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CHAPTER THREE: 
THE EXILE MEETS THE EXPATS 

  

fter Ivanov, the first people we went after were our 
competitors, the Moscow Tribune and the Moscow 
Times. From ten paces they looked identical, with the 
same A3 tabloid paper and blue banner, but there were 
huge differences. The former simply sucked, while the 
latter was fast becoming a tyrannical corporate mini- 

Godzilla, stomping on the expatriate community’s 

communication lines with its high production values 
and aggressively banal news coverage. 

Undermining the extravagantly staffed, liberally funded Times was going 

to be a long-term project; putting the Tribune in place would be easier. 
This was a two-bit copycat publication run by a British mama’s boy named 

Anthony Louis, son of Victor Louis, the well-known English correspon- 

dent and reputed Soviet double agent. Years ago, Louis Sr. had brought the 

text of Khrushchev’s secret speech and films of Sakharov in exile to the 

West. Now Daddykins was dead and twentysomething offspring Anthony 
wanted to follow in his journalistic footsteps, using the platform of an 

English-language paper in Moscow. 

Louis's paper had actually been the first such paper in 
post-communist Russia, but it quickly lost almost the 

entirety of its market share to the Moscow Times through 

mismanagement, editorial ineptitude, and the conspicu- 

ous lack of an overall publishing concept. Historical forces 
had also played a role in squeezing it out. The Trib was a 
hokey British cold-warrior leftover of the mind-set which 

had created faux-friendly projects like Apollo-Soyuz and 

the Goodwill games; it had been the big paper in town 
when “Joint Venture” and “Cooper: ” were the hot new 

words on the street, and people like Grigory Yavlinsky put 
forth pie-in-the-sky fantasies of revamping the Soviet 

economy in 500 days, and were taken seriously when they did. 

The Times, on the other hand, was a product of the 

  

next, more lasting era, in which armies of American 
consultants virtually took over Russian government, and 

smooth-talking Western corporations moved in to replace 

that hokey Cold War atmosphere with the efficient, calcu- 

lating feel of “professional” Russia. Everything about the 
Times was corporate: the American style and spelling 
(despite Dutch ownership), the gleaming new computers, 
the high-rent start-up office in the Radisson hotel, the 
confident, libertarian editorial slant. . . . If the Trib was 

ratty tweed, the Times was creased collar and power tie, 

which by 1992 was the chosen uniform of much of the 

can-do expatriate community. 

The Trib couldn't compete. Within a few years after its 

inception, its entire marketing strategy was geared toward 
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clumsily copying the Times, which had brought on a core 
staff of experienced hacks in its start-up stage to compete 
with the Trib’s low-cost editorial staff of wire services and 

Upper Voltan grad students. The Trib was shameless. 
Every time the Moscow Times did a redesign, the Trib did 
one, seemingly copying every last detail ( Times decisions 
to go weekly or insert a color banner, for instance, were 

quickly countered by the Trib). This was the kind of busi- 

ness you only see Westerners daring to run out in the open 
when they're far away from home; it was a newspaper in 
the same vein as “Leevi’s” jeans, “Naike” sneakers and 

Starter jackets with “Atlanta 49ers” emblems. 

By the time I arrived at the eXile, the Trib had already 

started to copy us. They'd put out a nightlife guide which 
was a naked copy of our own “Bardak” pullout section, а 
thing which had already gained some renown around 
town for rating clubs according to your chances of getting 

laid at them, using copulating stick figures as graphics. 
The Trib answered with a guide that used eXilian words 
like “whores” and “E-ed out”—all in the wrong places, of 

course, but there all the same. 
This was a low-tech version of something we were 

going to come across over and over again—Westerners 

operating under a thin cover of “Western” respectability, 
ekeing out tiny profit margins by running athsmatic little 

rackets with public or private money, and hoping no one 
would notice amid the general chaos of modern Russia. 

After all, the logic went, there were plenty of Western cor- 
porations and governments doing big-time good in the 
new Russia—what's wrong with a little racket or two on 
the side, as long as they're kept relatively quiet? 

We were small-time, too, but we were going to take a 
different tack, choosing to dispense with the pretense and 
be openly nasty in our attempt to get a little piece of the 
ре. Living as we were in a country where government 

officials unapologetically stole in the billions, we figured 
our readers would at least appreciate our honesty. The 
Trib was a good place to start. Mark and 1 took а quick 

glance at their new guide and decided to turn around and 
shove their editors’ subtle parasitism up their asses. 

Posing as independent marketing consultant “Sam Weiss” 
—the first in what would be a long line of mischievious, 
fictitious eXile Jews—we called around Moscow's leading 
Western p.r, firms and said that we were working for 
Anthony Louis and wanted help in refashioning the Trib 
concept. In a peculiarly contemptuous twist, we pitched 
the idea of a “scratch 'n sniff” Tribune to every company 
we called. 

The results were brutal. Every company in town 
declined our business, regardless of how large a fee we 
offered. A company called Friedman and Rose gave а typical 
response, explaining in a written response that “the 

challenges facing the Moscow Tribune are more substantial 
than any promotional ‘gimmick’ can instantly resolve. . . « 

The problem does not lie exclusively with its marketing. 

‘The publication has а ‘me, too’ look which does nothing to 

set it apart from its competition. The Moscow Times and 
(to a lesser extent) the new lifestyle tabloid, the eXile, have 
re-positioned the Tribune into a tenuous middle ground 
position—rather than as a true alternative to either.” 

That company even included in its rejection letter a free 

copy of an inspirational self-help book (Disruptions; 
Overturning Conventions and Shaking Up the Marketplace), 
whose jacket cover we published along with all the letters 
and phone coversations accumulated in the course of the 
prank, which documented the Tribune's pathetic standing 
around town. Advertisers reportedly called the Trib in a 
rage, demanding to know if it was true, as we'd claimed, 

that their papers languished in stacks for weeks. The Trib 
had no defense. There were holes in its deniability at every 
major distribution point in the city. 

In any case, nine months later, the Trib was down from 

five issues a week to two, and was being run on the editorial 
side by a guy who had gone from entry-level copy editor 

to editor-in-chief in the space of six weeks. Anemic ad 
revenues and rising rent in the diplomatic office space his 

late father’s spook friends had found him forced him to 
squeeze the staff that he'd kept on two whole floors into 
half of one floor, And after a year of hounding his paper, 
we were expanding, from 16 pages biweekly to 24 pages 

biweekly and finally to 16 pages weekly, largely by swiping 

away his advertisers. 

The Times was a tougher call. This was a paper backed 
up by a big corporation called Independent Media, which 
was headed by my former boss, the diminuative Dutch 
ex-Maoist Derk Sauer. Sauer had started with just the 
Times, but now also had Russian versions of Cosmopolitan, 
Playboy, Good Housekeeping, Marie Claire, Harper's 
Bazaar, and Men's Health, in addition to business publica- 

tions like Kapital and Skate Press, which were staples of the 
Western financial community. There was no way we were 
going to put these people out of business, but we could at 
least embarrass the newspaper. 

Although the Times had been very indulgent with me 
throughout my stay there, rehiring me no less than three 
times during my many years of frenzied flight between 
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jobs, countries, and nervous disorders, the company lead 

ership had been unaccountably nasty and condescending 

when I told them of my original plans to edit Living Her 
The most obnoxious of the lot was editor Geoff 
Winestock, a dour, reactionary Australian with а weaselly, 

suspicious face and a notorious lack of interpersonal 
skills. Geoff had been wearing the same tight maroon 
turtleneck for about four years, and it appeared to Ва’ 
cut off the blood supply to his head; he always looked 
half-asphyxiated and pissed off. I'd known Geoff for years 

and never liked him. The year before, he'd tried to talk me 

out of leaving the Times to move east, arguing with a 

straight face that playing pro basketball in Mongolia was 
disastrous career move compared to staying with his 

        

reporter he'd be fired if he wrote for me. After that, 

Winestock swiped away another contributor of ours, a 
Russian journalist who was writing under a pseudonym, 
by threatening to tell the writer's publisher about his 

extracurricular activities unless he switched from the eXile 

to the Times. It was a crude power play, the first of its kind 

I'd ever encountered, and it set the tone for future eXile- 

Times relations, 

But personal considerations were really secondary 
when it came to my attitude toward the Times. As a literary 

organism alone it made for a very conspicuous villain. 
Though former Times editor Mare Champion had chided 
me, when I returned for Moscow, for joining up with a 

“shit paper” like Living Here, the truth was that the paper 

  

  

here are ‘one 

вам nice looking 
нь, imerior and 
dances till you drop will drive 

crazy anyone, 

  

paper to rewrite wire copy. He'd 
sweetened that pep talk by informing 

me that if Т went through with 
my basketball plans, I'd never be 

welcome back at my dull job at 

the Times. Tactics like this had 

caused turnover to skyrocket at 

the Times since Winestock took 

over from his more straightfor- 

ward and professional predecessor, 
Marc Champion. 

In any case, when I returned to 

Moscow to edit Living Here, 
Winestock promptly banned me 

from the Times offices—where I 

still had friends—then refused to 

let one of his employees publish his 

book serially in my paper after he 

himself had rejected it, telling the 

  

  

Ehe Moscow sMiEribune 
Siam мячик, tite 

tol/tax: 25 
Modis Comaltant   

    

The Moscow Tribune is Moscow's oldest toreign-owned English-language newspaper 
Dublisning in 1969. more than two years before our competition, The Moscow Times. We balioved 
that the then-Soviet Union was posed to become one of the world's leading energing markets, 
which in tum would require news and information in English of which there was little at the time. We 
‘expected an influx of foreign businessmen and consultants to take advantage of this situaton, al 
potential readers. We believe our precictions have borne truly 

  

Since 1992. competition has eaten away at ow readership, and, subsequently at our cient base 
This паз had several negatory effects, including of which has been our difficulty in attracting “Dive 
chip” journalists and editors. Wnie we aro vary proud of our stall and ihe product we Produce, we 
believe that there has been major damage to our IMAGE. The IMAGE of the Moscow Tribune i that 
of the “third newspaper, after the Moscow Times and “The Exie” newspavers. This 1s frustrating, 
considering that The Exile only startad a couple of months 800, while we. the “thyd” newspaper, has 
been in Moscow for SEVEN YEARS! Speciticaty. 
1. Newsstands across Moscow regularly reveal that readers ere picking up the Times and the Exse 
while ignoring the Thbune 
2 This has led to chents complaining that people aren't reading our newspaper 

[Last summer, the Moscow Tribune conducted an extensive reader survey, which lasted simost two 
‘months, and culminated in a free tip giveaway This period was perhaps the best period for our 
raadership in terms of pixcing up the Newspaper period, which we believe is party attributable 10 the 
‘contest. For that reason. we would like to emphasize, as а short-term solution 10 out problem 
GIMMICKS whicn wit ATTRACT READERS. We unfortunately didn't learn too mach about our 
readers, except that they seem to like GIMMICKS. Otherwise, we estimate that over 80 percent of 
what remains of our readership are expatriates with high salaries 

Consider the graph below. Our readership has been falling for roughly the past sx years, and 18 in 
danger of EXTINCTION. besides perhaps a few of our fends and families. Thws dangerous situation 
has led Anthony Lou's, editor and owner of the Moscow Tribune. to hire me, Sam Weiss, as Риз PR 
‘Consultant in order to remake ou image. and to como up with weekly gimmicks which wi attract 
readers to pick up our newspapers. | am presentiy collecting proposals trom several of Moscow's 
leading PR and advertising firms. We need our tirst proposals no later than Робау, April 18, for my 
presentation to Mr. Louss on Monday. Ари! 21 
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he'd helped build was, in my 
view, a much bigger disap- 
pointment. His Moscow 

Times hadn't even been 

modeled after major Western 
dailies, which at least tended 
to boast, at the community 

level, a staff of investigative 

writers who acted as watch- 
dogs over their own readers. 

