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What have recent events taught us about our policy on Russia's lransfonnation? 

Have we been pushing for the wrong agenda? 

Has there been too much emphasis on fiscal adjustment and not enough on 

structural reform? 

Is ruble stability still important? 


, Did we push for too rapid capital account liberalization? 

Has the IMP been either too rigid or too lenient? 


• 	 First, on deficit reduction; Mr. OdHng-Smee probably laid out the basic math governing 
Russia·s fiscal situation federal expenditures of 16%/GDP federal revenue of lO-
11O/oIGDP and the difference nearly all representing interest payments. ' 

• 	 This generates a borrowing requirement which keeps real interest rates high even in a 
dletent global environment. ' 

The added effect ofcontagion has pushed rates up so high and reduced rollover so 
sharply that Russia is fmnly in a debt trap. 

• 	 You may ask what's so unsustainable a 5-6°lolGDP budget deficit. Other countries perk 
allong with deficits at that level without major catastrophes. 

• 	 I think there are 4 answers: 

1. 	 Russia has no growth so there is no favorable· dynamic involving rising revenues 
and falling expenditures related to job creation. 

2. 	 Monetization ofRussia's economy remains very low, about 12O/oIGDP (ruble M2 
as % ofGDP) financial savings available therefore are basically absorbed by the 
public sector, leading to very large crowing but effects, and smothering growth. 

3. 	 w.e have the new more difficult environment ofcontagion and growing 
skepticism about emerging markets. 

4. 	 The cash deficit understates the magnitude of the problem. Including offsets the 
deficit waS 6.0(% in 1997. as compared to the deficit on a cash basis of 5.1%. 

• 	 Now, you can argue some ways to address the deficit problem are better than others. I 
tIling'we would agree that real tax refonn is better than more spending cuts. 

Obviously not and this Administration has consistently pushed a range of growth­
promoting refonns. encompassing everything from tax reform. to legislation to legal 
I'1~form. 

• The Treasury perspective on this effort is to increase sharply the WB's engagement with 
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Russia - as Lany Sunimers has p~t it we want the baton to be passed across 19th • street. . 

Last year, we saw real progress in this regard. For. the first time, Bank 
disbursements of$3 billion exceeded those from the Fund of$2.1 billion. 

This year things have slipped back a little for a variety of reasons but I think you 
may see intensified WB engagement with Russia in the months ahead. 

• 	 What about the ruble? 

While is may have been buried in the recent turmoil, the truth is that the ~ble 
anchor has produced real and sustained stabilization results. 

Inflation has been brought down from 131% in 1995 to 8% projected in 1998. 

And we don't see a strong empirical case for ~ble overvaluation . 

.	On a PPP basis it is stiU undervalued by roughly 25% (Russian Center for. 
Economic Refonn). 

In real terms, the ruble has been fairly steady in 1996-1998 (is has appreciated . 
slightly oil a trade weighted basis, but depreciated slighUy against the dollar) . 

. .: 

And Russia average wages are about S175/month, below those ofPoland. 

Hungary, and the Baltics while above those ofUlaaine and Belarus. 


• 	 Some have suggested that capital account liberalization was too rapid give the fixed 
exchange rate and that this has left Russia excessively wlnerable to contagion. (This" of 
course. is not just a criticism leveled in the Russia case.) . 

• 	 I would respond. first ofall, that when confidence was high. foreign inflows reduced 
Russia's borrowing costs sharply. Inflows were the primary cause of the reduction in 
.	GKO yieJds from an average of 88% in 1996 to less than 20% in the summer of1997. In 
Russia's under-monetized economy, foreign flows have been key to financing the deficit. 

Regarding the issue ofwhether foreigners triggered the current crisis. I think the 
evidence suggests otherwise. 

In May and most ofJune, foreigners reduced their holdings ofGKO's by roughly 
$1.2 billion (6%) non-SberbanklCBR Russian holders ofGKO's withdrew $1.6b 
from the GKO market (16-20% of their holdings). . 

• 	 The IMF has been criticized for imposing too much policy conditionality on the one hand 
and for keeping the program alive despite policy slippages. on the other. 
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• It seems to me thaUhe IMF has chosen a middle course, and as middle courses so often 
.are, this was broadly appropriate. 

Remaining engaged has produced some important successes: stabilization, 
monetary reform, some reform in budgetary procedures, some trade and ' 
investment liberalization. 

o At the same time, the Fund has withheld a substantial amount ofmoney, either through 
f;utting the size of tz:acheae or delaying them. 

