W HOLLYWOOL

June 17, 1991

(=]




World: Rubles

" The Great Debate:
Who Was Behind

Kiss those babies good-hye: Soviets lined up to turn in 50 and 100 ruble bills.
26« Insight

ROBERT TONSING / SABA

the Ruble Follies?

Summary: Rumors of billions of
rubles available to be traded for
Western currency swirled in the
months before the Soviets seized
50 and 100 ruble notes. Moscow
daimed the deals were part of a
conspiracy to rin its economy.
Indeed, people were trying fo
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-
chewv.

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 S0
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, alot of them
had been trying to buy and sell rubles
— or at least 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-
can was 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 fo 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. “He 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
wotild 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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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-
nance.

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 ears in
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

All this overlooks the fact that no :
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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-
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
T'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
shut off. They can’t pay their bills, but
they keep making the international
long-distance calls because they’re
suckered by the possibility of making
$20 million next week. But I've never
met one yet who’s made any money”

Feeding the mania: Leo
Wanta was one of the
key players, calling
many people to say he
was buying rubles on |
behalf of the U.S.
government.
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The broker network kept the ruble
paperwork flying, but that doesn’t ex-
plain why so many presumably sophis-
ticated international bankers fell for it.
When asked, they wave vaguely in the
direction of perestrpika and the im-
penetrable strangeness of the Soviet
financial system.

One European banker puts it this
way: “Is it believable that somebody
in Western Europe wants 100 billion
rubles? How can he get it back into the
country without smuggling? How can
he use it, because the government con-
trols the use of the ruble very strictly,
especially in joint ventures? But at
first you don’t know this. It’s all a blank
territory.”

The Soviets weren’t much help, ei-
ther. In response to his calls, this
banker says he was invited down to the
local Soviet embassy for lunch. The
Soviets listened with great interest to
what he had to say about ruble mania
but offered nothing in return. Other
bankers and businessmen who ap-
proached the Soviets for guidance
came back none the wiser, too.

In fact, it wasn’t until this spring
that the Soviet-run Gosbank got
around to issuing a circular warning
Western bankers and businessmen
away from what it called “counterfeit
payment documents”

Enter Leo Wanta: One of the names most
frequently cited by those who got
caught up in ruble mania is that of Leo
Emil Wanta, director general of the
New Republic/USA Financial Group.
Though few claim to have met him
face-to-face, a lot of people heard his
story over the telephone. What he told
them, they say, is that his business was
acquiring rubles on behalf of the U.S.
government in order to provide an in-
fusion of hard currency to the Soviet
economy.

It might be too much to say that
Wanta single-handedly created the
myth that rubles were in demand, but
he did more than his share. He has
floated dozens of pieces of paper relat-
ing the sale or purchase of rubles in
amounts of up to 105 billion rubles
(worth roughly $6 billion at the black
marketrate). Thereisno evidence that
any of these deals ever closed, but he
has shown a rare gift for getting other
folks to trot hither and yon.

Almost every banker contacted for
this story recalls at least one tele-
phone conversation with him. It was
on his behalf that officials at Natwest
and Volksbank went fishing for a high-
profit deal on their own banks’ statio-
nery.

A Midwestern banker encountered
Wanta last summer and tells a story
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that stands for many. “No sooner had
we begun talking about the possibility
of opening an account than I began to
get inquiries from traders here and
abroad and in tiny Pacific islands ask-
ing whether his company was good for
a $10 million spot transaction. I said,
‘T'm sorry, but we're still checking it
out ourselves, and they’d say, ‘That’s
all I wanted to know, click’ ”

New Republic’s letterhead features
a fashionable address in Vienna, but
Wanta’s phone rings in Appleton, Wis.
In a two-hour conversation, he attrib-
utes his start in politics and finance to
the kindness of the late Sen. Alex-
ander Wiley, a Wisconsin Republican,
who sent him to Dale Carnegie to cure
a stuttering problem. He mentions
various careers as a high-tech defense
engineer, a deputy in the Waukesha
County sheriff’s office, a Milwaukee
policeman, stints in the Nixon and
Reagan campaigns, adviser to the
Drug Enforcement Administration
and as a perennial candidate for var-
ious Cabinet and sub-Cabinet posts.

“My background is in intelligence,’
Wanta says, while denying that he has
posed as an agent of the U.S. govern-
ment in ruble deals. Instead, he calls
himself a “task force member;” adding
cryptically: “Do your homework.
You'll find out we are who we are.
We're the good guys.” .