Its coverage of Russian 
politics and issues was first-rate 

  

Ehe WoscowMiEribune 
Sam Weiss, ladependont Marketing Consultant 
вах 252-9828/9 

Dear Rory, 

Following up our telephone conversation today, | am sending to you the brief that Mr. Louis, the 
‘editoriowner of the Moscow Tribune, approved for me today | hope it is satistactory for your needs. | 
look forward to receiving your proposal by the end of the day on this Friday As | explained, we need, 

in the proposal. 
* General ideas on gimmicks which you think would help move the newspaper ой the stands 

(giveaways, scratch 'n sniff, etc) 
* General ideas on image makeovers which would distinguish us from the Times or Exile, of else help 
Us to steal away their audionce 

> А Бе! history of your firm and your ит client base 
* РИС 

Ари! 15, 1997 

Thank you for your time and work, 

Sincerely Yours   by straight journalism stan- Sam я 

dards, but the part that re fe- 

concerned its own readership у 

read more like a suburban ] 
  

community newspaper, spon- 
sored by the local Jaycees and Elks Club—the kind that 

sells hardware-store ads around grainy photos of local 
Little League games. 

Which might have been appropriate for some Third 
World backwater expat paper. The Moscow Times's readers, 

though, were a huge army of about 50,000 representatives 
of the richest and most powerful companies and govern- 
ments in the world, relocated temporarily in post-communist 

Moscow to act as architects for possibly the hugest social 
transformation the century had ever seen. The very banality 

and dullness of the Times was a huge boon to these people, 
providing soothing cover and a benevolent public face for 
the high-stakes business deals and cutthroat subterranean 
politics that, right or wrong, they were here to carry out. 

The Times was proud of its “professionalism.” Even 1 
had been, when I worked for them. | remember working 
there and saying all the time that, for an expatriate rag, the 

Times “was a really good paper.” But now its condescend- 
ing attitude just pissed me off. 

A few weeks after Champion laid his “shit paper” 
speech on me, a brief appeared on the Moscow Times 
sports pages entitled “Wilt the Stilt to play for CSKA?” It 
reported that Wilt Chamberlain had fallen in love with a 
Russian girl, converted to Russian orthodoxy, and decided, 
at age 58, to move back to Moscow to make a comeback 
with the Red Army basketball team. The source on the 

piece was a report in the “Santa Monica Daily Bugle,” 
which quoted Chamberlain agent “Jerry Steinblath” as 

having confirmed the story. 
The story, of course, was a plant. “Steinblath” was one 

of our guys, sitting in his fictititous Maccabee locker room 

next to Sam Weiss, We'd foisted the whole story on both 

the Red Army and the Russian sports daily Spert-Express 

as part of an April Fool's Day prank, never guessing that 
the Times would reprint the thing. And not only reprint it, 
but not identify its true source (Sport-Express), fuck up 
Steinblath’s name (they wrote “Steinblatz”), and blow 

Chamberlain's age. АЙ in the space of three tiny paragraphs. 
So much for professionalism. 

This was just the beginning of our attacks on the Times, 
but it was a good start. In our gloating post-factum 

account of their fuckup, we named all the culprits by 
name, in particular sloe-eyed Times sports staffer 

Gennady Руодогоу, who'd copied the story almost verba- 

tim out of Sport-Express. This was, incidentally, how a lot 
of Moscow Times articles got written: a staffer would spot 
a story in a Russian paper, make a phone call or two, then 
rewrite the thing in English, knowing that most of his 
readers wouldn't guess the source. Expat journalism 101. 

Fyodorov’s only mistake was that he hadn't made the one 
phone call. 

For obvious reasons, the sportswriter didn’t appreciate 

being used to expose the Moscow Times journalistic method. 

In fact, he was so peeved that he made it a point to search me 

out and harangue me on neutral territory, in the dark, alcohol- 
stained halls of the Russian daily Komsomolskaya Pravda. 

I gota thrill just looking at his wounded, harried face 
wobbling toward me in the hall. He was practically wearing 
the chewing-out he must have gotten from the loathsome 
Winestock. 

“Г read what you wrote,” he said, waiting for me to finish 
the sentence. 
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Г said nothing, surprised suddenly to find 

myself radiating the aura of being busy and having 
better things to do. 

“You were so out of line,” he said. “I mean, not 
like anyone cares, because no one reads your 
paper. But, I mean, you know how the newspaper 

gets written. You can’t check every little thing.” 

“No, I don’t know that,” I said. “In journalism 

school I learned that everything has to be veri- 
fied.” 

I'd never been to journalism school. 

“But,” he said, “you know, you've done it your- 
self, take something out of a newspaper.” 

“Never once,” I lied. “My conscience wouldn't 

have allowed me to disgrace the Moscow Times 
like that.” 

I threw my hands in the air and stared at him. 

Finally Fyodorov left in a huff, disappearing 
down the hall. My friends at Komsomolska, who, 
like most of the paper’s writers, only moved from 
their state-subsidized chairs a few times a day, 

pointed angrily at him. 

“Fucking jerk,” said one. “He's always hanging 
around here.” 

ut the Times and the Tribune were little 
fish. The real big targets were the cream 
of Moscow's expatriate society—the 
leaders of the aid community. 

Aid was a difficult subject to cover. It was com- 

plicated and frequently very boring. But if you 
had the patience to learn the details of the politics 
involved, you couldn't help but be shocked. The 
expatriate community's dirtiest little secret was 

its official reason for being there. 
On May 22, the United States Agency for 

International Development (USAID), the gov- 

ernment agency responsible for distributing for- 
eign aid, announced that it was canceling the 

remaining $14 million left on its contract with 

Harvard Institute for International Development 

—the body mainly responsible for implementing 

Western-funded capitalist reforms in Russia. 

The reason was that HIID’s Moscow chief, 

Jonathan Hay, and the HIID Russian program 

chief in Boston, professor Andrei Schleifer, had 

been caught violating Institute policy regarding 

investments in their host countries. Hay had 
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Courage Crunch 
| 
| Solzhenitsyn's Book is No Bestseller 
| —Moscow Times headline, June 4 

Book Sells Out 
—Moscow Times Headline, June 5 
Fasten your seatbelts and brace your- 

| salt for the following incredible piece of 
| Moscow Times commentary, published 
| on June 4: 
| “For all his greatness, Sotzhonitsyn 
оНогз no solutions and tacks the moral 
courage to name names or take a рой. 
al position on concrete issues.” 

‘Are you laughing yet? No? Go back 
and read it again. That's Goott 
Winestock, the wiry litle Australian inter- 
im editor of the Moscow Times, saying 
that Alexander Solzhenitsyn lacks moral 
courage. 

Geott Winestock earns in the high 
five-figures. He has a pleasant wood: 
paneled otfice which he reached mainly 
by skilfully demonstrating the absence 
of а personality over the course of about 
eight years of cautious business report- 
ing. Developing а hangnait or being 
served a slightly overcooked hamburger 
would normally be enough to constitute a 
bad day for Winestock. in his editorial 
messages, he is consistently pro-status 
‘quo and pro-authority, and seldom takes 
а stand on anything at all 

‘Nexander Solzhenitsyn spent eight 
years in a concentration comp for having 
made a derogatory remark about Stalin. 
Shortly afterwards, he was diagnosed 
with terminal cancer, which he micacu- 
lousy survived. He then spent much of 
his adull Мо in open opposition to one of 
the most brutal governments in history, а 
‘government thal, until he was exied, 
had absolute contro! over virtually every 
aspect of his life and the lives ot his fam- 
lly members. Somewhere in there, 
Solzhenitsyn's passionate, splenetic 
prose also won him a Nobel Prize for 
Utorature. 
Geol! Winestock telling а gulag sur- 
vivor—and one whose voice first broke 
the mystique of Soviet communism— 
that he lacks moral courage? Are you all 
Kidding me, or what? 
‘God knows why, but the debunking of 

Solzhenitsyn has become one of the 
favorite pastimes of the Western press- 
‘and the Moscow Times in particular 
Brownwyn McCiaren's gloating June 4 

  

  

“Not а Bestseller” article even went out 
‘of the way to point out that biographies | 
of phocine pop queen Айа Pugacheva, 
seedy thug Alexander Korzhakov and 
even Queen Elizabeth I! outsell books by 
Solzhenitsyn. 

Well...n0 shit. And Sue Grafton would 
have outsold Tolstoy, Leave it to the 
Moscow Times to judge a writer by how 
much money he makes. After all, even if 
Solzhenitsyn hadn't become the wind- 
bag that he now is, he'd havo had а 
tough time selling even a masterpiece to 
8 Country raised on violence, bad disco 
music and Brazilian soap operas. 
But beside the point. The real | 

question Is, why Is it necessary to| 
debunk Solzhenitsyn? Where's the page | 
1 urgency? Why not just leave the guy | 
alone? You almost get the sense that no 
matter how much lip service they pay | 
now, people like Winestock have resent: | 
4 Solzhenitsyn's anti-establishment | 
‘moralizing afl along. Like they thought | 
maybe he should have been quieter | 
about being a martyr. These kinds of | 
people tend to favor reform from the top | 
Gown; they don't like Solzhenitsyn's way 
of doing things. 

For what it's worth, Solzhenitsyn stil 
is relevant, despite what Winestock 
thinks: 

“But after his expulsion and decades 
of axile in France and the United States, 
Solzhenitsyn apparently lost touch wah | 
Russia, He sacrificed much moral 
authority by dismissing the changes | 
begun by Mikhail Gorbachev and Boris | 
Yeltsin. When he eventually returned to 
Russia in 1994, the crucial moment had 
passed and the new Russia had eae | 
heroes and concerns. 