• I don't think it is generally'recognized that as of this moment Fund disbursements are 
:ilbout S2b lower than planned under the originalEFF program. 

Crisis often produce major'policy changes for better or worse, but this new government will be 
hard prc~ed to build a constructive consensus. 

, , 

; 
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. RUSSIA NEWS 


PM Kiriyenko and CDR Chair Dubinin released a joint statement this morniDg laying out 
Russia's :actioDs: . 

Ruble: GOR announced new band of6.0-9.5 RJS (implying a maximum devaluation of33% . 
from the previous 6.3 RJ$ rate). MICEX fixed ruble at 6.43 RJ$ today, but interbank trading 
is at 7.1 to 7.8 RlS. In early trading on Chicago futures, the September maturities are trading at 
9.3 RI$ in light trading, down from 7.2 RJ$ on Friday. 

GKOIOFZs: GOR announced that all GKOs and OFZs maturing before Dec 31> 1999 wiJl be 
restructuted. More.details to be released Wednesday. Trading is suspended in the meantime. 

Bank holiday was not announced. The CBR and GOR win support a 'payment pool' for the 
interbank market to help maintain liquidity. So far, rhere are no signs that Russian citizens are 
rushing tl) withdrawal their deposits or conve.rt rubles to dollars. 

GOR alSI) did not announce at guarantee on bank de,posits of Sberbank or any other bank. The 
CBR belileves such an announcement would cause more concern than it would relieve. 

The CBR raised overnight interest rates to 250%, from 150%. 

GOR anIlounced various temporary capital controls, including a 9O-day moratorium on the 
repaymeult ofcredits to non-resident financial institutions (Tms would cover bank-to-bank 
syndicated loans. margin calls. and forward contracts. It is unclear iftrade credits are included.) 
The GOR also submitted draft legislation to the Duma on new capital controls. The IMP 
believes this is only to shorten the time period in which llnport/export proceeds must be 
repatriatt~d from 6 months to 3 months. 

The Duuli will meet in emergency session on Friday, according toZyuganov. 

Equities:: RTS is cUIl'ently down 2.4% from Friday. There is stilllll2 hours oftrading l~ft. 

Eurobonm: Yields on Russian $-bonds have risen by about 400 bp in early trading, according to 
Wallar. Tbe)Pinance Ministry just announcoo that its 90-day moratorium on S-payments does 
NOT affect Eurobonds. This may help the Euro market recover later today. 

IMF: Gamdessus said "These measures and their potential impact will immediately be analysed 
by staff and management of the IMF and submitted to the Executive Board. It is important that 
the international community as a whole. both public and private sectors, show solidarity for 
Russia a.t this difficult time .." He called on the GOR and Duma to press ahead with the 
anti-crisis program so that the IMF can release the next tranche of its credit package next month. 
He aJso called on the GO~ to fmd "a cooperative solution to the debt problems, in a close 
dia1ogUf~ with Russia's creditors." 

http:conve.rt
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AugUst 17, 1998 

INTERNATIONAL MONETARY FUND 
MOSCOW OFl'lCE 

Russia-'FiDancial Mea1lInS 

The Mm:Iaging Director ofthc International Monetuy Fwx1. Michel CamdcS31lS. made t1te 
fono~~ statemeDt today: 

"On July 20 the Fund's Execlltive Board approved additioual finatleial assistance to Russia of 
SI1.2 biIllou in support ofa stRmgthening of'Russia's economic program. Imp1ementatiOD of 
this ptO~wn has been satisfactoty. Despite this, confidence in financial markets has DOt been 
reestablJ~1hed and as a result Russia bas Continued to lose reserve&. and asset prices have fallen 
shmpIy. In view Ofb risks implied by the persistenee of these trends, the Russian 
govemm:ml has today announced a set of measures designed to bolster coDfidel:lce. including 
Ii change in exchange rate policy, restruetu:rini of lovemment debt. and a temPoral}' 
restricnO:D on capital payments abroad. 

