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Dangerous hopes

“Preserving the status quo in the belief that oil pric-
es will move higher and that fi scal policy ii can be tight-
ened later… Moscow is trying to live through this crisis 
without visible reforms in fi scal policy, banking, natural 
monopolies or any other areas.”2 Th at was the assessment 
of the situation by J.P. Morgan analysts who visited Rus-
sia in June 2009, which gave a fairly accurate picture of 
the mood prevailing among the political elite and large 
sections of the public. Th ere’s nothing surprising about 
this: the prevailing view linked the economic upsurge of 
1999–2007, just as much as the start of the current crisis, 
with the performance of hydrocarbon (oil and gas) pric-
es. Naturally, the way out of the crisis is associated with 
a rise in the prices of energy resources, and accordingly 
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1 Th e author wishes to thank Irina Starodubrovskaya, Sergei Sinel-
nikov-Murylev, Niclas Sundstrom and Ksenia Yudayeva for their valuable 
ideas and comments which were used in the writing of this article.

i Editor note: the translation of the Brodsky poem is the translator’s 
own and has not been taken from any published source.

ii Editor note: I endorse the following comment made by the transla-
tor of the article — “Th e fi rst sentence in the article was already in English 
but refers oddly to ‘”fi scal” as a noun rather than an adjective. I have changed 
this to “fi scal policy”, but I  do not have access to the original source so can-
not confi rm this is correct

2 Russia. Emerging Markets Research, J.P. Morgan Securities Inc, 12 
June, 2009.
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this index is att racting increased att ention from absolutely 
everyone — “from the workman to the minister” as peo-
ple used to say. Th e hope that soon “everything will be 
sorted out” and that we will again return to the policy of 
“managing the growth of prosperity” continues to prevail 
for the time being.

Th e problem is not that the role of the fuel and en-
ergy sector in Russia’s economic growth in the past dec-
ade has been over-exaggerated. Th e favourable export 
situation has of course made a marked contribution to the 
high rates of the Russian economy’s performance. Export 
earnings strengthened the revenue base of the budget and 
made it possible to stimulate growth with the aid of even 
faster growth in state demand, i.e. through more and more  
fi scal injections. In order to understand the current situa-
tion and the future growth trends of the economy, how-
ever, it is important to recognise that high global prices 
for fuel was just one of the factors determining economic 
growth, and moreover a factor which had a positive eff ect 
only in conjunction with and dependant on other circum-
stances.

First, the high prices for oil and gas occurred against 
the background of an unprecedented global economic 
boom. It was global growth and the global demand it en-
gendered, and the low interest rates on the fi nancial mar-
kets linked with it, that formed the basis for the Russian 
growth. We must, however, draw att ention to the unique-
ness of this phenomenon — the rise in prices for raw ma-
terials (fuel and metals) followed the global growth and 
did not constrain  it, as was the case, for example, in the 
1970s.

Second, an important role was played by domestic 
political factors, and above all by the macroeconomic and 
political stabilisation which occurred towards the end of 
the 1990s. A revolutionary transformation was complet-
ed, the elite was to a signifi cant extent consolidated, and 
the country received an important inoculation against fi -
nancial populism. A conservative fi scal policy became the 
foundation of a new economic policy, which for almost 
a decade was the basis of the country’s economic policy.

It follows from the above that oil and gas prices 
cannot in themselves be a factor or criterion for assess-
ing the prospects for Russia’s economic development. A 
favourable economic situation outside the country can 
of course help to increase the stability of the fi scal sys-
tem, which is important in itself (especially for ensuring 
social and political stability). However, it does not fol-
low at all from this that the resumption of high rates of 

Russian economic growth is inevitable. High prices for 
the produce of the fuel and energy complex can (and very 
likely will) depress economic growth in the majority of 
developed countries, which will also have a negative eff ect 
on the Russian economy, for the development of which 
dynamic global demand, not just excise revenues for the 
budget, is important.

Th e present crisis is systemic in nature. It cannot 
be reduced to cyclical market fl uctuations, when a reces-
sion is automatically followed by a recovery. A recovery, 
of course, will follow a recession, but in order for this re-
covery to happen substantial changes need to take place 
in the technological and organisational basis of the global 
economy and of individual countries. A country’s profi le 
and place in the post-crisis world depend precisely on 
how it manages to transform its structure and adapt to the 
new global challenges. Waiting for the pre-crisis status quo 
to be restored is the most dangerous policy at the present 
time.

Unpredictable features of great crises

Th e modern crisis is justifi ably compared with the 
biggest crises of the past. Its predecessors include:

 Th e crisis of 1857–1858, or the fi rst global econom-
ic crisis. Naturally, it was a global crisis on the scale of its 
time, i.e. aff ecting the countries in which the capitalist 
system prevailed. Th is crisis is sometimes called Marx’s 
favourite crisis3, in that this was the one that provided a 
decisive argument for constructing the economic model 
of the inevitable breakdown of capitalism; the fi rst vol-
ume of Das Kapital was published ten years later.

 Th e crisis of 1907  — the fi rst large-scale fi nancial 
crisis, which did not resolve itself but was overcome with 
the help of specifi c deliberate actions. True, this was not 
so much by governments as by J.P. Morgan and the group 
of fi nanciers linked to him. Before this, as a rule the reac-
tion to crises was passive: it was a matt er of waiting until 
everything sorted itself out. It was eff ectively in 1907 that 
people began to understand the possibility of devising 
and carrying out anti-crisis measures, which paved the 
way for the theoretical and practical research in the fi eld 
of economic policy in the twentieth century. Th e creation 
of the USA’s Federal Reserve System was a direct conse-
quence of this crisis.