“Selahertyn Ra ied о maintain | 
position a5 a voice in the wilderness, but | 
since his retum be has tailed to adopt | 
‘any clear public stance on any issue.” 

Um...actually, Geotf, it was 
Solzhonitsyn who first called the modern 

  

Russia. That was about three years 
before you dared to use the word your- 
‘self. But then again, maybe he just didn’t 
have the moral courage to wait the way. 
you did... 
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invested money in Russian stocks through his girlfriend, 

Beth Hebert, while Schleifer had hrough his wife 

  

ested 

  

Nancy Zimmerman, 

This was the first big public blemish USAID had really 
  suffered in Russia, and for a few weeks it was diligently 

reported all over the Western press as a shocking isolated 
incident of corruption. A few papers even ventured to do 

longer features tamely 
questioning the efficacy 

USAID 

toward Russia in gen 
of policies 

eral. But almost nobody 

  

bothered to report the 
monstrous and extremely 

the 

aid effort tc 
obvious failu 
Western 

live up to th 
tional white knight role 

    

spira 

it was supposed to be 
playing—a story that 
was obvious long before 
the HIID scandal broke 

The HID 
broke at a 

scandal 

fortuitous 
At exactly 

USAID 

its 

time for us. 
the moment 

making 

Anouncement cancel 

was 

ing the contract, we 
were sending an exposé 
on USAID to press. The 
article was based on a 

by 
Washington University 
report George 

professor Janine Wedel, 

and argued that United 
States aid money had 

really been used not for 
reform, but as financ 

ме tracition in the ing for the political Winawtock family. Al fret we thowght 
the whole, besinees, of сера 

career of Western Sotshentteyn lacks moral 

friendly Deputy Prime 
Minister Anatoly Chubais, 

who sat on the board of 

most of the organiza. 1. "the 

tions which received 

U.S. aid. As head of the 

state property commit 

thee Vile 

tee in 1994-95, Chubais had also overseen the U.S.-led 
privatization effort, itself practically a second '90s revolution, 

1 hadn't done too much original reporting for that 

  

piece, but the more I learned about how the community 

worked, the more I saw the general lack of public con 

tempt for the aid effort as a scoop in itself. So when we ran 

a cover with a big headline that read “BogUSAID: How 

  

Winestock Through the Ages 
not Interested in hie crimes. Put 
another way, these Incidents 
tnck...the power to territy.” 
< Scotland Yard constable Jett 
Winestock, after the second of Ove 
Jack the Ripper murders 

4. "The Kaleer will never the 
Germanic Provinces unite, He the 
iwetination to do во lacks.” trie halle be named after him." 5 © diester Winestaveh, 19th century Jette Winestocks, 10th century > | 
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#2 

  

December 18 - December 29, 1997 © P. 

In Search of the Perfectly Inane Editorial 
We bere at the eXile hive often been written on thar subject 

Our firs call was to the usiness Week 
news deck 

elie: Небо; my name ix Bernie Schwatts, 
and Um calling froe the mutheting ранены 
of the Moscow Times 

‘Business Week: Hello 
Exile: What's your name? 
Business Week: Joha Crawford t'm the 

depury bureau chief 
Baile: Nice to meet you, Mr, Сено: 

We're doang a new reader's responie survey 
help ax with our editorials, on which we sok Lathan (passer): Oly 

  

  

  

   
   

    

senting the readers! opinions as that of the 

ile: Well, (t's all pure of the restructuring 
the Mascow Times. We're also thinking of 

gettig tid of the MT Out section. They're вау 
ng that it can’t compete with the eXile 

Vokluman: No, 1 like the MT Out. Г meas 
the ete ¥ guide ts peared towards people who 
want to dria or ро out во clubs or something, 

there they go but the MT Out м moce... tatellectusl 
e's fatly re 

11s downright impossible 1 apie with that! 
Nest on ow lst were our old friends at 

   

  

efiately троне 
sly he thowe typ,   

     
   

tf 

  

    
    

reader of our newsquper some questions аки too бои with ths pur Burom-Marwelier, the renowned PR 
She сыны what they expect im an ediaceal. Maybe you've only tell you what fl expec реек ell 7d roe thon ste bend Sead ofthis hiro thing? They dota tn expect in the circumstance « “hw we jumping on cur рый № yw cover ap SL 

the States again” type of esttorial орз image wheoe brute! 
They. Chavford: Uh bubs lle: Okay, gra. Now tbe le ution. ом дарит ond выборы mas | eile: Why don't | hus get right danen to it? panied strongly fr, strongly against, O° mia и he of” oN je ton 

ар . ще. which might cat nto. profits 
Prepon Him, sgemat ot for? You want 5, тие. For the folks at BM, 

ike We oh Tats ht ths wares. п or er i oe 
ое: We've fling cut bow розы spond, te ‘are Awd ty. Ee afer she. Уи then well fata tons’ clad sed, Unt Carbide afer Bhopal би 

Rind per поро Kile tons of моет, the Argentinean mi 
Lokhman: Interesting It moter 9 lack of oe ee те К г 

independence... but you guys are entitled to Stout every ne er-do- Cd global 

that If thats what jou emt. You pure sill баре who. needed somenne 10. te for them 
protulty come cu apn the Бои белья QT they'd Mt the proverbiol бабой Новой 
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The Times had а charming habit of keeping things 
nice and simple in the midst of complex phenomena 
like the 1998 financia! crisis. 

    

The scheme worked like this. In the fall of 1995, in what would subsequently 

become 
politics, the Russian federal government found itself short of cash. The Yeltsin 
regime needed money to pay 
foreign 
it said, 
salaries, So it devised a scheme 

debts and, so 

pensions and state 

to raise short-term money 
the loans-for-shares 
The scheme was devised by the 

auctions. 

а pattern in the increasingly ghettoized world of Russian 

USAID Helped Anatoly Chubais Screw Russia,” it was news before peo- 

ple even started to read the text. No one in the city had ever publicly 

  

questioned the essential righteousness of the aid mission, much less 

dared to imply that its heroes had “screwed” anybody, even their own 

wives. 
Which didn’t make sense, since there was plenty of evidence out 

there to show that the key protégés of U.S. policy within the Russian 
government had marauded the budget and state property for personal 
gain with all the subtlety of an attack on Masada. The key event here 

loans-for-shares’ was the * auctions, in which shares of state enterprises 
were auctioned off to private 

10 @ Friday, March 13, 1998 investors in exchange for 
  

cash loans. 
  

In retrospect, it mightnot | Е рт TeO. BOD A, 
  be an exaggeration to call 

these auctions, which were 

меш coe | Downgrade 
thefts in the history of the human race. 

By Moody's 
Badly Timed 

redit rating agencies like Moody's In- 
vestor Services are supposed 10 warn 
investors about risks ahead. But in its 

recent decision to downgrade its apprazsal of 
Russia, Moody's is lagging well behind the 
times. 

  

    

  

  

  State Property Committee 
(GKI), a body within the gov 

  

ernment which for years had 
been in close cooperation with 
the U.S. government-funded 
Russian 

(and had, incidentally, worked 

with the RPC to hold the 

voucher privatization 
Their 

auction off shares in private 

Privatization Center 

pro 
gram) idea was to 

enterprises to private banks 

(who would then hold them in 

trust) in exchange for cash 

loans to the government. 

Eventually, if the private 

investor wanted to keep the 
property, he would have to win 

a reauction of the same shares. 

= Russia’s finances have indeed endured а 
crisis in the the wake of the collapse of Asian 
financial markets. Spooked by the realization 
that jing markets are risky, interna- 
tional investors lost faith inthe Russian trea- 
sury bill and stock markets. 

    

Wilt the Stilt for CSKA? 
Ш MOSCOW (МТ) — According to 
American newspaper the Santa Мопка 
Daily Bugle, one of the greatest players 
in the МВАУ history, Wilt Champerlain 
want to resume his basketball career in 

„: Russia, 
Jerry Stainblath, Chamberlain's 

agent, told the newspaper that he wants 
to come to Moscow to marry his fiancee 
Larisa Kazakina and to convert tothe 
Russian Orthodox Church. 

Stainblath said the first option for 
his client would be joining Russian 
champion CSKA Moscow. Chamber- 
Jain, 58, retired in 1973. 
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  ‘This in turn put pressure on the Russian 
currency as rubles were repatriated into dol- 
lars. The Central Bank was forced to spend 
billions of dollars of reserves to prevent а 
sharp devaluation in the currency. 
Ah pad a hag sino the Rus 

sian government, suddenly found it 
could not borrow to caver its budget deficit,    



  ‘Saas ec воно лее пе 

Chamberlain May PI 
in Russia, Китогз Say 

УТАРР WRITER - 

    

      

  

Angeles yes 
ike this before" 

  

It sounded simple, but there were a lot of catches. For 
instance: somehow, 38 percent of the state mineral magnate 

Norilsk Nickel fell into the hands of giant Russian bank 

Oneximbank for just $171 million, or $100,000 over the 
starting auction price. The company, which controls 35 

percent of the world’s nickel reserves, is worth a lot more— 

in fact, it is said to clear more than a billion dollars a year in 

exports, All in all, although huge chunks of about a dozen 
of the biggest state enterprises were auctioned off, the state 
only earned about a billion dollars total in cash from the 

whole process. It was as though the upper crust of the 

Fortune 500 had been bid out for the price of a couple 
of NFL expansion 

ея teams. 

OT ATEHTA ЧЕМБЕРЛЕН - The amazing thing 
about the auctions, 

По не though, was the way 
he Seebeck вое they were held. 
скажите нс Oneximbank, юг 

д ‘провести перс- instance, had been 

вым ron 'Чемберленом. ко- assigned by the СК! 

‘ropuait, как уже сообщал «СЭ. to regulate, itself, 
желание выступать за. з :. 

‘один из московских клубов. Од- the auction Юг 

poeta em Norilsk. The bank 
was therefore given 
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license to exclude em 

CORRECTIONS 
A chart оп Page 2 of Wednesday's pa- 

a much higher bid 
for Norilsk by rival 
На 35458 ; ше Bank — Rossissky ыы labeled "Crime Statistics” should 
Kredit on the have noted that the statistics were for 
grounds that it had the ity of Mascow only. 
‘insufficient finan A story on Page 14 of Wednesday's 

paper headlined “Wilt the Stilt for 
SKA?" saying that former NBA star 
Wilt Chamberlin might play basketball 
in Russia was a hoax and should not 

cial guarantees.” 
Another giant Rus 
sian bank, Bank 
Menatep, was given о of Tuesday’ 
license to regulate a paper headlined —“Cash-Strapped 
tender for 78 per Lenfilm Goes to the Car Wash” should 

cent of the oil firm МО ee 
Yukos,and won the Gependent. 
auction after ex- a - 

  

cluding а rival on 
the grounds that its representatives had been 24 minutes 
late for the auction. 