These mc:&.$ure8 cd their potential impact will immediately be analyzed by the staffand 
~lont ofthO IMF, _ submi=d to 1hc Bxecudve Board. As a p!elf:m1nary reaction, I 
~ ofthe: view that, in the DeW context cfeated by these measures. it wiD be esPecially 
important for the Russian authorities to take all necessary steps to s:tmlithen the fiscal 
position; prompt passage of fiscal DlCIlSUI8S in the forthcoming session olthe Duma will be 
essential to this end. The authorities should also spare no effort to find a cooperative solution 
to their d:bt pmblems. :in a close dialogue with Russia's creditonJ. I hope that the 
8ovemD'1I~nt'~ economic program. will continue to be implemented in 1U1l, so that the economic 
and financial· situation will improve and the lMF can be in Ii position to disburse the 6coona 
tranche under the enhancecl Fmd proaram in September as scheduled. 

More ieJllerally. it is impOrtant that the international community as a whole, both public and 
private- :sc:ct0I3" show solidarity tbr lWssia at this difficult time.... ' 
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JOllNT STATlDUtNT 

OrGill Cevmurmerat.rd:le ~ Jl'edendoD 
and tile Ceatnl BaBIk ol'tIU.... rldantia' 

AuauJt 11. 1998 

The periocl de the ~ ofdle lIImIiu Peda:ati.oD ami. tbe CaIIIn1Bak of " 
the lluuiaD Federation had !lMauaced. medlum-:1a1Il taI'JI'U ottbe ftmIlp ....m.RiG 

, poJk,y 1br the w.rreat J*iod was marked by. major a88iavatioaot'foreip uccmomic 1Jituation,' 
fot Russia. lIS by fat;uan '\Wnl the folJ0wiD8: tba world flDliDc:ia1 criaiI whicb besaa iD. 
~n1But Alia COVIItriea aad evolved OD i aloba! aCaIe; the llIleraDy'depreuive aiUJetj~ 
in an emAqiDa markeu, i.ncludiDa the ltIJaaian tlnaDdal.m.arket; II. decliDo altha worlel prices 
OIl .1Il item. w1U.ch an key bltiaD. aportt. in particular. 011 oD. whieh rcsu.lted ill 
deu'.rioration ofme ccuntJy'a atemIl blll_" ofpaYmeab-

At. the aame time, the federal budSDt baa dnmatictl1y worseaed, ad c:oDfldeziCe m 
R:uI,lian gOvemDlaar UOJri.tiea baa dud_ whieb lead. to 111 outflow offoreip capitlllIom 
Rufsia. and bnmabt about a dediDeottho c:ouatry's sold IDd fonip.ana.reaaVu. In 
this contc:G.. adjudtmaal;a ill the fonip f"lT'benp poliCY punued by lbe ltutllta,n PadcntiOlJ 

I 
 bor.ome iruMtable. 


To protect aratioaaJ eeoDDmic iD.tenIta. &Void areduction of'foteip achanp.n11f1M18 
aDd eliminate disproponicma wblch have piled up in the foraip ICOJ'O.'aJiC ~ the 
Go'\I'8I'ftIMItt oftbc blsWl Federation IDd the Bank ofRuaaia hereby mako 8 lWCmeDt OIl

I 	 fcw.iBiD& tb:: p~ offareip liJll'Chaap poBcy aDd methods otset:dDa the ruble em:banp 
ratel. U! me curnmt. aituati&m. it woW. be \IDI'OUODD1:I!a to ooDtia.ue t.iabt daily n;change rate 

I 

b.u:d in the form ofthc CBll-um.ounced p1lI1'cbI!se aDd sale rate oftbo U. s. doUar in tho 
illURaDk fareip exehaDie m.J'k8t AcGOrdia8lY. dIO ~ otlCCtiDa the oSIcia1 rubla 
cxc:b&nse rate by me Buk oflluuia will be amtDded; lhe me will be deBited &Dm the 
OU'Icome ofdaily openUiODl mexcb&aae and over-iba-cotm.fa' aec:tors Dflhe dometdc fbRip 
fStblnge market. . 

