for the dstit goods-
producer to be competitive, within the equilibriush economic
valuations maintained by the existing policy, heuldochave to be
five times more efficient than foreign companiescgoise Russian
enterprises pay five to seven times higher intevastredit than
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do their European or American competitors, twicemagh for

sources of energy and construction materials, aredamd a half
times as much for taxes and fees, while simultasig@ncounter-
ing an extremely adverse economic situation anttiqadlinstabil-

ity) . This is impossible for the overwhelming majoof our domes-
tic companies, as a consequence of which theyraduglly going
bankrupt, and are guaranteed to continue to dd #ue existing

economic situation were preserved, thanks to nansléor continu-
ing the policy implemented so far. There is no adxge to be
had from making investments. Therefore, a tramsitibpeconomic
growth, under the existing macroeconomic situatind structure
of economic valuations, is impossible without ado@al change in
economic policy.

The natural result of such a policy would be Russlafault on
its foreign obligations, which would only be deldyler a certain
period of time, if large enough foreign loans weeeured.

That such a result suited the Kiriyenko Governmant the
ruling Russian oligarchy behind it, quite welleigdenced, in partic-
ular, by the unilateral obligations assumed by Rwsghich were
laid out in the last Government and Central Banilatations to
the IMF on economic and structural policy for 198&ted June 15,
1998 (hereinafter, the first), and on the policyeabnomic and
financial stabilization, dated July 20, 1998 (heaéter, the second).
They significantly enhanced Russia's foreign depeod, while
further weakening the condition of the economy 89,

The most substantial of the alarming and astonjshiticles
of the Government and the Central Bank declaratcmmcerned
guestions of foreign trade, credit and monetaricypobudget imple-
mentation, and the privatization of state propéftyese documents
provided for measures in these key economic palreas, which
contradict not only the Government's own declarsjdut also
laws that are in force in Russia. They seriouslyatdefrom the
national interests and from the policy of econogrimwth, declared
by the President.

In the section on foreign trade policy, the firetldration stated:
"During 1998, the Government of the Russian Feiterantends
to build upon the successes that have been achieveating
a free trade regimen, and to refrain from adoppngtectionist
measures. The Government of the Russian Fedeveitlorot im-
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plement any overall increase in import duties aifbnaet institute
any restrictions on imports or exports. ... By Deber 31, 1998,
import duties will be lowered to 20% on at lease-timrd of the
products, to which 30% duties currently apply.[39, p. 14]

The Government's promise not to introduce quaivtitaestric-
tions on imports and exports meant that the prangsof the federal
Law on Measures to Defend the Economic InteresteeRussian
Federation in Foreign Commodities Trade, which wesently
passed by the Federal Assembly and signed by #&sidEnt, would
not be applied in practice. The Government thembglined to
carry out its legal obligations to defend the sexctsf the Russian
economy and of individual constituent territorieflstloe Russian
Federation, engaged in economic activity, agaimstunfavorable
effects of foreign competition, and to provide dtinds for the
effective integration of the Russian Federation ihie world econ-
omy [42].

In the first declaration to the IMF, the Governmentte directly,
that it "on the whole, does not intend to introdugentitative
measures, provided for by this law." [39, p. 14pThovernment
also had no intention of implementing the quamiatimitation
standard for alcohol imports, established by arothesv:
"... careful analysis will be undertaken of theetising system
for the importation of vodka and ethyl alcohol, fbe purpose of
regulating it in such a way, that the right to impe automatically
granted, after receipt of advance payment of imgoties by the
importers." [39, p. 14]

We note that the Law on Measures to Defend the d&oan
Interests of the Russian Federation in Foreign Codities Trade
fully conforms to World Trade Organization (WTO)es and the
international practice of defending national inggsein foreign
trade. Virtually all developed countries employsihaneasures for
the defense of their goods-producers against umglaws foreign
competition. The Russian puppet Government, hovewas forbid-
den to defend the domestic market, despite its trarsspollution
with imported counterfeit goods: "According to thaited Nations
Food Commission, some Western firms are expantiagtoduc-
tion and export to Russia not only of ecologicalngerous food
products, but of some that are explicitly outlai@dconsumption
in the developed countries. Approximately 80% effthod products,
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cigarettes, and beverages, imported by us fromcthmtries of

North American and Western Europe, come underdhiegory.

In 1995, 58% of the imported sausage products eoekgsed meats
that were checked failed to meet quality standadgjid 57% of
various types of canned food, 36% of the buttet,55% of alcoholic

and non-alcoholic beverages, which was almost taicdigh as
the levels of sub-standard imports in 1994. Expestimate that
more than 43,000 people died in Russia that year the consump-
tion of spoiled products. This tendency continued 996, when

the level of food imports, failing to meet safetgrslards, nearly
doubled again over the 1995 level." [49, pp. 2], 22

Interestingly enough, the regulation of internatiottrade does
not come within the purview of the IMF. It is therdain of a
different international organization, the WTO, whis engaged in
negotiations on conditions for Russia to join ieTMF, therefore,
is clearly exceeding its competence, which extarhilsfly to the
domain of financial and budgetary matters, anthisffect, playing
the role of a colonial administration, prescribarbitrary demands
to a puppet government in the interests of intésnat capital.

In its turn the Russian Government behaved likehiteel merce-
nary of a colonial administration, blindly subnmgito it and declin-
ing to defend national interests. By signing thelsiigations to the
IMF, respecting concessions on customs dutiesGihernment
automatically caused a sharp deterioration of Rissgiosition in
the ongoing negotiations on joining the WTO. Ireeff we made
concessions before the negotiations even begamyutiteceiving
anything in return and having no possibility toreat these mis-
takes later on.

Credit and monetary policy, like macroeconomic @glion
the whole was to remain unchanged: "Macroeconotalulization
should be maintained, on the basis of tough budgpeation, and
credit and monetary policies. ..." [39, p. 1] Thestfdeclaration
went on to state, more precisely, that "the cradid monetary
program for 1998 is directed towards a further ctida of the rate
of inflation and the accumulation of internatiomeserves by the
credit and monetary regulatory agencies." [39] p. 6

The declaration quite distinctly defined the ptipnf supporting
high-yield financial speculation, to the detrimefitproductive in-
vestment, as the main goal of monetary policy: "Giealit and
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monetary regulatory organs will direct their politgwards the
establishment of interest rates, adequate to stgpstable ex-
change rate for the currency and to raise the leiviglternational

reserves. For this purpose, in the event of pressuithe currency
market, the Bank of Russia will refrain from conmgetory currency-
selling measures, which it might employ to supploet exchange
rate of the ruble, and will ensure conditions, urwdeich a reduction
of liquidity will be reflected in an increase ofténest rates. At the
same time, the Bank of Russia will refrain fromeimentions on
the GKO market, aimed at restricting the rise @lds, and will

correct the interest rates on its lending operationcorrespon-
dence with market conditions." [39, pp. 6,7]

This obscure phraseology concealed a simple itetuel event
that a devaluation of the ruble is threatenedCimatral Bank would
raise interest rates, to the detriment of investneproduction,
in order to lower the risk to non-residents ofrigsiheir superprofits
from speculation on Russian government debt. Tliehange rate
was turned into the latest fetish of macroeconguulicy, the main
goal of which was now seen as being to supportablestex-
change rate.

Evidently in order to prevent any change in cradii monetary
policy in the direction of improving the financiebndition of the
sphere of production, the declarations establighetusively ad-
ministrative methods of combatting non-paymentsickhin the
absence of an appropriate expansion of money sppdi the
sphere of production, would lead only to an eveaigr aggravation
of the payments crisis and an increased numbersofvent enter-
prises.

The second declaration contained a detailed listioh methods:
a shift to payment of the VAT at the point of dehy of goods,
simplification of "the procedure for cutting off ceducing the sup-
ply of electricity, heat, and natural gas to orgations and consum-
ers in the event of their failure to pay for fustleenergy resources
delivered" [40, p. 10]; liguidation "of the provisi in the Law on
Bankruptcy, that reorganization of enterprisesréefgrable to their
bankruptcy.” [40, p. 10]

There is no doubt that the main effect of appltimese methods
would be a headlong increase of the number of logmlkenter-
prises. It is evidently for purposes of liquidatithgm, that the



HAS THE CHOICE BEEN MADE? 173

Government in its second declaration stated ientidn to grant
"tax agencies broad powers to recover the maindfuax indebted-
ness, as well as additional penalties and finethowt having to
take the matter to court..., and to grant tax aigsnihe right to
recover funds from the bank accounts of tax deténtg” [40, p. 61
In this way, the economic space of Russia was tdaeed for the
long-awaited "foreign investors."

In effect, the main priority of monetary policy was have re-
mained the maintenance of stable conditions foretfteaction of
superprofits from financial speculation, the maistiument for
which was the financial pyramid of GKO, carefullyltevated by
the Government and the Central Bank. It was fomiggntenance,
that it was so important to preserve a stable exgdhaate for the
ruble at any cost, in order to guarantee the alesefcisk for
foreign speculators. For the same purpose, theafinlfy obligations
were assumed in the first declaration: "... neitherGovernment
of the Russian Federation, nor the Bank of Rusélanstitute or
tighten restrictions on payments and transferciworent interna-
tional operations, institute or change practiceb vaspect to multi-
ple currency exchange rates, conclude bilaterainpays agree-
ments, contradicting Article VIII of the IMF 'Arlies of Agreement,’
or introduce or tighten import restrictions for therpose of sup-
porting the balance of payments. Before the intttido of any
changes in the mechanism for capital controls, Weatfons will
be held with IMF representatives." [39, p. 7]

The purpose of budget policy in both declaratiopghe Gov-
ernment and the Central Bank came down to threa hmes:

1) sequestration of the federal budget, which is grdlat contra-
diction of the public obligations of the Governmentthe fulfillment
of current obligations, laws in force (including eacial policy),
and the repayment of debts;

2) tightening of tax discipline for major goods-prouhae enter-
prises;

3) agreement to continue the existing practice ofigdappropri-
ation of revenues, belonging to the State (fromhdasues and
regulation of the money supply—by the leadershiphef Central
Bank; from the export of natural rent—by the relgveommercial
organizations, specializing in raw materials expard from the
alcohol trade—by mafia organizations).
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The Government, meanwhile, considered itself frigech all
budget obligations, except for obligations to fonecreditors: "Nei-
ther the Government of the Russian FederationthmBank of
Russia will incur indebtedness on any foreign paysie.." [39,
p. 7]

For all intents and purposes, budget policy rendaimechanged,
which predetermined a continuation of the budgsiscrwhile its
burden would be shifted onto the sequestration@ékspending.

The Government planned no real measures to overthene
debt crisis, virtually the only indicated directiohwork being the
conversion of short-term domestic bonds into lamgat foreign
ones, the inadequacies and pitfalls of which weseudsed above.

Privatization was seen in the declarations as drieeomost
important goals of government policy. Among the nmiaieasures
planned by the Government in this area, the folowshould be
mentioned: reduction of the list of restrictionsthe privatization
of enterprises of strategic significance for theus#y of the State,
from which it was proposed to remove the enterprige20 sectors,
including the power industry, civilian science,tinment-building,
the chemicals industry, and ferrous metallurgyugng free trade
in land; implementation of the privatization of igas for which it
was planned, even in the event of the State Ddaiige to confirm
the privatization program.

We may note that the connection of these measduitbstie
tasks of economic growth was quite dubious. Inerent, of rather
greater importance today is the task of effectivanaging already
privatized enterprises, the situation of the majooif which has
not improved since privatization. Why, then, asswsueh risky
obligations? The answer, evidently, was laid outthrer provisions
of the first declaration: "In order to ensure eqaedess of foreign
and domestic investors to competitive privatizatarctions, the
Russian Federal Property Fund and the MinistrySkate Property
of the Russian Federation will ensure the pubbicaith mass media,
which enjoy international authority, of an annoumeat of privatiza-
tion, at least 40 days before the opening of anstar tenders for
the sale of the shares of joint-stock companieduded in the
program, as well as of entities, for which thetstgrprice for bids
is established at U.S.$50 million or more. . .

"The Government of the RF will continue to work@eating
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legislative and institutional procedures, desigteattract direct
foreign investors by:

"a) applying national rules with respect to foreigmestors, in
accordance with international practice;

"b) introducing obligatory implementation of thecdgons of
independent international arbiters, in the settl@ned disputes
between investors and the State;

"c) reduction of the number of sectors of the econan which
the participation of foreign investors is restrittas well as reduc-
tion of the restrictions on direct foreign investiim some sectors."
[39, pp. 10,11]

That's where the bodies are buried! Careful amalgsithese
declarations reveals, that the main tasks of ecampalicy for the
Government and Central Bank, contained thereih,ded:

» minimization of risk for foreign speculators in thgtraction
of superprofits from the rapidly growing financiaframid of
state debt;

« redistribution of the national income, in ordeiptovide super-
profits on the state debt market;

« catering to the interest of importers in averting introduction
of any protective measures whatsoever, respectiogsa to
the domestic Russian market, together with a resucif
import tariffs;

* ensuring the interests of foreign capital in theeas to privat-
ized property.

The Government pledged to delegate the accomplisthofehis
last goal, in order to achieve complete guarantegsthe policy
for Russia's colonization would be implemented istestly, to
certain “financial advisers" (meaning, evidenthfluential Ameri-
can banks and financial companies), who would assiin func-
tions of planning and implementing the privatizataf state enter-
prises: "... the Ministry of State Property of fRassian Federation
and the Russian Federal Property Fund will condumbntest and
select 9-11 independent financial advisers fronrdmds of experi-
enced investment organizations with an internatioeputation.
These advisers will take part:

"a) in the preparation of major Russian enterprisesale, in-
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cluding enterprises listed in the state prograntHerprivatization
of state property in the Russian Federation;

b) in the placement of shares of these enterpasesvorld
markets. ...

"The advisers will also conduct audits and appiaisithe enter-
prises, determine the probable market price ofdéws, recom-
mend necessary measures for the structural reaegeom (man-
agement) of the organizations, which need to beechout before
sale, develop an optimal scheme for privatizataord ensure the
approval of applications to bid by all physical gaddical persons
and foreign investors, which have this right undessian legisla-
tion." [40, p. 11]

It could not be more plainly stated. The only giaesthat arises,
is why Russian taxpayers pay the upkeep for a Gowent, which
not only works according to programs issued fromoadh but even
hands them over to foreign executors for impleniemta Wouldn't
it be cheaper, having acknowledged the obvious tfeat foreign
administration of economic policy has been ingiiuin Russia, to
refuse to engage in national production altogetnad, simply hand
these functions over to international organizatfons

Thus, the program of the Kiriyenko Government cowutd be
considered an anti-crisis program.

In effect, the actual sense of the declared aigiscmeasures
boiled down to granting financial speculators thgartunity to
export capital from the country, with the superjisothey had
counted on, without the risk of losses from theatigation of the
ruble. Perhaps they would then reimport their echpifter the
devaluation, and buying up considerably cheaperauedtic
assets, as has been done many times in other iesuriurther
speculation would require new loans, to secure lwhigvould be
necessary to confirm the obligations assumed bétferédVF.

After adopting this anti-crisis program, the mongtauthorities
prolonged the semblance of stabilization for onatmoat the cost
of tremendous losses to the budget and investmedtan increase
of foreign borrowing. That time sufficed, appargnfbr financial
speculators to escape from the GKO pyramid betererash, dump-
ing devalued GKO upon Sberbank, which traditionplys for the
monetary authorities' experiments with the popafési savings.

Ultimately, each person invests the concept of@argis mea-
sures with his own choice of meaning. The poputatiod the
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regions see them as measures to revive productibivrang about
an upswing of investment, to prevent the impovensht of the
population and the destruction of the scientifid aroduction capa-
bilities of the country, while for the financialighrchy, anti-crisis
measures are measures to prevent the devaluatiheiofcapital
and to preserve their accustomed superhigh revehlggge the
disagreements on the substance of the anti-crisgrgm, and on
the ways and the cost of averting the collapshefihancial system.
The former see that the way out is to halt thecgotif pumping
capital out of the production and budget sphergs,incomes for
financial speculators and abroad; the latter pregosget out of
the crisis at the expense of the population an®thte.

The collapse of the country's financial system oigust 17,1998
also marked the crash of the Kiriyenko Governmestébilization
program, along with the Government itself. V.S. @benyrdin
returned to replace it for a short period of titnenging with him
an even more radical plan for the economic surneofiRussia.

The Chernomyrdin Plan for
"Economic Dictatorship":
Capitulation through Self-Liquidation

The content of the Chernomyrdin program was thevahg.

First stage. Devaluation of debts and savings dirdwyperin-
flation, accompanied by a precipitous collapsehef tuble's ex-
change rate and a steep reduction of the real ia@md savings
of the population. After this, the devalued monayy and a ruble
exchange rate would be fixed, with transition twarrency board"
system, in the second stage:

* linkage of the money supply to the volume of CdriBank
foreign currency reserves;

« total liberalization of foreign trade;

* renunciation of any state regulation of the ecornomy

* reliance on attracting foreign investment and ¢sadi

 a sharp reduction of state spending.
As a result of such a policy, Russia would losesitgereignty

with respect to monetary policy, and would plaseittire financial
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system, including drafting of the budget, under ¢batrol of the
IMF and the "currency board."

Under such a system, the state totally renouncggerenue
from cash issues and all forms whatsoever of fimgneconomic
growth. Broadly speaking, in order to finance anyndstic produc-
tion whatsoever, it would be necessary first tooeix@w materials,
in order to obtain foreign currency, because amuractation of
foreign currency would be the allowed basis fouiisg rubles; or,
to borrow abroad for the purpose of forming curgeneserves.
Another allowed route would be to sell enterprikeforeigners,
so that they would import foreign currency as thesidfor issuing
rubles to refinance production.

In either case, Russia's position as a global dorkre developed
countries would be consolidated—the position obw materials
appendage and a "milk cow," and a colony of thesirational corpo-
rations.

If the Chernomyrdin plan were implemented, theolsihg ef-
fects would be anticipated:

* sharp devaluation of the savings and incomes izkeos and
enterprises during the planned hyperinflation enfirst stage;

« the final destruction of science-intensive and demsnmanufac-
turing industries, which would be shut out of thireign
markets;

* an additional contraction of the money supply biacor of
two or three, causing a steep deterioration offitencial
situation of production enterprises, their masshaicy, and
sale to foreigners;

 degradation of the technological structure of tbenemy,
consolidating its orientation toward raw materielkraction,
accompanied by the liquidation of Russia's scierdifid tech-
nological potential;

* rapid increase of unemployment to the 30-35% level,

» domination of the economy by foreign capital, withan influx
of which the development of production would be asgible.

The Chernomyrdin plan, which was drawn up by B.déyov
with help from former Argentine Minister of Finané&omingo
Cavallo and the support of George Soros, is a [@tlavthe total
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and final colonization of Russia, and its renummmbf sovereignty
in the conduct of credit and monetary policy, ohafing an inde-
pendent Central Bank or any effective state reigmatvhatsoever,
while the country's raw materials specializatiomosfirmed, and
there occurs an inevitable impoverishment of tvii¢hof the popu-
lation, 50 million of whom will fall below the suiwal line.

Fortunately, the ruling circles had enough goodseemot to
insist on the institution of this program, fraugtst it was with the
danger of a sharp escalation of social and pdlitss#sions. Will it,
however, be possible to crush the colonial teclasiouhereby state
power has been exercised, under which the offigigler echelon
of power in Russia—the President, the Premier, thand~ederal
Assembly—has mainly carried out the function afaitdeclaration
of goals, living as captives of their own illusioasd the virtual
reality of their lawmaking, while the real governarof the country's
development has been directed from outside, thrabghIMF,
all kinds of international negotiations and coretighs, technical
assistance, and direct manipulation of individudlliential figures
inside the economic agencies of the Russian Gowartin

That was the secret of the unsinkability of thevimgs Russian
Government, in which the ritual Premier merely perfed the
puppet functions, with respect to the formatiorstafte economic
policy, of signing documents that were preparedeurbe strict
supervision of foreign experts and "delivered" fiig most lofty
signature by several vice-premiers and ministet®y wad been
specially trained abroad. Despite the cynical desreé for Russian
laws, that was typical for the previous Russiandaawient, despite
its failure to fulfill every officially declared pgram, including the
annual Presidential Messages, and despite the mossuination
of industry and agriculture, the degradation of sbeial sphere,
and the direct plundering of state property andkihéget on an
unprecedented scale, its policy enjoyed steadyastifppm the
Group of Seven countries, which made every eftogiublicize it
as a progressive reform, while its perpetratorsevalicitously
advanced in the service, despite the catastrogsultr of their
actions.

There is only one explanation: Against the backdrfohe official
Government, which mainly carried out ritual funasp a shadow
government was operating in Russia, which impleatktite actu-
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ally planned macroeconomic policy. Therefore, rasjiility could

not be assigned for the failure of officially deeld goals of social
and economic policy, the non-enforcement of lawd, the ruination
of the country. The performance of the leadershef Russian
Government was assessed by "the master" accomlidgférent

criteria—in particular, the criteria set down i ttMF instructions,
to which the Russian Government and Central Bagikesi on, in
the form of their annual declarations on econoroicp.

