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Who Was Behind
the Ruble Follies?

Kiss those habies good-hye: Soviets lined up to turn in 50 and 100 ruble bills.

26 - Insight

ROBERT TOMSING / SABA

Summary: Rumors of billions of
rubles available to be traded for
Western currency switled in the
months before the Soviets seized
50 and 100 ruble notes. Moscow
claimed the deals were part of a
conspiracy fo ruin its economy.
Indeed, people were trying to
trade rubles — or make a fast
buck by claiming they were.

By Holman Jenkins Jr.

na gigantic, worldwide conspiracy
to sabotage a failing economy, a
group of Western banks had been
helping spirit billions of paper ru-
bles out of the Soviet Union. Like
Robin Hood in reverse, the world’s
rich and powerful were lining their
pockets with the precious capital of
the Soviet Union while that desperate
country grew poorer and poorer. And
the whole business was the secret
work of “certain groups resembling
the Colombian mafia” planning to
overthrow President Mikhail Gorba-
chev.
No, this isn’t the dust jacket copy of
a bad suspense novel. This outlandish
theory was revealed in February by
none other than Valentin S. Pavlov,
who simultaneously holds the title of
prime minister and finance minister
of the Soviet Union. It was instrumen-
tal in the decision by the Soviet gov-
ernment Jan. 22 to confiscate all 50
and 100 ruble bills — an act of hysteria
even for a nation on the edge.
Even if the conspiracy theory
seemed like low comedy, not every-
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body was laughing. In fact, more than
a few Western bankers were feeling

distinctly queasy. As it happens, for -

the preceding six months, a lot of them
had been trying to buy and sell rubles
—or atleast had been on the receiving
end of a blizzard of telephone calls,
faxes and flying visits by business-
men who claimed to be buying and
selling them. ‘

- Of course, none of this at the time
seemed like a conspiracy. Sure, it had
always been illegal to take rubles out
of the country. But wasn’t perestroika
changing all the rules? The rapidly
widening gap between the Soviet cur-
rency’s official price and its black
market price looked like the opportu-
nity to make the killing of a lifetime.

But most of all, the ruble mania that
seemed to grip many bankers -and
businessmen was a phenomenon of
the information age. The fax machine
and international direct dialing com-
bined with the age-old lure of instant
wealth to create a global frenzy with a
life of its own. And like all global fren-
zies, this one was riven with conspir-
acy theories of its own, fueled by gos-
sip and rumor and hints, that the
world’s Big Boys were involved.

“I've known people here residing in
the biggest hotels, throwing money
around and pretending they were go-
ing to come up with huge volumes of
rubles,” says a well-connected Belgian
banker. “There was talk that the Vati-
canwas buying, there was talk that the
CIA was buying” If even a small per-
centage of the deals were genuine, he
adds, “there should have been trains
and trains of rubles going around.”

This banker, who in the wake of the
Pavlov allegations prefers anonymity,
estimates that he spent three months
talking about ruble speculation last
summer and met with more than 80
people. In the end, all he accomplished
was to validate the hard way what
might have been obvious from the be-
ginning — that hardly anybody in his
right mind was prepared to part with
a fortune in solid U.S. dollars for bales
of colored paper that even the Soviets
themselves shun. The whole affair has
left him somewhat bitter. “Word gets
around very quickly that you might
find some suckers at this bank,” he
says.

Don't talk to strangers: You can hear that
same story from dozens of bankers.
Some merely listened politely when
people called to talk rubles, only to
find that their names and phone num-
bers were soon being faxed to the far
corners of the world as references for
multibillion-dollar ruble deals.

In other cases, gullible bankers cut
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their own throats. The cardinal rule of
international banking is not to expose
the good name of your institution. But
at Britain’s National Westminster and
Germany’s Volksbank, bankers were
gulled into putting out paperwork that
lent credibility to the idea that billions
of rubles were indeed sloshing around.

In the case of the Natwest banker,
the offending document was a hand-
written fax advising a Swiss banker
where to deposit $100 million that was
supposedly about to materialize as the
profit from a single ruble deal. A Nat-
west flack blames an eager-beaver ju-
nior officer at a suburban branch and
says no money changed hands.

Before the Ruble Follies were over,
disciplinary letters about getting in-
volved in shadowy currency deals
were fluttering down like confetti into
personnel files of bankers on two con-
tinents. “We had to reprimand the
guy,” admits one European banker, re-
ferring to a colleague who kept chas-
ing ruble deals after his employer told
him to stop. “IHe could no longer see
the danger” :

Was this whole business a mirage
from the start? Was it a scam or mere-
ly a case of mass financial mania? Or
was it something more sinister? Was it
perhaps all the work of the Soviets in
the first place?