At tba tameu.a.., the Oovel hCOem oftho RDIIia.a PedentiCll urd the BaleorRusaia 
take an obJiplioD to \1M budpt. JDODDtaIy ar&d finip 4'JKbenao paUoyto mlmtam D2. 
...mlldi1iou .in thD f'anip.....,.,... _kAIt which Am aaeealArJ' for maifttatinina .. pn'Idictablo 
.:haDp I1IZe path. IU Wore. ~ ptIlCb.ue and sale orbeip erdMnp by 
cqan 'DliOIl8IDd popuJatiIm vii he CIDIAD"I=d ill tho COJlhlIII,( ofo.GIU'lI'atla... aDd oa. the ' 
ba!Jb ofa t'ILIIka exrJmtp rate. . 

http:ptIlCb.ue
http:over-iba-cotm.fa
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11J.e GovernmfIIIIIt oftbc JWaaiu PederatiOllIlDd 1be Baak ofl.uuia be1ieft tIwl. 
pr01nded thit lea,i1la1iw support is obtaiDed, implaXIwadCID oft» GoverDJDl:lllt'. ~ 
OCOIlOmic JDIM!!!lI''e ps.a.c:klp. all weD u acid IIDd foreisD "XdnmaereaerYn aw.iIab1a u this 
poUlt.oftimc, make it po.1* to mamlaia the ruble ar-h••.nta In t1ut bud cfIlub 6.0 to 
9.5 per 1 USS ira the remainder oftbe year. ' 

no-=". I'IIC policly iD tbID D#W cca.dilioDl ,wI be .... on & v·'a,"",*, "'pt 
policy and a IIlt1lcieat.ty UabI moA8IIU'J poticy. n.by role wiJl be playld by • 'laible, 
lDf.ctut I1ltO ,polley1IIIbICh wm GII1Jn • c:urb em inS_"'.., .,D[Iltiou _ lUSioilldly 
attractive UwNIIJDent .Irl UItItI daaomiaated in tho 'IuaIian domGCldc ~, 1i\'hiIe 
'O'\'ImAIDCI1t fORlip admnp fill.".will be lDlliataiMd at alUfBctoDIlevel. DeflaiDg_ 

. ofIicial Nble schanp rue OIl me baaia of ita market prk:ea • make it; poaaibIo.to allay , 
, ',',' ,IPeG1lative atUGb OIl the RussiaD rrubIe.. wbich mcm uareuonabltf speadiaa ofdle Buk of 

huia', forap "eblasereserves. .. 

At the lame lime., !be ~Orabe lWHia" PederaIiaA IDd tbe Buk oflbluia 
are: iDtroduc:iAs fI\1Itri;tiom, aeceaaary WIder c:urteaI coaditioDs. OIll\OM8llidems' fhreip 
C:W:TeIlCy iCOnvcnicm "".Pital acc::ou.Dt opll'1di~~* view of'protectiDa the Rueaiua 
market itom a deatablliziDa impact ofglobal movemeau' ofahort-tcm speculative capital. 
AliM>. the Uo\l3nltQtD.t oftile bllliaD Federation and the 8_ oflWsaia fWly codrm their 
iDten:1atioD&l cbJiptiODlllba. in t 996 to elimiwI.te resuictiDDI OD ruble ccm.verai.on in the 
Q1li'rent balance ofpaymcmta open1iona. 

s. Kiriyoimo 
Ch.airmaA of_ Gcrvemm.Gmt 

of'tbct Ruemen Foderalioa 

, S. Dubinm 
CIIIimwl 

Baak oflballia 
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offll. GovenameDt ofa. RalllIB Pedenda.1 

. ad the CadmJ hmk of6e RuIfu ,edendea 


August 11» 1998 

. The financial markets crisis hit the Russiaa ecni2DDly at the besinninlofits recovery. 

Since OCtober 1997. the Oovemment and the CBR. haw beaD cJefendiq the major 

acbieV!=.cnts meconomic policies ofUse tefCDt years. i.e., stable prices and a strong ruble, 

and, cc~y, the nation's Dvmg SIBIldards. 


. As a tesUlt ofdeterioration ofthe fomp economic situation and. an ~ 
bud.ge1t revc:oue litualion, the problem oftbc SIIItc debt IDIIUIpIJODtbaa 'WDl'SIIlleO. 

EXpeDditllRS on redeeming the previously issued. go~ent securities IlU1 intaest payments 
at 'die 'time ofthe low level oftax collectiollS have become III excessive burden on the .state 
budget. '1"he GoverJUJNBt ofthe RuaBirm Federation is foJCed to redw:c domestic debt by 
cuUinjg fedealcxpea.ditures and by borrowing abroad. In July. the Gove:mment's CCODOmic 
prognun was supported by in1enlational f'iDaDc181 organiprJons and by the: lc:adi:ng c:oUntrioJ of 
thcWlXld. 