Worse still, the State Accounting Chamber, a body 

roughly analagous to our own General Acounting Office, 
  

later found that Oneximbank, Menatep, and other loans- 
for-shares winners had used government funds to purchase 
the auctioned shares. How? Well, as “authorized banks,” 

Oneximbank, Menatep et al. were holding government 

funds designated for other purposes, i.c., payment of state 
salaries. The problem was that Russia did not yet have a 

sufficiently developed treasury system to allow the gov- 

ernment to do all of its own banking, so it held similarly 

ЧЕМБЕРЛЕН ХОЧЕТ ИГРАТЬ 
ЗА МОСКОВСКИЙ КЛУБ! 

Как сообухила газета Santa Мопка Daly Bugle, один из лучших 
ков за всю историю НБА Уилт Чемберлен намерен вернуться в Gar 
Gon и хотел бы выступать... в России! Американская газета утвери 
{ссылаясь на другого известного в прошлом баскетболиста YOR 
Фри), что Чемберлен уже дал указание своему агенту Джерри Шт 
‘бяатцу подыскать для него подходящий клуб в Москве. Штайне 
‘подтвердил, что начая переговоры, рассматривая ЦСКА как наиб 
благоприятный вариант благоустройства своего 58-летнего кли 
«Уверяю вас. он еще может играть, хотя и не на уровне НБА», - с» 
arent Чемберлена. 

Желание Чемберлена поехать в Россию объясняется тем, что г 
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bogus auctions for the right to manage government 

money. The winners of those auctions then went on to use 

government money to bid on state companies. Menatep, 

for instance, won the Yukos bid at a time when state 
Academy of Science workers—whose salary funds were 
held by Menatep—stopped receiving their pay. 

The loans-for-shares auctions were conducted accord- 

ing to the same principle of clan tribute and cronyism that 

had reigned in Russia during the Soviet years. The only 
difference was that the scheme punished the average 
Russian economically in a way that was much worse than 

the Soviet system had. If Soviet economics placed ordi- 

nary people in a state of near-indenture in relation to 

their bosses, the economics of privatized Russia reduced 
them to more or less outright slavery. By 1997, it was no 
longer unusual for employees of companies like Norilsk to 
go 6 months to a year, if not longer, without receiving 
their meager salaries. Russian newspapers even reported 

scenes of people collapsing from hunger in the streets in 
the towns surrounding the industrial centers. Meanwhile, 
the banks like Oneximbank which controlled these com- 

panies were leveraging them to the hilt to make bids on 

other properties—and this was after using public money 
to buy their stakes in the first place! 

There was another insidious angle to the auctions. As 

1995 came to a close, and key parliamentary elections as 

well as the next year’s presidential election approached, 
both the Yeltsin regime and the West noted with alarm 
that the Communist Party was leading in the polls, and 
antigovernment sentiment was rising. Catastrophe 
seemed imminent and something needed to be done. 

That’s where the auctions came in. Though it has never 

been openly admitted or conclusively proved, loans-for- 
shares was almost certainly also designed to create a 
super-rich propertied class that would support the regime 
against any political movement to renationalize the economy. 
It was hardly a coincidence that the biggest loans-for-shares 
winners were Yeltsin’s most important allies in his reelection 
campaign the following year. As very recent owners of 
Russia’s key national television stations and newspapers, 

almost the entire national media, actually, their support 
virtually guaranteed a public relations sweep that the 
doddering incumbent rode to victory. 

The scope of loans-for-shares was breathtaking. It wasn’t 
just that millions of Russians were having their livelihoods 
taken away. With the help of the Russian Privatization 
Center and the State Property Committee—both places 
that were packed with people who were on a first-name 

  

   

basis with the leading American aid consultants—Russians 

had actually paid tax money to instantly enrich a small 

group of bankers, who in turn performed the service of 
making their labor unpaid. It was а scam that most crim- 
inals wouldn't have considered trying, simply because it 
was too improbable. Even the Gambino family never sank 
that low. 

All of which was reprehensible and sick, but what was 

most offensive were all the Americans in town who were 

apologizing for the corrupt officials in the Russian govern- 
ment who'd pulled heists like this off. If they'd come to town, 

in Viking costumes, or with swastika armbands, it probably 

wouldn't have bothered either Mark or me so much. But to 

come in and preside over the rape of so many people with a 
big smile on your face and an attitude of benevolence and 
righteousness , . . it was almost too offensive to comprehend. 
A lot of these people sincerely believed that their North 
American birth and their superior dentistry made them the 
arbiters of public morality by default. Growing up, I'd been 
taught that that sort of attitude had died out of American life 
with King George. ‚ 

It hadn't. Russia, for instance, was full of consultants on 
the public dole who worked for a company called Burson- 
Marsteller. This is a Canadian firm that grew to be the largest 
public relations company in the world through its skillful 

prosecution of public smoke-screen campaigns on behalf of 
the very biggest swine on the planet. Their client list reads like 
something out of Madame Tussaud’s chamber of horrors; the 

Indonesian government (hired during its brutal suppression 
of the independence movement in East Timor), the Three 
Mile Island nuclear plant, Union Carbide (responsible for the 
deaths of thousands following the chemical plant explosion 
in Bhopal, India), Exxon (following the Exxon Valdez oil 

spill), A. H. Robbins (after the Dalkon Shield I.U.D, disaster), 

and the Mexican government, which paid B-M $8 million 
during the Chiapas rebellion to shield American and 
Canadian voters from the fact that the Zapatistas were revolt- 
ing against the planned passage of NAFTA. 

Amazingly, Burson-Marsteller was one of the companies 
hired by the United States government to propagandize good 
capitalist values to Russia. Among its many tasks 

was providing р.г. for the disastrous Russian voucher 
privatization program, which gave Russians shares in public 
companies (and preceded the loans-for-shares scheme), 
В-М had а massive public contract, and when they weren't 
actively doing evil, they were just sitting on their hands col- 
lecting checks while their clients went around pillaging 
the country, 
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A former coworker of mine, Matt Bivens (who was now 
the editor of the St. Petersburg Times, the Moscow Times's 
sister publication up north), had taken a job with B-M in 
Kazakhstan а few years before. Before he took the job, he'd 
been just another kid like me, freelancing for the Los 
Angleles Times up in St. Petersburg. But when he got mar- 
ried and started a family, he decided to try to make some 
real money. 

So he made one phone call to the USAID office in 
Washington, and on the basis of that one call landed a 
B-M contract job package—complete with housing, a 
maid, a per diem, and a restaurant allowance—worth 
about ninety grand in total. Not bad for a 26-year-old. 

Then he went to the Kazakh capital of Almaty and 
presided over asinine projects like the publication of 

“Privatization calendars” and the production of privatiza- 
tion soap operas, racking up massive bills that were, per- 
versely, rewarded by more funding. 

Bivens, who later outed the whole scheme in Harper's 

magazine, also reported that B-M had а thing called a 
“cost-plus” policy running with AID. This was a classic 
example of a phenomenon we would run into over and 
over the more we reported on the expatriate community: 
publicly funded businesses and organizations that were 
guaranteed profits, independent of any competition or 
accountability for performance, while supposedly furthering 

the capitalist virtues of competition and fair play. B-M’s 

“cost-plus” arrangement, according to Bivens, meant that 
“USAID reimbursed all our costs, and added 7 percent on top 
of that—our profit margin. In other words, the more we 
spent, the more we made.” 

I knew some of B-M’s Moscow consultants, or knew of 
them, anyway. Many of them weren't much older than me. 

I'd see them at the Starlite Diner sometimes on weekends, 
dressed in college sweatshirts and faded jeans. Looking at 
their bright, happy faces, you'd never guess that these were 

the people who'd had the balls to tell millions of Russians 
that their jobs and benefits needed to be sacrificed for the 

sake of “competitiveness.” On the contrary, they looked 

like they'd never left the keg party. 
There was no point in fighting fair against people like 

this, Humorless lefties like Ralph Nader had been doing 

that for decades, much more effectively and with much 

greater attention than we ever could, to very little result. 

Besides, from where we sat, people like Nader were missing 

the point. The important thing was to loathe corporate 

henchmen not for what they did, but for who they were. 

As one of Gogol’s heroes said, “Coat a frog all over with 

sugar and I still won't eat it.” People like Nader were going 
after the frog—corporate abuses. But the real thrill in 
attacking people like these would be to take the sugar 
coating away—embarrass them socially, pick on their 

looks and their mannerisms and speech, expose them as 
people. We had to at least make it tough for them to 
maintain their public superiority complex while they 
went about their business of fucking up huge historical 
missions like the reform of post-Soviet Russia. 

We went after B-M in our USAID article. They turned 

out to be pathetically easy to dupe. All we had to do was 
make up some phony stationery and claim to be represen- 
tatives of the St. Petersburg mayoral office, who were 

interested in engaging their services. Posing as “Alexander 

Rublev,” we sent a letter saying we needed help in quelling 

bad p.r. over the city's notorious police brutality problem. 

Some background on this joke: It was a well-known fact 
that one of the reasons St. Petersburg had been turned 

down as a site for the 2004 Olympic games was its policing 
problem. Prior to the Goodwill Games in 1994, 

then-mayor Anatoly Sobchak had been so determined to 

keep riffraff out of the eye of the international press that 

he used Russia's reactionary visa registration laws as an 

excuse to deport practically every dark-skinned pedestrian 

(mainly Azeris, Armenians, Chechens, and other Caucasus 

peoples, whom Russians call chernozhopiye, or “blackasses”) 
his police could find to the city limits. 

A friend of a friend of mine, a hairy Italian-American, 
had even been detained once in a local Petersburg police 

station and had to watch in horror as a succession of 
Caucasian drifters ahead of him in line were led into 

another room and beaten savagely for no reason. He 

escaped only after digging through his bag and producing 
an expired California driver's license, which so impressed 

the precinct chief that he not only decided to let the kid 
go, but broke out in a smile and sang “Hotel California” 
from beginning to end—while in the next room the blows 
still rained percussively on the Chechen-of-the-moment. 