The ruble mill: There has always been a
market for the Soviet currency in
places like Vienna, Zurich and Berlin,
where tourists, diplomats and the odd
Soviet emigre can change their spare
rubles at a fraction of the official rate.
Though this is perfectly legal in the
countries where it takes place, it’s a
no-no to take the rubles back across
Soviet borders.

The theory behind Ruble Follies is
that the Soviet mafia had taken huge
numbers of rubles out of the country
and was trying to exchange them for
Western currency. The buyers were
Western businessmen who supposedly
would take the discounted rubles back
inside the Soviet Union and use them
to buy factories and pay their workers
on the cheap.

But the planet does not hold enough
suitcases, duffel bags and diplomatic
pouches to accommodate the volumes
said to be floating around last year.
Until it was canceled in February, the
highest denomination was the 100 ru-
ble note, and a billion rubles’ worth of
those would fill a standard 40-foot
shipping container. “Don’t you believe
this talk that billions can be sold,” says
a Swiss currency smuggler. “I have
been in this business for 30 years, and
I've never sold more than 500,000 or a
million.”
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Pavlov saw a conspiracy at work.
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Target: Gorbachev, under the theory



If there was no real market for
billion-ruble deals, the rumor mill
needed to invent one, and it did. The
story went around that Western com-
panies investing in the Soviet Union
had an almost bottomless appetite for
black market rubles. These cheap ru-
bles, sold at a 90 percent discount to
the official rate, would have allowed
the Western investors to scarf up So-
viet goods and Soviet property and
hire Soviet workers for pennies on the
dollar.

Of course, then they were faced
with the tricky issue of how to get
these massive sums back across So-
viet borders or into the restrictive So-
viet banking system. Not to worry. The
rumor mill began talking about Soviet-
issued documents to make that possi-
ble — documents called “repatriation
certificates. “white checks” and “gold
checks” Available from Western bro-
kers, the documents would miracu-
lously unlock the doors of Soviet fi-

such documents exist. And even if
they did, rubles are probably worth
even less to Western companies than
to Soviet consumers. The Soviet capi-
tal Western investors are interested in
—land, factories, office buildings, ex-
portable goods — are dispensed by the
state, and the state is already overflow-
ing in rubles. Westerners who don’t
bring dollars or marks or pounds or
any strong currency simply don’t get
past the entrance exam.

The brokers: Still, these tales of massive
demand for rubles found ready earsin
the strange, twilight world of self-
styled “brokers,” a breed that has pro-
liferated in the information age. They
gave critical mass to the ruble mania.
Louis Reyna, a San Antonio-based con-
sultant to foreign companies, aptly de-
scribes them as “people trying to sell
what they don’t have to people who
couldn’t buy even if they wanted to.”
The broker’s dream: that somehow

fate is going to put him in the middle
of some colossal transaction that will
make him rich for life.

One West Coast physician is typical
of the breed. He has virtually aban-
doned his practice to pursue currency
deals that he says routinely involve
tens of billions of dollars. The sums
are so vast that they would topple the
world financial system if they tried to
pass through the conventional ex- - L
change markets, he explains. So in-
stead they flow through occult chan- ,
nels of bankers and brokers who con- {
stitute “one of the four dominant mo- §
nopolies” (the others being lawyers, !
doctors and the media).

With phone and fax, brokers can
hypnotize themselves into thinking
they are players in the international
financial system. “It’s a sickness, but
I've found myself falling into it, too,”
admits the owner of a prosperous Vir-
ginia-based trading company. “I've
known people who've had their phones
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cow’s Sheremetyevo Airport by the
KGB, and among his papers was an
agreement under which his firm, Dove
Trading International, was to buy 140
billion rubles from a Soviet firm for
$7.75 billion. Another document, also
found in Gibbins’s possession, bore the
signature of Gennady Filshin, the
deputy premier of the Russian repub-
lic and an ally of Boris Yeltsin’s.

Though neither company appears
to have much substance and the doc-
uments were riddled with absurdities,
the Sovietauthorities went to town. Fil-
shin was drummed out of office, and a
top Gosbank official told the Soviet
press that had the deal not been
stopped, Dove Trading would have
been able to buy up “a great deal of
immovable property in this country”
— equivalent to five times the total
value of the 24,500 pending industrial
projects that were under construction
in 1989.

Next came Pavlov’s notorious news
conference. More documents were
displayed, this time having to do with
two separate ruble deals involving
banks in London and Geneva and prov-
ing — so said Pavlov — that “certain
groups resembling the Colombian ma-
fia"” were planning to overthrow Gor-
bachev.