An Anti-Crisis Program

The change of government in September 1998 givps far a
break with this system of colonial dependence—tfbad no objec-
tive grounds to exist, and became possible exalysidue to the
subjective dependence of the known individualshie Russian
leadership on foreign centers of influence.

One would like to believe, that the new Governnweititnot be
a puppet government, but will carry out a policytlie national
interests. By the time this book appears, it wélkmown whether
or not that is the case. The prospects for Rudsidiser develop-
ment will also be clear.

In October 1998, as this book was going to prdmscountry
had a good chance to break out of the trap of c@ton and to
embark, at last, onto a trajectory of economic gnow

For this purpose, it is necessary for an anti€nsiogram to
ensure, first and foremost, a take-off of domgstaxiuction, based
on the activation of internal reserves. Among titéet, the most
significant are:

* idle production capacities (around 60% of industriégacities)
and forcibly unemployed skilled professionals andrkers
(together with the partially unemployed, this isso\d5 mil-
lion people);

 the export capabilities of state enterprises (al@lenatural
gas exports);

* monetary issues, which hitherto have been direbtedhe
Central Bank chiefly to support GKO and currenagcsiation
(after the restructuring of the bonds and the piqaosion,
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the real volume of cash issues declined at leasineyhalf,
which defines an objective necessity for a corredpg in-
crease of the supply of money);

 natural monopolies under state control,

* natural resources deposits, which by right belonbe state.

The crisis destroyed the parasitical and barrenmauog, which
we got as the result of six years of liberal referiand dissipated
the blind faith on which it was based—the beliedttthe market,
by itself, would solve all problems, and that mamnism was the
only possible means for the reform of a nationahemy. Economic
growth was impossible, as long as the mechanismghéo self-
destruction of the economic and financial systemgwn operation,
which were the fruits of an inept economic politie collapse of
the financial pyramids, which had immobilized anffigant part of
the national wealth, opens up possibilities foaedmal change of
economic policy.

For all the enormous damage, inflicted by the famancrisis, it
gave the Government a unigue chance to createtimeldtions of
a civilized market economy for twenty-first-centuRyssia, in which
the creative freedom and entrepreneurial initiat¥eitizens will
be bolstered and defended by an intelligent and-eeekidered
policy of state regulation of economic processes.

In the course of overcoming the crisis, the follogviconcrete
tasks must be addressed:

» guaranteed provision of the population's conditiondiving;

« correction of price relationships, in order to oestthe profit-
ability of industrial and agricultural production;

* raising of the level and share of labor compensata portion
of GDP;

* restoration of the working capital of goods-prodigcenter-
prises by means of targeted regulation of creditmonetary
policy, and the linkage of cash issues to the aefiing of
production at an acceptable interest rate;

+ organization of the process of industrial modetiomaon the
basis of new technologies through a several-time®ase of
investment, with state support;
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substantial increase (75-80%) of the utilizatiorttef produc-
tion capacities of industrial and agricultural epteses, by
means of a combination of state purchases, targwtatits
for the enterprises' working capital, and meastwedefend
the market;

stabilization of the exchange rate of the ruble kgvel, corres-
ponding to the requirement of maintaining the cditipeness
of at least two-thirds of domestically produceddgio
reorientation of the banking system to the tramsédion of
savings into investments;

dedollarization of the banking system and tradetratzation
of foreign currency resources, restoration andhgtfening
of a system of exchange controls, and the creafianmecha-
nism to protect the domestic economy from the destue
impact of the world financial crisis.

Urgent measures to get out of the economic andhdiah
crisis may be grouped into two sets: 1) measuresatailize the
situation, and 2) measures to revive production aretcome the
payments crisis. The following is a short enumenratf such mea-
sures, as they were proposed to the Governmehtifdderation
Council recommendations of July 1998.

|. Measures to stabilize the situation

1

.1. Ensuring the stability of the ruble:

centralization of foreign currency reserves, inicgbn of limi-

tations on the use of foreign currency accountsdibty, a
one-time conversion of all foreign currency accewft banks
and enterprises into rubles; formation of U.S.$20s8lion

in foreign currency reserves for the country, oat thasis;
formation of a state fund for critical imports);

introduction of mandatory sale of exporters' fane@irrency
earnings to the Central Bank, including for thepose of
forming state foreign currency reserves; tighterohgontrol
and reduction of the allowed time for the repatmabf foreign
currency earnings from exports;
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 establishment of state control over the export atpmrs of
enterprises, which export the main raw materiaisroodities,
and concentration of foreign currency earnings égooants at
a few state banks;

« tightening of currency controls with respect to artpopera-
tions, decisive application of established sanstifor the viola-
tion of currency laws, as well as strict enforcetnehlimita-
tions on the acquisition of foreign currency—exolal/ to
pay on import contracts;

* reestablishment of limitations on the export of itzdp and
adoption of measures to limit the import of speiréacapital;

« termination of the activity of overt and covertsbibre zones on
Russian territory, application of sanctions agaicsmmercial
organizations, which illegally export capital oropide pay-
ments and accounting services for operations ishofé zones
in Russia; a ban on the opening or maintenancecaduats
by offshore banks in Russian commercial banks;

« institution of restrictions on the import of foreigcurrency
in cash according to the standards establishednftividual
persons, while banning juridical persons from sogplerations,
with the exception of the Central Bank;

e an increase in the stability of the structure of ttountry's
foreign currency reserves, their diversificatiomd arenuncia-
tion of any linkage of the ruble's exchange ratehi dollar,
either during the formation of currency reserves,iro the
policy for regulation and determination of the exiche rate;

» temporary fixing of the exchange rate of the rudiehe cur-
rent market level;

* reestablishment of the export tariff on natural gaports or
institution of a state monopoly on such operationgh the
entire foreign currency earnings going into thdaesturrency
reserve for the purpose of financing critical impor

1.2. Regulation of prices:

» a "freeze" on the prices of fuels and energy casrraw materi-
als, and the products of natural monopolies, uhgre is a
leveling of the cumulative growth rates of theseew with
the prices of finished products during recent years
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* institution of a procedure for advance notice éfgpincreases,
and strict price controls on necessities;
 severe tightening of antimonopoly trade regulation.

1.3 Overcoming the budget crisis and ensuring Gondlifor life:

« transfer of all Central Bank profits to the fedebaidget as
revenue, verification of the procedure by whichstherofits
have been obtained, as well as the degree ofigasiiin for
funds created by the Central Bank that can bebated to
the expenditure or accumulation of resources obthinom
commercial activity;

* institution of an actual state monopoly on tradetimyl alcohol,
solutions with an alcoholic content, and other htiiw
products;

* the reinstitution of the use of Central Bank credi finance
cash interruptions in federal budget revenue arehdipg
within a given budget year, and within the estiglis limits
for the increase of the monetary base (subjeceveew of
the latter, in accordance with the increased mongyply
requirements);

* immediate repayment of federal budget indebtedrmss
wages to employees in the budget sector and defedas-
try enterprises;

+ standardization of budget disbursements in corredgace
with the regional differentiation of the subsistemginimum;

* regulation of the rationing system introduced kgiowrs, regu-
lation of regional foreign currency funds (for fiieng of criti-
cal imports);

 conversion to in-kind payments of at least one-balbensions
and benefits, institution of special stores (distiion points)
with fixed prices for pensioners, children, andabisd persons
(stocked by purchases from the fund for criticgbamis);

« establishment of limits for the guaranteed supplheat and
energy to goods-producing enterprises, which shbalgaid
for as a matter of state necessity and registesgoagment
requirements and obligations of the State;

 transfer of all state extrabudgetary funds to thexidral
Treasury;
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» strengthening of state control over Gazprom, éthiEnergy
Systems of Russia, and other natural monopolies.

1.4. Expansion of the system of state purchases, fqouipose of
covering in kind the relevant categories of budgetnding.

1.5. Nationalization of insolvent enterprises and bamksch are
of strategic national economic significance.

1.6.In accounting and payments relationships and inetaon
policy:

* restructuring and cancellation of accumulated iteliess to
the state budget;

* introduction of state guarantees for personal hdeposits,
which were made in foreign currency and convertedibles,
on condition that the relevant banks use them basis for
extending credit for the development of the sploéneroduc-
tion and investment;

» a one-time emission of rubles, backed by conveidegign
currency from the accounts of banks and enterprized
control over the utilization of these funds for thérity liqui-
dation of wage arrears;

 implementation of mutual offsets and restructurifigenter-
prise indebtedness, simultaneous with the creafianmecha-
nism for the collection of overdue debts from defto

1.7. Organization of critical imports by means fating a state
foreign currency reserve, including out of foreignrency profits
from the export of natural gas.

Il. Measures for the resuscitation of productiod avestment,
and overcoming the payments crisis.

2.1. In the taxation and budget sphere:

 ensuring the implementation of the Development Btdiiyst
and foremost with respect to providing state guaesm for
investment credits;

* institution of a system of public works for statérastructure
facilities, with payment in kind;
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implementation of the state investment program;
termination of delays in the disbursement of buddjetations
to pay for purchases of military equipment and eoduict
military scientific research, provided for in thexéral Law on
the 1998 Federal Budget;

expansion and rationalization of the state purclsgiseem for
domestic products;

abolition of tax sanctions for the sale of commieditoelow
cost.

2.2. In the management of state assets:

audit of the fulfillment of obligations assumed imyestors,

who acquired shares of privatized enterprises \&stment
auctions, with the cancellation of deals where dhlgations

have not been carried out, and subsequent repatiat of

those enterprises;

audit of the exploitation of natural resource déppsvith the

revocation of licenses for the development of rshtesource
deposits, in the case of organizations that laek thwn or

borrowed capital to develop them, and the subsédgmrance
of licenses on a competitive basis, with guaranfeeshe

fulfillment of obligations assumed by investors;

a cardinal increase of the level of responsibilitghe manage-
ment of state assets.

2.3. In credit and monetary policy:

conversion into securities and organized circutatid de-
faulted debts;

introduction of a centralized system for the distg and
rediscounting of Central Bank paper credits, at@héor large
debt-holding enterprises;

reorientation of money supply policy to the reviation of
the sphere of production, linkage of cash issudhdaeplen-
ishment of enterprises’ working capital throughrappate
targeted commercial bank refinancing;

techniques for the regulation of monetary circolatshould
be brought into correspondence with the actuallprob of
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improving monetary circulation, returning to theeusf money
in the sphere of production, and resuscitationneéstment by
the use of such instruments as targeted regulafiononetary
flows, including cash issued by the Central Bankbehalf of
the State; differentiated reserve requirementsemgpg on
banks' asset operations; extension of state gessntitiliza-
tion of investment accounts, targetted norms, ahdradnstru-
ments, designed to attract and keep money in therspof
production and to stimulate productive investment;
adoption of measures to lower interest rates teval,| which
permits lending and investment in the developmenthe
sphere of production, and, if necessary, creatibrmecha-
nisms to extend preferential credits for the depmlent of pro-
duction;

creation of the necessary conditions for the ctmn of collat-
eral instruments, including collateralized commiedit
adoption of mortgage legislation.

2.4. In foreign trade:

incentives for exports, including a marked expamsid the
practice of state guarantees for export credits;

vigorous application of protective measures, inoadance
with the federal Law on Measures to Defend the Booa
Interests of the Russian Federation in the Impléatiom of
Foreign Commodities Trade;

termination of the Government's practice of grant@xemp-
tions from payment of import tariffs, including amported
aircraft, other types of equipment produced in Rusand
goods subject to the excise tax;

tightening of control over the quality of importguoducts,
elimination of the practice of delegating state liggaacontrol
functions to foreign organizations, and prohibitiohany ex-
emptions for importers in this area;

organization of a centralized supply system for distribution
of critical imports by region.

2.5. lItis necessary to move, simultaneously wighghort-term
economic stabilization program, to an active inthlsscientific and
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technological policy, taking advantage of the clarig price relation-
ships and the structure of economic valuationschviesulted from
the crisis and are favorable for a reanimatiorradipction.

* * *

A system of necessary anti-crisis measures hasrhetwvated in
the works of Russian and foreign economists, asaseéh numerous
proposals from domestic business circle, for a limg [16, 42,
43, 45]. Such measures were elaborated in the &@ieCouncil's
official proposals for an anti-crisis program [48hey are designed
to overcome the gap between the spheres of produatid of
finance, and to bring about' a change of priceticglahips that
favors the manufacturing industries, an increaseleshand, an
upswing of the competitiveness and efficiency ahdstic produc-
tion, a dramatic revival of investment, the resionaof labor motiva-
tion, and the reconstruction of the economy onlthsis of the
newest technological phase and, consequently—sittcemto sus-
tained economic growth and a rise in the popul&ioelfare.

The new Government and Central Bank leadershimedrwith
the support of the Federal Assembly, have evenorppity to
implement such a policy and shift to an economagin strategy.
By the time this book is published, it will alrealdg clear, to what
extent they have succeeded in using these pass#hilbvercoming
the resistance of the financial oligarchy and oizghcrime.

The problem of the choice among options for ththéurdevelop-
ment of Russia is not a question of scientific wisioons around
alternative positive programs. It is a profoundbjifcal problem
of choosing between colonial dependence and indepédevelop-
ment, between comprador and national interests.

Until the financial bankruptcy of the State on Asgi7, 1998,
power was controlled by a comprador oligarchy, wtsought to
achieve integration into the world oligarchy at firee of subordi-
nating state economic policy to the interests arfignational capital.
The nation was deprived of its immunity; accustoniedeing
united around the institution of the State, théonatould not, upon
the destruction of the State and the utilizationhef institutions of
state power as a means for the self-destructiorcalediization of
the country, organize itself, and it passively siiteh to a policy
of genocide.
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Russia has not been in such a woeful situatiorhapes; since
the time of the Mongol invasion. The great TimeTobubles of
the 1917 Revolution and the Civil War are comparatith today's
state of affairs in the degree of internal desiongtbut they took
place under conditions of incomparably weaker amat ioutside
surroundings. There was neither the scientific sathnological
progress of today, nor the highly integrated wanlarket. At the
close of the twentieth century, the colonizatiorRofssia is being
carried out by a powerful world oligarchy, by meahstablishing
direct control over the key nerve centers of traesbrganism.
Each year of such colonization translates intoreethto five-year
increase in the lag behind the developed countriits,respect to
the level of technical and economic development,iato the rapid
loss of the Russian economy's competitiveness.

In the current situation, it is pointless to remtoahe world
oligarchy or transnational capital. They are acfimgthe sake of
deriving profits and striving for world supremadyhe New World
Order has already been formed, and it is beyonghower to make
a fundamental change in it. It would also be imjidsdo fence
ourselves off from the rest of the world, underdibons of the
contemporary scientific and technological revolutiethat is both
economically impossible, and unpromising from ttendpoint of
national development goals. Economic, scientifid sethnological,
education, and cultural activity occur today onla@bgl scale, and
national competitiveness must also be achievetealewel of the
world market. More than ever before, excessiveaigm under
current conditions threatens to lead to backwasiaesl the loss
of comparative advantages.

Consequently, we have to play by somebody elske's. But we
have to learn to play for ourselves, and not kigk ball through
our own goalposts. Then it will be possible to wirder those rules,
as the experience of some once backward, but nowighing
countries does show. It is enough to adhere tonplsiprinciple—
state policy measures in all areas should proceedsévely from
the primacy of national interests.

The experience of how countries that today are pgandsg
"played," as well as our own thousand-year expegai building
one of the greatest states in the world, show Ihiswnbay be done.
First, each state possesses the instruments tdaimaiits own
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sovereignty, which make it possible to adjust thies of global
competition on its domestic market, in the inteyadtits citizens
and business circles. These rules should be adjustsuch a
way, that the attraction of transnational capitabithe country
not contradict the national interest, but rathemposte economic
growth. The methods for such adjustment are wedwkm They
include such principles as ensuring national cériver natural
resources and key sectors of the economy, prateatithe domes-
tic market and the interests of domestic goodstmrers on foreign
markets, the conduct of an active policy of incesgifor scientific
and technological progress and investment, provisfosocial guar-
antees, maintenance of a state monopoly on canteslthe mone-
tary system, and creation of conditions for raigimg competitive-
ness of the national economy and for economic drowt

Second, each country has its own competitive adgasf which
allow it to utilize the developing internationalvidion of labor, as
well as global competition, to its own advantager. Russia, these
are, first and foremost, our advanced scientifidustrial and intel-
lectual potential, rich natural resources, and gacimus domes-
tic market.

Third, on the basis of national competitive advgesa it is neces-
sary to develop our own global economic entitiapable of compet-
ing with transnational capital on the world marlastd to utilize
the possibilities of that market for ourselves.sTtequires a state
policy of cultivating national leading enterprisespable of being
world leaders—locomotives of national economic dgtown the
scale of the world economy.

Fourth, a technique must be mastered for pursuatgmal
interests, when dealing with institutions that fdege the world
economy, and with power institutions in countrieat tare important
for Russia. The entire experience of Russian dipfynshould be
employed in the service of our national interestseiations with
the outside world. Today, these interests largegtradict the
interests of the world oligarchy. But that does matan that harsh
confrontation is inevitable. Transnational capitaés not only carry
off national resources; sometimes, it investspdlicy greatly de-
pends on the conditions and the policy of the aguntwhich it is
operating. If a country's government firmly and sisiently upholds
national interests, provides stability, and defeth@sinterests of
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domestic business circles, transnational capitallyeadapts to
these requirements, and enters into mutually beaktiooperation
with local firms.

Calculations by leading economic institutions irr @ountry
show that following these principles, while nevaitifig to defend
national interests in economic policy, in combimatvith an aggres-
sive structural and scientific and technologicdlgyp adoption of
special measures to restore the destroyed conndmiaveen sav-
ings and investment, demand and supply, and lafmbrirecome,
will make it possible to anticipate the rapid restion of economic
growth of not less than 5% to 7% per annum [16}s Téquires, of
course, the formation of a government of nationafidence, which
pursues the national interests, resists pressumedbroad, is capa-
ble of countervailing the greed of the ruling alidgy, and is compe-
tent to conduct an effective policy under the éxigtalmost hope-
less" conditions.

Otherwise, our country can look forward to the fateAfrica,
where there was also a great civilization at ometiThe African
model, with its characteristic absence of any iedeent institu-
tions of sovereign state power, total subordinatithe interests
of transnational capital of the means of regulativggnational econ-
omy, the absence of an independent national alit®untry's own
independent capital, or any effective social ouddtrral policy, is
the one being forcibly installed on the territofytioe former So-
viet Union.

On behalf of the introduction of that model, thésea total
mobilization of all the forces and capabilitiesttud world oligarchy,
in order to eliminate the basis for a restoratibarny stable state
institutions, and to prevent national interestayall as independent
sources for growth not under foreign control, froeing given any
institutional form in society. For the same purpad@os has been
sown in Russia, and endless provocations of pallidonflict have
been organized, along with threats of repressidarminable per-
sonnel reshuffles in the Government, and the repteat of the
latter by a small group of people, answerable tom& who arro-
gated to themselves the right to take state dedstoy means of
manipulating the presidential signature and sealutth corrupt
individuals among his closest associates.

The frenzied zeal, with which internal and exteramies
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today are organizing the destruction of Russiatelsted and the
extirpation of Russian culture, is quite understdnbel.

First of all, imperial Russia, and the USSR aftewhich held
an enormous country under their control and, margokad a
defining impact on the entire world, had been eatald by the
theoreticians of the world oligarchy for a long éjjras the main
obstacle in the pathway to establishment of a Newld\Order.
Even now, when that obstacle has been removed, férmi of
Russia's mysterious ability to be reborn from thleea is so strong,
that the ideologists of the russophobic line in &es political
thought hysterically demand the annihilation of §tas

Secondly, as shown above, the policy of destrofgngsia has
yielded enormous superprofits. The chaos in theevadithe imposi-
tion of "shock therapy" was a real vein of gold tloe international
adventurers, who descended on Russia in the guisgious con-
sultants to the Russian Government. The instinctdigarchical
speculative capital remain unchanged from a hungeads ago—
to stop at nothing in the drive for superprofitger the threat of
nuclear catastrophe.

Thirdly, there is the element of inertial accelieratwell known
in criminal psychology, when the burden of alreamymmitted
crimes compels a mafia group to escalate its agtigbunting on
staying ahead of the countermeasures of law-emf@ceagencies.
The anti-Russian policy of the world oligarchy ieirig greatly
fanned by its Russian purveyors, for whom the &rrilieakening,
and possibly even liquidation of Russian statehiedte best guar-
antee for their own security and ability to retpivssession of the
enormous quantities of wealth, appropriated byirggizontrol over
the institutions of state power. For many of théine, restoration
of Russia's real independence will mean a thregonky to their
ruling position and the redistribution of propetiney have carried
out to their own advantage, but also, possiblythtr freedom;
therefore, they are trying as hard as possibleréwant it. The
new geopolitical maps of future global energy systelines of
transportation, and zones of foreign influence loa territory of
Russia, which have been drawn by some foreignligeate ser-
vices, suit transnational capital very well, bugythalso suit the
ruling clans in Russia, who serve the interestsasfsnational
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capital, and who see themselves as a compondmg @fdrld oligar-
chy, and fear most of all the rebirth of normatestgower, oriented
toward the national interest.