None of this mattered to В-М. When bubbly American 

B-M rep Jennifer Galenkamp got ahold of our letter, 
which expressed the hope that the city’s reputation could 
be cleared up in time for an upcoming Eurobond issue 
(which was actually due to take place), she jumped all over 

it with giggly cheerleaderish zeal. 
We clicked on the tape recorder function on our office 

phone as she announced to “Rublev’s” assistant, in reality 

our virginal Russian secretary Tanya Krasnikova, that: 

“We contacted the London office . . . because this is a 
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European issue you would need work done there, and we 
can do that. Our London office is cager to support us, so 1 
think that everything will be, you know, okay.” 

She also sent us a letter expressing her willingness to work 
with us, which we also published. 

We heard some feedback from B-M through mutual 

acquaintances. Basically the consensus over there was that 
we were in the wrong, because we had misrepresented 
ourselves. “They can't do that, call up and say they're who 
they're not,” one staffer reportedly said. “That's not fair.” 

We had a big laugh at the idea of B-M complaining about 
misrepresentation. This was the same company that had 

been commissioned by the U.S. government to make a pri- 
vatization commercial for Russian TV which was supposed 
to say, “Your voucher, your choice.” But when it came out, 

the slogan read “Your Voucher—Your Choice, Russia!” The 

latter half ( Vash vuibor, Rossiya), in Russian, was actually the 

name of Anatoly Chubais’s political party, Russia's Choice 
(Vuibor Rossii). И was a blatant manipulation of public 

money for political purposes, but these were the kind of 
people who were all over the place in the aid community. 

As far as | was concerned, we didn't have to trick Burson- 

Marsteller into doing anything to make our point. Their 

very presence in the entire aid effort should have been 

shocking enough to anyone who'd had to live through the 
Cold War period on either side. 

Just think about it: For more than forty years, Americans 
were told that we were fighting the Cold War—at enormous 

expense—to defend the cause of personal liberty, fair play, 

and openness. Then we win the fucking thing, and we hire a 
bunch of half-bright bloodsuckers like these idiots at B-M 
to come over and finish the deal. It was sickening. 

  

ot long after we ran the USAID piece, I called up 
a Russian reporter named Leonid Krutakov, hop- 
ing to get some more information about the ins 
and outs of privatization. He gave me some, but 

also gave me an education into the life of a top-flight 
Russian investigative reporter—a story very interesing in 

itself. 
‘We met in the first week in July, just after Krutakov had 

volunteered for the honor of being Russia’s latest “Most 

Likely To Be Assassinated” public figure by publishing an 
article called “Kreditui Ш...” in Izvestia, The article 

revealed that Chubais had received a no-interest $3 million 
loan from Stolichny Bank chief Alexander Smolensky, and 

strongly implied that the loan was in return for the 
successful rigging of a tender for a state agricultural bank. 

If that wasn’t a dangerous enough thing to publish— 
especially considering that he'd conspired with his editor 
to slip it into the pages of a newspaper controlled by a 
powerful Chubais ally—Krutakov brought some extra 
anguish upon himself by pulling off a shocking eXile-style 
adolescent stunt in addition to his reporting. When he 

learned that the official reason for the $3 million loan was 

to help Chubais “spread good democratic values,” 
Krutakov put on his one shabby tie and decided to try 

something out. He walked into a small Moscow brarich of 

Stolichny Bank, took а seat at a customer service desk, and 

with a completely straight face asked if he could have a $3 
million loan to spread good democratic values. 

“Without interest,” he added sternly, 
They tossed him out, but not before they took a few 

hours nervously humoring him while security ran a check 

on his ID. In Russia, you can never be sure that even a guy 
as shabby-looking as Krutakov isn’t secretly running the 
country, or worse. 

In the days following the publication of the piece, 
Krutakov was hauled in by several different branches of 

the Russian secret services and grilled at length. All of 

them wanted to know who'd put him up to writing the 

article—the piece had taken them by surprise, since it was 

published in a Chubais-friendly newspaper. Russian 
government officials, of course, don't like surprises. They 
still remember the old days, when the sudden demotion 

of a middle-level party functionary in some small factory 
town today might turn out to mean the disappearance 
of an entire department in Moscow—maybe even theirs— 

tomorrow. 
So Krutakov was raked over the coals until they realized 

with surprise that he was merely an individual malcontent 

acting alone, at which point they heaved a sigh of relief 
and let him go. In the old days they would have shot him 

as an afterthought, but that isn’t done in Russia anymore. 

Which is one sign of progress, 1 suppose—although it 
might also mean that the individual simply isn't dangerous 

anymore to anyone in power in Russia. I tend to think the 

latter is true, 
In any case, Krutakov, when he came to see me, was 

bright and smiling, having just been fired. It was the third 

time that year he had been fired from a newspaper. The 
other two firings were for similar offenses, although the 
official reason for his first dismissal, from the giant daily 
Komsomolskaya Pravda, was that he had been paid by his 
sources, Zakazniye materiyaly, or “commissioned articles,” 
are standard practice among Russian investigative jour- 
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nalists. The way it usually works is that some spookish 
middleman from a bank, or a ministry, or in parliament, 
or wherever, comes to the reporter, hands him a packet of 
documents full of compromising information (called kom- 
promat in Russian) about a certain competitor, then pays 
him to publish it. 

Since Russian journalists a) make almost nothing in the 
way of regular salaries, and b) have virtually no other way of 
Penetrating the weird, secretive, deadly labyrinth of Russian 
commerce and politics, they often take the moncy and run 
with и. Virtually every Russian reporter is on somebody's 

payroll, and most have just one patron. With one patron, 
you can stay at one newspaper, which normally is con- 
trolled, influenced, or owned by a friend of your patron. 

If you're like Krutakov, though, and you hedge your bets 
and write scandalous garbage about everybody, including 
people who only yesterday you took money from, you find 
yourself without a job pretty fast. Krutakoy by the time we 
met was the absolute champion of this method of career 
advancement. In fact, he went on later that year to set a new 

standard by being fired by a new newspaper before it had 
even published its first issue. He'd written an exposé about 
the new paper's owner, banker Boris Berezovsky, and pub- 
lished it in a rival paper just after being hired. 

I asked him what he knew about privatization, whether 
any Westerners had been involved in any particularly 
egregious shenanigans the world should know about. 

“What do you mean?” he asked, startled. Until that point 
he had been quietly registering, without much interest, the 
giant rubber alligator head, garish multicolor carpets, and 
rank month-old yogurt containers which littered the eXile 
office. 

“You know,” I said, “were there any Westerners up to no 

good during that time?” 
“What do you mean?” he repeated. “They all were. Which 

person in particular are you interested in?” 
“1 don't know,” I said, shrugging lamely. “Maybe you 

should tell me?” 
Krutakov gaped at me, then sputtered out a few things 

here and there about loans-for-shares and the GKI and 
insider dealing, never really getting into specifics. Then he 

looked up suddenly and said, “Well, actually there is one fig- 

ure I’ve always been interested in. Jonathan Нау—Гуе 

always been interested in him. I even did a thing on him a 

few years back.” 
I sat up, interested, This was the same Jonathan Hay who 

had just been fired from the Harvard Institute and caused 
that little scandal in the press. 

   

1 expected to hear more about НИР and Hay’s private 
investments, but Krutakov laid a different and more 
amazing story on me. Two years before, he'd run a story in 
Komsomolskaya Pravda entitled “Did the CIA Privatize 

our Military Factory?” The thrust of this piece—based, 
incidentally, on unnamed sources—was that Hay had 

invested, through a Vietnamese middleman, some 
$700,000 into a Moscow factory called NII Grafit, which 

developed Russian stealth technology. 

“Nobody ever picked up the story,” he said. “But you 

know, I saw Hay the day that story ran, We were in the 

Radisson Hotel, at a press conference. He was smoking. I'd 

been watching him a while, and I'd never seen him smoke 

before.” 
If any of this was true, it would raise the privatization 

mess from mere criminal stupidity to the level of sinister, 
premeditated criminal stupidity. At the same time, the 
idea of a tweedy Harvard grad, too dumb to avoid being 

caught investing spare change in his girlfriend's mutual 

fund, acting as bagman for daring cloak-and-dagger deals 
in secret factories—it was almost too goofy to imagine. 

It was after this meeting that I learned one of the first 
rules about brilliant espionage exposés: they don’t happen. 

When | tried to track that story down, 1 ended up 

interviewing a graying, slit-eyed “retired scientist” who 
was a shareholder at NII Grafit and confirmed that, yes, 

Jonathan Hay was an investor in the factory. As this weird 

old man with conspicuously careful dress led me slowly 
up the stairs to his offic-—an immaculate, mostly abandoned 
gray office building near the Butirka prison—his eyebrows 
kept leaping upward on his head after every word he 
spoke, as if to express some deeper meaning to every 

action, even the opening of his door. In the interview, 

when I tried to pin him down on where I could get 
documentary verification on the Hay thing, he plunged 
into a cat-and-mouse game that lasted for almost an hour. 
“You can't prove this thing,” he said. 

“Then why did you agree to meet with me?” I asked. 

“Тат interested,” he said, “in seeing this news get out.” 

“Well, then,” I said, “I need to get some documentary 

information.” 
“Not possible,” he said. “Although, on the other hand ...”— 

again the eyebrows—“something might be arranged.” 

“Okay,” I said, contemptuously by then. “When?” 
“You understand,” he said, “that if you publish this 

story, you'll be out of Russia in 24 hours.” 
“Okay,” 1 said. “So when can we make this arrangement?” 
“You will be contacted.” 
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The guy certainly 
sounded like an ex-spook, 
but that didn’t 

much. For all | knew, he 

might have been a simple 

metallurgist. who wrote 

mean 

bad spy novels in his 
spare time and answered 
personal ads, You meet a 
lot of people like that in 
Russia—nondescript 
middle-aged men who 

like heavies, but 

might just as easily be 
grubby onanistic nerds 
Six months later, I found 

from the State 

Accounting Chamber, 

that the NII Grafit story 
was true. But at the time, 
the story sounded so far- 
fetched that I dropped it, 
settling for a different 

story on Hay—one that 

perfectly symbolized the dim-witted cynicism and corrup- 

tion of the expatriate 

community. 

Not long after I inter- 

viewed  Кимакоу, 1 

scheduled an interview 
with Yevgeny Nikulishev, 

an inspector for the 
Accounting Chamber. 
Analagous to the American 
General Accounting Office, 
the Chamber was a gov- 
ernment body that had 

been responsible Гог 
uncovering most of the 

dirt on the loans-for- 
shares auctions, and the 
people who ran it were 
loathed by nearly every- 
one in the country who 

had any power. Fortun- 
ately for those people, 
the Chamber had no 
prosecutorial authority, 

    

act 

out, 

  

  

    

and its inspectors could do nothing more than advise the 
parliament and the prosecutor's office when they uncovered 
improprieties. 

