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The IMF-dictated economic reforms
in Russia were doomed to faﬂure

by Prof. Taras Muranivsky

The following speech was given at an international confer-
ence on “The Social-Economic Problems of Ukraine,” held
in Kiev on Dec. 1-4, 1994.

The number of people, not only in Russia but abroad, who
would express unqualified support for the Russian reforms,
begun with price liberalization and privatization in 1992, is
steadily declining. Scholars more and more often emphasize
in their presentations, that the current reforms in Russia are
an illustration of how an economic policy carried out by the
state led to results contrary to its proclaimed goals and pur-
poses.

But one ought to distinguish the positions from which
these evaluations are given. At least two approaches can be
observed on the part of the monetarists: Some of them re-
proach the reformers’ team for indecisiveness in the conduct
of “shock therapy,” while others reproach them for conduct-
ing the reforms in the wrong sequence. But the slogan which
unites all of them is the transition to the spontaneity of the
so-called “free market.”

We are less familiar with the economic schools and indi-
vidual specialists, who sharply criticize the monetarism of
the Chicago School of Milton Friedman, Jeffrey Sachs, the
International Monetary Fund (IMF), the World Bank, et al.
The conception known as “physical economy,” further devel-
oped by our contemporary, the American scholar and politi-
cian Lyndon LaRouche, deserves special attention in this con-
nection.

The principles of physical economy are receiving wider
and wider dissemination through the numerous publications,
conferences, and seminars of the Schiller Institute, which
has branches in the Federal Republic of Germany, the United
States, France, and many other countries. This institute per-
forms a great service by its regular analysis of the activity of
the IMF et al. in various countries of the world.

For example, Schiller Institute publications have pub-
lished data which show the dynamic of how the activity of
the IMF in Ibero-American countries led to such results as
cuts in production, hyperinflation, dollarization, the flour-
ishing of the narco-economy, the growth of external debt,
and, finally, to the IMF’s utilization of the difficult position
of these countries for imposing on them its conditions and
dictates, for economic and social policy.
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The IMF’s emissaries impute the failures in reforming
the economy according to the prescription of the IMF, to the
countries themselves. For example, Jeffrey Sachs explained
the failure of “shock therapy” in Bolivia, begun in 1985,
thusly: “Bolivia was used to being an impoverished country,
suffering from hyperinflation;/now, it has become an impov-
erished country, but without hyperinﬂation.”

From the standpoint of physical economy, the present
Russian reforms (if a rebirth of the economy were actually
expected from them) were daomed to failure from the very
outset. Lyndon LaRouche predicted this long before they
began. !

The problem of monetarism

The reasons for what is hHappening should be sought in
the theory of monetarism, a manifestation of the ideology of
neo-liberalism, which traces its roots to David Hume (1711-
76) and Adam Smith (1723-90). The process of the exchange
of commodities in the market is viewed by this ideology as
the focus of the power of t}me economy as a whole. The
production of material (physical) goods is allocated the role
of a sort of market makeweight, while economic science is
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Insofar as the market is ia means, and not an end, we
ought to gradually renounce the metaphorical image imposed
upon us—"“market economy|” We should be discussing the
rebirth of a socially oriented economy (with a market, com-
petition, state regulation, and other attributes of the develop-
ment of the national economy and society as a whole).

At home, neither the United States nor England (even
during the Thatcher government) has employed monetarist
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prescriptions in pure form; they only imposed them on depen-
dent countries (including also Russia) through IMF ultima-
tums. Nor have they employed the principles of physical
economy; but the whole world economic system only loses
from this.

The development of ‘physical economy’

The sources of physical economy date to Gottfried Leib-
niz (1646-1716), Benjamin Franklin (1706-90), Alexander
Hamilton (1757-1804), Friedrich List (1785-1846), Sergei
Witte (1849-1915), and others. Its ideas found realization in
the economic programs of Adenauer, de Gaulle, and the state
leaders of postwar Japan.