Unlike in gentlemen's duels, where "one doesnk kamebody
who's lying down," in world politics the weak oretffallen are
customarily torn to pieces. Russia's weakness tatay the enor-
mous wealth of the Russian inheritance, whet tipetie and, to
a large extent, provoke the anti-Russian tenderufieke world
oligarchy. The colonization of Russia turned oubéoa very profit-
able enterprise, undertaken by the Russian leaddle expense
of their own country.

Reviewing the costs and gains from this geopdliticalertaking,
the bottom line shows a loss of hundreds of biliof dollars for
Russia. This loss comprises capital flight in theoant of approxi-
mately $100 billion, a decline in the national i@ by one-half,
amounting to at least $100 billion per annum ofnecoic activity
lost, the surrender to foreign companies of coniradr valuable
items of state property at understated priceslotecarnings from
which are estimated at no less than $80 billiomcegsions to
external political pressure regarding state dehesjmposition of
economic sanctions against Russia's traditiondirtgapartners,
and so forth, for additional damages of at lea6tidiion. Tens of
billions of dollars, lost each year from the brdimin by emigration,
should be added.

Russia's losses became corresponding profits fergio busi-
ness circles and the world oligarchy as a wholeiclvigained
control of a significant part of the Russian doneestarket and
financial system, deriving superprofits from spatioh on the
shares of Russian enterprises, government bondshansale of
imported goods for Russian state needs. With #renpld incorpora-
tion of Russian natural resource deposits intormational eco-
nomic circulation, the profits from the colonizatiof Russia would
increase even more.

This balance of profits and losses from the fimstiSoviet five-
year period reflects the objective lawfulness oaitvhappened. It
is pointless to blame the wolf for eating the sickheep. The
present-day theoreticians of radical reform in Rusgprovingly
call it remediation of the national economy. Theesge of the
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problem lies in the internal ailment of the Russtate, its loss of
immunity against tendencies for internal decay, wedbetrayal of
the national interest by the ruling elite.

If the elite had located its activity in upholdingtional interests,
ensuring conditions for the country's economic rnagid the wel-
fare of the population, and had relied on natiepaitual-intellectual
traditions, the world oligarchy would have agreedtfansnational
capital to be assigned the role of one among sksetaces of
economic growth, as is the case in countries witmg statehood.

The reasons for the present collapse of Russiaitandpid
colonization lie not so much in the realm of platminst Russia or
"trumps" played by foreign intelligence serviceswdth the specific
role of the oligarchy that rules in Russia, whighits impatient
desire to join the world oligarchy, hastens to distte its own
State, as the main threat to the present posifitinese temporary
office-holders. In order to preserve their supdiisrand hold on to
their dominant position within Russian society, thlng oligarchy
didn't think twice about dismantling Russian statehin exchange
for defense by the world oligarchy, and even regadikorted to
crimes against the people of Russia, carrying oups d'etat, re-
gardless of the human casualties, the law, or desek of na-
tional wealth.

World experience distinctly demonstrates, how ruithe rule
of a comprador oligarchy is for a country, becaiisippresses
domestic competition and utilizes national resasitcestrengthen
its position within the world elite. Oligarchicalle means the col-
lapse of statehood, and the subordination of thigutions of state
power to the business interests of oligarchicahslaAs a conse-
guence, the country experiences economic andugpignervation,
liquidation of sovereignty, and loss of the abilitydefend its na-
tional interests, as well as the very content of¢hinterests. States
that experience the "charms" of oligarchical rutbex lose their
sovereignty and disappear from the historical gren&ncounter,
during the decades after their liberation, enormdifficulties in
overcoming the consequences of oligarchical rule.

The foregoing analysis justifies the conclusiomt tine interests
and actions of the oligarchy ruling in Russia anat@ry to the
national interests of Russia. That contradictiaomnoa be overcome
automatically. Transition to a policy in the natimterest, for
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economic growth and an upswing in the people'saneelis possible
only if state power is liberated from domination bymprador
oligarchical clans.

Today, without exaggeration, this may be callecuastion of
life and death for Russian statehood and the Rugsiaple. Either
the ruling oligarchy, supported from abroad, crgsRassian state-
hood once and for all, transforming the country iat territory
under the control of international capital and ple®ple of Russia
into human raw material for exploitation by trartsorzal corpora-
tions, or we succeed in mustering the political wilstop frightening
ourselves with a worldwide plot against Russia, evag from the
hypnosis induced by hired political puppets, hasefidence in
our forces, and achieve the transfer of power ¢torapetent and
responsible government, capable of upholding Ress#ional in-
terests and ensuring conditions for its economitsgiritual recov-
ery. We would like to believe, that the changeeaidership in the
Government and the Central Bank in September 19B&have
been the first step on the path to restoratiom@iiational indepen-
dence of Russia.



Notes for Part Il

1. Prime Minister Dr. Mahathir bin Mohamad of Malayspoke
about this quite frankly, at the autumn 1997 sessiothe World
Bank and the IMF in Hong Kong:

"We had forgotten the experience of Japan and Kafdsen
these two countries seemed about to catch up hétldéveloped
world, things began to happen to them. The yenyaaked up in
order to reduce the competitiveness of Japanesis gatile Korea
was designated an NIC, a Newly Industrializing Goyrwhich
must be stopped in its tracks.

"We had even forgotten the lesson of Mexico, whesenomy
was suddenly blighted, when foreign funds were sobydwith-
drawn. Mexico was forced to borrow $20 billion irder to tide
over and restore its fractured economy. Someonee ragolcket
from this loan.

"And, of course, we in Malaysia had laughed atghggestion
that our country would follow the fate of MexicooW could that
happen, when our economy was so sound? We hadcphgcho
foreign debts. Our growth was high, our inflati@nvl Politically
we were stable and socially harmonious. We hadhppiace, tried
and tested strategies for a continuous 30-yearthrplan.

"We dismissed the rumor that Malaysia would go W of
Mexico. And indeed it did not. We did not realizenhclose we
were to a manipulated economic crisis. We blittsaliyed on. And
we were convinced that Mexico, Korea, or Japan thei fates
were irrelevant as far as we were concerned. Weofally insulated
against events in other countries.

"But now we know better. We know why it was suggdghat
Malaysia would go the way of Mexico. We know nowtteven as
Mexico's economic crash was manipulated and madeash, the
economies of other developing countries too casutddenly manip-

196



NOTES FOR PART I 197

ulated and forced to bow to the great fund managkoshave now
come to be the people to decide who should proapdrwho
shouldn't....

"When Malaysia became independent in 1957, thecgeita
income of its 5 million people was $350. By Jun87]&fter 40 long,
hard years of toil and sweat, the per-capita incofits 20 million
people was almost $5,000. After June, you know Wwhapened.

"All along, we had tried to comply with the wishekthe rich
and the mighty. We have opened up our marketsydinodg our
share and capital markets. On the other hand, im@stjn compa-
nies operating in our country do not allow locattipgpation. They
are not open, but we have not complained. Theifitpraccrue
to their shareholders in their home country. Thay practically
no tax.

"We were told that we must allow our money to ledd outside
our country. We were told to permit short selliagen to let trading
in borrowed shares to be legalized. We must allmvspeculation.
We did all that we were told to do. But we weraltale have not
done enough. We were told to slow down our growkfe. were
told that it could not be sustained, that it wolkdbad for us, that
we would overheat....

"Despite our bitterness over the attempts to pusshack by a
decade through forced devaluation of our curretizcygugh the
rape of our share market, we in Southeast AsidraAdia are still
keen to receive investments from Europe and Ameriddut we
will have to be more circumspect. We still beli¢hiere are sincere
investors out there. But there are also quite arfeyues who can
cause an avalanche, forcing others to run for cobver

(Source: Ekonomicheskaya gazeta, No 44, Novemisat. Fib-
lished in English in Executive Intelligence Reviéd¢t. 3, 1997.)

2. Former Chairman of the State Property Committ€e Polev-
anov assessed the price of privatization, as itcaased out under
the leadership of A. Chubais:

"... The discovery that stunned me, because ofliterlly
mortal danger it represented for the country, lastdtal disregard
for the national interest, during privatization. releyou had the
works: the sale of major strategic manufactureduding in the
defense sector, the loss of control over vital psses, and the
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conversion of our country into a world ecologicahging ground.
It was a fantastic, criminal lack of consideratiorhich was just
unbelievable. But the documents were right in frohime, with
official data and the results of audits by competagencies, all
shouting in unison: We are heading for catastrophe!

"l found, moreover, that there were thirty-five doyees of for-
eign companies working at the GKI and enjoying &dtess to our
informational data bases. Here is a case for thar@ss Book of
Records: In the holy of holies of a State, not aslthere no strict
control over information leaks, but the doors anep/ flung open
to foreigners! Naturally, | could not leave thishevement of glas-
nost and democracy' as it was. The representaiffeseign firms
had their passes confiscated and they were depoivisde access
to the depository of information on Russia's prdduaccapacities.
Imagine what happened! My modest person had thertadrbeing
dumped upon by leading Western publications, wareises, radio
and television. Of course, certain of our Russesgquickly picked
up the myth of 'the enemy of reforms' Polevanov."

(Source: V. Kuprenko, Poriadochnost' i professiamal Moscow:
Podvig, 1998, p. 84, 86.)

3. Itogi magazine of Oct. 21, 1997 reported that Hollywood
beau monde (movie stars, directors, producerspvedl by the
Russian public and embraced by Moscow bohemiarif9i alone
"... unleashed on the public three expensive piojeconce, aim-
ing right for the solar plexus. There is, and hasnbmore to come.
All of them feature big-name stars. One is The §amwhich ‘a
Russian nationalist, controlling computer superntetbgies and a
pack of killer dogs, destabilizes the situatiorRinssia, in order to
seize power, then takes on Europe.' Then theréAwasSorce One,’
in which a group of Russian terrorist fanatics egithe airplane
carrying the family and staff of the American Pdesit, and brutal-
izes the female hostages. Lastly, in The Peaceke&p®&ussian
nationalist general (who also works as a banditneoted with our
mafia in Europe, and with the Bosnians) steals zeidavarheads,'
wipes out an entire guard unit to cover his tracksl 'organizes
the collision of the stolen warheads with a passetrgin (lots of
casualties) and sets off a nuclear explosion inridele of Russia.™
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4. "In the autumn of 1775, George lll sent a messag atherine
I, asking her to send 20,000 Russian soldiersetp buppress the
rebellion in America. The British Ambassador in Betersburg
was ordered to seek a corresponding agreementCailnerine,
however great her distaste for the rebels, whorisad up against
a lawful' monarch, was not about to assist hell,rizagland. The
Russian Empress secretly hoped for England to beatdel, al-
though outwardly she expressed sympathy. Therekmgland's
request was declined. Catherine 1l replied thatdibpatch of Rus-
sian troops to America ‘was beyond the limits otwias possible.'

"England was very sensitive about this failure.yTheuld return
again later to the idea of recruiting Russian tsp@gho were famous
for their abilities in combat. The British commanauld even
design a reduced version of the initial draft yeatill seeking an
alliance. The commander-in-chief of English foritedmerica wrote
in June 1777, 'A corps of 10,000 combat-ready Bassildiers could
guarantee Great Britain's military success in thring campaign.'
All the efforts of the English, however, were innzaMoreover, the
Armed Neutrality at sea, proclaimed by Catheriria 1780, helped
those who were delivering military supplies to fmerican Army,
in defiance of threats and persecution by Britighah forces. ...

"On the whole, Russia's position during the Waindependence
was consistently favorable for the United Stategrélonged pro-
cess of establishing diplomatic relations lay atfead

(Source: Istoriia SShA. V chetyrekh tomakh. Voll607-1877.
Moscow: Nauka, 1983, pp. 163-64.)

5. It has become normal for the constitutions ef rajority of
developed countries to contain some referenceteoniational law
as a component of domestic legislation. This ppiecis codified
in the Vienna Convention on the Validity of Inteinaal Treaties.
In the Soviet period, the priority of internatioralv was incorpo-
rated into the Civil Code. The priority of interiwaial obligations
over domestic legislation is also expressed incthastitutions of
France, Germany, Spain, the USA, Ukraine, and atbentries.

The Russian legal system, however, is distinguidhedcute
defenselessness. In Germany, for example, thes@nig provision
for the Federal Constitutional Court under certaloumstances
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to review conflicts that arise between internatiataigations and
domestic laws. The norm established in Article 1he Constitu-
tion adopted in Russia, however, grants unlimitedsbilities to
foreign states, and to the Russian agencies ofiixe@nd legisla-
tive power in the domain of foreign affairs, to nba existing Rus-
sian legislation. This approach is also confirmedhiticle 6 of the
Federal Law on International Treaties, which sdlge ‘agencies of
power of the Russian Federation, in accord withr t@mpetence,
may agree to accept international treaties as atolig for the
Russian Federation." Thus, executive branch agern@a effect
changes in domestic legislation. During the irresilde, compra-
dor foreign policy of Kozyrev, the vulnerability &fussia’'s domestic
legal system to foreign interference began to asstimeatening
forms. Weakening the system of state regulation eliminating
any well-considered, nationally-oriented foreigml alomestic policy
on the part of the Russian authorities, were prditions for the
erosion of national legislation by international/Jaising the mecha-
nism of Article 15 of the Constitution of the RussiFederation.

6. From the speech of Prosecutor General of theif®u§edera-
tion Yu.l. Skuratov at the First All-Russian PreatiScientific Con-
ference on Problems and Prospects for the DevelaipofeRus-
sian Federalism:

"... Leaving the question of Russian statehood,i@nig:derative
nature in particular, to the whim of treaty-contiiag parties, we
inevitably replace the force of law with the lawfofce, subject to
no control by society, whereupon the federal ceatef a given
constituent territory of the Federation may saydpye to any hope
for stable Russian statehood....

"Another question ... is the question of constitndl legality
in the publication of normative acts by constituemtitories of the
Federation. The concept of national security..ingésf constituent
territories' adoption of normative legal acts amdisions, if they
contradict the Constitution and federal laws, as ohthe most
dangerous factors, which erode our single legatespa

"Unfortunately, we (the Prosecutor General's officeluded,
incidentally) do not yet have a coherent picturehef totality of
the violations of federal legislation in the constnt territories of
the Russian Federation. The information, possdsgadmerous
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supervisory agencies, the Main State Law Direatoohtthe Presi-
dent of the Russian Federation, the Ministry ofideisand so forth,
is not shared.... The process is very far advamcednumber of
constituent territories. In just the past two yegm®secutors in
the republics, territories, provinces, and autongsndistricts have
protested (and, subsequently, caused to be repeshadst two
thousand resolutions and laws, adopted by theldigis branch
of state power in constituent territories of thesflan Federation,
but conflicting with the Constitution of Russia aitelfederal laws.
This is a growing tendency; the situation is detating.

"The main point is that the majority of these dnfsinged the
constitutional rights of hundreds of thousandsititens and eco-
nomic entities, as well as the strategic intereftthe State. In
some constituent territories of the Federationrethie a marked
drive to appropriate powers, which are the exckisiompetence
of the Russian Federation. This has produced samasipxes. For
example, the Supreme Khural of the Republic of Tyvaviolation
of the Constitution of the Russian Federation, gated to itself
the right to adopt decisions on questions of wal peace. Some
constituent territories of the Federation consttiat they have the
right to regulate procedures for the formationesfitorial militias
and other units, and to supervise their movemeandsaativity. In
some republics, the presidents have arrogatedetmglves the
unilateral right to declare a state of emergency.

"Legislative bodies in the constituent territoradshe Federation
have adopted many laws, which give different daéins of the
legal status of the individual in various areagpwablic life. These
relate to the legal immunity of elected represérgat business
activity, the registration of private housing, aulforth. There are
abundant instances of illegal taxes and revenudectioh, bans on
the export of commodities, and the abolishmeneanination of
privileges for various categories of citizens."

(Source: Pervaia Vserossiiskaia nauchno-praktiefedtonferent-
siia "Problemy i perspektivy razvitiia rossiiskofgmleralizma.” Mos-
cow: Izdanie Soveta Federatsii, 1998, pp. 86-89.)



DOAD

A Strategy for Economic
Growth on the Threshold
of the 21st Century

The concluding part of this book presents the tesilresearch
into the present condition of the country's econamy the existing
and possible directions of its evolution, in thentext of global
long-term development tendencies, taking into actthe laws of
contemporary economic growth. The expected long-ffects of
a continuation of the economic policy implementeddate are
analyzed, along with the associated tendenciesuaftsral change,
and a set of alternative proposals for the formatb economic
policy is motivated. These proposals take into astthe existing
condition of the Russian economy, the need to omeecthe imbal-
ances and barriers that are typical of a trangitiperiod, and the
activation of existing competitive advantages tovjate conditions
for the country's sustained social and economieldgment.
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1 Global Economic Growth
Tendencies

Contemporary economic growth is characterized bjensific
and technological progress and the intellectuatinatof the basic
factors of production. In developed countries, BO&8of the growth
of GDP is due to new knowledge, which is embodiedechnolog-
ies, equipment, personnel training, and the orgaioia of produc-
tion. The introduction of new technologies has Imeeoca key factor
in market competition, and is the main means ofréasing the
efficiency of production and improving the qualif goods and
services. This is the basis for achieving a susthitendency for
the per-unit cheapening of the various features padducts for
consumption, which makes it possible to raise teaegal welfare
and improve the quality of life in developed coigdgr Innovations
are a necessary condition for success in competigmabling van-
guard firms to achieve superprofits by means of opatistic appro-
priation of the intellectual rent, which is formed the process of
developing new products and technologies.

Another important feature of contemporary economiowth is
the shift to a continuous process of innovation nmanagement
practice. An increasing portion of investment spegdgoes into
R&D,* on which science-intensive sectors spend mtran they
do on the acquisition of equipment and on constractThere is
a simultaneous increase of the importance of staémtific and

*Russian "Scientific Research and Experimental @refevelopment"
(NIOKR) stands for the same types of work as EhglResearch and
Development" (R&D).—Translator's note.
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technological, innovation, and education policy,jcuhdetermines
the overall conditions for scientific and technadad progress.
Spending on science constantly rises, approactitigf3GDP in
developed countries. The State's share in thisdepgromprises
35-50% on average [51]. The intensity of R&D laygeétermines
the level of economic development today. Those t@maprevail
in global economic competition, which provide fealde conditions
for scientific research and scientific and techgalal progress.

The great significance of state incentives forrddie and tech-
nological progress, for ensuring contemporary ecoaa@rowth,
is due to the objective properties of innovationcpsses: high risk,
dependence on the degree of development of thalbgerentific
environment and the information infrastructure, #ignificant
capital-intensity of scientific research, requireisefor the training
of personnel, and the need for legal protectiomteflectual prop-
erty. Therefore, a given firm's success in glok@hgetition is
directly linked with the state policy for scienaaedatechnology, in
the country where it is based. Among the 500 mastessful
companies, active in world markets, 203 are Amarid®9 are
Japanese, and only two are Russian [52].

The key importance of scientific and technologjmaigress for
contemporary economic growth, requires that théubeharacter-
istics of global technological and economic develept be consid-
ered during national economic policy planning. artigular, one
lawful characteristic of contemporary economic gtovg its un-
evenness, which arises from the periodic procesiseofuccession
of coherent complexes of interrelated manufactutesknological
phases. In the course of each of the structursérof the world
economy, which accompany the replacement of suigeedemi-
nant technological phases, new possibilities fanemic growth
emerge. The countries that were world economiceesadh the
preceding period experience a devaluation of tbapital and a
decline of the relative skill levels of people epy#d in sectors
of the obsolescent technological phase, while cmmthat have
succeeded in doing work in anticipation of the fatiom of the
technological and production systems of the nevirtelogical
phase become centers of attraction for capitadffeom the obso-
lescent manufactures. On each occasion, the chaindeminant
technological phases has been accompanied by sfdjrin the
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international division of labor, and a redefinitiohthe roster of
the most thriving countries (Tables 5, 6).

Today's dominant technological phase began toghipe as a
coherent reproductive system in the 1950s and 196@shas been
the technological basis of economic growth sinae gtructural
crisis of the 1970s. The nucleus of this technoldgdhase is micro-
electronics, software, computer hardware and irdtion-process-
ing technologies, production of automation systeams| satellite
and fiber-optics communications.

The development of this technological phase has beeompa-
nied by corresponding shifts in energy consumpfamincrease
of natural gas consumption), transportation systénsincrease
of air freight), and construction materials prodtrect(increased
manufacture of composite materials with pre-spetifproperties).
There has been a shift to new principles for thgaization of
production: a continuous innovation process, flexgutomation,
individualization of demand, organization of maikand technical
supply according to the "just-in-time" principleycanew types of
public consumption and life-style. The latter aharacterized by
changes in values and consumer preferences in édemtucation,
information services, quality of diet, and a heakmvironment—
a substitution of quality of life reference-poirfits the stereotypes
of "the consumer society."

The theory of long-term economic and technologamlelop-
ment indicates that the limit of sustainable grofeththe presently
dominant (contemporary) technological phase willreached in
the second decade of the next century. By that tt@&eproductive
system of the next technological phase will havenbformed,
which is already taking shape today. Its most pdotebkey factors
will be: biotechnologies, artificial intelligencgstems, global infor-
mation networks, and integrated high-speed tratedmm systems.
The flexible automation of production will be fugthdeveloped, as
will space technologies, the production of congiomcmaterials
with pre-specified properties, and nuclear powke growth of
natural gas consumption will be supplemented byetkganded
use of hydrogen as an ecologically clean fuel. §wéll be an even
greater intellectualization of production, and dttb a continuous
innovation process in most sectors and to contq@ducation
in the majority of professions. Progress in infatiora&processing
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technologies, telecommunications systems, anddiaatechnolog-
ies will bring about further globalization of theamomy and the
formation of unified world markets for commoditiesgpital, and
labor.