Soon after its creation in 1995, the Chamber's inspectors 
began to notice that no one in government ever listened to 
any of their recommendations. When installments of their 

meager budgets stopped arriving on time, coming in spo- 

radic bursts, the inspectors temporarily found themselves 

without money to keep up their offices. For a while anany 
of them worked out of their homes. 

By the time I walked into Nikulishev’s office, their financial 

status had improved somewhat, but bitterness over their 

continued impotence to get anyone in their own government 

to listen to them had left a undeniable scent of urgent, 
semireligious inquisitorial fervor hanging in the Chamber 
hallways. These were guys who were expending an enormous 
amount of energy, grief, and stress not to make money but 

to make a point—something that almost no one in the 

entire country could say at the time. 

Nikulishev was practically twitching with anticipation 

when I walked into the office. He even dispensed with the 

xenophobic gruffness one generally observes in an 
ex-communist government official when he receives a 

pampered Western guest. When I walked into his office, he 
put chocolates and cookies on the table and served me tea 

himself, waving off his secretary. 
The Chamber is frequently described, particularly by 

IMF/World Bank people and Western reporters, as a 

hotbed of raging red communists. Jonathan Hay himself 
said as much, calling them “communists” and “a totally 

unreliable source” when I finally spoke to him in the winter 

of 1998, long after he was out of the aid community and 

editing a business newsletter. While there’s clearly a heavy 
concentration of Zyuganov voters in the Chamber—and 
among these probably a good two or three key members 

who still keep Lenin or even Stalin busts in their studies at 
home—the truth is that the inspectors’ political leanings 
cover a pretty diverse range. 

The Chamber's most visible public figure is an inspector 
by the name of Yuri Boldarev, who was better known to 

Russians as one of the founders of the liberal political 

party Yabloko, headed by Grigory Yavlinsky. Yavlinsky and 
his party are probably the closest thing to a Western bleed- 
ing-heart liberal political party that exists in Russia, a 
coalition of touchy-feely PC/Green types and economic 
libertarians. Yabloko means “apple” in Russian: the name 
is also an anagram of letters representing the names of the 

party leaders. “Ya” is Yavlinsky; the “В” was for Boldarev, 
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Boldarev split with Yavlinsky a while back over disagree- 

ments over party strategy (and, reportedly, frustration 

with Yavlinsky’s famously large ego), then went to work 

for the Chamber. Since then, his frequent articles in the 

liberal weekly Novaya Gazeta newspaper about his 
investigations have been practically the Chamber's only 

public voice, as the controlled-from-above Russian 

в 

  

press increasingly shut the Chamber out of 
its соега] 

In any case, the point is that no communist 

organization would have allowed Boldarev 
to be its public mouthpiece. The idea is as 

ridiculous as the John Birch society hiring 

Jesse Jackson as its press secretary. Yet this is 

the way reform proponents countered 

Chamber investigations. 

Nikulishev, a soft-spoken academic type 

in glasses and a checked green sportcoat, was 
clearly in the middle of the Chamber's 

libertarian-communist spectrum. He was an 
ex-party member, but when he sat down to 

talk he confessed that his true model for eco- 

nomic development was Sweden, or “one of 
those countries.” He seemed to be a good 

accountant, whose goal in life was to find a 
job quietly snorkling through streams of 

numbers, make a few corrections here and 

there, and then go home to a dull family and 

a Saab. It was a perverse twist of fate that a 

mild personality like this had to be exposed 
on a daily basis to vast, ingenious criminal 
conspiracies like loans-for-shares. 

  

he Hay story Nikulishev told me 

revolved around a thing called the 
Investor Protection Fund. This was a 

public-relief program created by the 
government to compensate defrauded 

Russian investors, who made news when 

they emerged as the world’s biggest suckers 
after the collapse of the MMM investment 

company—a pyramid scheme that had 

robbed millions of Russians, many of them 

pensioners and veterans, of hundreds of 
millions of dollars. That company’s 

founder, Sergei Mavrodi, escaped punish- 
ment by using his financial gains to get 

himself elected to parliament, where he experienced 

immunity to criminal prosecution, before the police could 

assemble a case on him. To countermand that impressive 

demonstration of justice, the government in 1996 created 
the Investor Protection Fund, which was supposed to take 
2 percent of all privatization revenue—a huge amount of 

money, considering the massive properties the state planned 
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to auction off—and distribute the money to victims of 

MMM.-like schemes. 

All of which sounded fine, until you got to the nuts 
and bolts of the operation. The schematic diagram for the 

money flow that Nikulishev showed me was very compli- 
cated. The actual money that was to be paid to defrauded 

investors moved first from the auction winner’s accounts 
10 the Russian 

Privatization Fund, 

the holding tank 
for all revenue 

raised through pri 
vatization, then 

into the 

account of the 

actual Investor 

Protection Fund, 

From there, it was 

to be sent out to a 

private investment 
contractor, who 

would hold and 

invest the funds— 
thereby adding to 
pot—while the 

Fund processed 
fraud claims. That 

private contractor 

would itself have 

went 

  

Russia’s Press Licks contractors —for 

the Hand that Feeds It instance, the private 
depository that 

would hold the 

physical shares of 
the companies the 

Investment contrac- 

tor invested the 
Fund money in. 

The _ private 
investment contrac- 
tor for the Fund 

НР
 

И } 

  

= turned out to be 
= the Pallada mutual 
= fund, the one run 
а by Beth Hebert, 

Jonathan — Hay’s 
live-in girlfriend. 
The — depository 

was the First Depository, run by Julia Zagachin, a former 
coworker of Hay’s. 

But back to that in a moment. There was other money 

involved with the Fund. 

A fund is a physical entity: it's housed in an office, and 
has employees. Under the system worked out by Federal 

Securities Commission chief Dmitri Vasiliyev, the salaries 
for the Fund employees were to be paid with money 

loaned by the World Bank as part of a broad $31 million 

investor protection program (which also funded, inciden- 
tally, Burson-Marsteller р.г. campaigns on the safety and 
efficacy of private investment), The World Bank money 

traveled first to Vasiliyev's Securities Commission, then 
from Harvard Institute of 

International Development (yes, the same one) before 

moving to the Institute for a Law-Based Economy (ILBE), 

a body Hay created and ran. ILBE was the body that was 

ultimately responsible for paying the salaries for the 

employees of the Investor Protection Fund. 

If this sounds complicated, it’s because it is. To make 

  

there moved to the 

things simpler, you can concentrate on two things: one, 

that the money that was going for Fund employees was 
loaned to Russia by the World Bank, meaning that 

Westerners were going to make a profit on that end of the 
operation. Secondly, both the Pallada Mutual Fund and 

the First Depository, by managing the massive Fund hold- 
ings, stood to make a huge profit there as well. 

Already you have two sets of Westerners making money 
off of what is essentially a charity program for the very 
poorest, weakest people in Russia. So far, so good. But by 

summer 1997, a year into the Fund's existence, we've 
already hit upon the key catch to the whole story: not one 

of these poor, weak people had yet received a single kopek. 
That’s right; according to Nikulishev’s documents, 

which the Fund and Vasiliyev ultimately admitted to have 

been correct, more than $3.5 million dollars accumulated 
in the Fund’s first year of existence, yet not one defrauded 

investor had filed a successful claim. 

Meanwhile, Nikulishev had discovered in his investiga- 

tion that Hay’s girlfriend had won her contract without a 
tender, a seemingly outrageous conflict of inter 

sidering Hay’s key position in the scheme and his close 
advisory relationship with Securities chief Vasiliyev. 

I called Pallada for comment before I ran this story. 
Press spokesman Vadim Soskov (Hebert wouldn't speak to 

me) balked when I told him that I was about to run а story 
that Pallada had won its contract without a tender. 

“Of course there was a tender,” he said. 
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“Okay,” 1 said. “Who were your competitors?” 
“Well,” he said. “1 don’t remember. But we definitely 

had some.” 
Had such a tender been held, of course, the prepara- 

tions for it would have consumed the entire company’s 
attention for weeks, even months; everybody’s job in such 
a situation would be on the line; stress would reach such a 
high level that something as small as the absence of 
Styrofoam coffee cups in the office kitchen would move 
even the most imperturbable employees to near tears and 
fits of hair-pulling; wild-cyed interoffice romances would 

spring up because of it and then break down disastrously, 

resulting in strained or even destroyed marriages. ... The 

entire collective would have been consumed with just one 

thought: How can we destroy company X? 

A year after the fact, Soskov was trying to tell me he 

didn’t remember company X. Pallada later admitted that 

there had been no tender. 
In any case, all of this so far sounded like a straightfor- 

ward case of corruption—very interesting mainly because 

it involved Hay, the Big Swinging Dick of the aid community, 

but still just another story nonetheless. 
But Nikulishev had more than just a simple corruption 

story. Far beyond a precise grip on the ugly paper trail, 
and the revelation of the impressively sickening scheme by 
which affluent Westerners cashed in on public sympathy 
for poor suckers and then suckered them some more, 

Nikulishev had rare documentary evidence of the bum- 
bling, heartless, unbelievably cynical psychology behind 
the entire aid effort. He had proof not only of how little 

good these people did, but how little they cared. 
After the State Accounting Chamber finished the 

Pallada/Fund investigation, it sent a letter with its conclu- 
sions to President Yeltsin. Yeltsin, in what was either a 
spontaneous burst of conscience or (more likely) a result 
of being temporarily dissatisfied with Chubais and his 
allies, quickly sent off a short and ominous letter to Prime 
Minister Viktor Chernomyrdin which demanded that 
Chernomyrdin immediately bring Chubais ally Vasiliyev, 

the Securities chief, in for a reaming. 
“I request,” the letter read, “that you review the activi- 

ties of the Federal Social-State Fund for the Defense of 
Investors’ and Shareholders’ Rights and take active mea- 
sures to correct the problems uncovered by the Accounting, 

Chamber of the Russian Federation. B. Yeltsin.” 

Chernomyrdin must have done his job, because a little 

more than a week later, Vasiliyev sent a groveling 10-page 

mea culpa to Chernomyrdin in which he agreed to all the 

  

suggestions asked for by the Accounting Chamber, while 

trying vainly to defend the Fund’s record. 

‘There is a lot that is strange and illogical in this document, 
but the most striking is Vasiliyev’s means for excusing the 
Fund's failure to pay out any of the 22.5 billion rubles it 

had acquired over the course of its 18 months of existence, 

While it was true that the Fund had not actually com- 
pensated any defrauded investors, Vasiliyev wrote, it had 

performed a valuable service by “receiving 27,192 letters, 
answering 17,143 telephone calls, receiving 25,440 visitors, 
and granting free legal advice to 2,568 persons.” 

You have to admire Vasiliyev. It takes balls to tell thousands 
of destitute people that they should say thank you for 
keeping a phone line open to tell them to fuck off with. 