However. the deepeDiug emais in Asia and. aDew decline in the world oil prices have 
notDlade it possible to restore CiOIIfidence in thl: Russian securiti~ am! ~D.Sequenlly to malce 
the budget situation easier. ~ oftbe ~s tbre1p exc1Dmge rcserv=s caotinues. 
aud tile banking system bu started exp.eriencma certain difflculties. 

In1his siluiion, tho Gova DJ:nGr tmd ~CBR. deem it ZIMIIIBBr)' to UDdenab a 

complex ofmeasun:s aJmed at normalizing the 5naacial aad fiscal policies. . 


1. Sta:rtiDa from Auaust 11. )998.1be CBR switcb.e5 to iJDphmentaticm ofthe 

floatinaear.manp rate policies within the ~ bouDdaries mUle "exdlaagc baDIf"' set at the 

level of C5 to 9.5 rub!. perus donw. CDR intl::rdcJltioaa will De usee! to amooth out ibap 


. tluctll8tiOD.S ofthe ruble exchange nte. The CM will use iDte1'at rate policies to pursue tho 
sum: goal. 

2. Govermnent securities (aKOs and. Om) with due data tbrou&h Deceimer 
31. J.m. wm be xescl:1cdWed.1mo new SCIIPUIiucs. T~hDkal p:I11ImCtcn fw the ;.oDvanion 

will be IIlJlOWlCed on WcdDeaday. August 19. 1991.. TI8A:Ima teaioDs mthe GKQ.OFZ 

mmftet will be suspeDded until the rescbecb.1iog ofgove:mmcnt securities is completed. . 


http:switcb.e5
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~~. 111 accorda.rJl:.e 'Whb die proYIsiomJ oftbe IMP A:niela ofAp~1hc . 

GOVemJneat and the CBIl intlodUCI.1empOtmy restri=ans on capital zccmmt foreign 
. ~ operations by the rcsid.ents ofthe R_aD Fedendion. StartiDa fiom August 17, 

1991, tlllCie will be a 9O-day montorium on ~of fimmc:iaJ credits cxteDcle4 by the 
nomesideDts of the Russian Federation, on lDsurlDGe payments on credits backed up with the 
pledged sec:uritics. and. on forward foIeip exchange COD1l'IdS. At the same time, a . . 
prehibi1lca is intrDd.uced for DODl'CSid.enu ofthe Russiail Fccbmdion to invest in -ruble assets 
with mtdllrities of 1year orless. 

4. Tbe OoVlfJJllleat ad the CBR viow. stable operation ofthe banking system 
.. aDd thc.systam ofpaymeats and settlemeDts in the RuuilD Fedemlon as oueof1he top 

prioritilt&. In this CODtext, the Govcmmeot·_ the CBR support a payments 1'001 to beSlrt Up 
by the Jarpst Rmsiau banks, aimed at maintainini the stabili~ofinterbank settlemeJitS. At .i 

i 	 the smle time> the CBll iDreDds to make an additional cdlbrt to mcngthen tae Russian banki'DS 


syste.m., and invOlve both stable Russian banks and leading foreign banks in the solution oftbb

task.' 	 . ­

5. To rzstonl the finam:ial marbt. the Govcmment afthe RusmIl2 PedemtioD will .! 
inlhlulearestmturebqin the placement ofBlu;lrt-tam (one or two wwk) ~i 
securities. The J"8D&e ofSCClJIi1ia issued for population will be ex:tm:aded.I 

/. 
I 

. 6. The OOicdUftef1t ~ the CBR. are suDmiUiDs leplaDve initi.&ti"" to the 
. Federal Assembly to tigbtm ccmIrol over the omflow offoreip exchange resources abroad. 
At 1besame time. the Govemment and the CBR intend to rake urgent actions in this area

i withiDthcir cuaea.t authority. .
I. 

7. .l'Ile Oovemm.cnt oftho RuuiaD Federation 0DD8 apm Cl8Il CD tho State Duma 
with a proposal to bald an em.erpuey sessiOl'1 before the end. ofAugu.st. aod to adopt the! key 
draft lilW5 whkh will ensure thc1imelyPaYuumt ofpensiODS,8DCl waps to the budptazy 
employees, develop tegislatiw proc:edures for rehabilitation ofbanb. ami strength. the system

I 	 . offonlisn excbanp regu1ati01'1S and foreign excbrmae coutrol. 
i 

CbaiftlWl oftho Gowmmat 
ofthe·Russian Federation 

s.V••~iriyenko 

CIudrmm 
oftheCBR 

. S.K. Dubinin 
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DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 20220 


OCtober 21, 1998 
, , 

MEMORANDUM FOR DEPUTY SECRETARY SUMMERS 
ASSISTANT SECRETARY GEITHNER 

FROM: 	 Deputy Assistant Secretary Medish t'~ , 
NancY,Lee/M.. 