Since then, the Soviet press has
been full of credulous accounts of
huge sums of rubles floating offshore
and nefarious plots to buy out the So-
viet Union. Such documents were not
exactly hard to come by in the latter
part of 1990. In fact, they were whiz-
zing around the world in crazy num-
bers, clogging up the wastebins of
hundreds or thousands of bankers,
trading firms and other companies.

It's hard to believe the Soviet Fi-
nance Ministry was taken in by all
this. The “Red Man” has been a major
player in Western gold and commodity
markets for decades. The Soviets also
have a reputation for keeping careful
tabs on the black market for their cur-
rency. “Unofficially, there has always
been a certain amount of carrying of
suitcases to Zurich and Vienna,’ says
Robert Scallon of Britain’s Barclays
Bank. “It’s a way to keep track of that
market, to regulate it and even to take
advantage of it” to raise a hard cur-
rency and gather intelligence about
who is buying and selling.

So if Pavlov wasn't really seeing
capitalists under every bed, the stan-
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dard analysis is that his blithering was
totally for domestic consumption. The
goal was to make his disastrous ruble
swap — pulling the 50s and the 100s
out of circulation — easier to swallow.
Its ostensible purpose was to punish
black marketeers and ward off hyper-
inflation, but it mainly clobbered sim-
ple folk who keep their life savings in
mattresses. “He was looking for
scapegoats,” says Yuri Maltsev, an
emigre Soviet economist living in
Washington, “and so much better if the
scapegoats are outside the country”
But then who were all those guys
jetting in and out of Antwerp, Geneva
and Zurich, running up phone and ho-
tel bills, and swearing a blue streak
that you really can trade rubles? A lot
of them have since vanished, their
phones having been disconnected or
left to ring unanswered. But many
more are still around and claim to be
as puzzled as everybody else. Ruble
mania doesn’t add up, they say, unless
the Soviets themselves were behind it.

Ruble realities: Last year began with the
Soviets, who are normally. fastidious
in financial matters, rapidly going the
way of a Texas savings and loan. Mos-
cow was facing a painful hard curren-
cy crunch and had few options for
dealing with it. Some now say that in
desperation the Soviets responded
with what amounted to a secret and
perhaps unconcerted attempt to float
the ruble.

The owner of a German trading
company, for example, says his Soviet
joint venture partner tried to market
through him some ruble checks drawn
on a Soviet bank account. The trea-
surer for the Soviet operations of a
large Western ‘consumer products
company tells a story with a similar
ring. He was approached last year by
a Western computer firm that had sold
computers for rubles and now was
looking to resell them to another West-
ern company.

“There are a lot of Soviet firms that
have lots of rubles. And if they hear all
you have to do is take the rubles out
and sell them and you can buy your
spare parts or whatever, they’ll do it,”
says Jerome Farnum, head of a small
investment bank in Geneva.

According to Peter Palms, a Seattle
investment banker who specializes in
Soviet trade, strong-arm tactics were
sometimes employed. He says there

have been several cases where Wegt-
ern suppliers were lured into shipping,
say, personal computers and promised
hard currency, only to find themselves
later faced with a choice of rubles or
nothing.

Even then their victimization was
not complete, for when they tried to
bail themselves out by using the ru-
bles to purchase Soviet goods (which
they hoped to resell for dollars outside
the country), they were blocked by the
Soviet Finance Ministry.

Deliberate taciic?: “There was a delib-
erate tactic by the Soviet government
at high levels to encourage the sale of
Western goods for rubles,” says Palms.
“They not only sucker you into owning
rubles, but they freeze them in such a
way that you can’t do much with them”

The case of Guido Bordiga, head of
Italy’s Bordiga Group of Companies,
shows how the sudden buildup of ru-
bles in Western hands inside the Soviet
Union fed the black market outside.
Through a Swiss attorney he floated
an offer last year to sell more than 500
million “internal rubles” — that is, ru-
bles held on account in Moscow’s
Promstroibank. The asking price was
typical of the rates then being quoted,
$4.08 per 100 rubles.

Bordiga declines to elaborate on
the affair except to say that no deal
was consummated. But he adds that
Soviet officials had indeed blocked his
attempts to buy locally produced
goods with rubles and export them.
According to the Swiss associate,
though, Bordiga had originally ac-
cepted rubles willingly as payment for
computers. “He thought there was a
market for them,” he says with a shrug.