As the new technological phase comes into existgheecom-
parative advantages will take shape, which wilirdefeopolitical
competition in the mid-twenty-first century. Amotige main deter-
mining factors for national competitive advantag@ksbe the popu-
lation's education level and health care, the dewednt of science,
the information environment, the provision, witatetguidance, of
conditions for discovering the creative abilitidseach individual,
a clean environment and high quality of life, andiigher than
average rate of development of the key technolbgiwh production
systems of the new technological phase.

The significance of scientific and technologicabgress and the
ability to develop new technologies will become regeater in
geopolitical competition. The role of the humantdacand the
organization of creative labor will increase. Coiadt that are un-
able to ensure the necessary levels of educatiamdopopulation
and development of science and a high quality fofimation envi-
ronment, will be doomed to unequal terms of foreigde and
profound dependence on foreign centers of finandardormation;
they will retain chiefly the functions of sourceflsraw materials and
"human material" for transnational corporations #rel developed
countries, where global intellectual potential Wil concentrated.

Global competition will occur not so much among rioies, as
among transnational reproductive systems, eacthichwwill group
national systems of education of the populatiocualation of
capital, and the organization of science, as vegettammercial pro-
duction structures, which function on a world madeale. Several
such systems, closely interconnected and detergnigimbal eco-
nomic development, will shape the world economy.

Four such transnational systems have been formddtéo the
North American free trade zone (NAFTA), the Europ&€ommu-
nity, Japan, and China. Until recently, the USSRdtbe numbered
among them. Today, the CIS countries that cameliaing after
the breakup of the Soviet Union, including Russiaye a very
unfavorable outlook. Other probable contenderafole as inde-
pendent global economic development systems dtimgext
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century are Korea, Brazil, India, and Indonesiae Thmpetition
of these systems will be accompanied by their bolation and
cooperation, and the concentration of intellectaradl economic
activity.

The intellectualization of labor will be the maiactor in global
competition. A fifteen-year period of educationand mastery of
contemporary information technologies will be nekder full-
fledged life and work in the twenty-first centu§ountries that are
unable to guarantee these conditions for the ntjofitheir citi-
zens will be isolated from global economic growshabwidening
rift in the standard and quality of life, the pogtidn's education,
and in intellectual potential, and risk disappeafiorever from the
ranks of independent actors in the world econompécs.



2 The Economic Situation
In Russia

2.1. The Macroeconomic Situation

As has been shown, the current situation of theiRugconomy
is characterized by an unprecedented decline adugtion and
economic activity, a five-fold drop of productivapital investment,
and the disintegration of the economy and of mopetiaculation
(Figs. 26, 27). Studies by leading economists heh@wvn that
these tendencies resulted, to a decisive degmm,tfre macroeco-
nomic policy that was carried out, which causedrtipure of the
main reproductive processes and economic tiesfailuee to take
into account the structural peculiarities of thes§tan economy, in
the hope that market self-organization mechanismasldvwork
automatically, provoked economic disintegration &mel buildup
of chaos. Attempts to apply traditional methodsnaicroeconomic
stabilization for a situation of market equilibriuby restricting the
money supply, were unable to yield adequate resultssituation
of serious disequilibrium. In the setting of thesRian economy's
characteristic imbalances, the application of thesthods inevita-
bly caused its breakup into autonomously functigriactors, each
of which strives to achieve its own equilibriumteta

The economic space of the country broke into tvesdty con-
nected spheres. The first was the sphere of tbelation of capital,
characterized by superhigh profits, the very ragidulation of
money, and relatively low risk. The second wassitteere of produc-
tion, characterized by low profitability, a low welty of monetary
circulation, high risk because of the undefinedestf property
relations, the decline of demand, and a generallgvarable mar-
ket conjuncture.

The sphere of production, in turn, subdivided atoexport-
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FIGURE 26
Industrial production, 1991-1998 and forecast for 1999

(Index: 1991=100)

FIGURE 27
Capital investment, 1991-1998 and forecast for 1999
(Index: 1991 =100)
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oriented raw materials sector, in which relativabsity was main-
tained by means of reorientation to foreign markatsl the rest
of the economy, oriented toward the domestic maakdtcharacter-
ized by insolvency and extremely low profitabilityloreover, the
territorial disintegration of the economy begarateelerate, when
the existing system of cooperation and speciatizadf production
was destroyed, as a result of the chaotic rupfuseanomic ties and
the surpassing rate of increase of transportaigfist Individual
regions of the country reoriented towards foreigarkats.

Until the financial collapse of August 17, 1998pmomic policy
in Russia had a quality of virtual reality, havilittje in common
with the economic reality that defines life for loihs of Russians.
The passions raging on the securities markets athikorities’
thunderous declarations about stabilizing the rablany cost, and
the agonizing over the mood of capricious non-m#idnvestors,
on whom the fate of the Fatherland supposedly hpragented a
striking contrast to the flickering rhythm of life the real economy,
which was learning to get by without money, withmtestment,
and without a State.

Real capital and fictitious capital, which refleittsvalue, moved
in opposite directions. The wild growth of the priof shares of
privatized companies during 1996-1997 was combiired, most
astonishing fashion, with a no less steep detéiooraf their finan-
cial position (in 1997, the total capitalizationtbé market for securi-
ties of enterprises increased 3.5 times over, whieprofitability
of the firms fell by more than one-half, and thecpatage of loss-
making enterprises grew by 5%). By the same tokem,steep
devaluation of enterprises' securities in 1998 peattically no
connection with their real condition (their finaaicposition did not
deteriorate, and production growth rates stabiliaed.3% in the
first quarter of 1998).

The situation at the macrolevel was similar. Yiedsgovernment
bonds that were unprecedented in the entire woele \wombined
with a pitiful condition of the state budget angidaerosion of its
revenue base. The achievement of macroeconomicypgdials in
1997 (lowering of inflation to 11%, almost totdddralization of the
economy, and privatization of goods-producing @niezs) not only
failed to lead to economic growth, but, on the gt was accom-
panied by a 5% reduction of investment.
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The social space of the country was divided in t&long with
the economy. Big business and the monetary augsrivho ser-
vice its interests, lived in a world of securitesotations, foreign
loans, and the privatization of state propertywhich mad money
was whipping around, which didn't have to be earrsed the
incomes available to be obtained were incommerswéh the
effort that had to be expended. Meanwhile, the lgeapd the
production and budget spheres that provide thensdhditions for
life, were vegetating without wages, without pragpeand without
understanding the meaning of what was going on.fif$tesphere
had the attractive force of a profit rate on inedstapital, which
was unprecedented in the world and exceeded thehiveamks
established in the world economy by an order ofmitade. Russia
was called a country of miracles (or, dependingregis point of view,
a country of fools), where a fortune could be iasel tens of times
over within a couple of years, or even, given ghadk, hundreds
of times. The second sphere exerted a repulsiee,farth gloomy
images of provincial Russia as a place of hungifgreim, despairing
mothers, and skilled workers and engineers gorsedd. The first
picture sparkled with bright display windows, whife second bore
witness that Russia had become a land of soceiniisi

It is commonly understood that an economy is aeclas/stem.
If production is not increasing, but there is aaamtration of income
and wealth in some location, it means that inconmk vaealth are
reduced in the rest of the economy. In our sitnatiee superprofits
in the financial speculation sector were formed emad grow on
the bases of the redistribution of state propémyugh spontaneous
voucher privatization, of the state budget throtighGKO financial
pyramid, and of the population's savings throughag financial
pyramids. This redistribution took place at anexiely fast tempo,
comprising as much as one-half of the country'siraatation fund
each year, and was accompanied by the formatibgé financial
"bubbles," which expanded not by the creation of mealth, but
through every conceivable way of appropriatingiilizing various
mechanisms to support the superprofitability otesguaranteed
speculative operations.

The economic regulation mechanism created in 199%-1s
reminiscent of a childhood game of blowing soapbheg By means
of the state budget and state property managemsntjrces from
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the sphere of production and the population's gavare "blown
up,” transformed into financial "pyramids,” whidien pop, leaving
only heavy memories about the latest year thabbes lost as an
opportunity for growth, and impressive images @ life of the
new ruling elite. Yet the public consciousnesspeatied as it was,
rejoiced over the pretty mirage of macroeconomabiktation and
the furious growth of the financial markets, evegaiast the back-
drop of the spasmodic collapse of investment, ulv@tion of goods-
producing enterprises, and the impoverishment efpibpulation.
This mechanism for the self-destruction of the tois financial
system, evidently without precedent in economitohys also de-
stroyed the reproductive processes, and broughit abdremen-
dous outflow of capital from the sphere of produttiand the
disintegration of the economy.

The disintegration of the economy resulted fromuaniber of
cause and effect processes, which may be callemursn deter-
mined by the economic policy that was carried out.

Contour 1: dismantling of the money economy, ane pay-
ments crisis. The shift of the money supply intecsgation, due
to the extremely high returns available (maintajriedsuccession,
by financial pyramids, speculation in the shareprifatized enter-
prises, and speculation on currency and governtmends) and
the suppression of inflation by means of restrigtthe money
supply, caused the real sector of the economy tetiygped of
money and, consequently, brought about the payneeisis and
the budget crisis.

Contour 2: collapse of demand and reduction of pcodn.

Cost inflation, which has determined inflationampgesses until
very recently, reached its extreme point with te@lglishment of
price relationships that are highly unfavorable flae sphere of
production. The rise of prices for raw materialgevens of times
greater than price increases on finished gooddgevgnice ratios
for the manufacturing industries and agricultureederated. There
was a transition to an entirely new structure aihemic valuations,
whereby it became a loss-making proposition to greda great
portion of finished goods with high value added.

The chain of cause and effect, typical of cosatith and leading
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to the decline of production, is associated with abjective imbal-
ances in the Russian economy, which manifestedstilgas imme-
diately after the decontrol of prices. The proogas reflected in
upward pressure on prices from the highly monopdligectors.
In this situation, the rise of raw materials pricasised an increase
of costs in the manufacturing industries, whichfum, led to a
decline of the competitiveness of domestic manufast and their
displacement by imported goods. The results wededine of
production, the increase of costs, the deteriaratiothe financial
situation of enterprises in the real sector ofeghenomy, and the
lowering of wages. Consequently: a reduction of atein collapse
of production, and so on (Figs. 28, 29).

The pernicious effects of cost inflation on the pefitiveness
of the manufacturing industries were amplified mainyes over
by the policy of artificially restraining the faif the ruble's exchange
rate. This factor alone caused a more than eightlecrease in
the competitiveness of Russian goods, which wekerrout of
the market by analogous imports (Figs. 30, 31).

Contour 3: decline of the efficiency of producticamd reduc-
tion of investment and innovation. The decline @bduction
brings about an increase of fixed costs and a tieduaf production
efficiency, which leads to a decline of the contpetiess of Russian
goods, to further reduction of their productiond an the deteriora-
tion of the financial condition of enterprises hetreal sector and
decline of their profitability. In combination witme rise of interest
rates on credit, resulting from the liquidity csisthis encourages
capital flight and the draining of funds out of tteal sector, which
are accompanied by a steep reduction of investrhemihe wake
of the reduction of productive investment, thereaislecline of
innovation activity.

The huge gap between the return on operation®isghculation
and the production sectors impedes investment rmavation in
the sphere of production. This gap was formed,henone hand,
by the contraction of the real money supply andabesequent
rise of money market interest rates many times,cvaal, on the
other, by falling profitability in the sphere ofquluction. Directors
of bankrupted goods-producing enterprises prefawesink their
free capital into the high-return, low-risk sphefespeculation,
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FIGURE 28
Relative price changes in basic sectors of physical
production, 1995-1996

(number of times greater than 1991 prices)

Source: A.N. Shulunov

making no efforts to raise the sharply reduced aitipeness of
manufactures, by means of investment in risky iations.

The normal motives of market behavior, which orientrepre-
neurs towards increasing the efficiency of produrctind preserv-
ing accumulated wealth by means of new investmemtising
the competitiveness of their companies, work urdeditions of
relative equilibrium. If there is a sudden and atriastantaneous
multiple decline in the competitiveness of manufeeg, for reasons
beyond the control of the enterprises, with a epwading devalua-
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tion of the capital invested there, the naturalilep of the entrepre-

FIGURE 29
Loss-making industrial enterprises [9,76,77]

neur is to save at least part of the wealth undecdntrol. There-
fore, the natural reaction of Russian entreprenands directors
to the abrupt deterioration of the economic cortjune; for reasons
beyond their control, was not to invest in the dgwaent of new
technologies, but to pull capital out of productimd transfer it
into the many times more lucrative and reliablecafaive sector.

Contour 4: criminalization of the economy, growthtioe illegal
("shadow") sector. The reorientation of entrepreaéuactivity
from production to speculative operations, as aslthe struggle
for the acquisition of the national wealth andesgatoperty, which
resulted from the methods selected for carryingtihetdecontrol
of prices and privatization of state property, waceompanied by
the criminalization of economic relations and tberaption of the
state apparatus. With the existence of a tremendapshetween
the returns on speculative operations and on ptistiovhich
differed by factors of hundreds or even thousatingsenergies of
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FIGURE 30
Share of imports in domestic consumption
(selected products—percent)

* 1995 data not available

enterprising people were diverted to the acquisitb sources of
superprofits in the speculative sector.

The highest-return types of activity became thaseected with
the privatization of state property, the establiehtrof organized
monopolies in trade, and the emission of monetarsogates. In
a market economy, all of these types of activity ander strict
state regulation and control. The relevant stajaelaory functions
for the economy, however, were paralyzed by theuption and
incompetence, which gripped the state apparates itgtdominant
positions were seized by oligarchical clans, assalt of the coup
d'etat and shelling of the Parliament in the autofit993.

The oligarchy's quashing of state regulatory funmstiwith re-
spect to property, trade regulation, and contrelr smonetary emis-
sion gave it unique opportunities for the apprdajmmof superhigh
revenues. At the same time, this phenomenon g tariminaliza-



THE ECONOMIC SITUATION IN RUSSIA 223

FIGURE 31
Share of imported products in consumer goods trade,
1992-1996

tion of these types of activity, impeded importleiments of market
competition, and provoked a reduction of investnatd an acute
budget crisis.

Thus, the criminalization of trade and the esthhtisnt of orga-
nized monopolies in trade made the goods distohutietwork
almost impassable for Russian goods-producersoUwd-thirds
of the value produced in the sphere of productias appropriated
through multilevel intermediary monopolies, opedaby organized
criminal groups with close ties to official agerci€onsumers had
to pay up to 100% more than the real price of codities, while
the superhigh revenue from these sales went totamithese
organized monopolies.

The devaluation of citizens' savings, through trgd-scale fi-
nancial machinations of the people who set upittad¢ial pyramid
schemes, has already been mentioned. It resultide ipopulation's
loss of confidence in securities in general, asliaecrease in the
dollarization of the economy, and the blockage haf €conomic
growth mechanism of transforming the populatiomigirgys into
productive investments.
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The intense criminalization of the process of thessnprivatiza-
tion of state property and the orientation of istigipants toward
speculative superhigh incomes, undermined the atwiivfor own-
ership of the means of production, which playsyarke in promot-
ing economic activity in a market economy. The oigers of the
privatization campaign, and their commercial pagneriented
toward speculative superhigh revenue from the eesfithe obvi-
ously undervalued shares of enterprises, rather thaard the
effective utilization of privatized means of protan.

A few years after completion of the mass privatizatampaign,
chaos continues to reign in property relations.t®Jpwo-thirds of
major and medium-sized enterprises lack a resgensitner [54].
The abrupt rupture of economic ties, which toolcelduring the
privatization campaign, brought about a rapid iasesof transac-
tion costs and the destruction of complex forms@éntific and
production cooperation, shutting down the produnctib high-tech-
nology products in an unfavorable macroeconomidrenment.
The chaotic and undefined state of the microecom@mvironment
provokes a rise of corruption among economic mansaged de-
stroys the basic mechanisms of the organizatidabar and pro-
duction.

These processes led to serious infringement aithe# profound
motivational mechanisms of productive activity. Teennection
between conscientious labor, training levels, duedsocial signifi-
cance of labor, on the one hand, and size of wiges,of welfare,
and social status, on the other, was broken. Makmlie criminal-
ization of economic relations, corruption, acutatitcation of the
population, and the flow of public wealth to benhéfie organizers
of financial pyramids and the privatization of etgiroperty, all
served to consolidate destructive stereotypes tregmeneurial
behavior, which was oriented toward the approjmmatf earlier
created wealth, rather than constructive activity.

The basic concepts of the value of human creatitieityg were
destroyed. The rapid enrichment of thieves, swisdlmembers
of organized crime groups, and the corrupt segwieofficialdom,
as well as speculators, against a backdrop ofntipeverishment
of the overwhelming majority of those employed acially useful
productive labor, demoralized society. People thisir bearings
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in an abruptly altered life environment, ceasedlistinguish the
fundamental concepts of good and evil, and lost theentives for
honest labor and for raising the level of theitud and training.

The criminalization of the privatization campaidime securities
markets, and trade, determined a high share gfailleperations
in the speculative sector. In the setting of thitca redistribution
of incomes and economic activity in its favor, ahd decline of
the sphere of production to a subordinate positibis, led to a
rapid growth of the shadow sector in the economy ashole,
reaching a level of one-fourth of all economichatsti This, in turn,
brought about a rapid decline of state budget @vemd an even
greater weakening of the state, as a result dbtidget crisis.

These negative cause-and-effect relationshipstegsfiiom a
combination of the processes of the fall of produnctreduction of
the population's incomes, and decline of investraadtinnovation,
which collectively formed the self-reproducing maatsm of the
economic crisis.

With the end of the high rate of inflation and glewing of the
production slump in 1997, our court economiststethtalking
about macroeconomic stabilization and a transitireconomic
growth. The structure of economic valuations, havewhich in
a market economy determines the direction of resoflows, was
characterized by a price ratio for raw materials famished products
that was highly unfavorable for domestic goods-poeds. In addi-
tion, the devaluation of the ruble many times odeeply under-
mined the competitiveness of Russian industry. Undaditions
of continuing depression in the sphere of prodacind the reduc-
tion of investment, the appearance of stabilizaiiothe economy
was maintained by artificially tying up "hot moriiés the specula-
tive sphere, through the build-up of the governnukatit pyramid.
By maintaining high returns on speculative operetig¢approxi-
mately 30% per annum, in real terms), howeverhigetting of
the declining profitability (7%) and abiding higlsk of financing
goods-producing enterprises, the State blockedrdiuyx of capital
into the sphere of production. It became unprdfitab invest, and
the profound disintegration of the economy went ot surpris-
ingly, contrary to the expectations of the Governimavestment
continued to decline, despite the reduction oétigh. After having
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declined by a factor of four in 1992-1996, investinkell another
5% in 1997, and in the first half of 1998, the dexlcontinued at
an annual rate of 7%.

A semblance of equilibrium was achieved in 1997ictvttould
not be sustained and was maintained by a furthietupuof foreign
borrowing, i.e. at the expense of future revenues Ts patently
evident from the relationship of the following paters, character-
izing the equilibrium state (the data are givendal terms, cor-
rected for inflation):

» government bond yields 30-40%
» Central Bank refinancing rate 30-40%
* interest rates on commercial credit 40-60%
« profitability in the sphere of production 57%
« capacity utilization in industry around 40%
« unemployment (including implicit) 10-15%
* inflation around 10%

This equilibrium state was maintained, until thastr of the
GKO-OFZ financial pyramid, by the following monatatreams (in
redenominated rubles).

Circulation of capital in GKO speculation. The mntdgtinflux

of funds to service the GKO pyramid, a sum of 3G#ldn rubles,
was provided chiefly by new borrowing, which prestetined an
avalanche-style growth of the GKO pyramid at the &t 1.3-1.5
times each year.

Maintenance of the GKO pyramid by means of cadleiss

The increase of the money supply was mainly dickatéo the
acquisition of foreign currency for purposes ofvigng foreign
speculators' investments in the state debt pyratddirect acqui-
sition of government bonds by the Central Bankherrefinancing
of commercial banks with government bonds as @t

Maintenance of the GKO pyramid by means of an infaf
foreign capital. Non-residents' share in the tg@lernment bond
portfolio reached approximately 30%, or on the oafe520 billion.
The Central Bank ensured the conversion of foreapital into
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the GKO pyramid by issuing rubles for the acquwsitof foreign
currency.

Direct outflow of capital from the sphere of prodan into
financial speculation. In four years (1993-1998k teal volume
of the money supply (M2) declined by almost onéd;hahile bal-
ances in enterprises' accounts fell by a factdivef

Shift of money out of the sphere of production aitizens'
income, into the GKO pyramid through the federaldmt.
Average monthly budget spending to service the dtimetate
debt was 3.5 bhillion rubles, against average téleatmns of 16-18
billion rubles. At the point the limit of growth ¢fie GKO pyramid
and the outflow of speculative capital abroad veehed, budget
spending to support them had reached 3.5-4 billibles per week.