 Th e crisis of the 1930s, or the “Great Depression”, 
which essentially gave rise to the modern model of state 
regulation of the economy and even to modern economic 

3 See Anikin, A., A history of fi nancial upheavals, Moscow: Olympus Business, 2000, p. 72.
Th e 1857–1858 crisis was also characterized by unprecedented fi nancial speculation in the preceding few years. Th is is when the following popular expres-

sion appeared: “Just a few years ago I didn’t have a penny, but now I have debts of fi ve million.”
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thinking. “We are today in the middle of the greatest ca-
tastrophe — the greatest catastrophe due almost  entirely 
to economic causes  — of the modern world. I am told 
that the view is held in Moscow that this is the last, the 
culminating crisis of capitalism, and that our existing or-
der of society will not survive it,” said J.M. Keynes in the 
summer of 1931, emphasising the systemic nature of the 
crisis, which went far beyond the actual economy. Key-
nesianism was a reaction to this crisis and was essentially 
an att empt to prevent global economic catastrophes from 
happening in the future.

 Finally, the crisis of the 1970s, which gave the world 
a previously unseen phenomenon  — stagfl ation, or the 
combination of low (or negative) growth rates and high 
infl ation. An innovative measure of economic diffi  cul-
ties also emerged — correlating the unemployment and 
infl ation rates. Th e way out of this crisis was linked with 
large-scale deregulation and a rejection of fi nancial pop-
ulism — initially in the most developed economies and 
later in many developing countries (including post-com-
munist countries).

Detailed analysis of the aforementioned crises (we 
shall call them, with a certain degree of conditionality, 
“systemic crises”) falls outside the scope of this article. 
Here we should emphasise only the presence of certain 
general characteristics in these crises. What they have in 
common is not the particular depth of the slump in pro-
duction or the fi nancial market, nor the parameters of in-
fl ation or the budget defi cit. What links them generally 
is not fi gures but certain qualitative characteristics which 
have a substantial infl uence on the future development 
of political, economic and intellectual processes in the 
world’s leading countries.

Th e following general features of systemic crises can 
be identifi ed.

First, such a crisis entails a major intellectual chal-
lenge which requires a fundamental rethink of its causes, 
development mechanisms and the ways of overcoming it. 
Just as generals always prepare for the wars of the past, 
so politicians and economists prepare for past crises. For 
a while this works — for the time being we have to deal 
with the economic cycle, that is with the recurring prob-
lems of economic trends. Initially, therefore, we try to 
combat a systemic crisis by applying the traditional meth-
ods that we know from the past. In the case of the 1930s 
this was the att empt by the government of President 
Herbert Hoover (and above all his Treasury Secretary 

Andrew Mellon) not to interfere in the natural course of 
events, to strictly balance the budget and reinforce the 
monetary system based on the gold standard. Th e experi-
ence of the preceding hundred years showed that crises 
usually sorted themselves out within approximately a year 
and no special policy was required to achieve this. Simi-
larly, in the 1970s, at the beginning of the crisis people 
tried to initiate what were then the traditional methods 
of Keynesian regulation (fi scal stimulus in conditions of 
slowing growth rates and even state control of prices in 
the case of Richard Nixon’s Republican administration), 
which resulted in a leap in infl ation and the start of stag-
fl ationary processes.

In other words, the economic policy methods devel-
oped in previous decades are not really applicable (or to 
be more precise, are not at all applicable) to these crises. 
Th ere are too many new problems, and the mechanisms 
by which the crisis develops and for gett ing out of it, as 
well as its scale and duration, are not clear.

In the twentieth century it took something like ten 
years to overcome systemic crises. Th is is exactly what 
Paul Volcker was pointing out when he spoke in his ca-
pacity as Chairman of the Federal Reserve  Board in June 
1979, at the height of the previous systemic crisis: “We 
are face to face with economic diffi  culties really unique 
to our experience. We had lost that euphoria…, that we 
knew all the answers to managing the economy.”

Second, during a systemic crisis a change takes place 
in the model of regulating socio-economic processes. Th e 
1930s marked the end of the transition to the industrial 
stage of development and the consolidation of the ideol-
ogy and practice of “big government”, accompanied by a 
growth in taxes, fi scal expenditure, state ownership and 
planning, and in certain cases even government price con-
trol. Conversely, the crisis of the 1970s led to large-scale 
liberalisation and deregulation, tax cuts and privatisa-
tion — in a word, to everything required by a transition 
to a post-industrial technological phase.

Th ird, a systemic crisis is simultaneously cyclical and 
structural. It is linked to serious institutional and techno-
logical changes, to a change in the technological base (the 
“technological structure”), which takes the economy to a 
qualitatively new level of effi  ciency and labour productiv-
ity. Th e systemic renewal of the technological base from 
the point of view of the latest achievements in science and 
technology is one of the most important conditions for 
successfully moving out of a crisis.4

4 A number of economists examine the issue of a change in technological basis using the logic of N.D. Kondratiev’s “major business cycles” — the long-
term waves that occurred in the 1950s and 1960s. (See Kondratiev, N.D. Major business cycles. Issues of market trends, vol. 1, 1st edn., Moscow, 1925). Th is is an 
interesting and potentially productive hypothesis, although there is no fi rm evidence of its validity and there cannot be, given the lack of an adequate number of 
statistical observations — and the author himself regarded his own conclusions merely as a hypothesis.
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It follows from the above that there could be a sub-
stantial transformation of global economic and political 
centres of power as a result of the crisis. Th is is not an ab-
solutely inevitable consequence of a systemic crisis, but 
the likelihood of this kind of shift  is quite high.

To use the currently popular terminology, systemic 
crises can be fully described as innovative. Th is is not only  
in the sense of the emergence of new economic and politi-
cal institutions with a crisis (on the eve of a crisis, during 
it or aft er it), but also in the sense of the emergence of a 
new generation of politicians, entrepreneurs and experts, 
and in the sense of a new technological base replacing the 
one which came about as a result of the previous systemic 
crisis.

Everything we have said is obviously also applicable 
to the current global crisis.