According to this conception, economy is essentially the
sphere of production of material (physical) products and ser-
vices. And the market and money are merely the means for
stimulating production and carrying out exchange and the
redistribution of newly manufactured real (physical) goods
and services.

Only that economic policy may be well-grounded, which
recognizes that the normal and continued existence of man-
kind fully depends on the constant development and perfec-
tion of those types of production which we usually connect
with universal scientific and technological progress.

Therefore, the authors and followers of physical econo-
my see the prospects for the economic rebirth of Russia along
the path of utilizing existing scientific-productive capacities,
including the military-industrial complex, raising investment
and innovation activity, carrying out a structural reorganiza-
tion on the basis of a broad dissemination of new technologi-
es, supporting conversion [of defense production], and de-
veloping and utilizing science-intensive products.

From the standpoint of physical economy, no less odious
than the “free market” is the utopia of the so-called “post-
industrial society.” We can only regret, that this thesis was
so easily snatched up and automatically used by almost all
Russian economists and sociologists, including by thought-
ful ones. If this term is applied to an actual evaluation of the
state of the world economy, then “post-industrial society”
would be the name not of that society which one must strive
for, but that from which mankind must be saved.

Already in 1988, the French economist, Nobel laureate
Maurice Allais in his writings showed that the daily volume
of world trade in real (physical) goods comprised $12 billion,
while the volume of financial transactions was approximately
$420 billion. “Never up to now has history known such a
piling up of financial bubbles,” lamented the scholar. Today
this gap has increased. In physical economy these and other
financial mechanisms are quite appropriately called usury, a
dangerous disease of the economy and society as a whole.

In Russia, this financial swindle has shown up, to date,
in the form of the well-known “MMM syndrome.” But at
the existing rates of deindustrialization of the country, these
“pranks” can be compared with the worldwide *“post-industri-
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Taras Muranivsky (left) and Lyndon LaRouche in February 1994.
Only these two speakers put forward a solution to Ukraine’s
economic crisis at a Dec. 1-4, 1994 conference in Kiev.

al” bubble.

From the standpoint of physical economy, “the greatest
financial swindle of all times” in the world today (despite its
still powerful organizations and structures) is collapsing.
And if the needed urgent measures are not taken, then this
downfall can turn into a most serious economic disaster for
the whole world, including for Russia.

A wrong tax policy

The tax system of Russia is now copying the western tax
system, where an income tax, a tax on profits, and a value-
added tax, are basic. Theoretically, such an approach to taxa-
tion is correct. But the high tax rates which have been estab-
lished in Russia (this is perfectly well understood by every-
one, but they do nothing about it) have prompted people to
seek ways of evading taxes. They find great opportunities for
concealing income in the service sector, in the kiosk trade,
and so forth. This in turn “steals” people away from the
sphere of production, where it is more complicated to hide
income and avoid taxes on it.

Insofar as the system of taxation in Russia is oriented
basically to reducing the budget deficit, it (alongside other
factors) leads not to growth, but to the decline of production.
From the standpoint of physical economy, taxation policy
(besides covering current payment obligations of the govern-
ment) fulfills the function of distributing the “weight” of
taxes across all spheres of the economy, in order to impose
fewer taxes on those spheres in whose development the state
is interested, and higher taxes on those spheres whose devel-
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opment is undesirable (for example, usury in all its forms,
illegal drugs, prostitution, and other immoral types of
business).

The conception of physical economy envisages that the
government will observe a humanistic principle of justice in
raising taxes from various layers of society. A heavy tax bur-
den on working families is not only immoral, but also regres-
sive, because it destroys human life and puts a brake on the
progressive development of society. Taxation of private capi-
tal should also be flexible: A high tax ought not to be levied
on high incomes for punitive purposes, but it should be taken
into account how this income is being used. For example, it
is advisable to establish certain tax rebates for investments
seen as useful from the standpoint of physical economy.