Compensation for the flow of money out of the sphef pro-
duction, by means of mutual offsets and non-payméent
monthly increase of defaulted debt by 4.2 billioibles (or 2% of
GDP), and the increase of tax arrears owed toeitherél budget.

Outflow of the population's savings into the GKOrayid
through Sberbank. Government bonds made up thestaaipare
of Sbherbank's assets, meaning that the greateofpzitizens' ruble-
denominated savings was locked into the GKO pyramid

It is obvious that the longer such an equilibriutates were
maintained, the more the condition of the sphergrofiuction,
and investment, would deteriorate. The 6% declinenestment
and 1.5 times increase in defaulted debt, the 3@%¢ase of losses
in the sphere of production (by 103.7 billion rigbla 1997, com-
pared with the preceding year), and the insolverfi@0% of goods-
producing enterprises are the obvious cost of miaing that equi-
librium state. To maintain the equilibrium in 198&quired the
increase of debt obligations by more than 110obillubles, as well
as direct federal budget spending to service thie stebt, in the
amount of 124.1 billion rubles. These sums werdircoad in the
Law on the 1998 Federal Budget It is not surprisitigit the
equilibrium was blown to pieces by the excessiverival strain on
the economic system.
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The acute disparity between the existing interi@tahip of
economic valuations and the technological and mtemu structure
of the economy made it unrealistic to shift to ewait growth, in
the framework of the macroeconomic policy beingiedrout. It
predetermined a further increase of unemploymedtdatline of
the standard of living. The continuation of thatigpodeepened
the indicated disparity, in tandem with bringingoaba further
deterioration of the financial condition of the sp of production,
an aggravation of the disintegration of the econoamg the loss
of possibilities to attract investment in the restaring of the
economy on a new technological basis.

The collapse of the financial pyramid of governmieonds de-
stroyed the existing equilibrium state on the friahmarkets and
in the economic system. Depending on what measuesadopted,
the next interrelationship of economic valuatioresyrbe more or
less favorable for a revival of production and etoitc growth. The
devaluation of the ruble and reduction of yieldsttos restructured
GKO somewhat improved the situation of domesticpoers. At
the same time, the decline in the population'sn&dhe insolvency
of many commercial banks, and the upward flighintérest rates
have worsened the possibilities to expand productimder these
conditions, the balance of positive and negatianghbs, associated
with the economic system's transition to a newesadter the col-
lapse of the financial pyramid of government bortkgends on
the economic policy of the State. On the one htdmedgrisis creates
a chance to move to a new economic equilibriune sfaivorable
for economic growth. On the other, the crisis calddelop into a
new, deeper phase of destruction of the produdtivees. The
choice of one of these two trajectories of furttievelopment for
the country will depend, to a decisive degree,henability of the
Government and the Central Bank to organize th@eranti-
crisis policy.

2.2. Structural Changes

The Russian economy's structural imbalances amkéavquite
often to explain the reasons for the steep dedlimoduction
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during radical liberalization of the economy. Ea#ficial economic
programs treat this argument as a self-evident[&&dt referring
to the significant portion of goods produced, fdrieh "there is no
market demand," and the disparity between thetsteiof demand
for commodities and their supply, as well as theiv level of
competitiveness, and so forth. Calculations madéhbyinstitute
of National Economic Forecasting of the Russiand&oay of Sci-
ences, however, fail to bear out this thesis: Huehe absence of
fundamental innovations to reform the economy, deeline of
production in 1991-1994 would not have exceede@olpér an-
num [56].

There is no doubt that serious structural imbalard® exist,
which came into existence during the years whenniuonal
economy was managed by directive, and they hireetonomic
development of the country. They cannot, howeverydiluced
to an imbalance of supply and demand or to thelgmolf low
competitiveness of domestic products, by comparisitin analo-
gous imported goods, but are rather embedded ilawfal charac-
teristics of how the technological and institutibeucture of an
economy managed by directive is reproduced, asudt ref which
there emerged a technologically multi-phase econthratyincreas-
ingly lagged behind in technology.

Unlike a market economy, where the successioncbhtiogical
phases is accompanied by a redistribution of ressufrom the
reproductive contours of the old technological phato the expan-
sion of the new one and by modernization of pradectapacities
on a new technological basis, in an economy manbgetirective,
new technological phases came into being simultsteavith the
preservation of the previous ones, which were mheke by the
relevant production and organizational systems. rékalt was the
peculiar situation that the national economy hagl&reproducing
multi-phase character, which brought about thedpilof techno-
logical imbalances and a retardation of progrestetnological
shifts and overall economic growth rates [53].

Pre-revolutionary Russia was already technologicatulti-
phase, a characteristic that took shape in theseafrthe country's
extremely rapid industrialization at the end of ds and beginning
of the current century [57]. The subsequent nati@madustrializa-
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tion in the 1930s was organized chiefly on thesakitechnologies
of the third technological phase, which had alreeshyched its

limits of growth in the developed countries. Thpidaexpansion

of manufactures from the fourth technological phem@menced
only at the beginning of the 1940s, in connectidh tihe necessary
upswing of the defense industry. The reconstrugtioiie national

economy after the war, however, was oriented towgpdoduction

of the previous technological structure. Only a #nd of the

1950s, was the line of bringing the fourth techgmal phase into
existence resumed, by means of national econorograms for

the development of the chemicals industry.

The fifth (contemporary) technological phase begacome into
existence in the USSR virtually simultaneously viftb developed
capitalist countries. The development of its congmrmanufac-
tures, however, occurred in tandem with the commnexpanded
reproduction of the fourth and third technologipbbses and was
mainly oriented toward the requirements of the temiji-industrial
complex. The fact that the greater part of resaumere locked
into the expanding contours of the third and fouetthnological
phases retarded the development of the fifth. Xsesion took
place, within the limits of centralized allocatiafi increases of
economic resources, extremely slowly in comparisith the devel-
oped countries, being mainly limited to the milémdustrial com-
plex (Figs. 32-34).

The accumulation of structural imbalances, duén¢oréproduc-
tion of the national economy's multi-phase charaptedetermined
the retardation of the USSR's economic growth &edstagnation
of the living standard in the 1980s (Fig. 35). Salvattempts to
reform the management of the national economy waade, in
order to overcome these tendencies. The stabflitiyeoproduction
and organizational structures, however, ensurednéinuation of
the inertial distribution of resources, accordinghe contours of
the existing technological phases, and blockedngti® at struc-
tural reorganization of the economy. To a greatmxtthis set the
stage for the radicalization of economic reforni@91-1992. The
reorientation of economic reform to political gealdich accompa-
nied that shift, obscured the challenges of a stratreorganiza-
tion of the economy. With the liberalization of teonomy, in the
absence of economic equilibrium points and of amgigy influence
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FIGURE 32
Generalized index of relative growth of the third

technological phase

Note. The generalized index of the growth of technological phases shown here and in other
graphs (Figs. 32-36) was calculated by analysis of more than 50 dynamic series of initial
indications of relevant changes in various spheres of the ecnomy (the structure of
consumption of fuels, construction materials, consumer goods, freight transport, the
production of relevant products and use of technologies, and so forth), using the main
components method. Indicators of relative growth reflect an increase in the share (weight)
of the given technological phase in the structure of the economy of different countries (see
[54] for more detail).
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FIGURE 33
Generalized index of relative growth of the fourth
technological phase

whatsoever on the part of the State, there waatapeous de-
struction of the reproductive contours of all g@rigttechnological
phases, accompanied by a breakup of the technaladiains and
existing cooperation ties that comprised them.

Beginning in 1992, an abrupt turning point can Easured in
the tendency of gradual growth of the fourth tedbgical phase,
with a precipitous collapse of its development dattbrs. During
1990 to 1994, the Russian economy "slid" to thelle¥ 1974 (i.e.,
20 years backwards), with respect to the levelasetbpment of
the fourth technological phase. According to otbstimates [58],
the share of manufactures belonging to the fowetinological
phase in 1990-1995 fell by between 52% and 42%enoutput of
industrial products, between 38% and 27% in thizalgure com-
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FIGURE 34
Generalized index of relative growth of the fifth
technological phase



234 A STRATEGY FOR ECONOMIC GROWTH

FIGURE 35
Time displacement of the generalized index of
technical-economic development

Note. The generalized index of technical-economic development was calculated by analysis,
using the main components method, of a set of 50 initial indications, reflecting the basic
economic development tendencies in various sectors of the economy and the national
economic complexes of ten countries, including the U.S.S.R., East European countries
(CMEA), and leading members of the Group of Seven. The "actual lag" indicator was
calculated as the number of years that had passed since the time the reference level of
technical-economic development corresponded to a given current level in the U.S.S.R. The
"prospective lag" indicator is equal to the number of years it would take for the U.S.S.R. to
achieve a given current status of the reference level of technical-economic development,
based on an extrapolation of current tendencies at the time of forecast.

plex, between 50% and 42% in construction, anddmtv62% and
58% in transport.

The lag in development of the fifth technologichbpe steeply
increased. Its growth curve (Fig. 36) shows thatlével of devel-
opment of manufactures belonging to the fifth tedbgical phase
was much higher in Russia than on average in tHg8RUS 1990,
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FIGURE 36a
Growth of the fifth technological phase in selected
countries (absolute magnitude)

FIGURE 36b
Growth of the fifth technological phase in selected
countries (relative to GDP)

but in 1995, it had fallen to the 1990 level of th8SR According
to other estimates [58], the share in gross indlistntput of output
belonging to the fifth technological phase fell dyactor of three
(from 6% to 2%) between 1990 and 1995. At the drilat period,
it comprised only 8% in machine-building, as agalk3% at the
outset, and in the production of industrial producr the popula-
tion, 1% as against 4%. The reduction during tkisaa of the
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relative weight of manufactures belonging to tffin iechnological

phase, within the structure of the economy, isvedgnt to a fifteen-
year slide backwards. Our lag behind the develapeohtries in-

creased many times over, since the 1990s havessadtdeheir swift
dash ahead in the development of the fifth teclgicéd phase and
the modernization of their economies on that basis.

The degree of Russia's lag behind the requirenoéritee fifth
technological phase in the development of the hufaator is
revealed by the huge gap in proportional spendimfyenlth care
and education, between Russia and the United Statkesalth care,
that gap had reached the level of 17 times, by ;1i®9&ducation,
7.7 times. The State is incapable of ensuring anabtevel of
reproduction of its human potential, which makesiriei sustained
development impossible. The continuing "brain drailso works
in this direction. It is expressed in the emigrata several tens
of thousands of scientists and professionals eael, ynflicting
upon the country $50 billion of economic damageoeding to
estimates done by United Nations methodology.

The tendencies observed in Russia, for a massixaudion of
human capital and degradation of human potenti@meumine the
main source of scientific and technological progresd, that
means, of contemporary social and economic developrithe
intellect and constructive activity of people. Th@sndencies run
counter to the global process of rising levels adication for the
population, the role of creative intellectual labamnd the formation
of relations of social partnership and cooperatidrich is insepara-
ble from the technological changes that are undgr Whe consoli-
dation of these tendencies will mean a furtherpstéecline of
competitiveness and loss of the possibilities idiependent devel-
opment of the Russian economy, which will be unablprovide
the level of labor productivity, education of peggind quality of life,
necessary for the contemporary and the next teabical phases.

The technological shifts in Russia's economy in119998 were
distinctly regressive in nature, which led durihgge six years to
the rapid degradation of the technological strectfrthe economy.
The most serious regression gripped the most addatypes of
manufacture, and was reflected in the country'sKflaing” by
10-25 years in the level of their development. firtagority of manu-
factures of finished goods, completing the reprédecontour of
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FIGURE 37

Production of selected commodities, 1991-1998
(Index 1991=100)

the fifth technological phase, have been virtuslyt down—their
reduction greatly exceeds the production slumpotber types of
finished products (Fig. 37). They have been vijuabmpletely
driven out of the domestic market by analogous irt$0

The headlong destruction of manufactures belongirthe con-
temporary technological phase means the destruafithre techno-
logical foundations for sustained economic growtld anakes it
extremely difficult for the economy to exit fromstate of deep
depression. Theory tells us, that economic crisesdepression
are overcome by the introduction of new technoleg@eating
new opportunities for production, the developmémwinich ensures
a transition to economic growth. As a rule, thauotidn of economic
activity during a structural crisis does not leadat shutdown of
progressive manufactures belonging to the new tdobical
phase, which possess high growth potential andcapable of
becoming locomotives for the future economic depelent of
the country.

Under conditions of general economic depressioowir is
usually observed in the production of fundamentadiy products,
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and an upswing of investment and innovation takssegn promis-
ing directions. Capital flows from obsolete mantiiees into new
ones, so that it becomes more risky to invest istieg areas, than
in innovations [59]. In the normal course of thinga economic
crisis has an invigorating impact on the technaaigand produc-
tion structure of the national economy, culling obisolete and
inefficient manufactures, eliminating imbalanca @learing the
ground for economic growth on a contemporary teldgical basis.

Thus the present condition of the Russian econ@yistin-
guished from a classic depression, which is cheniaet! by height-
ened innovation activity and "creative destructif§0] of the exist-
ing technological phase, its modernization on tsbof expansion
of the new technological phase, and—by this meahe-ircreased
efficiency and expanded variety of production, whiceates new
possibilities for economic growth. In Russia, bytrast, the slump
of production in the high-technology sectors waghbr than the
average for industry. An anomalous tendency wagrebd: the
rates of decline of production are greater in sscidth a higher
technological level (Table 7). Spending on R&D weduced by
a factor of more than eight, and now comprises 696 of GDP
(Fig. 38).

Enterprises' innovation activity has declined diedp the USSR
at the end of the 1980s, around 70% of industrigdrprises were
engaged in the development and introduction ofvations, but
in 1992-1996 this portion fell to 22.4% (in deveddpcountries this
indicator is usually above 70%) [61]. The indicatof the economy's
overall efficiency substantially declined: labooguctivity by one-
third and the energy-intensity of production by siaene magnitude.
The contemporary depression of the Russian ecompoesents an
obvious pathology, characterized by the chaotidapsé of the
economic system, its degradation and decay.

The disintegration of the Russian economy and thakop of
once coherent reproductive contours into autononsements,
partially integrated into foreign reproductive ammts, have long-
term negative consequences. The loss of reproduatiegrity,
the destruction of the basic elements of scientfic industrial
potential, the steep reduction of the scale ofrsifie research
and development, and the domination of the econoyngxternal
reproductive processes, signify not only the Idssconomic inde-
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FIGURE 38a

Spending on science in the Group of Seven countries
and in Russia

(%of GF)

pendence, but the disappearance of internal sofocesistained
economic growth. They make the economy vulnerabted world
market conjuncture and they impose serious extdiméhtions
on its development.

2.3. Probable Long-Term Development
Tendencies for the Russian Economy:
The Inertia Scenario

As shown above, the implemented macroeconomicypplit al-
most insuperable barriers in the way of an upswfrigvestment and
economic growth, because of the disintegratiomefdconomy and
the disparity between the structure of economigatans and the
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FIGURE 38b

Spending on science in the Group of Seven countries
and in Russia

(U.S. dollars per capita)

structure of the technological and production systA continua-

tion of this policy would mean the consolidatioresfsting tendencies
for the financial condition of the sphere of praitutto deteriorate,
the reduction of production and investment, andbaerthan critical

situation for the economic security of the couifirgble 8).

A continuation of the extremely low level of invesint in produc-
tion inevitably will accelerate the processes djrddation of the
country's production potential, and bring the ferthging of fixed
capital, the obsolescence rate of which is apprateip 50% in
industry. The situation is gravest in the main sesgtwhich deter-
mine the investment potential of the economy: maehiuilding
(over 50% obsolescence), the chemicals industro)6@nd the
construction materials industry, where investmex#t tallen below
the 1991 level by a factor of more than ten [62].

It is impossible for integrated reproductive stanes belonging
to the new technological phase to be created, svith a serious
degree of lag in renewal of the production poténtiader condi-
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Table 8 Economic security parameters

Threshold Actual Ratio of
values* actual to
threshold
values**
1. GDP:
% of average G-7 level 75% 29% 0.39
% of average G-7 per 50% 19% 0.38
capita level
% of average world 100% 25% 0.25
per capita level
2. Share of machine-building in 20 17 0.85
industry, %
3. Investment as % of GDP 25 14.5 0.58
4. Defense spending as % of 5 2.9%* 0.58
GDP
5. Spending on scientific re- 2 0.4 0.2
search as % of GDP
6. Share of new types of prod- 6 2.2 0.37
ucts in total output, %
7. Portion of population with in- 7 28.5 0.24
comes below subsistence mini- (Oct.
mum, % of total population 1998)
8. Life expectancy, years 70 66.9 0.95
9. Incomes of the best-off 10% of 8 135 0.59
the population as multiple of (Oct.
incomes of the worst-off 10% 1998)
of the population
10. Unemployment level, ILO 7 9.3 0.75
methodology, %
11. Annual rate of inflation, % 20 80 0.25
(1998)
12. Domestic government debt as 20 26.6%* 0.75

% of GDP for comparable
period

Continues
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Table 8 Continued

Threshold
values*

Foreign state debt as % of
GDP

Share of foreign borrowing in

. covering budget deficit, %

Budget deficit as % of GDP
Volume of foreign currency in

. Circulation, compared with

national currency money
supply, %
Volume of foreign currency

. circulating in cash, compared

with cash rubles in circula-
tion, %

Money supply (M2) as % of
GDP

Share of imports in domestic

. consumption, %

Total:
Food:

Differentiation among constit-

. uent territories of the Russian

Federation in provision of sub-
sistence minimum, best level
as multiple of worst level

* The threshold values for these security pararaetegre determined on a
provisional basis by the Security Council stafking into account the proposals of

scientific and public organizations.

** The ratio of the actual and threshold valuestendardized to the threshold
value, which is taken as the unit. It is calculatsdhe ratio of the actual value to
the threshold value, if it is desirable for theggiveconomic security parameter to

25

30

10

25

50

30
25

15

Actual

105.84**

20***

4.7
50

100

14.3

52
30

243

Ratio of
actual to
threshold
values**

0.24

15

11
0.2

0.25

0.29

0.58
0.83

0.3

be higher, or the reverse, if it is desirable far jiven parameter to be lower.

*** The data on budget spending are taken fromRbderal Law on the 1998

Federal Budget.
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tions of structural imbalance. There will be refaly steady develop-
ment of those technological and production strestuyelonging
to the contemporary technological phase, whichrdaegrated into
foreign reproductive processes, either as sourcesromaterials
and materials- and energy-intensive semi-manufestur as final
elements of global reproductive processes, segvitia consump-
tion of imported finished goods. The probable gtre of the
Russian economy's new equilibrium state may beriedefrom
the present structure of capital investment, whegethirds of all
investments in industry goes into the fuel and ggneomplex (Fig.
39) [63].

In light of the existing tendencies for disintegyatof the econ-
omy and the assimilation of its remaining elements foreign
reproductive proccesses, the following structuraracteristics of
the future Russian economy may be surmised. Otegewaeight
will be the export-oriented sectors of the fuel andrgy, chemicals
and metallurgy complexes (above all, the naturaligdustry and
the steel industry), and the service sector (alatlydrade in im-
ported goods, and services for foreign exchangeatipas and
financial markets). Among industrial manufacturisectors ori-
ented to the domestic market, the food industrypdvand paper
industries will remain moderately developed, winilachine-build-
ing is sharply reduced, becoming localized mainlyhie defense
industry and individual machine-building sectorsiala work with
imported components. Science-intensive industrih wie excep-
tion of individual sectors that are competitive agdthe nuclear
power industry and rocket-building), will mainlysie its place on
the market and cease to exist.

As was shown in the second part of this book, suckconomic
structure dooms a country to profound foreign dedpene and
unequal terms of foreign economic exchange, undéchvnon-
renewable natural resources are exported in payfoette intel-
lectual rent, contained in the price of importenisiied products.
The natural rent formed within the Russian econdsnthereby
utilized to finance scientific and technologicabgress and eco-
nomic growth abroad.

Modelling of the evolutionary tendencies of the &ais economy
shows that it is heading towards what may be defawa state of
irreversible disintegration, characterized by thaorporation of
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FIGURE 39
Share of capital investments by sector of the
economy, 1990 and 1996

(percent of total capital investments)

elements of surviving technical and productionesyst into foreign
reproductive processes, the shutdown of from offedhévo-thirds

of the existing scientific and production potentthe dismissal of
up to one-third of employees, the establishmeribi&ign control

over the most valuable national resources, antbfseof the basic
internal factors for contemporary economic growtk ¢he ability

to have independent sustained development.

The depressed state of the economy creates a Séhi@at to
Russia's geopolitical position. As already statkd, collapse has
put Russia ten times behind the United States envtiilume of
GDP, five times behind Japan and China, and althose times
behind Germany—and removed it from the top teronatiof the
world today (Fig. 40). That concerns the absolizie af the econ-
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FIGURE 40

GDP growth in selected countries, adjusted for parity
of purchasing power

(billions U.S. dollars)

omy. In per capita production, Russia has movethé¢olevel of
such countries as Thailand, Colombia, and the waedetoped
nations of Africa.

At this level of economic activity, Russia would bard put to
maintain an acceptable level of state spendind) sscwould be
necessary to provide for social protection, théonat security, a
unified economic space, and scientific and techgicd progress.
The growing disparity between the budget's shrmkavenue base
and the minimally necessary levels of state spgnitiads to an
aggravation of the budget crisis, but the possigslito solve it
within the framework of the implemented economidigyohave
been exhausted.