We are faced with a serious intellectual challenge, 
and it is impossible to remain in the economic mind-set of 
the preceding decades. New instruments have appeared 
on the fi nancial market, and it is has become clear that 
governments are not yet capable of dealing with them. 
Th e economic discussion of how to combat the crisis is 
still revolving around the traditional twentieth-century 
issues: e.g. Keynesianism vs. monetarism, or liberal-
ism vs. dirigisme. Also for every argument that what has 
happened is a “failure of the market” there is a no less 
persuasive argument that it is a “failure of government”. 
Anti-crisis economic policy is also so far revolving around 
these two models, in practice a combination of Keynesian 
methods of regulating demand (through fi scal stimuli) 
and monetarist methods of infl uencing supply (through 
relaxation of monetary policy).

Th e call for of a new model of regulation, and more-
over on a global scale, is becoming ever more pressing. 
True, the discussion has not yet got as far as contending 
that we need to regulate production, i.e. return to the 
model of the mid-twentieth century (before the neocon-
servative revolution). Th e trend towards statism (right up 
to total statism) in the last century was too bad an experi-
ence for the world; so far no responsible political forces 
are preparing to return to it, even though Keynes is still 
the most popular economist in the modern world. For the 
time being what is being discussed is a model for regulat-
ing the fi nancial markets on a global scale, and that would 
also be an innovation  — on the part of a state or some 
alliance of infl uential states.

Finally, there is increasingly active discussion of the 
prospects for a change in technological structure. Th e 

1930s marked the end of the transition to major mecha-
nised production (mass-production and other industrial 
technologies) and the 1970s saw the creation of the base 
for microelectronics and modern computer technologies 
Some researchers believe that the transition has now be-
gun towards a deeper level of creation: biotechnologies, 
nanotechnologies and information communication tech-
nologies are to be key areas of development and will prove 
to be an area of intense competitive struggle.5

It is not surprising that the task of radical structural 
renewal during the crisis is faced not only by countries 
that are in the process catch-up development but also by 
the more developed states. Th eir elites understand that 
to ignore the innovative challenges at a time of crisis is 
to risk the loss of their leading positions and strategic de-
feat in global competition. It is no accident that the US 
administration is constantly stressing the need to get the 
country into a qualitatively new condition aft er the cri-
sis, which means modernisation not just of technologies 
but also of socio-economic institutions. According to L. 
Summers, “Th e new American economy will be in diff er-
ent and bett er shape than it was before the bust, it will 
be more export-oriented and less consumption-oriented, 
more environmentally oriented and less energy-produc-
tion-oriented, more bio- and soft ware- and civil-engi-
neering-oriented and less fi nancial-engineering-oriented, 
and, fi nally, more middle-class-oriented and less oriented 
to income growth that is disproportionate towards a very 
small share of the population.”6

Contours and risks of crisis 
development

If we accept that the current global crisis is more a 
structural than a cyclical phenomenon, the following con-
clusions must be drawn.

Th is concerns above all the duration of the global 
crisis. When people talk about it ending, they usually por-
tray it either as a halt in the slump in production or as the 
start of growth in the securities market. It was on this ba-
sis that back in the middle of 2009 there began to be talk 
of “green shoots” appearing. Meanwhile the real situation 
was much less clear-cut and much more complicated.

Th e fall in production cannot in fact continue for 
ever, nor can the fall on the securities market. According 
to these parameters it looks as though the world is enter-
ing a period of a certain equilibrium. Th e problem, how-
ever, is that this equilibrium will be unstable, and so will 

5 S. Glazyev is one of the most active supporters of this point of view on the crisis. (See Glazyev, S.Y., Opportunities and limitations in Russia’s technical and 
economic development in conditions of structural changes in the global economy, Moscow, State University of Management (SUM), 2008).

6 htt p://www.ft .com/cms/s/2/6ac06592-6ce0-11de-af56-00144feabdc0.html. (Financial Times, 10 July 2009).
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the resumed economic growth. Th at is how it was in the 
1930s and the 1970s — it took approximately a decade to 
resume healthy and stable growth, interrupted at times by 
simple cyclical or sectoral (banking, fi nance) crises.

It is possible to emerge onto a trajectory of new and 
stable growth once the government of a given country is 
able to resolve the issues which constitute the deep foun-
dations of the crisis. Th ese are technological, economic, 
regulatory, social and possibly geopolitical issues. Th ese 
changes take place quite slowly, and it is practically im-
possible to accelerate them. However, it is possible to slow 
them down by holding on to old economic and techno-
logical forms.

Th e anti-crisis policy itself creates additional prob-
lems and risks, which will appear in the present crisis 
phase or in the post-crisis future. It seems to us that the 
most important of these risks are macroeconomic destabi-
lisation, substantial growth in the state sector (mass (?) 
de-privatisation) and moral hazard (the risks of unprin-
cipled conduct or irresponsibility), ending in the preser-
vation of existing economic structures. We shall examine 
these groups of issues in more detail below.

Th e key problem is the build-up of potential for mac-
roeconomic instability, which may be followed by political 
instability.

Key among these issues is the expansionist fi scal 
and monetary and credit policy of the past year, which 
has been aimed at combating defl ation and preventing 
the resurgence of the destructive mechanism of the Great 
Depression of eighty years ago. Th e current policy of 
cheap money and fi scal injections will inevitably lead to 
a substantial growth in the sovereign debt of the majority 
of advanced market economies, and makes high infl ation 
a more than realistic prospect.7 Th at is why the question 
of an exit strategy, i.e. of ways to achieve defl ation and a 
reduction in government debt, is already arising periodi-
cally in discussions between politicians and economists. 
Th e possible options for action by the authorities are 

fairly obvious: raising taxes, reducing fi scal expenditure, 
raising interest rates.