The rise of inflation

Questions of taxation are closely linked with problems of
inflation. Physical economy shows correlations of monetary
inflation, with inflation from expenses and taxes. Money or
its substitutes (securities as a means for transactions, credit
as ameans of payment, and so forth) put into circulation, serve
as a means of payment for physical goods or labor. Irretriev-
able losses occur in the payment on accounts of financial usu-
rers or ground rent. The recipient of such money renders noth-
ing in exchange. It is simply a removal of money. In essence,
the payment of debt service functions as a tax, which adds
to the price of physical goods or labor. Expenditures grow
correspondingly, which raises prices. More has to be paid
for the same volume of output of goods, without receiving
anything in exchange. This causes the growth of inflation.

Later on, this money again can be used for usury, ground
rent, and so forth. Thus, usury expands like a cancerous
tumor, sucking the economy ever drier of monetary re-
sources. If this disease is not stopped, the production of
physical goods and services will contract, and stagflation
will ensue, that is, economic stagnation in conjunction with
inflation, which inevitably becomes stronger as monetary
incomes grow, being withdrawn from the economy into the
hands of usurers.

As the usurers wring out more and more resources from
the national economy, the structure of social and productive
processes changes, the nonproductive sphere of activity ex-
pands, including the financial swindle and other bubbles on
the body of the economy. And finally, the components com-
prising national income are altered. Now monetary inflation
assumes the form of cost inflation.

The figures for Gross National Product, for example,
show income from the narcotics trade together with other
indicators of fictitious growth, having nothing in common
with the productive growth of the economy. The “post-indus-
trial” horrors are fully confirmed.

The monetarists believe that too rapid economic growth
causes inflation and, therefore, to struggle with it, one must
regulate monetary emissions under conditions of a decline of
production. From the standpoint of physical economy this is
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‘Use physical economy
to develop agriculture’

The fruitful ideas of physical economy, thanks to the work
of professor Lyndon LaRouche and his followers, promote
economic theory to a category of the exact sciences and give
clear reference-points for theidevelopment of technological
systems. The key thesis of physical economy, on the devel-
opment of society through tachnological progress, appears
to us representatives of the engineering sciences to be irrefut-
able. However, there exists a real problem of distinguishing
true and imaginary progress, land of adequate assessment of
the processes of development of technological systems on
the macro- and micro-levels.

We undertook an attempt to establish a hierarchy of
criteria for the development of agrarian technological sys-
tems, starting from the key connections of nature, society,
and production. The development of technological sys-
tems (production) is evaluated by its efficiency in relation
to society and its ecological quality in relation to nature.
To establish qualitative evaluiations of the ecological qual-
ity [ekologichnost], it was necessary to define its connec-
tions with the net usefulness of the results of the system,
with the costs for attaining this usefulness, as well as
with the harmful consequences of the functioning of the
technological system.

The usefulness of the system is evaluated by the end

not so. For the struggle against inflation it is necessary:

® to stimulate high rates of technological progress in the
production of physical goods and production infrastructure;

® to increase the quantity of money in circulation (not
excluding emission) with the aim of extending special pur-
pose loans only for appropriate productive investments;

® to impose high taxes on usury and kindred wasteful
activity (such as currency spectlation and so forth), creating
the conditions for their complete disappearance.

One must not hurt production

In Russia, the monetarist policy is leading not to the sup-
pression or restraint of inflation connected with the costs of
production, but only to an acute shortage of means of payment
in the country. As a result, the artificial restraint of monetary
inflation leads to a crisis-level decline of production and other
negative phenomena (such as the notorious non-payments).
In other words, a slowing of the rise of prices turns into a fall
of production, which is fraught with new inflation.

Therefore, one must seek methods for the struggle against
inflation which would lead not to a decline of production, but
to its stabilization and to ensuring the social support of the
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results of the work, which may be expressed by qualitative
indicators in natural, monetary, or energy units. The at-
tainment of net usefulness demands certain expenditures
of resources and labor, which can be expressed quantita-
tively in analogous units. The indicators of usefulness and
expenditures make up the lower hierarchical level of the
criteria of development of technological systems.

The relationship of net effect to outlays, as is known,
characterizes the efficiency of a system. In particular, for
agrarian technological systems, it is convenient to use
the criterion of efficiency of labor, which corresponds to
physical economy’s notion of economy of labor as the
criterion of progress. The criteria of efficiency of techno-
logical systems comprise the second level of general-
ization.