It was shown above, that further utilization oftsthorrowing
on the domestic market is made difficult by theadly accumulated
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state debt pyramid, which soaked up practicallyaedlilable credit
resources. Additional borrowing on foreign markstmade difficult

by investors' low level of confidence in the solsiof the Russian
Government and the record size of its already aatated foreign
debt. The crash of the GKO financial pyramid, whicbke through
the limits of stability, has lowered Russia's dregfiing to an "Afri-

can" level for a long time to come. In this sitoati obtaining new
loans to mitigate the budget crisis would requiditoonal guaran-
tees. It may be that the only remaining form ofatetal the State
has for such loans would be the rights to explaitural re-

source deposits.

The economic and financial condition of the countvitich was
already in crisis, sharply deteriorated after thensy and belated
decisions of the Government and the Central Bantherforcible
restructuring of government bonds and a temporasyatarium
on repayment of foreign credits.

The anti-crisis measures that followed the collagfgbe financial
system on August 17, 1998 were unsystematic, wétichtcoming
greatly reduced the efficacy of the emergency measto stem
capital flight and increased the probability ofustfier aggravation
of the crisis. In particular, widely used chanrfels capital flight
remained open, such as hoarding savings in dataneme, accu-
mulating money in the foreign currency accountiaterprises,
and the failure to convert foreign currency expatnings. The
attempts of the Central Bank to advertise the Igiabif currency
exchange operations on the domestic market, acioiadi/oked an
abrupt intensification of the tendency of dollati@a of the econ-
omy, which amplifies pressure on the ruble evenenaord leads
to its further devaluation and the rise of prices.

The increase of prices, in the setting of the e#fasthe Govern-
ment and employees to index wages, as well asathid increase
of wage arrears, heightens social tension. Pdligoaflicts build
up. The situation will be aggravated by the inapi6f insolvent
banks to return deposits to the population. In saudltuation, the
authorities are usually forced by the pressurehefopulation's
mass protest actions to take one of the followiagsions: 1) turn
on the printing press, 2) resort to repressionrsgdhe desperate
population, 3) effect a swift turn to a mobilizatieconomy.

The first solution, under conditions of a self-degtd financial
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system, will bring temporary relief followed by thepid springing
of self-intensifying hyperinflation mechanisms, thar buildup of
chaos and disorganization of production, and aggi@v of the
social and economic crisis, to the point of catgte.

The second solution, because of the lower levehuthority
and weak legitimacy of the federal Government, wancounter
resistance from regional authorities and provokbap escalation
of separatist tendencies, fraught with the danf#nendestruction
of a unified State.

In either case, events would unfold according be 'lndonesia
scenario," and very soon the country would encouateabrupt
escalation of the social and economic crisis, fiaugth the danger
of the latest national catastrophe.

There remains only one acceptable solution, thel thhe—
transition to a mobilization economic policy. ltsaim ele-
ments are:

« the mobilization of all non-tax sources of budgatenue (de-
commercialization of the Central Bank, its shifiato estimated
financing basis and the transfer of its entire ipgafo the
budget; institution of state monopolies on natgas exports
and alcohol and cigarette imports; an increaserdf payments
for the utilization of natural resource deposits;iacrease in
the efficiency of the management of state propgrty)

« the centralization of the country's foreign curremeserves,
dedollarization of the banking system, and sevigigening
of currency regulation and controls;

« the tightening of control over pricing and deliesriin the
natural monopoly sectors, up to and including tresiational-
ization;

* the orientation of credit and monetary policy tadvaroviding
support for production, with corresponding regolatof inter-
est rates and monetary flows;

« the decisive suppression of organized crime arghslag of
embezzlers and extortionists from the state appsirat

« the renationalization of bankrupt enterprises #ratessential
to maintain conditions for life in the country;

« the firm protection of legally obtained private astdte prop-
erty rights and the development of competitionetbgr with
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harsh suppression of organized trade monopoliesleats-
ing of criminals from the goods distribution netkior

 the adoption of measures to protect the domestikehand
provide incentives for the competitiveness of ddioes
goods-producers;

» the conduct of an active industrial, structurall anience and
technology policy.

To implement the mobilization option requires pedit will. If
this time, once again, there is a continued batanbietween the
interests of international capital and those ofdbmestic oligarchy,
instead of the necessary anti-crisis measure$eahéxt step of
deepening crisis and building chaos the Governmdhhave to
resort to altogether radical measures: nation#ieebanks, natural
monopolies, and vital enterprises, economicallgse! the country,
and keep order by force.

If the economic policy that has been carried outastinued,
we may expect a buildup of its inherent tendericiethe reduction
of production, degradation of its structure, grosthunemployment
and devaluation of human capital, and aggravatfomie budget
and debt crisis. In the setting of economic growitlthe world,
including among Russia's foreign economic partmaes)y of which
are developing at sustained growth rates of mare 586 per annum,
as well as the ongoing internationalization of #enomy and
increase of the role of transnational corporatighis will lead
to Russia's profound economic dependence and tméndoce of
foreign capital in the Russian economy.

There will be an irreversible loss of the main iintd factors of
sustained economic growth—an intellectual poteratiad a scien-
tific and production potential, adequate to theunemments of the
contemporary technological phase. The insolvencthefRussian
State, becoming inevitable if the existing tendesaiere contin-
ued, in that situation would very likely mean the fdcto loss of
Russia's national sovereignty as a coherent Sstdisintegration,
the establishment of control by transnational ehmver its eco-
nomic space, including natural resource deposit$,aaprotectorate
of interested foreign powers and their internatiaganizations
over its regions.

The alternative to such a policy is an orientatimvard activation
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of the competitive advantages of the Russian ecgraomd creation
of the necessary preconditions for its growth om basis of the
dissemination of manufactures belonging to theetopbrary tech-
nological phase, which is defined below as "a stpatfor eco-
nomic growth."



3 A Strategy for Economic
Growth

To achieve economic growth in a transitional econoeguires
a coordinated approach to the tasks of formingntaohical, institu-
tional, and organizational structures, capablentfng all the neces-
sary elements into integrated reproduction conttamrshe growth
of the contemporary technological phase, and thation of condi-
tions for the modernization and increased effigievicthe economy.
A macroeconomic environment must be created, whidonducive
to an upswing of investment and innovation. At thirolevel,
appropriate motives for entrepreneurial behaviausth be pro-
moted.

Economic policy should embody a complex, systengsageh,
subsuming not only monetary policy, but also invesit, struc-
tural, industrial, foreign trade, scientific anccheaological, and
other components, necessary for creating the pdioams for
economic growth under present conditions. It musvige ways
to overcome the disintegration of the economicesgstnd for the
transformation of savings into investment, the aiedion of the
normal circulation of payments, incentives for imaton and for
structural reorganization of the economy, modetimpaof the
economy on a contemporary technological basis,aanthcrease
in the competitiveness of Russian goods-producimgies, the
social orientation of the economy, and the creatiba system of
social guarantees and social protection.

In the composition of economic policy, it is alsecaessary to
take into account the disintegration of the econdimay has occur-
red, which defines the necessity of a differentiapproach to each
of its sectors. In order to neutralize the negatiwesequences of
that disintegration and reestablish a normal regetide process,
special measures should be adopted to ensurechadtial circula-

251
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tion flows: savings—investment in production—growahproduc-
tion—growth of wages and profits—growth of savisgsl accumu-
lation; depreciation allowances—investment in pobidn. Special
measures also need to be taken to restore thionskip between
the population's demand and the supply of dompstiducts: resto-
ration of the incomes and savings of the populatiweir transforma-
tion into demand for domestic products, utilizatadridle capacities,
and the increase of the population's wages andmima

The economic policy of the State should be orienitadard
realizing the competitive advantages of Russiamstg. World
experience demonstrates that successful structrahomic
changes hinge on support for those areas of tienaheconomy,
capable of promoting economic growth on the scélthe world
market [65].

Despite the tremendous destruction, Russia hasay @ com-
petitive advantages. The most prominent of these ar

« the high education level of the population, andtspl-intellec-
tual traditions, which orient people towards camdive cre-
ative labor, social justice and partnership, ardividual self-
realization in the interests of society;

« rich natural resources, providing for most domestie materi-
als, fuel and energy needs;

« a huge territory and capacious domestic market;iwbnsure
that the population has a wide diversity of emplegmand
requirements;

« relatively cheap labor power, in combination witirlfy high
skills levels;

» a developed scientific and industrial potentiald dine exis-
tence of significant technological research andeligment
already accomplished in several areas of the cqiteany
and the next technological phases;

 the existence of our own scientific schools andjumiad-
vanced technologies, the practical application bfctv can
make it possible to develop products that are ctitiygeon
a world market scale;

* significant idle production capacities, which makeossible
to gear up production at relative little cost;
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» experience in the export of products with highueaadded,
as well as production cooperation in the marketsnahy
countries (especially in the CIS, Asia, and Easirrope).

By activating these advantages, it will be posstbléurn the
balance of our national interests and those otrational capital
in our favor, both on the domestic market and wahpect to
Russia's prospective niches on the world markeis presumes
the solution of the relevant problems of econonailicy.

In the area of technological development, the tado create
technology and production systems for the conteamgoand the
next technological phases and to stimulate thewtir, as well as
the modernization of closely associated manufagtdrkis requires
creating, on the basis of already accumulated tfateand indus-
trial potential, enterprises that are competitivetiee world market,
incentives for the rapid diffusion of technologigsm the contempo-
rary technological phase, the launch of trainingtesyis to provide
necessary skill levels, protection of the domestarkets, and aid
in support of the export of promising domestic prad. At the
same time, conditions should be created for thé teeknological
phase to come into existence at a surpassing fatevelopment,
including state support for the relevant basic applied research,
development of infrastructure for training persdnnih the re-
quired skill levels, and creation of the necessaigrmation infra-
structure, as well as systems for the protectiorintdllectual
property.

In the institutional realm, the task is to create exonomic
mechanism that would reallocate resources away fobsolete
industries, into the technology and productionayst of the con-
temporary technological phase, concentrate rese@tciés growth
points, modernize the economy, and increase itsiefty and
competitiveness on the basis of the disseminafiorew technolo-
gies. Measures for the privatization of state ptgpand the foreign
trade regulation, financial, credit, industrialiestific and techno-
logical, education, and other components of scaal economic
policy, should all be subordinated to this task.

The same goals should shape policy for the orgémizaf the
economy's production structure. It is importarriomote those
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forms of integration of financial, production, teadscientific re-
search and educational organizations, that wilhlble to develop
at stable rates under conditions of intense intiermed competition,
while continuously increasing the efficiency of ¢guotion on the
basis of the timely development of new technolagies

Macroeconomic policy should create favorable camuit for
solving the above-listed tasks, guaranteeing thatadvantageous
to engage in production, as well as providing adgolanate for
investment and innovation, and support for the aitipeness of
domestic goods-producers. It is necessary to orerdbe disinte-
gration of the economy, normalize monetary cir¢otatand the
circulation of capital in the sphere of productiand support price
relationships and other parameters of the econongichanism
that favor the development of the next technoldgibase.

At the microeconomic level, the connections mustrdstored
between constructive socially useful activity andges, incomes
and the production of consumable benefits, savamgsinvestment.
Conditions should be created that promote a cagtsteumotiva-
tion for engaging in business activity, aimed aréasing the effi-
ciency of production, introducing progressive inaiions and as-
similating modern technologies, producing high-ijyajoods and
services for consumers and the public, and tramshgy incomes
into productive capital investments.

Alongside the creation of the necessary generaditions for
economic growth, there need to be special measorbreak the
dependencies, characterized above, which creataditioms for
the disintegration of the economy. These measim@sic provide
for overcoming the gap between the spheres of ptimiuand
finance, equalization of price relationships, iased demand for
domestically produced goods, an upswing of investnaad recon-
struction of the economy on the basis of the copteary techno-
logical phase.

Proceeding from these tasks and principles, prdgpasay be
formulated for transition to a policy of sustainscbnomic growth
under existing conditions. Taking into account tielapse of the
financial system, due to the state debt and balahgayments
crisis, these proposals consist of two parts: @igis measures and
conditions for economic growth. Unlike the previoagproach,
which proceeded from a Utopian model of the prinadjnancial
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market stabilization, after which a revival of puaton was sup-
posed to occur, this approach proceeds from aragstsion of
the crisis, comprising a complex of measures, waiehaimed simul-
taneously at a revival of production, the popufasicsurvival, an
upswing of investment, and financial stabilizatidine former ap-
proach proceeded from the unacceptability of viogathe debt
obligations of the Government (even debts to thetr@eBank, in
its capacity of a private entity), while the secaqgproach proceeds
from the unacceptability of the degradation andnetibn of the
population or the renunciation of national sovargigAccordingly,
the main directions of anti-crisis policy in thesfiapproach were
the reduction of state spending, and borrowing adyravhile the
second approach looks to the restructuring of dbligations and
the mobilization of non-tax budget revenues fromrees belonging
to the State, an upswing of investment, and rexofadroduction.
An adequate approach to overcoming the consequehtis col-
lapse of the financial system requires correspandieasures to
eliminate its causes—a way out of the debt cribig,revival of
production activity, and the restoration of the exsary level of
investment.

To this end, the collapse of the financial pyraofigiovernment
bonds should be taken as the opportunity for anpatithange in
price relationships, in the direction of an impnment of the finan-
cial condition and competitiveness of the spherprotiuction. At
the same time, the anti-crisis measures shoulddetability for
the economic system, and a reserve of strengtheifiaice of any
possible internal or external destabilizing factors

The demands, which should be made on economicyptolizay,
are very high. In the wake of the precipitous réidncof production
and investment, calculations show that extraordieéforts will be
required to neutralize the growing wave of fixegita being taken
out of commission, entailing a no less than fold-increase of
annual investment in the renovation and developroktite coun-
try's production potential [73]. These must be kighlity invest-
ments, which raise the competitiveness of domestiduction and
open up new possibilities for economic growth om shale of the
world economy.

In order for the country to embark on a sustaineeetbpment
trajectory, overcoming the inertia of the productsdbump and the
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destruction of scientific and production potentthle parameters
for the GDP growth rate must be at least 5% penmnifor invest-

ment—at least 15% per annum, including the growiestment

in science-intensive industry and new technologte80% per an-
num, wages—12% per annum, the efficiency of prioluetat least

10% per annum, while inflation is held to 25% pemam.

These guidelines may seem ambitious (by contrast thie
pessimism of the Kiriyenko Government program, Wwhpcomised
a revival of production at a growth rate of 1% penum), but
they define the minimum necessary measures forconeng the
tendency for the country's production and humarem@ls to
be degraded.

The possibilities for achieving very high rates gsbwth, by
comparison with the current depression, were dssmisabove.
These are, first and foremost, savings that aretiedtup, idle
production capacities, unemployed fit-to-work @tig, unutilized
scientific and technological, as well as intellettpotential, capital
that has been taken abroad, undeveloped natu@lroes, and
unexploited instruments for state regulation ofébenomy.

The savings rate in Russia remains one of the biginethe
world: over one-fourth of GDP. At the same time #tcumulation
rate is lower by nearly one-half. Utilization oktleountry's invest-
ment potential is at the level of only one-thirchother reserve is the
improved utilization of the existing production eotial. Capacity
utilization in industry is no higher than 40% atgent [66]. We have
forgotten about the outstanding intellectual arehiive potential of
our people, which is productively utilized to theemt of only a few
percent. If these resources were used and the amweerated
competitive advantages of our economy were realitesl sug-
gested economic growth parameters could be attained

In order to execute a turn of this nature, therstne cardinal
changes in the economic policy of the State, whitbuld be reori-
ented to providing incentives for the growth of guwotion and
investment and sharply raising the functional igfficy of the insti-
tutions for state regulation of the economy. Theeaal of anti-
crisis measures needs to be substantially expandaduncing
"easy" decisions like cutting state spending auteising the for-
eign debt. This means that there should be a sitatancrease
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of budget spending, a restructuring of state detitincrease in
the effectiveness of currency regulation and cés)tes well as the
application of a set of measures to revive prodactsharply in-
crease investment and innovation, and ensure {glgimn's sur-
vival. This is still possible. In order to uncowviis possibility,

however, it is necessary to adopt truly, as theyéfiko Government
put it, radical measures. Only these measuresaimotlbe against
our own population and the future of the countrigjchr the ruling

oligarchy would attempt to trade for a year or tmore of the

"status quo," but they should reorient the econguoiicy of the

State from supporting superhigh revenues from fiizrspecula-
tion, to providing incentives for the growth of dration, invest-
ment and the real incomes of the population.

The following measures should be adopted for thapgse.
They are designed to overcome the crisis and ctieateonditions
necessary for the country's sustained social aodogdic devel-
opment.

3.1. Anti-Crisis Measures

1. Cessation of the self-destruction of the finahsystem,
decommercialization of the Central Bank, and sotuti
of the debt and budget crisis.

As shown above, the main cause for the deepenioigcdsis was

that the monetary authorities, the Ministry of Fioa and the
Central Bank, constructed a financial pyramid ofegoment bonds,
with rates of return that were unprecedented irldyaractice and
made the bonds impossible to redeem; for if moselyorrowed

with the intention of repaying it, the interest the credit should
not exceed the rate of growth of revenue. In tlee ad the GKO,

it was exactly the opposite: the issue of bonds wituble-digit

annual rates of return in real terms took place setting of negative
economic growth rates and contraction of the budgetnue base.
Such a ratio of the growth of debt obligationshe teduction of
the borrower's income foreordains his bankruptdyiciwv occurred

on August 17, 1998.
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In order to dismantle the mechanism of self-desttnoof the
financial system, which was created by the statm@gs in charge
of regulating it, the activity of the monetary awilties has to be
decommercialized. The prevalence of commerciakésts in an
agency that exercises the state monopoly on régulat monetary
circulation should be excluded. In particular, dtimperative to
terminate the Central Bank's practice of derivingesprofits from
the construction of pyramids and other superpiugtspeculative
operations, which undermine the stability of thegesfinancial sys-
tem. Under present conditions, there should alsa decision on
transferring all Central Bank profits to the feddradget as reve-
nue. After all, their source is the state monopmiyregulation of
monetary circulation, and it is natural to requirat revenues from
the exercise of this monopoly flow into the Tregsuather than
going to service departmental interests.

Alongside government actions to improve tax digogphnd raise
the efficiency of the utilization of state properpand the applica-
tion of imputed taxes for small businesses, anengthen state
control over the alcoholic products market, it g@priate to
reinstitute the export tariff on the export of matwas or, as has
been done in many countries, to introduce a statopoly in this
area. This would make it possible to increase dnstate budget
revenues by 30-50 billion rubles.

Strict enforcement of the Law on State RegulatibRroduction
and Trade in Ethyl Alcohol and Alcoholic Produdtsgether with
the introduction of a real state monopoly on thearh and trade
of alcoholic products, would yield additional incernf at least
15 hillion rubles per annum. Moreover, consistguligation of
measures to protect the domestic market, provideéhfthe Law
on State Regulation of Foreign Trade, and the talvobf unfounded
exemptions from customs laws, would make it possiblobtain
an additional 30 billion rubles of revenue.

Together with the above-indicated measures, theges swill
raise budget revenues by one-third, while substiyntieducing
the cost of servicing the state debt, and haltigrowth. It thereby
becomes possible to overcome the budget crisibputitresorting
to the sequestration of spending, and to pay détieg state indebt-
edness to enterprises and the population.
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2. Increase of the effectiveness of currency reguiand
controls.

Besides the obvious measures to tighten the afiplicaf sanctions
for infringement of currency legislation (includirgmforcement of
the restriction on obtaining foreign currency, whihould be per-
mitted for the exclusive purpose of paying on imgontracts and
other current operations allowed by law), it is esxary to adopt
a number of serious decisions to strengthen thendef of our
financial market against unfavorable fluctuatiofishe world con-
juncture: to reimpose restrictions on the exportagital, limit the
use of foreign currency accounts, and centralizeida currency
reserves. The scale of the latter measure may dapegnding on
public confidence in the policy being carried arnd readiness to
assist it. If it were limited to the banking systéconversion of
foreign currency bank accounts into rubles), Cérmeank foreign
currency reserves could be increased to $22-2brillf those
measures are supplemented by the dedollarizatisauvirigs, which
the population currently has "in the sock," theuwo¢ of foreign
currency reserves will surpass $50 billion, makirgasy to sustain
the stabilization of the ruble at its new rate r€h@nge, which
should be sufficient to support the competitivenafsat least two-
thirds of domestic goods-producers, as well as rieetequire-
ments for maintaining the balance of payments.

The centralization of foreign currency reserveuukhbe accom-
panied by the imposition of restrictions on the aséoreign cur-
rency accounts by enterprises, the reinstitutiothef mandatory
sale of foreign currency export earnings to thet@émank, the
introduction of restrictions on the export of ptefirom operations
on the securities markets, the establishment ¢ stantrol over
the export of basic raw materials commodities, dhecentration
of foreign currency earnings in accounts at juldve state banks,
and the introduction of restrictions on luxury imsp as well as
on the export of foreign currency to pay for sesgic

As an incentive for the dedollarization of the dapan's savings,
it is appropriate to plan on the introduction aftstguarantees for
personal bank deposits, which were made in foreigrency and
converted to rubles, on condition that the reletmmks use them
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as a basis for extending credit to develop thergpbieproduction
and investment

This set of measures will make it possible to filomg-term,
firm ruble exchange rate at the new level, whickxisemely impor-
tant for purposes of ending the speculative denfandoreign
currency and flight out of the ruble, while prevegtthe economy
from being drawn into self-intensifying inflatioyamechanisms.