Th e political diffi  culties of such a policy are no less 
obvious, and they concern both the period of transition to 
the exit strategy and the politico-economic consequences 
of its implementation. On one hand, politicians in devel-
oped countries (especially the USA) are appealing to 
their colleagues not to weaken their eff orts to create a fi s-
cal stimulus. Aft er all, too early a return to fi scal conserva-
tism could frustrate the eff orts to start up the “economic 
motor”, which might begin to stall again as a result of a 
reduction in the supply of cheap money. It is true that it 
can be very diffi  cult to determine at what point it will be 
necessary to stop the presses rolling. On the other hand, 
pumping money into the economy for too long or on too 
large a scale can (and will) have long-term consequences 
in the form of the economies of the developed countries 
moving into high rates of infl ation.8 Th e experience of 
many countries (including the developed countries in the 
1970s) shows that it can be very diffi  cult to break out of 
this trap.

It is even more diffi  cult to assess the politico-eco-
nomic problems and the obstacles to implementation of a 
post-anti-crisis policy. Toughening fi scal expenditure and 
raising interest rates is a painful process under any regime, 
but it is especially dangerous for immature democracies, 
i.e. for countries whose voters, because of their own pov-
erty, are more inclined to believe populist slogans. Even 
now, if we look at the governments of countries that are 
preparing for elections it is not diffi  cult to notice an incli-
nation towards populism, even on the part of those who 
up to now have actively resisted it9 Politicians with a re-
strained att itude towards state expansion are exception-
ally rare.10

Th ere is a danger that the developed countries will 
fall into a vicious circle of populism which they will pos-
sibly have to go through several times. Th e essence of this 
is quite simple and is well known from the experience of 

7 However, some economists cite arguments about the infl ationary safety of the monetary policy currently being pursued. (See, for example, the articles 
by P. Krugman and R.Skidelsky in the Financial Times, May–June 2009. Th e argument deployed in this position is contained in the report: Richard Koo: a personal 
view of the macroeconomy, Nomura Securities, 30 July 2009.

8 Th e Annual Report of the Bank for International Sett lements “highlighted two main risks: fi rst, that not enough will be done to ensure a durable recovery 
from crisis; and second, that the emergency action to stabilise the fi nancial system will undermine eff orts to build a safer system” (See: Giles, Chris. ‘BIS calls for 
wide global fi nancial reforms’, Financial Times, 30 June 2009, p. 3).

9 A typical example is Chancellor Angela Merkel, who was the main defender of free market values and who insisted on limiting the budget defi cit and not 
adopting too relaxed a monetary policy. However, in June 2009, in connection with the forthcoming parliamentary elections in September, she tabled new federal 
budget spending initiatives — albeit with a proviso that it would be necessary to return to a balanced budget in the future: “Of course, we will have to come back 
to a situation where we don’t spend more than we earn. But in order to get there, we need to do two things: we must invest in the future, that is education and the 
environment” (Financial Times, 20 June 2009, p. 2).

10 In this respect it is interesting to note that Prime Minister. Putin and President . Medvedev are found among the small circle of politicians who are 
concerned by the consequences of populist anti-crisis measures. Speaking in Davos back in February 2009, the Russian prime minister warned against the state’s 
relentless expansion in matt ers of ownership and regulation. And at the G8 summit in July the President of Russia proposed that government fi nancial injections 
should be limited and that there should be serious discussion of a strategy for post-crisis development — an exit strategy.
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Latin America in the twentieth century. Fiscal and mon-
etary expansion facilitates a revival of the economy, but 
at the same time leads to an increase in government debt 
and accelerating infl ation, and a rise in interest rates. Th is 
is followed by a loss of confi dence in industrial invest-
ment — either because of increasingly rapid depreciation 
of the currency or because investment in government 
bonds becomes more att ractive. Th e next step is a hard-
ening of fi scal and monetary policy, which brings reces-
sion. Th is recession may again be followed by an easing of 
macroeconomic policy — and so it goes round the same 
circle several times. It is especially unpleasant that such 
fl uctuations inevitably lead to a weakening of the institu-
tions of state authority and to a reduction in its effi  ciency. 
In countries with weak institutions the economic cycle of 
populism is frequently accompanied by political coups11 

and by alternating populist and conservative dictator-
ships coming to power. Th e experience of the twentieth 
century is obviously not an absolute model for repetition 
here, but it gives important information about the possi-
ble logic by which events may develop.

Of course, Latin Americanisation is not the inevita-
ble outcome of the fi ght against the crisis: much depends 
on the effi  ciency and fl exibility of political institutions, 
which vary substantially between the countries in the grip 
of crisis. However, the risks of falling into the vicious cir-
cle described above are real and are growing. Th e fi rst sig-
nal, albeit very far off , was the USA’s plan for an increase in 
medium-term yield on government bonds, which is evi-
dence of the growing expectation of a leap in infl ation — 
the fi rst step towards destabilisation.

Another serious problem is mass nationalisation — de 
facto (concealed) or explicit (open), and also the strengthen-
ing of dirigiste tendencies in the economic policy of the world’s 
leading countries. Th e experience of the last four centuries 
has shown that it is guarantees of private property rights 
that create the basis for modern economic growth, i.e. 
growth which ensures a signifi cant growth in per capita 
GDP. Th is thesis has now been put in doubt. By saving 
the debtors and topping up the banks with capital and 
increasing the guarantees on private deposits, the state is 

taking on the risks arising as a result of the actions of all 
the main players in economic life — the bankers, the in-
vestors and the borrowers. (Th e more so since in practice 
these are not infrequently the same people.) In combat-
ing the global crisis the governments of the majority of 
developed countries are making eff orts which eff ectively 
discredit private property and undermine the fundamen-
tal basis of the market economy  — a person’s personal 
responsibility (especially that of entrepreneurs) for the 
decisions they take. Th e state (but also society) is willing 
to take private risks on itself, i.e. the policy of nationalisa-
tion of losses makes the nationalisation of risks inevitable 
as the next step.