If, besides the harmful consequences of a technogenic
nature, the level of net usefulness of the results in the
concept of the ecological quality of a system and the sys-
tem’s consumption of natural resources are included, then
one can create a more general indicator, which we call the
ecological quality indicator. For this we proceed from
the fact that inefficient technological systems cannot be
ecologically propitious, since they consume natural and
labor resources without a proper return to the maintenance
of the vital functions of society. The level of consumption
of non-renewable resources is also a determinant of the
viability of society, and thus weakens the viability of
society and is a component of the ecological quality.

Using such a broad interpretation of the ecological

quality, it becomes possible to construct a hierarchical
system of criteria of development of technological sys-
tems, to establish the quantitative interconnections be-
tween net usefulness, efficiency, and the ecological quali-
ty of production. For the practical putposes of improving
agrarian technological processes and technologies, partic-
ular and generalized criteria are provided, as well as limi-
tations on some individual characteristics of technological
systems. The ordered totality of goa]s; criteria, restraints,
and preferences forms a system of professional values,
which allows specialists to take effective and ecologically
propitious decisions in the course of making innovations.

While conducting structural and functional analysis of
agrarian technological systems, we are frequently con-
vinced of the valid emphases of Lyndon LaRouche con-
cerning the importance of developing the infrastructure of
technological systems on both the micro- and macro-lev-
el. This allows us to develop a methodology for the ratio-
nalization of technological systems, as well as models for
the development of technological systems on the basis of
Lyndon LaRouche’s concepts of free energy of the sys-
tem, information as a qualitative characteristic of develop-
ment processes, and the use of conical-spiral functions.

This report has only briefly showed the productivity
of the ideas of physical economy, which gives a powerful
impulse for the theory and practice of developing techno-
logical systems.

—Prof. Yu. Nagirny, of the Lviv State Agricultural
Institute, Lviv, Ukraine

population.

Unfortunately, in the developing countries, where stimu-
lative and anti-inflationary measures are used as recom-
mended by Keynesians, monetarists, and structuralists, suc-
cess has not been achieved. Inflation in these countries
stimulates the flight of capital not into productive sectors, but
into spheres relatively protected from the negative impact of
inflation (finance, foreign trade, foreign holdings, etc.), and
also into nonproductive consumption. The factor of hidden
unemployment also acts negatively. In these countries, un-
fortunately, the principles of physical economy are still little
studied and have not received widespread application.

Questions of property, the implementation of privatiza-
tion in particular, occupy an important place among econom-
ic reforms in Russia. The method chosen in Russia may be
called compulsorily revolutionary, political (not economic):
They decided to introduce a new form of property (private)
at the expense of the total destruction of the former (state)
form. This is a purely Bolshevik path of appropriation of
someone else’s property, only in an inverse direction, that
is, “dekulakization™ of the state. Unfortunately, Ukraine
today has taken this road.
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Lyndon LaRouche has perfectly correctly noted, that the
development of an economy requires state regulation. In a
number of sectors, state ownership isi preferable. Moreover,
the state has no few constructive methods and means for moni-
toring and intervention both in the organization of the work
of the private sector, and in the processes of price formation.

Contemporary economic life in Russia is being kept afloat
by trade mainly in imported goods. But it is well known that
this path leads to nowhere. Essentially, the economy faces the
choice: either destructive processes will be continued and will
“get” the “still breathing” islands of the economy; or the state
will take the path of selectively prioritized, but sufficiently sub-
stantial stimulation of the national ecanomy through injecting
monetary means (including emissions).into the productive sec-
tors and infrastructure, through investment. Purely monetarist
methods of struggle against inflation can ruin the economy itself.
The lessons of Russia should be taken into account in the conduct
of social-economic reforms in Ukraine.

Notes
1. Dekulakization: dispossession of the peasantry, executed with special
cruelty in Urkaine in the 1930s under Stalin. :
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