If necessary, the devaluation of the ruble to asvriixed ex-
change rate should be accompanied by a simultariéeeze" of
domestic prices, in order to restrain their abrnptease and to
create conditions for building up domestic produrctithus mitigat-
ing the fall of the standard of living. In orderpicevent shortages
of basic necessities that are not produced incseiffi quantity
within the country, it will be necessary temposafiior not more
than one year) to reestablish a mechanism forateett financing
of critical imports. For this purpose, the statengmoly on the
export of natural gas will need to be reinstitutalbng with the
mandatory sale of export earnings.

The main agency involved in currency controls, Geatral Bank,
must be put in order, as a necessary conditioeffective currency
control. The Central Bank's activity must be madadparent, with
respect to its policy on the allocation of foreigunrrency reserves
and operations on the open market for purposesgflating the
exchange rate of the ruble, while control is tigle#® over the
activity of Central Bank traders, so as to precltmepossibility of
abuses in this area.

Considering the unstable situation on world finahcharkets
and the necessity of dedollarizing the Russian @ogn measures
must be taken to increase the stability of thectine of the coun-
try's foreign currency reserves, diversify then aenounce the
linkage of the ruble to the dollar, either durimmg tacquisition of
currency reserves, or in the policy for regulatioml determination
of the exchange rate.

It is appropriate to institute restrictions on theort of foreign
currency in cash according to the standards esitedolifor individ-
ual persons, while banning juridical persons frarchsoperations,
with the exception of the Central Bank. At the satinge, it is
desirable to expand the practice of using the rinbfereign trade
transactions, and as a reserve currency withilCtBe
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In addition to the Government's intention to temténthe activity
of offshore zones on Russian territory, the apfitinaof sanctions
should be envisaged against commercial organizatishich ille-
gally export capital or provide accounting and papis services
for operations in offshore zones inside Russia.

3. Measures to create conditions for the revifal o
production and investment, and normalization of the
circulation of payments.

It will be impossible to bring the financial systdrack to health
and prevent the threat of a spontaneous deepehihg debt and
budget crises, or self-destruction of the finansigtem, without
supplementing the anti-crisis program with long rdue mea-
sures in the sphere of production and investmerg foiow-
ing must finally be achieved:

» implementation of the Development Budget with respe
providing state guarantees for investment credits;

« fulfillment of the state investment program;

« termination of imports paid with state budget furifisnalo-
gous domestically produced products exist;

* unconditional implementation of the provisions loé Law on
the Federal Budget, regarding obligatory regulaidrthe
problem of defaulted indebtedness on budget paywment
defense sector enterprises, caused by the undafimgaof
the defense order.

The process of mass privatization of state enwgprihrough
competitive investment auctions should be endedtesihe unde-
fined status of the property rights of investorhpviail to carry out
their obligations, blocks the development of théegrises. For
this purpose, there should be an audit of thdlfaéint of obligations
assumed by investors, who acquired shares of iggdaenterprises
at investment auctions, with the cancellation adislavhere the
obligations have not been carried out.

The measures to change monetary policy, describedea
should be supplemented by obvious emergency meagore
mitigate the payments crisis, including:
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* restructuring and cancellation of accumulated @stemdebt-
edness or defaulted payments to the state budifetaweduc-
tion of penalties and fines on condition of timelifillment of
current tax obligations;

» implementation of mutual offsets and restructurifigenter-
prises' indebtedness, simultaneously with the iomaif a
mechanism to recover defaulted debts from the debto

e conversion into securities and organized circutatid de-
faulted debts;

« introduction of a centralized system for the distog and
rediscounting of Central Bank paper credits, al@hvr large
debt-holding enterprises;

» creation of conditions for the circulation of cédleal instru-
ments, including warehouse warrants.

Overcoming the payments crisis is inconceivablghauit the
elimination of accumulated price imbalances, einigilthe re-
duction of prices for fuels and fees for electyiciransportation
services, and communications. Although this caroeotdone in
a few months, certain measures to mitigate themegpican be
undertaken, both administrative measures (the dreezforced
reduction of the relevant prices and tariffs) andtactual ones
(agreements between the power industry and traasipor provid-
ers, and the consumers of their products).

The mass bankruptcy of insolvent enterprises, mepdy the
radical liberals, cannot be considered an antisciseasure—the
application of bankruptcy requires a long time agrexpense, and
far from always produces a positive effect on thiemprise's subse-
quent development. It is more appropriate to carsis an anti-
crisis measure the nationalization of insolventegmises of
national strategic significance, and subsequemtyructure them
and increase their efficiency.

Despite leanness of our budget, it would be passiblexpand
state purchases for the provision of public neeasdernization
of the housing and utilities sector and of headtle @nd educational
institutions, which would stimulate the developmehproduction.
It would have a positive effect to institute a epstof public works
for state infrastructure facilities, with paymentkind. We should
think about introducing government control overipment pur-
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chases for state enterprises—the natural monopatiese all—
with the aim of orienting them toward the purchaselomestic
equipment. It is necessary, once and for all,itoiehte the practice
of extending state guarantees for foreign tieditsedhen analo-
gous domestic manufactures exist, and to reorlemtpblicy on
state guarantees, toward support for domestic forsesnd the
purchase of domestically produced equipment.
There must be an activation of foreign trade policy

» application of protective measures, in accordaritte the fed-
eral Law on Measures to Defend the Economic Interes
the Russian Federation in Foreign Commaodities Trade

+ adjustment of the import tariff, taking into accbtire possibili-
ties for import-substitution, in order to incredbe utilization
of idle domestic goods-producing capacities;

* vigorous application of compensatory duties, inclgdbn im-
ported food products, for the purpose of equalitivegcondi-
tions of competition on the domestic market;

* termination of the Government's practice of grangxemp-
tions from payment of import duties, including anpiorted
aircraft, other types of equipment produced in Rysand
goods subject to the excise tax;

* incentives for export, including a marked expansiérthe
practice of state guarantees for export credits;

* tightening of control over the quality of import@doducts,
elimination of the practice of delegating stateligpi@ontrol
functions to foreign organizations, and prohibitiminany ex-
emptions to importers in this area.

The above-enumerated anti-crisis policy measuresianed at
overcoming the debt and budget crises, improvirgstiability of
the ruble, acquiring necessary economic reguldiamgtions for
the State, resuscitating the country's productaterial, and pre-
venting mass famine and the destruction of lifeAoling systems.
At the same time, they are insufficient for a tiéms to sustained
economic growth. For that purpose, implementatioth® immedi-
ate crisis measures should be carried out in tandénthe broader
set of medium-term measures, characterized below.
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3.2. Creation of Necessary Macroeconomic
Conditions for Sustained Social and Economic
Development

Proceeding from the above-listed requirements tmmemic
policy, the measures described below, for creaifdhe necessary
conditions for sustained social and economic dewveémt, include:
macroeconomic conditions (general preconditionstifier reani-
mation of production, oriented toward bringing gystem of eco-
nomic valuations into correspondence with the tagkacreasing
production and investment and shaping the basihaméems for
economic growth under market economy conditions) gpecial
measures, aimed at overcoming the disintegraticdheofeconomy
and blocking the associated negative interrelatipssand mecha-
nisms of self-destruction of the economic systestwall as initiating
powerful impulses to pull the economy out of iteplelepression
and onto a trajectory of economic growth.

The basic problems, which today block economic d¢noand
must be solved by economic policy, include: theaigy between
the existing structure of economic valuations drelrequirements
for the technological and production structurete economy to
function without a loss; the low competitivenesseaterprises in
the sphere of production; the payments crisis asorder in the
monetary circulation system; the condition of thedd and mone-
tary sphere, which is unfavorable for investmdm; ¢riminalization
of economic activity; and, the underdevelopmenhafket competi-
tion mechanisms. The rudder of macroeconomic palfeyuld be
the creation of favorable conditions for productian upswing of
investment and innovation, and the reestablishrokttie normal
circulation of capital. Presented below is a systd#hmeasures,
designed to address these tasks.

1. Monetary policy.

Monetary policy on the supply of money must beiembed towards
supporting interest rates that are acceptable rimfygtive invest-
ment and the replenishment of enterprises' workagjtal, while
maintaining a supply of money that is adequateso® payments,
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and pushing foreign currency and monetary surregad of do-
mestic payments circulation. Monetary policy shootdrespond
to the actual demand for monetary resources fociticalation of
capital and for production. This requires a shidind the policy of
formal planning of the monetary base, to a politynterest rate
target levels, under which the rates are maintaatedo higher
than 3-7% per annum in real terms.

In addition, given the disintegration of the ecogamnd breakup
of the monetary circulation system into separategsses, credit
and monetary policy should be planned in a diffésiged manner,
taking into account the requirements of the sploéngroduction
for monetary resources to restore normal circulatibcapital and
increase investment. Cash issues should be manditeconsider-
ation for the need to eliminate "bottlenecks" ia thonetary circula-
tion system, which are barriers to the increasmwdstment and
economic growth.

In order to bring order into monetary circulatiamdgpayments
and accounts, and to decriminalize the economyiintehas come
to improve the structure of the money supply andetary circula-
tion technologies: the regulation of paper ciréafatoy means of
introducing an appropriate Central Bank discounfinticy (this
is particularly important for bringing money supjiglicy into cor-
respondence with the demand for means of paymehinwihe
sphere of production), the development of non-cashetary circu-
lation using debit instruments of payment, extemsiomputeriza-
tion of payments and accounting, and minimizatiboash in circu-
lation.

State insurance for citizens' savings depositsdcouprove the
structure of the money supply and raise the podiateposits that
are long-term.

These measures will make it possible to improveeataoy circu-
lation, while maintaining control over inflationh&y will supple-
ment quantitative control over the total size & thoney supply,
with consideration of its component parts, whiclvehalifferent
velocities of circulation, and control over the respondence be-
tween the money supply and the demand for monetmgurces
within different sectors of the economy and corgoaf mone-
tary circulation.
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2. Currency policy.

Currency policy should be directed toward bringing dynamics
of the ruble's exchange rate into correspondenttetive require-

ments for raising the competitiveness of domesticlycts, as well
as dedollarization of the economy. Solving thet ftiask presumes
a transition from the policy of artificially resining the fall of the

exchange rate of the ruble, to its proportionalatieation on the
domestic market, for the purpose of ensuring thepatitiveness
of domestically produced goods.

A solution for the second task should envisage mreaswhich
mainly have been listed above as anti-crisis measistronger
currency controls; expansion of the use of rubteforeign trade
transactions; introduction of strict quantitatiirails on the importa-
tion of foreign currency, and the termination af @irculation and
accumulation on the domestic market.

It is very important, for the policy of dedollarizan of the Russian
economy to succeed, to reject attachment to tHardolprices or
statistical indicators: to renounce the expresefoprices in dollars
for goods and services, on the real estate markegtting wage
levels, and in official statistics. The State skdostrive to conduct
all appraisals, economic measurements, and thbliskaent of
price indicators, exclusively in the national cug.

The dedollarization of the domestic market and ékpanded
use of the ruble in foreign trade transactions milke it possible,
within a few years, to return over 100 billion reblto domestic
monetary circulation, replacing a correspondingined of foreign
currency, to restore the use of money in economitotver, and
to improve the financial condition of the sphergudduction.

3. Price and anti-monopoly policy.

Price and anti-monopoly policy should be directasiard eliminat-
ing the disparity between the structure of econoraloations and
the technological and production structure of tbenemy, and to
make it profitable to invest in the modernizatiord alevelopment
of production. For this purpose, it is necessamgrizisage measures
to establish actual control over prices in highlgnopolized sectors
(especially the natural monopolies), in order &iregn their growth
and equalize price relationships in favor of theafiacturing indus-
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tries. In view of the present weakness of the sipfaratus, this
control should be exercised in the simplest and natiable forms,
up to and including the introduction of a state opmly on the
turnover of electricity, natural gas, and electocommunications,
in order to prevent price rises.

In order for mechanisms of market competition tacfion, there
must be serious efforts to bring pricing procedumés order, and
institute their legal regulation to prevent unsatops competition,
discrimination against consumers, and price goughtgmpts to
create organizational monopolies for purposes lfdpiprices must
be harshly suppressed, while sanctions are apatiathst illegal
cartel agreements and other forms of collusion dotrol the
market.

Another important task is the decriminalizationndfolesale and
retail trade, the adoption of measures to cleaarorgd crime out
of the goods distribution network, the eliminatiohinformational
and other barriers within domestic trade, and t&igion of condi-
tions for market competition mechanisms to function

4. Tax policy.

Despite some progress on the tax code, it remapressing task
to change the system of taxation, for the purpdsstimulating
investment and innovation and expanding productiinis re-
quires: reduction of the overall tax burden (ingtigdall mandatory
payments) to no higher than 35% of income; tax gtiem for the
part of profits, earmarked for the development @fdpction and
the assimilation of new technologies, scientifiseach and devel-
opment, and replenishment of enterprises' workagtal, simpli-
fication of the tax system; redistribution of the tburden from
poor citizens to those with high and superhigh tines. As an
incentive for the revival of production, tax credihould be provided
to enterprises, which are expanding productioniaagkasing in-
vestment.

It is worthwhile to support plans to extend to dnhalsinesses
the method for charging imputed taxes, as welbashtft the tax
burden from production to consumption.

The reduction of the taxation burden on currenbiines may
be compensated by the expansion of the tax basereasilt of
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curtailing the "shadow economy" and because obttezall reani-

mation of production, by increased taxation of abciand ecologi-

cally harmful activities, speculative operationsg dancomes from
property, by increased excise taxes on luxury itexasvell as by
an activation of the non-tax budget revenue soufisted among
the anti-crisis measures. Among the latter, nateralis of particu-

lar importance. The large part of it should be exiltd as state
budget revenue, through appropriate resource pagnaaml the

regulation of raw materials exports.

Within the total of non-tax revenues, excises ameg on socially
and ecologically harmful types of activity can dielp to one-half
of the income side of the budget. The implemenatd these
measures for increasing budget revenues, not ctathadth the
taxation of socially useful productive activity,lwnake it possible
to conduct the desired tax policy without reducatgte revenue
or spending.

5. Budget policy.

In budget policy, the main directions are bringarder to spending
and minimizing outlays, in order to mitigate thensequences of
the budget crisis and overcome it. It is necessaput a halt to the
policy of deriving superhigh incomes from servicithg budget's
monetary flows ("cycling" of budget appropriatictsough privi-
leged commercial banks, replacement of budget ppptions by
commercial bank paper credits with Ministry of Fina mediation,
accumulation in privileged commercial banks of nese for servic-
ing the state debt, and so forth). The budget'setaon flows
should be managed through the Treasury and theaC&ank.

In order to prevent a further deepening of the deisis, the
restructuring of the domestic debt should be faldwey a renuncia-
tion of new borrowing to finance current budgetrafieg. Tempo-
rary budget deficits, caused by the natural seadantor in the
Russian economy, should again be financed by C&ark credits,
directed to finance cash interruptions—gaps betvireiget reve-
nue and spending within a single year. This withiglate an impor-
tant source of the senseless buildup of the stdie d

Budget policy should be brought into correspondenitie the
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priorities of the economic, structural, scientifind technological,
and social policy of the State.

6. Reform of the pension system.

Reform of the pension system should provide fanditéon from

the existing quasi-taxation fiscal method of providpensions, to
a mixed system, in which the weightiest componentiiizens'
pension savings, accumulated in various pensiodsfumith an

appropriate mechanism of state guarantees andategul This

will facilitate the simultaneous reduction of protion costs, forma-
tion of a capital market, and expansion of pod#silfor the accumu-
lation and productive investment of savings, wtalising the effec-
tiveness of the pension system as such.

7. Foreign trade policy.

Foreign trade policy should be subordinated togqatain of the
interests of the Russian goods-producer and shmaldde for:
elimination of unscrupulous foreign competitiorstegation of strict
guality controls for imported goods, which must tribe standards
for domestic producers; incentives for the expénproducts with
high value added.

Foreign trade policy should facilitate the expansid markets
for domestic production and make the competitiveaathges of
the Russian economy work. For this purpose, itlshouolve such
measures as: incentives for the export of domestiomodities
with high value added, especially science-intenpiaglucts (state-
guaranteed export credits; subsidies for progresthe standard-
ization, quality control, and quality improvemeffitppoduction; mar-
keting programs; active support for these meadtwresigh diplo-
macy, and so forth), launching infrastructure tovise Russian
exports abroad, and completing the process ofiogeatcustoms
union and free trade zone with the CIS countries.

The fiscal approach to establishing customs tasffsuld be
rejected. Instead, they should be brought intoespwndence with
industrial policy priorities. It is important thaustoms tariffs be
used to protect manufactures and other types mitadhat are of
some promise and significance for society.
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National interests should determine policy on etiing foreign
investments, as well. Any discrimination againsindstic enter-
prises, by comparison with foreign investors, on @un market
is intolerable, no matter what sums the latter rogigr. Foreign
investment in sectors and spheres of activity #natsensitive for
the national security must be limited.

Implementation of the above-listed measures wélhtr favorable
overall conditions for a positive shift in the eoamic situation and
for overcoming the crisis. But, in and of themssjvbey will not
break the interrelationships associated with tisntigration of
the economy, which will undercut their positiveeetfand continue
to exert a depressive influence on the nationah@wy. To break
them will require strong initiating impulses, whiene capable
of exploding those interrelationships, stopping #wotion of the
mechanisms for the self-destruction of the coumtproductive
forces, overcoming the barriers between the firsdrasid produc-
tion spheres, and reorienting the movement of @lagitd resources
towards an upswing of investment and economic drowt

In order to propagate these impulses, measuresdsheuaken
to create incentives for investment and providenti@oeconomic
conditions for growth. Among such measures areocgram for
the restitution of citizens' savings; structurarganization of the
economy on the basis of the contemporary techreabgihase;
and creation of conditions, including the accuniitabf scientific
and technological potential for the next technatabphase to de-
velop at a surpassing rate. The implementatiotedd measures
presumes the formation of appropriate institutiand instruments
for a differentiated economic policy, describecolel

3.3. State Incentives for Economic Growth

1. Measures to stimulate investment.

Measures to stimulate investment should providetiercreation
of special mechanisms, which impede the flow ofiteaput of
the sphere of production and into speculation, @salt of the
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disintegration of the economy outlined above. Thegd to be able,
on the one hand, to keep the circulation of capittdin the sphere
of production and, on the other, to level out tkendard rates
of return and attractiveness of operations in thecslative and
productive spheres. These tasks may be accomplishétke cre-
ation of special instruments for the regulatiomafnetary circula-
tion, which will help in the application of necessaconomic pol-
icy measures.

Introduction of a special subsystem of monetargutation
through investment accounts, for the purpose opikeecapital
in the sphere of production and organizing the fidwapital invest-
ment into the development of production, envisabescreation
of a special regimen for the movement of enterpridepreciation
funds and funds, which are exempt from taxatiomannection
with their commitment to purposes of investmeniuigh a system
of investment accounts. The utilization of fundswulated in
those accounts is restricted exclusively to purpadecapital con-
struction, equipment purchases, and funding of R&D.

The organization of such a monetary circulationcess will
create conditions for implementation of the follogimeasures, to
provide incentives for investment in the spherprofiuction:

* creation of special development institutions, whjmovide
financing on preferential terms for investment potg to de-
velop production, and the extension of state gueesnto
investment in production;

» exemption from taxes, for any profits of entergmiseat are
used for purposes of investment and R&D, and atereshin
investment accounts, as well as the applicatioacotlerated
depreciation schedules;

* limitation of securities issues to purposes ofaating funds,
which are to be accumulated in investment accofmtgro-
ductive capital investment.

This monetary circulation process will also crezteditions to
address the problem of the targeted managemerdshf issues,
which can be channelled through the system of invest ac-
counts, in order to increase the supply of monetsgurces in the
sphere of production. This ensures balance betitheeadditional
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supply of money and of commaodities, and is a régnjaneans to

limit the inflationary effect of cash issues. Ireteof cash issues
being channelled into the payment of interest aregonent bonds,
through support for their turnover and the CerBBahk's acquisi-

tion of foreign currency, brought in by foreign spkators for the

purpose of acquiring GKO, as has been the prabttberto, the

proposed system restores the main function of ésses—to

advance economic growth. Before the increased msnpply as-

sumes the form of increased demand on the consmandet, the

investment accounts mediate the process of expamdoduction

and increasing the supply of goods and servicesydans of invest-
ment in production.

Introduction of the investment accounts subsystélhmvake it
possible to retain capital in the sphere of prdadacpreventing its
flight into speculative operations and abroad. Timgurn, makes
it possible to set up targeted direction of thepsupf monetary
resources, channelling them, first and foremosg investment.
In addition to the organization of competent cdized control
over cash issues and the launch of a system ofogenent institu-
tions (the Development Budget, and investment bankisfunds),
this system is a necessary element, under existingitions of
economic disintegration, of the restoration of Btugent activity
and a transition to sustained economic growth.