Companies that have got into diffi  culties are un-
dergoing a process of eff ective nationalisation through 
the provision of fi nancial aid to them. Nationalisation is 
taking place through at least three channels: through buy-
ing the debts of individual fi rms, through recapitalisation 
in exchange for shares, and also by means of the infl ation 
of accumulated commitments. Governments are inclined 
to take on all the liabilities (commitments) of fi nancial in-
stitutions — both by means of guarantees and by direct 
capital injections. Naturally, this aid to fi nancial institu-
tions is accompanied by formal or eff ective dilution of 
private shareholdings. Private property rights are thereby 
put in doubt.

It is true that the present nationalisation has one 
substantial distinguishing feature  — its forced nature. 
Th e nationalizations of the twentieth century were ideo-
logically motivated. Th eir authors  — from the Russian 
Bolsheviks to the British Labour Party — were convinced 
that state-owned property was more effi  cient than private-
ly-owned. Towards the end of the twentieth century the 
world abandoned this illusion, and mass nationalisations 
were replaced by the policy of deregulation and privatisa-
tion. And now the world is again running up against a fun-
damentally new phenomenon: no one (or almost no one) 
considers state ownership an institution that guarantees 
economic effi  ciency. However, throughout the civilized 
world anti-crisis policy is entailing a serious strengthen-
ing of the state sector.12

11 Th e following description of the Latin American populist cycle, drawn up in the 1990s by R. Dornbusch and S. Edwards, is considered classic:
Phase 1 — Th e start of populist policy as a reaction to depression or stagnation results in a marked growth in the economy and, correspondingly, in real in-

comes, provided by both domestic production and imports. Phase 2 — the appearance of “bott lenecks” in the economy, linked with product shortages or a balance 
of payments defi cit at the same time as a gradual squeeze on international reserves as they are used to support the currency’s exchange rate. Phase 3 is characterized 
by a rapid growth in infl ation and (or) product shortages, a budget defi cit, capital fl ight and demonetarisation of the economy, which inevitably leads to devalua-
tion, a substantial fall in personal incomes and almost always the loss of political control by the government. Phase 4 marks the transition to orthodox stabilisation 
implemented by a new (oft en military) government. (Dornbusch, R., Edwards S. (eds.), Th e Macroeconomics of Populism in Latin America. Chicago and London: 
Th e University of Chicago Press, 1991, pp. 11–12).

12 “Political labels have lost their meaning. If governments of various persuasions nationalise banks and pump money into the economy, what today 
distinguishes the left -wing from the right-wing, the liberals from the conservatives, the socialists from the capitalists, or the Keynesians from the monetarists?” 
(Th ornhill, J., ‘A Year of Chocolate Box Politics’, Financial Times, 24 Dec. 2008, p. 6).
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Apart from direct statism (nationalisation) we are 
seeing a general growth in dirigisme, i.e. a growth in the 
number of individual decisions by the institutions of 
power, the judgments by them (not by the market) of 
who is innocent and who is guilty, and also a willingness 
on the part of the government to point out to economic 
agents what services they should be providing and what 
goods they should be producing. Th e bankruptcy of Leh-
man Brothers on the one hand and the assistance given to 
Bear Stearns, AIG and CitiBank on the other, which do 
not lend themselves to market interpretation, are the re-
sult of individual decisions, i.e. they follow the logic of a 
centrally managed economy. 

Th e next and entirely natural step is decisions by 
the government regarding the nature of the activity of 
institutions that are eff ectively nationalised. Back in the 
autumn of 2008 British Prime Minister Gordon Brown 
stated that he would be encouraging the banks that had 
come under his control to invest more resources in small 
businesses. Th e same is being demanded of Russian state-
owned banks, regardless of the eff ect this might have on 
the quality of their portfolios. Supporting small busi-
ness is of course a sacred cause, beloved by all modern 
governments. However, the consequence of this type of 
decision is not diffi  cult to predict: if the authorities give 
the direction on where to invest money, they will have to 
support their own bank when these politically ordered in-
vestments prove to be ineff ective. Th at is to say, we end 
up with a vicious circle of state support and ineff ective 
investment.

Finally, the systemic risks are linked to the emergence 
among market players of the “most equal”, those of whom it 
is said that they are too big to fail. In modern Russian eco-
nomic language this phenomenon is called “systemically 
important businesses”. Clearly, at all times there have been 
businesses whose collapse incurred higher social and 
political costs for the society in question. However, the 
phenomenon of modern economic growth itself assumes 
not only the emergence of new businesses (and fi rms) but 
also their departure from the scene as a result of competi-
tion. Competition and the absence of “untouchables” is 
the basis of modern economic and — more widely — so-
cial progress.

Meanwhile, politics in the modern world is aimed to 
a signifi cant extent at preserving many of the giants that 
are in fact vestiges of the economy of the past. Th ere are at 
least two arguments in favour of supporting them. First, 

because of the importance of the goods or services they 
deliver. Second, because of the social (or else political) 
consequences which their closure could entail. Both of 
these arguments are important, but the authorities should 
not try to fi nd the answer to the problems arising here by 
simply keeping potential bankrupts afl oat.

Right now the majority of governments imagine 
that the problem of “systemically important businesses” 
can be solved by means of bett er regulation of their eco-
nomic activity and a more att entive att itude to them on 
the part of the authorities. More oft en than not these kind 
of proposals are made with regard to the banking sector, 
although they are also fully applicable to the manufactur-
ing industries (especially those that are infrastructure-re-
lated). Th e effi  cacy of such regulation gives rise to funda-
mental doubts: if it was impossible to build such a system 
in the past, why should it prove to be eff ective now? Th e 
approach of breaking a given fi rm’s exclusive connection 
with the service it provides, which is essential from the na-
tional point of view, is much more productive (although 
more diffi  cult too). Th e state must ensure the availability 
of assets and technology for the economic agent, which 
may take the place of the management and proprietors of 
a systemically important bankrupt, and this is where the 
real art of a politician lies.13

Th e socio-political risks of bankruptcy should also 
be the subject of special att ention from the government. 
It should be a matt er of aid in social restructuring and 
adaptation to new fi elds in which to employ labour from 
bankrupt businesses. Successful experience of these kinds 
of actions is quite well known, including that of Russia in 
the 1990s — the restructuring of the coal industry made 
it possible to close a large number of ineffi  cient mines, 
while retraining and reskilling the staff  who had been 
made redundant, who were able to fi nd work in other 
sectors.