Vasiliyev went on to list eight critical measures that he 

planned to introduce in order to satisfy Yeltsin and the 
Chamber, Measure number 4 read, “Documents are being 
drawn up for a tender for the transfer of Fund holdings to 
a Russian Company in possession of the proper license.” 

This passage was clearly inserted to answer charges that 
Pallada had received its contract without a tender. Soskov 
may not have been able to remember whether or not there 

had been a company X—but Vasiliyev could, 
Vasiliyev in his letter also agreed to draw up incorporating 

documents for the Fund, which hadn't existed previously, 

to make a list of Fund employees, which hadn't ever existed, 
to provide a detailed list of Fund expenses, which had not 
ever been handed over, and to fire all leaders of social 
organizations who were supposed to be lobbying on 

behalf of defrauded investors but who had instead been 
put on the payroll of either ILBE or the Fund and kept 
quiet while no payments were made. 

And yet, after tacitly admitting guilt to all of these wild 

improprieties, Vasiliyev turned around at the end of the 

letter and complained to Chernomyrdin that “the conclu- 

sions of the Accounting Chamber are absolutely politi- 
cized,” It was a conclusion that gibed nicely with a long 

passage at the outset of the letter, in which Vasiliyev him- 

self defended the Fund on political grounds: 
“The realization of a complex program for the defense 

of investor's rights, as well as the formation in April 1996 
of the Federal Social-State Fund for the Defense of 

Investors’ and Shareholders’ rights, made possible the 

significant weakening of social-political tension in the 
population and the wrecking of the plans of the leftist 
opposition to use the issue of ‘defrauded investors’ for its 
own political ends.” 

Translation: It was okay that the Fund hadn't actually 
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compensated anybody, since its very creation had 

accomplished the sought political objective. 
‘This was what “aid” was all about. It was never about 

accomplishing anything. The Fund for these defrauded 
investors had only been created as a political necessity. No 

one used it to compensate any victims, because that 

wasn’t what it was for. What it was for was to help reelect 
Boris Yeltsin. And so long as it was there, it also served 

another purpose—to help a few government stooges and 
their girfriends make a little spare change. That was the 
level of moral commitment of these people. 

Curiously, the Hay/Vasiliyev story was not the ultimate 

proof of the intellectual bankruptcy of “reform.” For that, 

we had to wait for a higher authority to step in—the 

World Bank. For comment on the Hay/Pallada story, I'd 

called up Charles Blitzer, who for two years in the 
mid-1990s had been the Moscow chief of the World Bank. 

Blitzer was now working as a financial consultant in 

London and enjoyed a cozy patriarchal relationship with 
the Moscow press, forever-lending his stodgy wisdom in 

the form of doctrinaire quotes presenting the World 
Bank/IMF viewpoint on virtually any issue connected 
with Russian development, whether it was relevant or 

not. 
Most reporters loved him. So did we, but for different 

reasons. He gave our lives focus. Through his own 
self-promotional efforts, Blitzer had become more or less 
the official mouthpiece of the Western reform effort in 

Moscow. If the expatriate aid community in Moscow had 
the same sweatshirty, Nazi-oid feel of a major American 

State University, the vain and doddering Blitzer was its 
Dean Wormer—a near-perfect caricature of a bullying 

mediocrity religiously devoted to the cause of a narrow, 

careerist society with himself at the helm. With Blitzer 
around, we came into focus as the community's Delta 

House, By the time we were through with him, you 

could almost hear him shouting “I hate those guys!” all 
the way from London, as our own print version of the 
Deathmobile bombed its way through the reform parade. 

Blitzer came to our attention when I called him for 
comment on the Investor Protection Fund story. We had 

a long interview that was remarkable for its poisonousness 
on both sides. 1 had been prepared to let him get 

away with just trotting out the World Bank party line 

and refusing any specific comment on the Fund story, but 
Blitzer shocked me when he not only defended the entire 
program right down to the ugliest details, but viciously 
berated me for even researching the story in the first place. 

This is outrageous,” he said. “You shouldn't publish 
that. It’s extremely irresponsible.” 

“Why?” I asked. 
“Because that would play right into the hands of oli- 

garchs like Chernomyrdin and Berezovsky,” he said. “All 

the people opposed to reform.” 

“What do you mean?” I said. “What about all of these 
investors that weren't compensated? That isn’t shocking 

to you?” x 
“But look at your source,” he growled. “The 

Accounting Chamber. A bunch of communists.” 
Blitzer’s comment turned out to be the first of many 

times that serious advocates of reform would dismiss my 

reporting by calling either me or my sources communists. 

I found repeatedly that if you dug deeply enough into the 

abuses of reform, that if you had your facts straight 

enough to force an interview subject to confront appar- 

ent flaws in reform policy or implementation, the answer 
you inevitably got was just a bunch of name-calling. 

The idea that the eXile might have been a vehicle for 

communist propaganda was ridiculous, of course. Ours 
was a publication so gross and outspoken and porno- 
graphic that it would not only not have been tolerated 

under communism, but would have earned imprison- 

ment or death for anyone who tried to publish it. If Ames 
and I had been born in the 1930s as Russians, the NKVD 

would have worked us to death in coal pits in Vorkuta 
and used our bones to make veterinary soap rather than 

let us live ten minutes as free adults. Even under 
Brezhnev, we would have ended up in psych wards. We 

knew that. 
Blitzer didn’t саге. As far as he was concerned, anyone 

who didn’t support the World Bank was a communist. 
When I made it clear to him that I trusted my sources and 
was going to run the story, he tried to scare me with a dif- 

ferent set of bogeymen, the oligarchs. 
“You just can’t do this,” he said angrily. “It’s not right. 

It plays right into the hands of people who don't want our 
kind of capitalism. You're helping create an oligarchy.” 

“But these people are allies of Chubais,” I said. “And 
Chubais pretty much created the oligarchs, wouldn’t you 

say? Certainly he’s still a strong ally of Potanin.” 

“Well, yes,” he snorted, “I admit that in the past year or 
so, Chubais has been working on behalf of Oneximbank 
about ninety percent of the time, and for reform only 
about ten percent of the time, All the same, you can’t 
print this.” 

“Well, I'm going to, so if you'd like to comment on the 
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actual story, please say so. Otherwise, ГИ just leave your 
point of view out of the piece.” 

“But you can’t run this,” he repeated. 

“Of course I can,” 1 said. “I can run anything I want to, 
It’s my newspaper.” 

“I'm telling you, you can’t run this!” he shouted. “Aren't 
you listening to me?” 

The amazing thing about all of this wasn’t the fact that 
Blitzer seemed genuinely to believe that there were laws 
prohibiting the publication of obnoxious news pieces, but 
that he couldn't even take the time out to say that it was 
too bad those defrauded investors hadn't gotten their 

money. The guy's mind was built on the binary system— 

reform in, reform out. A story implicating Jonathan Hay 
in wrongdoing was “reform out.” It didn't compute, not 
even on a level of instinctual decency. 

Blitzer couldn't even evince disgust on behalf of capitalism. 
When he insisted that aid programs were run efficiently 
because they were contracted out in competitive tenders, 

I reminded him quickly that the crux of the whole story 
was that Pallada had won its contract without a tender. 

“Well,” he said, “in some cases, contracts are distributed 
without a tender, depending on the size of the award.” 

In any case, we tried after that to keep an eye on Blitzer. 
Unlike many of the smooth-talking spokesmen for 
“reform,” Blitzer had one obvious weakness which we 
knew might very easily be taken advantage of: his love, 
even greater probably than his love for money, of seeing 
his name quoted in newspapers. 

A few months after we ran our first Hay/Pallada story, 
we spotted Blitzer's name quoted in a Moscow Times article 
about the Asian stock market crisis. This was just after the 

Asian markets first started to crash, and two days before 

Russia crashed. Russia was due for a crash, of course; it 
had been the world’s best-performing market for almost 
two years, despite having one of the most atrociously per- 
forming economies in the industrial world. Worse still, a 
reputable British think tank called Control Risk had just 

rated it the most corrupt country in the entire world, ending 

a long Nigerian reign. 
Nonetheless, the Moscow Times article trotted out the 

predictable line that the Asian business was a temporary 
correction, and that there was nothing to worry about. 

Blitzer was quoted as follows: “In the coming days the ner- 

vousness of the markets will begin to calm down.” 

In fact, in a single “coming day,” the Russian market 

crashed twenty percent. Panic ensued, and the exchange 

closed for the first time in Russia’s history. By the time we 

ran our next issue a week and a half later, the market was 

40 percent lower than it had been when Blitzer pulled his 

spin-doctor act in the Moscow Times. 

After the Russian crash, we decided to call Blitzer back 
and see if he'd changed his mind. Mark called and left a 

message on Blitzer’s machine identifying himself as “Sam 
Weiss” of “Moskoyskaya Svoloch,” a financial newsletter. 

Now, “Moskovskaya Svoloch” translates literally as 

“Moscow Bastard.” This was a control question. We were 

pretty confident that Blitzer had never even bothered to 
learn the language of the country whose economy he had 
‘once more or less administered for years. If we were 
wrong, there was no way he'd call us back. 

Blitzer called back straight away. “Is this Moskovskaya 
Svoloch?” he asked our Russian secretary. She was new but 

had been instructed that this kind of thing might happen 
from time to time. She answered in the affirmative and 
put him through to Mark. 

Once he got Blitzer on the line, Mark adopted his usual 
cartoon-Brooklyn-Jewish Sam Weiss voice, and immedi- 

ately threw Blitzer another curveball, asking him a slew of 
questions about the Mongolian stock market. 

Mongolia had been the only country in the world to 
avoid the effects of the Asian crash; its market had risen 6 
percent the same day Russia's fell by twenty. Blitzer’s 

responses showed the former World Bank Moscow chief’s 
financial acumen at its best: he couldn't even predict 
events that had already happened. 

  

Blitzer: Hi, I'm calling for Sam Weiss. You left a mes- 

sage on my voice mail. 

eXi le: Yes that’s right. I'm working on а piece about the 
market disturbances for a new financial newsletter, 
Moskovskaya Svoloch, and | was wondering—do you have 
some time to take a few questions? 

Blitzer: No, I don’t have much time, but go ahead. 
{Note: the interview lasted some ten minutes, all on Blitzer’s 

bill.) 
eX ie: Okay, I'll try to be brief. What sort of lessons do 

you think we've learned from the market crash here in Russia? 
Blitzer: Movements in equity markets are now linked 

globally. 
eX i le: Is that why other small markets in the region such 

as the Mongolian market also collapsed? 
Blitzer: Of course, in small or illiquid markets like the 

Mongol market, the effects will be larger than in more liquid 
markets. 

eXi le: Do you think the Mongol market will bounce back? 

goed



CHAPTER THREE 

applauds the 
announcement 

rahip of the 
Pallada mutual fund is подо! 
ating the sale of a significant 
stake of the company to the 
giant Boston-based bank, 
State Street Global Advisor 
Should the deal go through, it 
would be encouraging evi- 
dence that Americans have 
finally learned to held their 
own in the rough-and-tumble 
world of Russian business. 

