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The state budget deficit
By December 1992, the economy was in a shambles and

How 'shock therapy'
has ruined Russia

hyperinflation was explodind, as the Congress of People's
Deputies finally forced Yeltsln to dump Gaidar, though not
the reform. As a result of government decisions, domestic
I
oil prices increased between ecember 1991 and the begin-

by William Engdahl
It is now more than one year since the austerity program
known as "shock therapy" has been in place in Russia. The
program has been an unmitigated disaster, as the following
review documents.
On Jan. 2,1992, the new economic team of RussianPresi
dent Boris Yeltsin announced dramatic measures of price de
control and other steps apparently intended to stop the collapse
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At the same time, to attack this state-created inflation
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explosion, the state bank simply stopped printing money,
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On Jan. 29, 1992, Gaidar and Yeltsin issued Presidential
Decree No. 65, which said, "Everyone has the right to trade
anywhere in whatever they wish. " Unbridled free-market
chaos was unleashed, in the name of "economic reform. "
At the same time, Gaidar liberalized foreign exchange and
foreign trade, allowing local producers to import and export
at will, with the exception of oil and gas. Gaidar's program
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'Price stability'
Article 105 of the Euro ean Union Treaty (Maastricht)
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ning of 1993 by a staggering 85-fold, or 8,467%. Fuel for
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Not comparable to Germany
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was not reached, but it claimed an impressive state deficit of

3.5 % of Gross National Product (GNP) by April, some 50
billion rubles.
Sharp cuts in government spending were the only means
to cut the deficit, since company "profits" in a western sense
were non-existent in the rotted economy, and taxation of
personal income was not successful, so quickly were living
standards falling. The result was that the state did a book
keeping trick to try to appease the IMF. It cut state allocations
to industry, but at the same time it let state-owned industries
run up huge new debts to one another. The "state" deficit was
thus shifted to become "enterprise" debts, despite the fact
that these enterprises were totally state owned. Companies
that suddenly had credit cut off by the Central Bank under
the Gaidar shock therapy program, simply refused to pay
other enterprises for purchases. Debt of state firms to one
another and to the Central Bank went from a level of R 40
billion in December 199 1 to R 3,200 billion by the end of
June 1992, an 8,000% increase in six months!

Former Acting Russian Prime
the White House in April 1992 .

Had this shift not taken place, given the impossible IMF
conditions, more than one-third of all producing enterprises
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To alleviate this unstable social situation, the Central
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severe contraction of money supply, while a 65 5% consumer
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producing useful analysis

almost one-fifth of nominal (depressed) monthly wages in

level of poverty in Russia, to include "over 40% of the popu

the entire economy. Faced with credit cutoff by the central

lation" by the end of 1992.

government and breakdown of supply deliveries, the state

The ruble-dollar exchange rate collapsed as well in the

owned companies raised their own prices and cut production.

last quarter of 1992. The gove'!Ilment's much-publicized is

Industrial production in 1992 dropped an official 20%.

'No precedent'
Sachs and the IMF had no idea what to do. Prof. Klaus

suing of "vouchers," or small share ownership certificates in
l
eiled political attempt by the

state companies, was a thinly

Yeltsin-Gaidar government to calm popular discontent by
giving people an illusion of ownership, and paper which

Laski of the Vienna Institute for International Comparative

could be traded as a money su�stitute. But with no decision

Economics correctly pointed out the absurdity of the IMF

on final ownership rights over �roperty, the shares are ulti-

and the G-7 arrogance in imposing rigid monetary shock on

mately worthless.

Russia: "There exists no precedent for the transition from a
command economy to a market economy. The IMF and
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But the outlook of these institutions is thoroughly monetarist.
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The prime focus of the IMF is to correct temporary imbal-
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