Finally, we must emphasise the complicated and 
ambiguous nature of the mechanisms by which risks in a 
time of systemic crises emerge and develop. Th e idea that 
more active intervention in the economy by the state is 
necessary as a way of overcoming the risks of unbridled 
development has become popular on a wave of criticism 
of the liberal model of the last thirty years. However, a bal-
anced analysis of the situation shows that such a solution 
is not obvious, since state regulation per se entails system-
ic risks. “Top offi  cials are calling for a powerful systemic 
risk regulator. But the US government is the most serious 

13 “‘Too big to fail’ — whether the claimant to a bank or to an auto company — is not a status that we can live with. It is both bett er politics and bett er 
economics to deal with the problem by facilitating failure than by subsidising it.” (Kay, J., ‘Why “too big to fail” is too much for us to take’, Financial Times, 27 May 
2009, p. 9).
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source of risk,’ wrote Stanford’s Professor John Taylor,14 
not without justifi cation, and these words are true not 
only in respect of the activity of the US government.

Issues raised by the crisis

Th e economic crisis has posed a number of big ques-
tions to politicians and experts regarding the functioning 
of modern economic systems. Th ese are questions that 
require an intellectual breakthrough; we need to under-
stand new realities and fi nd ways of resolving issues that 
as a rule do not have simple solutions. Nevertheless, each 
systemic crisis forces us to seek answers to systemic ques-
tions, and up to now these answers have usually been 
found. Th e fact that it is diffi  cult, not only intellectually 
but also politically, to give some answers to crisis chal-
lenges is a diff erent matt er. However, we shall have to fi nd 
our position all the same  — and it would be bett er if it 
were sooner rather than later.

Let us recap what are in our view the most important 
issues concerning the development of the present crisis. 
Th ese issues are also traps into which the economies of 
many (if not the majority of) countries have fallen, and, 
at the same time, issues to which we must fi nd answers if 
we are to really overcome the crisis.

1. One of the basic, profound problems that led to 
the crisis is the predominance of the interests of capitali-
sation [? i.e. the growth in market value determined by 
share price multiplied by the number of shares] over the 
interests of increasing the effi  ciency of production factors 
(or growth in labour productivity) which has emerged in 
the world over the last quarter of a century. A situation has 
arisen in which capitalisation (and not stability of produc-
tion or the volume of dividends) has become what mainly 
interests proprietors and shareholders. Th eir att ention 
has been focused on this yardstick and they have judged 
the performance of management by it. Naturally, a meas-
ure which has a specifi c function will begin to dominate 
with regard to other parameters of activity. In this case 
the measures of labour productivity and renewal of plant 
have been pushed into the background. To be more pre-
cise, these two last factors have played their role, but only 
when they were not opposed to the growth of capitali-
sation. In practice this meant the pursuit of a maximum 
concentration of production in the hands of a few global 
players (fi rms), the impossibility of closing ineffi  cient 
businesses and, conversely, a willingness to incorporate 
them into large holding companies as a factor to expand 
the market and capitalisation. 

Th e motivation of managers in major companies has 
become increasingly reminiscent of the motives of the 
communist directors of the past. Th e need to constantly 
report to party and administrative bodies on fulfi lment of 
plan criteria (in roubles or in units) made it impossible 
to upgrade plant or to shift  to high-quality output, since 
this would have led to a reduction in output of the old 
products, which was unacceptable from the political and 
administrative points of view.

Th e consequence of this sense of motivation among 
modern management is a growth in monopolism (as a 
result of mergers and takeovers), a brake on increasing 
labour productivity, and in the fi nal analysis discourage-
ment of innovative activity.

Th e main regulatory issue raised by the present glo-
bal crisis is how to shift  the motivation of proprietors and 
management towards closer att ention to the qualitative 
aspects of the development of their fi rms. In our opinion, 
this is a deeper problem than regulation of the fi nancial 
markets, which for all its importance is a by-product of 
the confl ict between capitalisation and effi  ciency.

2. Th e approaches of modern governments to the 
formulation of anti-crisis policy are linked to the prob-
lem of unprincipled conduct (moral hazard). Th is policy 
has two aspects. On one hand, it is necessary to support 
socio-political stability and not allow the situation to 
wobble, as it is likely to do as unemployment, bankrupt-
cies and uncertainty increase, and also, in a situation of 
high infl ation, to reduce budget expenditure. On the 
other hand, as almost everyone admits, a crisis is also a 
time for renewal, for formulating a new economy, and for 
modernisation.

Naturally, at the level of practical policy these two 
approaches contradict each other. Th e ways and results of 
resolving this contradiction depend on the art of the poli-
ticians, and on the ability of the political elite to under-
stand the challenges of the time adequately and respond 
to them. In the fi nal analysis everything depends on the 
eff ectiveness of political institutions, on their fl exibility 
and at the same time their resilience. Th e experience of 
the twentieth century shows that the mature democracies 
usually prove to be more eff ective in fi nding breakthrough 
solutions at times of large-scale crises.

Th e question of giving state support to economic 
agents, above all banks and businesses, is on the agenda of 
modern anti-crisis policy. And here governments should 
tackle the most complex task: how to help establish new 
economic sectors and new businesses, alleviating the 
growth of social dissatisfaction, which is fraught with the 

14 Taylor, John. ‘Exploding debt threatens America’, Financial Times, 27 May 2009, p. 9.
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threat of a social explosion, coming precisely from the so-
called “systemically important businesses”, many of which 
could more accurately be termed “systemically important 
bankrupts” — the major old fi rms whose post-crisis pros-
pects are giving rise to serious doubts.