The public record is somewhat less
than definitive. It shows that Wanta is
the owner of a failed vending machine
company in Menomonee Falls, Wis.,
against which a number of legal judg-
ments remain outstanding. Marquette
University, which he offers as one of
his educational credentials, says he
once registered for a continuing edu-
cation course in 1963, only to cancel
two days later.

A letter that appeared to have been
signed by an employee of the First
Wisconsin Bank of Appleton, dated
last summer and addressed to a Swiss
bank, attests that Wanta is a corporate
client in good standing and has been
since the 1960s. The employee, Jill
Campbell, denies ever signing such a
document. Wanta claims to have re-
cently had $1.4 billion on deposit at
National Westminster, but a bank
spokesman says no account was ever
opened. And so on.

As for rubles, Wanta claims to have
signed trade agreements worth $50
billion with Moscow, covering every-
thing from exporting oil and vodka to
rebuilding gas pipelines, to the impor-
tation and distribution of food. He was
floating offers to buy rubles in order
to fulfill these contracts. Profit, or
even completing the deal, was not the
primary objective, however: “All we

Wanta kept the phone lines busy.

say is that we are-Big Brother mon-
itoring what the hell is going on out
there”

Most bankers have another expla-
nation: “The whole thing stinks from
A to Zed,” says Frederick Gevers of
PaineWebber Inc’s office in Geneva,
Switzerland.

Gevers was just one of many who
found themselves playing starring
roles in Wanta’'s imaginary deals. His
name and phone number appear on a
raft of documents relating to an osten-
sible $544 million ruble deal involving
Volksbank and the Union Bank of
Switzerland. Typical is a fax message
dated Oct. 8, 1990, in which Wanta in-
structed Gevers to confirm with Volks-
bank the transfer of $24 million in
profit on Wanta’s behalf. The deal, says
Gevers, was entirely a figment of Wan-
ta’s imagination, and the paper that
poured in over the fax was totally
unsolicited. I gave my name once, and
I was bombarded,” he complains. “It
has continued to haunt me for four or
five months”

Ruble disinformation: The first notice
the Soviets seem to have taken of all
this was in January. A British national,
Colin Gibbins, was arrested at Mos-
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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 Soviet authorities 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 redlities: 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 West-
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 tactic?: “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” L
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NEW REPUBLIC/USA FINANCIAL GROUP, LTD.

2101 NORTH EDGEWOOD AVENUE
APPLETON, WISC., USA 54914
TELE/FAX: (414) 738-7007

23 March 1990 SENSITIVE and CONFIDENTIAL

President George Bush
The White House

WSHDC Fax: (202) 456-6670/2883

IN THE MATTER OF: Authorization to continue / finalize Hostage situation.

Dear Mr. President:

As you are aware, during November/December 1989, I was approached by
Dr. Hassan A. Meguid, allegedly representing a Iranian Group, as shown
below;

(a) RAFIT DOUC - Chief of Iranian Revolutionary Guards - Teheran
(b) " TUKAN " - Chief of I.R.I.A.F. - Teheran Headquarters

(c) Monica Bendeck - Dubai / Abu Dhabi intermediary

(d) " HORMOS " - Teheran official of General Staff Hdgtrs

Several weeks ago in consultation with my Controller RAC William Lecates,
U.S. CUSTOMS SERVICE / NASHVILLE under USA assigned cover as -

File code name ; Frank B. Ingram
File name/number ; FBI ( SA 32 NV )

As I was instructed and cleared to continue communications while the " good
0ld guys " upstairs determine the next course of action, besides running
through the side door as discovered later, based on my reporting data.

Later I was requested by the Iranian group to attend a special meeting in
Abu Dhabi, which is to include the Dubai Ambassador to discuss details.

On March 16, 1990, I requested again USA authorization to attend, or I
would not consider further communications or Iranian requests, inter alia.
Based on these sensitive requests to the upstairs level personnel for USA
advice and direction, I was informed that RAC Lecates would no longer be

my Controller, and since " Uncle Bill " has passed away, the directive now
suggested I contact Vice President Dan Quayle or President Bush, for various
security reasons, among other things. The " Good 0ld Boys " upstairs have
received all of the pertinent data and related documentation from Nashville.

Since I was not contacted in Amman early Monday thru Wednesday, this week,
relative to the Iranian meeting request(s), I will " stand down " on this
sensitive situation, unless I receive direction and authorization.

Thank yoq for your rapid response on this urgent matter, your friend,

Warmest/ber nal regards,