Discounting their currency abroad
is not exactly an unheard-of tactic for

‘Third World governments in a bind,

and many ruble traders are convinced
that dumping by the Kremlin was ul-
timately behind the short-lived boom-
let in their business last year. If so, the
Soviets violated an unspoken trust, for
when they saw the market getting
away from them, they simply canceled
the notes.

“They had opened a market, they
were selling their currency, and then
they said, ‘Stop, nothing more " says
Panagiotis Papadakis, a Zurich-based
ruble trader and strong proponent of
the Moscow-did-it theory. “It is quite
clear that it was a theft” ®
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AMERJTRUST CORPORATION TRC.
PCST OFFICE BOX BR 7
Ch-1005 LAUSANNE
SHRITZIERLARD

TELEFOR: 41-21-720-3980

TELEFAX: 41-21-728-0773

COLLATERAL PROV1DER
% MOUNTAIN STATES INVESTMENTS INC.
VIA FAX (907) 479-7630

TRANSACTION CODE:
BUYER'S CODE: '
BUYER’S SECURITY CODE::
CONTRACT NUMBER

WE, AMERLITRUST CORPORAYTE INC., ACTING WITH FUOLL LEGAL
AUTHORLITY AND CORPORAYTE RESPONSIBILITY, IN OUR CAPACITIES AS
SIGNATURLES 4o THE rUNDING ACCOUT, HEREBY REQUEST THAT TBE
COLLATERAL PROVIDER 18505 TO 0S8 €HwIk BUY/SELL CONTRACT FOR
THE PORCHASE BY 0S5, OF '8 BELOW MENTIONED PRIME SANK
DESENrUORE INSTHRUMENTS, SubdBCE O 4He TERMS AND CONDITIONS
BEREIN CONTAINELD., WE PURTHER AMPEST TBAT WE HAVE SUrriCIENP
FUNDS ON DEPOSIT IN OUR FUNDING ACCOUNT TO COMPLETE TEE
FIRE&T TRANCHE OF THIS YTRANSACTION.

CURRENCY
INSTRUMENTS
ISS01ING BANKS {MENU)

UnNiFED STATES DUOLLARS

PR1IME BANK NOTES

TOP 50 WORLD PRIME BANKS, WITH
nORMAL sACLUSIONS

TEKM . TEN (10) YEARS AND ONE (1} nAY
INTEREST 2 FOURTEEN PERCENT (14%)
DENOMIRATIONS T US525 MILLION OR AS AGRERD

TOTAL CONIFRACY AMOUNT $500B1LLION UNITED STATES

DPOLLARS {U55500B), WITH ROLLS AND
EXTENS10NS

{83.5%) OF FACE VALUE

EIGHTY NINE POINT FIVE PERCENT
' FIRST TRANCHE OFf USS500MILLION
BiEREAKFPER, AS AGREED -
USS ONE BILLION PER DAY {5 DAYS
CPER wEEK}.

IRVOICE PRICE

TRANCHEE SCHEDULE

SUBSEQUENT TRANCEES

QUR TRADING/FUNDING BANK COORDINATES FOR THIS TRANSACTION TO
BE INCLUDED IN YOUR BUY/SELI, CONTRACT TO US ARE AS FOLLOWS:
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Corporate Headquarters: Toronto Operations::
Dina House/Ruttonjee Centre ; 1885 Hilson fvenue
11 Duddell Street, Suite 1201 Suite 202

Central, Hong Kong North York, Ontario
_ : Canada M9N 142

Telefon: (852) 810 1018 Telefon: (416) 614 2248
Telefax: (852) 525 9890 Telefax: (416) 614 2243