Th is is also the problem of combining current and 
strategic challenges. Th e American administration runs 
up against this problem when it tries to tackle two es-
sentially contradictory objectives  — how to stimulate 
domestic consumption in order to avoid the defl ation 
trap, and at the same time how to stimulate savings, i.e. 
to bring households’ expenditure in line with the re-
sults of their productive activity. Meanwhile, this last 
objective is the strategic one: unless this is resolved, 
unless the “consumer bubble” is defl ated, it will not be 
possible to return to the trajectory of stable economic 
growth.

Similar contradictions can also be seen in Russia’s 
anti-crisis policy. We want simultaneously to stop the 
growth of unemployment and carry out structural mod-
ernisation, and start to get out of the oil dependency trap. 
Although the crisis in the fi rst half of the 1990s showed 
that maintaining a high level of employment mitigates 
social confl ict, it bars the way to structural renewal and 
increased effi  ciency.

Th e situation is further complicated by the fact that 
at the present time in the case of many businesses in the 
manufacturing sector the fundamental reasons for their 
diffi  culties and, accordingly, their prospects in the post-
crisis world remain unclear. In other words, it is a matt er 
of diff erentiating between the issues of insuffi  cient liquid-
ity and solvency. Without knowing the contours of the 
future global economic set-up, the structures of demand 
and the new frontiers of labour productivity, it is oft en 
diffi  cult to say unambiguously which businesses have a 
future and which are bankrupt. And this uncertainty in 
turn substantially restricts the willingness of banks to 
provide credit to the manufacturing sector or to restruc-
ture existing debts.

Finally, similar processes also predetermine the 
situation in the banking sector itself. Th ere is no doubt 
about the importance of its recovery, of cleaning up the 
balance sheets and creating new credit organisations. 
Here too, however, the lack of clarity in the relation-
ship between the issues of solvency and liquidity makes 
it diffi  cult to draw up a consistent and well thought 
through state policy with regard to the banks. As a re-
sult, as noted in the annual report of the Bank for In-
ternational Sett lements in Basel, “Th e reluctance of of-
fi cials to quickly clean up the banks, many of which are 
now owned in large part by governments, may well delay 
recovery.”15

3. Th e issue of the model for a post-crisis world 
order, the correlation of economic forces and the roles 
which individual countries and regions will play is far 
from resolved.

Th e key thing here is the answer to the question 
of the prospects for a structure which some politicians 
(Zbigniew Brzezinski, Henry Kissinger) term the “Big 
Two” (G-2),16 and which Niall Ferguson a touch pro-
vocatively called Chimerica (= China+America).17 It is 
a matt er of the creation of a global imbalance which for 
a decade has been regarded as the basis for the balance 
and resilience of global growth. As a result a regime has 
been formed which is the opposite of the model of glo-
balisation which applied at the turn of the nineteenth and 
twentieth centuries: while a hundred years ago capital 
moved from the centre (the developed countries) to the 
periphery (the (emerging markets of the time), now the 
emerging markets have become centres of saving, while 
the USA and other developed countries have predomi-
nantly consumed.

Despite the clearly expressed tendency towards 
this new structure of international economic and politi-
cal relations, it must not be seen as an entity. Too many 
tendencies that seemed obvious have proved in prac-
tice to be unfounded. However, a lot depends, both in 
terms of mechanisms to get out of the crisis and of the 

15 See Giles, Chris, ‘BIS calls for wide global fi nancial reforms’, Financial Times, 30 June 2009, p. 3.
16 Brzezinski. Z., ‘Th e Group of Two that could change the world’, Financial Times, 14 January 2009, p. 9.
17 “Welcome to the wonderful world of ‘Chimerica’ — China plus America — which accounts for just over a tenth of the world’s land surface, a quarter 

of its population, a third of its economic output and more than half of global economic growth in the past eight years. For a time it seemed like a marriage made 
in heaven. Th e East Chimericans did the saving. Th e West Chimericans did the spending. Chinese imports kept down US infl ation. Chinese savings kept down 
US interest rates. Chinese labour kept down US wage costs. As a result, it was remarkably cheap to borrow money and remarkably profi table to run a corporation. 
Th anks to Chimerica, global real interest rates — the cost of borrowing, aft er infl ation — sank by more than a third below their average over the past fi ft een years. 
Th anks to Chimerica, US corporate profi ts in 2006 rose by about the same proportion above their average share of GDP. But there was a catch. Th e more China was 
willing to lend to the United States, the more Americans were willing to borrow. Chimerica, in other words, was the underlying cause of the surge in bank lending, 
bond issuance and new derivative contracts that Planet Finance witnessed aft er 2000. It was the underlying cause of the hedge fund population explosion. It was 
the underlying reason why private equity partnerships where able to borrow money left , right and centre to fi nance leveraged buyouts. And Chimerica — or the 
Asian ‘savings glut’, as Ben Bernanke called it — was the underlying reason why the US mortgage market was so awash with cash in 2006 that you could get a 100 
per cent mortgage with no income, no job or assets” (Ferguson, N. Th e Ascent of Money: A Financial History of the World, Th e Penguin Press, 2008).
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confi guration of the post-crisis world, on whether this 
tendency will lead to a real emergence of the G-2. 

4. Th e issues of a new fi nancial system and the mech-
anisms for regulating it still remain completely unclear. 
Everyone is talking about the failure of the principles of 
self-regulation in the fi nancial markets, blaming this on 
economic liberalism in general and ex-Chairman of the 
Federal Reserve Board Alan Greenspan in particular. In-
tensive discussions are underway in various international 
formats (the G-2, the G-20, the Financial Stability Fo-
rum). However, no clear understanding of what regula-
tory model should be adopted is in sight.

Th e discussions so far are being held at the ideologi-
cal level and on the basis of the twentieth-century para-
digm  — about the failures of the market or the failures 
of the state, about Keynesianism and monetarism, about 
the need to create new regulatory bodies on a national (a 
super-regulator in the USA) or international scale. All this 
off ers a certain intellectual interest, but does litt le to help 
move forward towards a new regulatory system which 
meets the realities of the twenty-fi rst century.