Of course, the idea of investment accounts is eabid of short-
comings. It significantly complicates the system@inaging mone-
tary circulation, and it requires appropriate cohtnechanisms to
prevent the covert flow of money out of the investinaccounts
and onto the consumer and speculative marketsehasva high
level of professionalism on the part of the Ceridahk leadership.
Nonetheless, these difficulties are surmountablgalrticular, the
attractiveness of swindles may be reduced by mefaiméroducing
special legal procedures and mechanisms for theecsion of the
resources in investment accounts into cash at @ateg market
rate of exchange.

With all the shortcomings of this instrument, itgroduction
is justified by the fundamental impossibility, undée existing
structure of monetary circulation, of neutralizitig processes of
disintegration of the economy and the spontandagig bf capital
out of the sphere of production and into specutatiperations
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and abroad. The use of special instruments foregalation of
monetary flows and the management of cash issuledispensable,
in order to extract the economy from the trap & tlebt crisis,
payments crisis, and underproduction crisis.

Policy for the regulation of financial markets shibenvisage
measures to reduce the rates of return on spe@ulagierations,
which are not connected with investment in produnctiAbove all,
it is necessary to abolish measures that incré@sattractiveness
of operations in the sphere of circulation: the t€#rBank's provi-
sion of services to keep commercial banks' freglgum deposit
at the Central Bank, mechanisms by which commebeiak credits
have been used as an intermediary step in the rdesiment of
budget spending, and setting government bond yaldsiperhigh
interest rates. In the course of restructuring dbenestic debt,
these rates should be reduced to a level, no higharthe average
rate of profit in the sphere of production. Neceggaeasures
must be introduced, to impede the massive flowapftal from the
government bond pyramid into speculative operatemmg abroad
and, on the contrary, to promote its return to spkere of pro-
duction.

In order to prevent financial machinations andries$peculative
operations, which destabilize the financial markie¢ issue and
placement of securities should be restricted eixelysto purposes
of attracting investments into the development midpction, for
specific investment projects. This restriction dbdaapply not only
to the issue of private securities, but also to igseie of state
securities, either by the federal Government, ocdmystituent terri-
tories of the Federation.

Activation of state support for investments shobkl based
on expansion of the state investment program aagldcement
of state orders for the purchase of domesticalbdpced capital-
intensive equipment for multiple users (aircralfftips, agricultural
implements, etc.), for subsequent leasing to tinepemies that use
it, as well as the extension of state guarantegsrifeate investments
in production, which anticipate the purchase of estio equipment.
State support for the import of foreign produatsjuding the exten-
sion of state guarantees for foreign tied credits far imports for
the State's own needs, should be held to a minimum.

On the whole, the policy for state investments pinetthases
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should correspond to the priorities of industriad atructural policy
and be oriented toward promoting the developmemariufactures
belonging to the contemporary technological phasel toward
initiating and supporting progressive structuraiftshin the

economy.

2. Restitution of citizens' savings.

Restitution of citizens' savings, properly orgadjzeould become a
powerful mechanism for reviving production and exuoit growth,
uniting in a single reproductive process the sofutf the problems
of restoration of the population's incomes, adtivabf demand,
utilization of idle production capacities, restaatof enterprises'
working funds, and the growth of production, aslaslthe transfor-
mation of the restitutions made for devalued sasjingfo invest-
ments. Solving the problem of restitution of citigesavings can
be a path to renewing the connection, which toddyroken, be-
tween the population's income, on the one handftengroduction
of consumer benefits and capital investment, orother, as well
as to provide the real sector of the economy withkimg capital,
through the expansion of consumer demand. Thisresgapplica-
tion of the following techniques to solve this pieah.

Use of citizens' savings in Sberbank of Russiackvehould be
restored in correspondence with the purchasing p@feheir
mid-1991 deposits, should be restricted to threpgses: 1) the
purchase of domestically produced consumer duraB)emvest-
ment in housing construction or in production, &nhgayment for
a certain portion of housing and utilities. Thetfidirection provides
incentives for demand, the second increases ineestrand the
third makes it possible to mitigate the social fations of housing
and utilities reform. In each of these areas, thdlicbe a registra-
tion of claims and a procedure for placing thenhwibods-produc-
ers on a competitive basis, according to a schetiatemakes it
possible to monitor the correspondence betweemothé claims,
placed each year, and the planned limits on thease of consumer
demand, based on existing production capacitiestlaadate of
inflation.

Simultaneously, restrictions are to be introducedhe alloca-



A STRATEGY FOR ECONOMIC GROWTH 275

tion of Sberbank credit resources. Their utilizatihould be limited
to investment in the sphere of production, in adance with the
established structural policy priorities, and backg state guaran-
tees. For this purpose, they should be kept insinwent accounts,
with a ban on their sale and restrictions on thee for interbank
lending, which may be done only in the form of exiag credits
to authorized investment banks and developmenitutists, for
projects corresponding to state structural poliggrjties.

Taking into account that the USSR Sberbank soticsvings
deposits, the ones now subject to restitutionataBnual interest,
it is appropriate to limit the interest rate on thstituted deposits
to the same level, in real terms. This will makpdssible to ensure
that the supply of credit resources, which will ddeen formed
as a result of this program, will have a price ptatge for productive
investment. The following cycle of expanded repuatidun will be
restored: "population's savings—investment—expanpemtiuc-
tion—increase of wages—higher savings."

This method for the restitution of citizens' sagrsplves a key
problem for the restoration of a money economyhim $phere of
production, namely to distribute issued monetaspueces in the
most effective way—showing preference to the pdjmrawhile
precluding arbitrary administrative actions and dssociated op-
portunities for abuse. It makes it possible sinmdtausly to ensure:
the increase of end-product demand, the increasmtefprises'
capacity utilization, the growth of labor produdtvand employ-
ment, and, consequently, reduction of the costroflyction and
increase of its efficiency; mitigation of the paymw® crisis and
partial restoration of enterprises' working capitahblso achieves
a reduction of interest rates for investment ceeditd reviving
overall investment. It creates possibilities fag #tructural reorgani-
zation of the economy: the direction of investmeggources, in
line with the established priorities of science &whnology policy,
into development of the contemporary and the nectiriological
phases.

The proposed restitution program for citizens' mgsimay be-
come an important lever for shifting to economiovgh and raising
the welfare of the population, simultaneously enguthe consoli-
dation of society and maintenance of social stgbili
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3. Measures to provide microeconomic conditioms fo
growth.

The formal change in the nature of property ratatiavhich occur-
red as a result of mass privatization, has nobgen backed up
by actual mechanisms for economic responsibilithjctv would
ensure that economically active persons and entigve to pro-
mote the economic efficiency and long-term develepinof enter-
prises. The resolution of this problem necessitates/stem of
measures to put property relations in order: apghiction of a
strict system of accountability for the efficieneanagement and
use of state property; b) firm protection of legalbtained property,
by law and in the courts; c) introduction of statmtrol over the
circulation of land, through a network of land bsni) political
and juridical formalization of the conclusion oétmass privatization
phase for state enterprises, providing for an anfdihe results of
privatization, with the cancellation, by court peedings, of acts
that were illegal and damaged the economy, thrizgfamational
security interests, as well as of deals for theuiitipn of state
property, entailing obligations that have not bédfilled. With
respect to all other enterprises, property righitshe permanently
confirmed; e) tightening of standards for the difecmanagement
of corporate property, under which managers areumtable to
shareholders, labor collectives, and the Stateodnttion of ad-
vanced management technologies, which envisagadiieation
of the human factor, optimal utilization of produet resources,
improvement in the quality of production, incensivier innovation,
maximum utilization of competitive advantages ia tlevelopment
strategy for enterprises; f) decriminalization ebeomic activity
and strengthened state protection for properttgjgiccountability
for honoring contract discipline and contract afligns, and an
increase in the efficiency of the system for caedolution of
economic disputes; g) creation of conditions fer dffficient organi-
zation of industrial production, and the integnata financial capi-
tal and industrial enterprises, including by themans: elimination
of artificial restrictions on the joint participati of financial and
production organizations in property ownership, andmergers
and association among goods-producing enterpissamtific re-
search, and financial organizations; promotiorhefdreation of
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industrial finance groups, which are capable oépmhdent survival
under conditions of domestic instability and tougternational
competition; privatization of enterprise sharesictare still owned
by the State, for the creation of an efficient anthpetitive organiza-
tional structure for industry.

The approach to economic policy at the microlevelusd be
subject to review. The contemporary technologitelse is charac-
terized by complex production cooperation on a dvorarket scale.
The cycles of science and production that comjitrisee supported
by major corporations, which exist in a symbiotitationship with
small and medium-sized enterprises that innovatd, stientific
research institutes, laboratories, and universitidsch, in their
totality, ensure a continuous process of develop&g technolog-
ies, training personnel, manufacturing complex petgl and creat-
ing new qualities of products.

The reproduction of the contemporary technologjtzse is
characterized by widespread use of incentives rinpvation, a
developed support system for investment, flexibiens of organiza-
tion of the technological process, with the aciiweolvement of
employees in the management of production, anddhwination
of private and public sector efforts in the edumatand training
of personnel, health care, the development of p@metion and
information infrastructure, and financing of sciatresearch.

The enterprises of our domestic science-intensidestry are
uncoordinated and not viable today. Without thesogiation into
integrated reproductive complexes, with the sinmétaus launch
of an adequate state system for the support ofatiom and incen-
tives for scientific and technological progreseyttare doomed
either to be swallowed up by interested foreigrpomations, or to
further degradation.

There needs to be a purposeful state program &laterational
leaders—Ilarge, vertically integrated corporatiamisich are linked
through cooperation with financial, scientific, edtional, and con-
sulting organizations, and which are sufficientiybte and diversi-
fied to compete successfully on the world markéie Tealization
of existing competitive advantages requires thatme of a new
institutional environment and diverse forms of cergion among
science, education, production, and finance; theldpment of
modern approaches to personnel management; andetu flexi-



278 A STRATEGY FOR ECONOMIC GROWTH

ble structures for the organization of productioanagement,
which make possible an abrupt improvement in thalitguand
productivity of labor, while satisfying employee&eds for self-
realization.

4. Transition to an active development policy.

Transition to an active development policy, inchgdscientific and
technological, industrial, foreign trade, investmemd education
components, is a necessary condition for sustainedomic growth
under existing macroeconomic conditions. This gaiicould include:
setting priorities for long-term technical and ewmmic develop-
ment, providing state guarantees for their reatinamplementa-
tion of investment and science and technology jarogr conver-
sion of the defense industry, activation of scfentind industrial,
and intellectual, potentials, increase of the cditipeness of do-
mestic enterprises, a purposeful foreign tradecpplieform of
enterprises and creation of national leaders, tamdlindependent
development under conditions of tough internati@oahpetition.

Special measures to provide for the structural gauiza-
tion of the economy on the basis of disseminatiotechnologies
belonging to the contemporary technological phagktlae creation
of conditions for it to develop at a surpassing rstiould be the
rudder of state scientific and technological, irtdak and struc-
tural policy.

The effectiveness of measures for the structuigeization
of the economy depends to a decisive degree ooothect choice
of priorities. From the standpoint of science amchhology, the
priorities selected should correspond to promisiirgctions for
establishing the contemporary technological phasefar prepara-
tory work on bringing the next one into existenEeom an eco-
nomic standpoint, state support for the prioritgesr should be
characterized by two most important features: teetasignificant
radiating effect, improving the general economigirmmment and
the conditions for developing business activityd dime ability to
initiate the growth of business activity in a braadge of sectors,
involved with priority manufactures. In other wordsshould have
a multiplier effect, generating a spreading impdiansthe growth
of demand and of business activity. From the st@intlpf produc-
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tion, state incentives should bring about growtlthef competitive-
ness of the relevant manufactures, such thatjrgjeait a certain
moment, they can take their own trajectory of exieginreproduc-
tion on a world market scale, playing the role lottmotives of
growth" for the economy as a whole. From the sctimhdpoint,
implementation of the priority directions of theomomy's structural
reorganization should be accompanied by an increbgenploy-
ment, growth in the real wages and skill levelsttaf working
population, and a general improvement of the peoplelfare.

On the whole, the substantive goals and priorifestate struc-
tural policy should correspond both to the compagaadvantages
of the Russian economy and to the objective tenéeraf global
technical and economic development on the bagissémination
of the contemporary and the next technological ghas is neces-
sary to provide for the concentration of variousrfe of state sup-
port in the most promising areas for economic gnovidiverse
instruments of state economic policy may be utlizetheir imple-
mentation: purposeful investment and innovationg@ms, pur-
chases of advanced equipment for direct consumptyogovern-
ment agencies or for leasing on a commercial baseferential
credits, state guarantees, subsidies for R&D, etc.

In particular, the following are among the priorityrections,
implementation of which meets the above-indicatédria:

» development of biotechnologies, sharply raisingdfiieiency
of the agroindustrial complex, the pharmaceutigadsistry,
and health care, and constituting one of the keasarfor
shaping the next technological phase;

* development of new microelectronic technologiesclvimake
possible a rapid increase of the competitivenedseffitiency
of domestic machine-building and the informatioriran
structure;

 conversion of science-intensive industry, in viehaeas that
are promising for the creation of the contempoiamyg next
technological phases;

* renovation of the civil aviation fleet, the obsalesce of which
has reached a critical level, and its replacemasifijg the
relevant possibilities that exist to produce a rgmmeration
of airliners;
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* renovation of equipment at electric power statioviere obso-
lescence is approaching critical limits;

* modernization of management systems in rail tramspdich
should make possible a significant increase of ddmeying
capacity of the railroads;

 production of up-to-date means of flexible autoomtisoft-
ware, and computer equipment;

» development of up-to-date transportation junctigeaports,
airports, railway stations, highway interchanges-kinta pos-
sible a substantial improvement in the speed drabilgy of
mixed carriage deliveries, to provide conditions tfee intro-
duction of modern delivery-management systems ugieg
"just-in-time" principle, which is critically imptant for devel-
oping enterprises of the next technological phase, for
expansion of interregional and international coapen in pro-
duction;

» development of housing construction and reconstmiobf
urban infrastructure systems, using the latestni@olgies,
and modernization of housing and utilities;

« development of information infrastructure on thei®af mod-
ern satellite and fiber-optics communications systeand cel-
lular phone communication in cities;

» modernization of health care and the educatioresysin the
basis of the most up-to-date domestically prodwempdpment
(diagnostic devices for medicine, computer techmolor the
education system, and so forth);

» improvement of the environment through the use oflem
means of pollution diagnosis and cleanup, andrtfneduction
of ecologically clean technologies.

In addition to the concentration on state suppaasares and
incentives for the priority areas of structuralipgl science and
technology should also be activated, with the adopof special
measures to preserve and develop our nationaticiand techno-
logical potential:

« fixing of the portion of budget spending, allcatfor R&D,
at no less than 2% of GDP; sharp increase in stdisidies
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for scientific research, and tax-exemption of gmniees'
R&D spending;

» concentration of state support resources on théeimgta-
tion of federal development programs and the digsaion
of key technologies of the contemporary and the tehno-
logical phases; incentives for innovation, by meahstate
support for risky projects to develop promisingawmations,
which can provide Russian enterprises with conipetitdvan-
tages on the world market;

« formation of an incentive mechanism for technolagnsfer
from military to civilian manufactures;

 support for the information infrastructure for stific re-
search, the network of science and technologyrldsasub-
sidies for spending by scientific research orgdiuna on the
use of information networks and databases and emtin-
chase of scientific literature abroad;

* subsidies for spending by domestic enterprisesocagahiza-
tions to import technologies, as well as to protetllectual
property and intellectual property rights within &2ia and
abroad;

« support for the functioning of test units, experiraé devices,
and pilot production;

+ elaboration and implementation of development @nogr for
regions with a high concentration of scientific aadhnologi-
cal potential.

Implementation of the above measures for the straicteorga-
nization of the economy requires a correspondiqgageh to state
regulatory functions for the economy. The naiveiars of the
State as a "night watchman," or a superstructuteief an econ-
omy of independent actors, must be abandonedmadern market
economy, the State performs the internally impartanction of
promoting the development of production and théebetent of
the citizens' welfare and quality of life.

This requires that the State not only ensure aéssary condi-
tions for market competition to function normallgdadefend the
legal rights of citizens and enterprises, but thatso help enter-
prises adapt to the changes and fluctuations afntmiet conjunc-
ture, and create favorable conditions for the agraknt of produc-
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tion activity, financing a portion of undertakingd general
significance—primarily, spending on scientific raszh, education,
health care, the development of information anaspartation infra-
structure, and incentives for innovation.

Foreign experience, as well as our own, bears sstieat one
of the necessary attributes of the developmenhefState, is a
system of indicative planning and long-term stategmams for
modernization of the economy, oriented toward theation of
favorable conditions for growth and the increasehef national
economy's competitiveness in promising areas dsajjlecientific
and technological progress. The State createsafeweht institu-
tions, which support investment in new technolggxesmote inno-
vation, foster progressive technological improvetseand unite
financial, labor, and information resources forrpiging directions
of economic growth.

An active role for state regulation does not distinihe signifi-
cance of market self-organization, for ensuringebenomy's struc-
tural reorganization and transition to sustainemMjn. State struc-
tural policy does not replace entrepreneurialatiite, but rather
creates conditions for the subsequent growth ehm@iinvestment
and an economic upswing, on the basis of widespieaelopment
of new promising technologies through market sejgaization
and competition. The State helps to form competitéconomic
organizations, which can function in domestic aratlevmarkets
under conditions of tough competition and concémtrasources
into promising areas for the renovation of productiThe instru-
ments of direct state influence should be oriemtedard support
for a broad range of private initiative to developnufactures be-
longing to the contemporary and next technologitalses, promot-
ing investment and entrepreneurial initiative ia thlevant areas.

* * *

Calculations based on models of the above-describecha-
nisms for increasing investment and economic groskibw that
implementation of the proposed measures will makessible for
the Russian economy to emerge from the depressito,a new,
steady economic growth trajectory, ensuring theessary guide-
line targets for the medium-term perspective.

The economic elements of a strategy for Russiasessful
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development in the next century were character@®e. At the
same time, modern economic growth is impossibléhaut high

standards of public and personal morality, andesponding quali-
ties of public spiritual and intellectual cultufiehe next technologi-
cal phase is based on the intellectualization|dbetors of produc-
tion. It is accompanied by a fundamental changéhe nature
of social labor, which becomes primarily creatived aollective,

combining the individual's constructive creativeeflom with ad-
vanced forms of cooperation, large and flexibleanizational struc-
tures, and intense international exchanges ofmédion.

The values of mass consumerism, individual weafld, individu-
alism are replaced by the values of harmony in lunetations,
global security, environment protection, and ietgllial creativity.
In the new way of life, there is a synthesis ofhtemlogy and
culture—the cultural and moral features of différpeoples be-
come important factors of international competitidhose social
and economic systems prevail, which ensure the watibn of
rationalism and the spirit of freedom, with tragiital values of a
high level of culture, spirituality, and social pessibility.

Embedded in this feature of the next technologitedse, are
unigue possibilities to raise the competitivenebshe Russian
economy, and effectively uncover the spiritualflattual potential
of Russia. The Russian character and Russianustitiyt can play
a decisive role in Russia's natural progress inéoftiture world
civilization, as one of its leading countries. Treditional Russian
qualities of collectivism, unselfishness, strivilaghelp others, "uni-
versal sympathy," and self-sacrifice are key eldméor a new
organization of social production, devoid of "eamimegoism," and
based on the principles of mutual help, cooperatiod trust.

A necessary condition for overcoming the crisis ahidting to
economic growth is a cardinal change of state @ljtinformation,
and education policy, which need to be brought aatwespondence
with the traditional values of Russian spirituakitectual culture.
We need to develop a modern edition of the Russigional idea,
which should promote harmony in social developmam the
spiritual enrichment of people. In combination witle introduction
of contemporary technologies for the educationhef generation
now growing up, this will provide Russia with imfzomt competitive
advantages in the economy of the twenty-first egata high qual-
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ity of the human factor, the intellectualizationsafcial production,
and the harmony of social relations.

Realization of the traditional spiritual valuesanfr culture is a
necessary condition for overcoming the economaisceand emerg-
ing onto a steady economic growth trajectory. Tumges of invest-
ment, which this will require, makes impossible aupstantial
enlargement of the public consumption fund durhrgiext decade.
That means that for a long time to come, evereifdibsired growth
of production is achieved and an optimal policyimcomes and
social guarantees is implemented, we shall notbleta provide
a level of compensation for highly qualified labat, generally-
accepted standards for developed countries [7@&jllIbe necessary
to activate Russia's customary resource of sgirgnargy and the
patriotism of broad masses of the population, oleoto build up
economic activity under conditions of relativelyvidtabor compen-
sation.

Reliance on traditional values in Russian spiritudture, such
as patriotism and self-sacrifice for the commondy@oeative labor,
and the primacy of the spiritual over the matenidl, be necessary
to overcome the systemic crisis in Russia and byt its rapid
rebirth as a great power, which unites the valdesconomic and
spiritual-intellectual progress, sustaining higtesaand quality of
growth, and combines harmonious social relatiorik v@sponsibil-
ity for supporting global stability and the sustardevelopment of
human civilization.
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