It sooms like only yesterday 
that the Pallada Fund was 

  

ing accusations of cashing in 
on the hardship of 
and mostly elderty 
Investors who for some myst 
rious галоп had not received 
any of the compensation the 
government had promised 
them, Hebert did the smart 
thing. She took her company's 
main woakness—its American 
management and the national: 

office windows at the 
outdoor harbor 
tow. М you can't 

the game, you might as 
well stick your hands out and 

ch out the penalty by 
uch—or make о phone call to 

chock a tew references across 
town at Harvard, as the case 

Pallada's road to salvation 

acte of fiberoptic technology, 
virtually anyone 
ean call di      Pallada Deal is Well-Timed 

      
heading in 2 nosedive tor the 
dustbin of history, hounded by 
sensationalist news exposes 
and forced by в stern and dis- 
approving Duma committee to 
rebid for its lucrative contract 
to manage the assets of the 
state Investor Protection 
Fund. Once again, it seemed, 
Russia's xenophobic имено 
ty complex before the West 
would strike down an honest 
American effort to engage in 
meaningtul trade. 
Western business observers 

whe followed Pailada's trou: 
bles reacted universally with 
shock and — outrage. 
Particularly troubling was the 
fact that the Duma committee 
and the Russian pross had 
even ignored Patliada's efforts 
to conform to local cultural 
norms by winning its contract 
not through fair competition, 
but through a direct award 
without a tender. American 
business was bending over 
backwards to do things the 
Russian way, and still being 
shut out. Was there any hope 
at al 

Welt, it turns out that there 
was. What Pallads director 
Beth Hebert discovered, and 
what a host of other American 
firms in town have yet to learn, 
fs that the real money to be 
made im Russia isn't even 
Russian. It's American. Aad all 
you have to de te to get at that 
American money is set up 
shop here, then turn around 
and do business with 
American companies— who 
themselves are likely to be 
weighed down by old concepts 
like due diligence that will 
keep them earthbound in 
Moscow while you м 

ist loathing it aroused in 
Russians—and turned it to her 
advantage. If wellconnecte: 
Americans on the ground in 
Moscow couldn't communi 

je successfully with the 
locals, she probably figured, а 
gang of stuffy M&A brokers 
perched in a соку office next 
to the Boston Harbor 
just over the outdo 
seat tank at 
Aquarium...woll, they'd во sti 
worse. And she picked up the 
phone 

That's good business. That's 
horse sense. That's an oxam- 
ple of а company taking the 
best from both cultures and 
just running with the bal 
That's what America is all 
about. 3rd and 26 on your own 

0 yard line? Take а deep drop. 
Go for the end zone. There are 

ins on that side of the stadi 
um, too. And they're not boo- 
ing. 

Аз any good NFL football 
coach knows, you might a 
well hold the defensive tackles 
on the line when you go for a 
long bomb trom deep in you 
‘own end. М you get caught 
holding on а Sed and 6 on your 
own 6, you end up punting 

rom your own 4, Но big deal. 
W's worth the extra second or 
two ef protection tor your QB 
and his million-dollar arm. 
You've got nothing to lose— 
and seven points to gain. 

Holding off the OTs at the 
и 

the referees are all blind and 
stumbling along the field with 
canes. That kind of retereeing 
ls a little bit what doing due 

© for 
Bostonians whose usual daily 
routine involves looking out 

and learn the telephone num- 
ber of State Street Bank, 
meaning that any party so 
inclined could still revive the 
troublesome due diligence 
process. But that state of 
affairs would only present а 
problem for а company operat. 
ing in a city that’s also home to 
a meddiesome English-lan- 
guage nightlife weekly staffed 
by mindlessly vengeful people 

One of the chief Белой, 
ciaties of the so-called 
Investor Protection Scandal 
was the Pallada mutual 
fund. which was headed 
by Beth Hebert. the live 
in girlfriend of major 
American ald figure 
Jonathan Hay. Hebert 
and Pallada won а con: 
tract to manage the 
money of the State 
Investor Protection” 

fund—a Hay-run project 
ostensibly designed to 
compensate Russicns 
defrauded in phony 
investment schemes 

  

without а tender. When 
word leaked out that 
Hebert was trying to sell 
her company to State 
Street Bank in Boston. we 
felt a responsibility to try 
to wreck the deal. In the 
meantime, we used the 
eXile to try to make 
Moscow resident Hebert 
ав nervous as possible 
during sale negotations. 
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with absolutely nothing better in Russian- 
to do than send fax after fax 
after fax all night long to 
strangers overseas. 
Fortunately Paliada, 

there is no such publication in 
Moscow. Its secrets will never 
eseape the Russian capital 
Particularly not the part about 
К possibly loving most of its 
assets under management in 
an upcoming rebid. We at the 
eXile are glad that's so, As it 
stands, Pallada's brilliant 
maneuver witl, once И comes 
to в successful conclusion, 

usher in 
American commerce. After all 
these years, we won't be at a 
disadvantage anymor 

‘A 

  

Blitzer 
there’s a rush to 

Typically, after a slump, 

In Mongolia, foreig 

  

et out n 

  

investors did everything to pull out when 
the market fell, because of the ....illiquidity 
But it's all a correction, and these markets 
will bounce back 

Mark threw 

This one was in the dirt, but Blitzer 

Here Blitzer yet another 

curve. 
swung anyway 

eXile: Some people are saying that 

the movement in the Rus: 

linked to the weather. Last 

warm, and the market rose. 

market is 

  

a    
winter was 
This winter 

it's supposed to be a lot cooler, and the 
market's falling. 15 there any connection? 
Blitzer: Well, I get into 

hypothesizing about that. Uh, the market 
is illiquid, the volume's low ... but 1 don’t 

know how the market links to the weather. 

eX ile: Do you think it’s going to bea 
cold 

Yeltsin does. 

Blitzer: have no idea what kind of 
winter Russia will experience. I do know 
that with the return of El Nifio, the weather 

won't 

  

winter here in Russia? President 

patterns are changing around the world 
The getting the 
ocean—it’s warmer in the Pacific region, 
and this is having have some impact on 

weather 15 warmer, 
  

  

Russian weather. 

    

El Nifio? What the fuck was Blitzer talk- 
ing about? We called Timur Ivanidze at 
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the Gidrometsentr, 
Russia's state meteoro- 
logical center, to set the 
record straight: 

Hireueanier 
ость er surat 

eXi le: Does the El 
Nifo phenomenon 

|| have any effect on 
Moscow? 

Ivanidze: No, 
not at all. It only affects 

tropical areas of the 
Pacific Ocean, specifi-   cally the Western 

Pacific. 
eXile: Because 

  

the former head of the World Bank in Moscow says El 
Nifto has an effect on worldwide weather patterns, includ- 

ing Russia. His name is Charles Blitzer. Maybe you've 

heard of him? 
Ivanidze: No. 
eXi le: He's sort of an all-around expert. 
Ivanidze: 1 can only tell you that there is no world- 

wide effect from El Nino, only in the tropical regions of 

the Pacific. Russia is not affected by it. 

eXile: There's a theory going around that the 
Russian stock market is linked to the weather. When it's 

warm in the winter, the market rises, and when it’s cold, 
the market falls. Is there any truth to that? 

Ivanidze: (laughs) I can’t comment on that. 1 don’t 
play the market. 

eXile: Well, do you think that one can even make 
predictions about the stock market? 

Ivanidze: I think it’s all speculation. 

After we published the transcripts of these calls, we got 
a letter from an EBRD executive in London, asking for a 
copy. We figured it was an interorganizational rivalry at 

work—Blitzer must have had some enemies back in 
England, who probably faxed the thing all over the place. 
For all we know, the piece is now taped over every World 
Bank copy machine in the world. 

The joke certainly got around in Moscow. A few 

months later, we called the Legal Attaché office at the U.S. 

embassy as part of our “Vox Populi” man-on-the-street 

feature, in which we asked really dumb questions of really 

smart people. We got FBI agent Gary Dickson on the 

phone and laid the question of the week on him: “Are 

there other life forms in space, and if so, will the Asian 

Stock Market Crisis affect their economies?” 
“No,” Dickson quipped, “but El Nino might.” 

tunts like the Blitzer call and the Burson- 

Marsteller prank put the community on guard. 
By late spring, Mark and 1 were both hearing 

pretty regularly, from friends and non-friends 
alike, that people they knew were openly 

expressing a desire to stay off our bad side. Whether or not 

the pranks we pulled actually met with anyone's approval, 

there was increasingly an awareness around town that any 

time the phone rang, it might be us calling—no matter 

who it sounded like on the other end of the line. 
Obviously, we liked to hear this, It was the first hint we 

had that the paper might be able to find a way to survive. 
In the beginning, before we started to make money and 

before our investigative pieces started to be taken seriously, 
the ability to make people nervous was the only leverage 

we had in the community. Taped phone calls and copies of 

letters in which well-known people in town made fools of 
themselves were the only proof we could offer to people 
that we existed anywhere except in our own heads. 

Awareness of that fact put us constantly on the lookout 

for ways to demonstrate our capacity for high-tech nastiness. 
In our desperation to stay alive, we sometimes picked people 

to make examples of who didn't even deserve it. They were 

just there—old decommissioned ammo dumps, just waiting 
to be exploded by controversial new test weaponry. 

That was how the Gorbachev thing happened. 
One night during the summer I woke up in a cold 

sweat. I'd had a terrible dream and for a moment had no 
idea where I was or what day it was. | had a cup of tea, 

went back to sleep, then woke up again an hour later with 

an idea. Why not try to hire Mikhail Gorbachev to be an 
assistant coach for the New York Jets? 

On the surface, the idea made no sense. Mikhail 
Gorbachev hadn't done anything to anyone lately. He was 
an addled old man whom nobody took seriously, In fact, 

in a weird way, | liked him, particularly since Га had to 

cover his presidential campaign the year before, when he 
had more or less gone publicly insane on several occasions. 
He was like a Soviet version of Don Quixote—potbellied 

and completely devoid of personal warmth, lacking the 
charm to attract even a Sancho Panza. 

During that campaign, when an illiterate drunk in the 
Siberian city of Omsk rushed him in a crowd and 

punched him in the neck, Gorby-Quixote quickly made 
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