Meanwhile, as noted earlier, the key issue concern-
ing systemic crises is the issue of a new regulatory mod-
el. Th is needs to be a model that refl ects the realities of the 
modern world, including the speed at which information 
spreads, the global nature of information and fi nancial 
fl ows, and the presence of qualitatively new instruments 
in the fi nancial market. But, to repeat, the contours of the 
new regulatory model are really not yet visible.

5. Th e new model of economic regulation will be 
accompanied by a transformation in the system of fi nan-
cial accounting, which also means a new confi guration of 
world (or reserve) currencies. Much has been said on this 
subject with the beginning of the crisis, and the discus-
sion revolves around four basic options.

First, preserving the leading position of the US dol-
lar while strengthening the role of the euro and a few tra-
ditional regional reserve currencies.

Second, strengthening the role of artifi cial currency 
for international accounts (Special Drawing Rights) as a 
world reserve currency.

Th ird, the emergence of a new reserve currency, ei-
ther as an alternative to the American dollar and the euro, 
or as one that functions alongside them: many see the 
Chinese yuan in this role. 

Fourth, and fi nally, increasing the role of regional 
reserve currencies and the emergence of some new ones 
among them (for example, the Russian rouble). It is as-
sumed that a multiplicity of reserve currencies will rein-
force the trend towards a multipolar world and will pro-
mote greater responsibility on the part of the monetary 

authorities in the relevant countries (in so far as the re-
serve currencies will compete with each other).

A separate problem here is the prospects for the dol-
lar as they are seen as a result of the FRS’s pursuit of an 
unprecedented monetary policy to provide liquidity.

Th e discussions on this issue are predominantly po-
litical. However, it is understood that a reserve currency 
should not be “designated”. Th e assumption of this role 
happens naturally, as a result of the authorities in the 
country in question pursuing a responsible monetary pol-
icy leading to an increase in the international att ractive-
ness of the relevant currency. So far there are no serious 
practical solutions to this problem.

6. Finally, the creation of a new technology base and 
a new confi guration for global commodity fl ows. Th e cri-
sis is prompting a technological renewal, which is linked 
with a transformation of demand for many industrial and 
consumer goods, and especially for investment and fuel 
and energy products. Naturally, this will aff ect the prices 
of the majority of goods that are on the market and the 
emergence of new and balanced price levels, which will 
also lead to a change in political confi gurations.

The intellectual challenge. 
Concluding thoughts 

Th e questions outlined above remain for the time 
being unanswered. Th is is not surprising: it takes a certain 
amount of time not only to resolve them but even to grasp 
them. A crisis such as the present one therefore brings 
with it primarily a serious intellectual challenge. And only 
aft er answers are found to the questions we have outlined 
will it be possible to talk about the beginning of the fi nal 
stage of the crisis — the stage in which we emerge from 
it. In other words, the end of the recession in itself and 
even the resumption of some degree of growth may still 
not signify the end of the systemic crisis, but instead only 
the end of a particular stage of it.

For the time being we are at the beginning of the end 
of the fi rst stage of the global crisis. We have already fully 
realised its gravity and depth. One might even say that we 
have realised the innovative nature of this crisis. However, 
there is still too much hope that the crisis will come to an 
end, like a bad dream, and then everything will go on as 
it used to. Th e belief in the restoration of the status quo 
continues to be one of the main illusions both for the elite 
and for ordinary people (“public opinion”). 

We understand some elements of what should con-
stitute the exit strategy for gett ing out of this crisis, includ-
ing a fi scal recovery (a reduction in the budget defi cit), 
disinfl ation (if the moves to tackle defl ation lead to a jump 
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in infl ation, which is very likely), and also reprivatisation 
(a return to normal private ownership).

However, we do not yet know the mechanisms 
to get us out of the crisis, and accordingly how long it 
will last.

It would appear that the world is in for a fairly long 
period of instability. Th e systemic risks outlined above, 
and also the challenges that face the economic policy of 
the leading countries, are forming the basis for a new stage 
of economic development — a stage which was opened 
by the start of the global crisis. It is highly likely that we 
have embarked on a “turbulent decade”18 — a period of 
instability in the economic and political development of 
the world and individual states.

A “turbulent decade” does not mean a permanent 
recession or the emotional roller coaster that the world 
experienced in the autumn of 2008. It will be fl uctuations 
in growth rates, a period of unstable growth with local 
upturns and downturns, with outbreaks of infl ation and 
att empts to suppress it.

To use a historical analogy, albeit a limited one, we 
could say that so far we are living at the stage of Herbert  

Hoover’s presidency with regard to the crisis of the 1930s, 
or of Richard  Nixon’s presidency in the USA (or the gov-
ernment of Harold Wilson in Great Britain) if we make 
a comparison with the 1970s. In other words, the level 
of understanding of the crisis and of the instruments for 
countering it remain in the paradigm of the experience of 
the past — in our case, the crises of the twentieth century.

Th is is also what the policy of aid to economic 
agents is like: it is aimed more at saving the “heroes of the 
past”, the veterans of industrial batt les, than at helping the 
shoots of the new economy  — although at least people 
have already begun to talk about these recently.

Th e emergence of a new FranklynD. Roosevelt, 
Margaret Th atcher or Ronald Reagan, with their fun-
damentally non-trivial, albeit diametrically opposed, 
approaches to solving the systemic problems which a 
crisis poses, is still only something that may happen in 
the future. For them to emerge we need to realise the 
ineff ectiveness of tackling the crisis within the traditio-
nal paradigm and create a public demand for a new po-
licy — a new “New Deal”. And we do not yet know what 
that will actually look like.  

18 Alan Greenspan called his book of memoirs Th e Age of Turbulence. It was writt en before the crisis and was mainly devoted to the period of 1987–2002 — 
a period of rapid economic growth. Now it has become clear that only since the book was published has a real “age of turbulence” begun.