16 DECEMBER 1992

WORLD CAPITAL BANK, INC.
ATTN: MR DENNIS L MATTHEWS
OFFICE OF THE CHAIRMAN

REPRESENTATIVE OFFICES

800 BELLEVUE WAY, N.E., SUITE 400
BELLEVUE, WA, USA 98004~0000
TELEFAX:—~ 206 836 0333

TELEFON:- 206 868 8838

IN THE MATTER OF THE ACQUISTION OF FINANCIAL INSTRUMENTS -

I, LEO EMIL WANTA, CHIEF EXECUTIVE OFFICER AND DIRECTOR OF
Miadpollo INVESTMENTS LIMITED, A CORPORATION DULY INCORPORATED
UNDER THE LAWS OF HONG KONG, A BRITISH COLONY, HEREBY CONFIRM ON
BEHALF OF THE SAID CORPORATION AND NOT PERSONALLY, TO SAVE WORLD
CAPITAL BANK, INC., AND ITS CO-PROVIDERS, HARMLESS FROM ANY
ENSUING OR SUBSEQUENT LEGAL ACTIONS DUE TO ANY AND ALL ISSUES
ARISING FROM MiApollo INVESTMENTS LIMITED ACQUIREMENT OF CURRENT
FINANCIAL INSTRUMENTS THROUGH WORLD CAPITAL BANK, INC. AND AS SO
FAR AS QUALIFYING UNDER ANY “SPECIAL PRICING" GRANTED TO CERTAIN
GOVERNMENT ENTITIES.
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EO. EMIL WANTA, WITHOUT PERSONAL LIABILITY
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To: Leo E. Wanta
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NATIONAL NETWORK GROUP TEL:
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BANKING FOR THOMAS E. SEVERSON:

BANK: BANK OF AMERI1CA
GILROY BRANCH 0011
ADDRESE ¢ P.0, BOX 97
G1LROY, CALIF 95021
OFFICER: RICH DAVIS
TELEPHONE NO. 408 848 8700
. ABA NUMBERg: 121000358

ACCOUNT NUMRER: 00119 0949
ACCOUNT NAME: IRENE SEVERSON
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BANK : - F1RST CHICAGO DANK

ANDRESS: LAKT TOREST, ILLINOIE ERANCH o
ACCOUNT NO, ; 1110600283972 1*
ACCOUNT NAME: ' WILLIAM C, MARLATT, ATTORNEY, AS TRUSTEE 2
ABA NO.: 071000013

TELEX : FNBC4 4

PHONE : 708+234-7111

FAX NO.: 708-234-3128

OFFICER; MS. MARY BETH RAGSDALF

PLEASE BE ADVISED THAT THIS IS AN ATTORNEY 'S ESCROW ACCQUNT
AND HE WTIT. RE RESPONSIBLE FOR PAYING ALL TAXES.

F7 G

\ TOM SEVERSON
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DATE :
PAGE 2
BUYER'S CODE:

PROCELURES

1. BUYER AND SELLER EXECUTE CONTRACT, AND AGREE TO WINDOW
‘PIME.

2. BUYKR’'S BANK KTT'S5 CONDLITIORAL FOUNDING INSTRUMENT.

3. SELLER’S BANK KTT'S CERTIFIED BANK INVOICE FOR THE FIRST
TRANCRE .

4. BUYER’S BANK AUTHENTICATES AND REMITS WITEIN ONE (1)
BANK DAY.

5. PHYSICAL DELIVERY WITBIN SEVEN (7) INTERNATIONAY, BANKING
DAYS AFTER REMITIARCE.

6. OTHER TRANCHES ARE LEBGER REMITIANCE OF FUNDS AGAINST
INVOICE.

RO UNAUTBORIZED COMMUNICATIONS WITH EITHER PARTY'S BANK,
PERMITTED OULSIUE 1BE ¢rROCEDURES OF THIS TRANSACTIUN.

CLAUSES OF NON-CIRCOMYVENTION AND NON-DISCLOSURE SHALY, APPLY
IN FULL TO THIS CONTRACT ACCORDING TO ICC, PARIS, FRANCE,
RULES AND REGULATIONS.

AL, FAX TRANSMISSIOn: ArE CONSIDERED AS ORIGINAL AND THIS
LETTER OF INTENT IS VALID FOR ACCEPTANCE WITHIN 24 BOURS
FROM THIS DATE.

SIGNED 1N SﬂIlZERLﬁHﬂ.

THANK YOU IN ADVANCE FOR YOUR ATTENTION TO TBIS MATTER, AND
WE AWAIT YOUR QUICK HESPONSE.

SINCERELY,

LEQ WANTA,
FOR: AMERITRUST

JULY 7, 1993
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VISIONARY INVESTMENTS
NORTH POLE AK USA
(907) 479-7630

T0 JON FERRO 2 &/ 7

FROM DEBBIE M1SEWICZ

RE: PAYORDER AND PBN REQUEST

DEAR JON

AS PER OUR TELEPHONK CONVERSATION LAST EVENING THE FOLLOWING
1S TBE INFORMATION YOU REQUESTED. PLEARSE SIGN AND RETURN AS
SOON AS POSSIBLE. 5

THE PAY ORDER ARE NEED FOR TEE GDM CONTRACT THAT IS STARTING
TODAY .

1" ENJOYED QUR TALK LAST EVENINRG AND THANK YOU FOR TAKING THE

TIME TO SPEAK WITH ME. I BOPE WE CAN GET THINGS DONE FOR
YOU AS WELL AS OURSELVES.

RESPECTFULLY,
- A
A

MI SEW}}EM

6 sages