SUBJECT: 	 Russia Trip Report: October 13-16, 1998 

Russian poUtical economy: principal impressions, . . 	 ' .. -. 

The pervasive feeling is that Russia is in the eye of the stonn. A temporary calm has descended 
after the initial shock of the devaluation and the collapse of the banking system. People are now 
braced for high inflation, shortages, continued ruble inconvertibility, and external debt default, 
with little expectation ofa decisive response ·fr'Qm the Primakov government. 

Political unrest is expected to remain muted, with the possible exception of food shortage 
protests in remote regions this winter. Outside Moscow, 'the 'crisis has driven people deeper into 
the non-monetized economy. In Moscow, the crisis has devastated the service economy and 
demand for consumer goods. There has been a sharp rise in the numbers ofunemployed 
financial arid maiXeting professionals. No one is predicting early translation of this 
dissatisfaction into fonnation ofpolitical parties or movements. But there is a widely shared 
view that these people embody a fundamentally changed constituency and will somehow sustain 
Russia's connections and slow convergence with the West. 

Focus on the possibility ofearly presidential elections is intensifying. The crisis appears to be 
driving Russians to look more urgently fora savior rather than a new ideology or strategy. As a 
consequence, we are likely to see burgeoning political activity rather than dramatic new 
directions in economic policy in the coming months. Calls fora clearly incompacitated 
President Yeltsin to step down are heard from nearly all points on the political spectrum, 
including lor the first time from Luzhkov. (Ifbe resigns, elections would have to be held within 
3 months.) Sergei Vasiliev judges the odds of a presidential election by spring to be significant. 
The two viable candidates remain Luzhkov and Lebed, although some argue that, despite his 
explicit lack ofpolitical ambitions, Primakov may emerge as a consensus candidate. 

No consensus has emerged about what policies to try next, but there is a palpable tilt toward 
monetary e:xpansion, protectionism, and subsidies to promote domestic industry. The view that 
under-monetization in Russia has been caused by monetary restraint is becoming more ' 
fashionabl<~, even among those who acknowledge that Russia's fiscal stance has been untenable. 

,Arguments: for protection and subsidies are framed in import substitUtion terms and will be 
difficult for the United States to counter given our likely course of action on steeL The good 
news is that many, including "traditional economists", share the West's structural refonn agenda, 
especially deregulation, better corporate governance, fighting corruption,and creating a fair, 

cc: M. Froman 



workable tax system. Interestingly, views on Prime Minister Primakov are sharply divided. 
Some view him as the first skillful, coalition-building politician in the Western European mold. 
They support his decision 
not to promulgate any comprehensive economic plan which would galvanize opposition, and 
they cite his concerted effort to reach out for a broad range of advice, including from foreign 
investors. These observers predict that Primakov will take discrete actions to deal with 
successive "squeaky wheels", which theyview as the best strategy. 

Others. view Primakov as delaying essential decisions, failing to provide leadership, and 
ultimately doomed by his inability to act and worsening economic straits. Sergei Vasillev argues 
that he is an explicitly transitional figure, with a limited mandate to maintain stability until 
Russia can elect a new President. In Vasiliev's view, any Primakov effort to take decisive 
action would immediately undermine his support. 

There is no, dIvergence of views about Primakov's cabinet which reportedly was forced upon 
him. With the exception ofZadomov, they are viewed as retrograde orincompetent or both. 
They are expected to be tossed aside as conditions worsen even if Primakov himself remains. 
Zadornov is severely weakened by the actions of August 17, his failure to bring back IFI money 
from the IMFlWorld Bank meetings, and what many view as his green eye-shade focus on fiscal 
issues. 

At the moment, the oligarchs are weakened politically as well as financially. Primakovowes 
them nothing. But they will certainly re-emerge. Those with assets in the real sector -- e.g., 
Boris Jord~m and Potanin -- are concentrating on running oil and mining companies (and 
probably their externally held aSsets). And, based on the experience Ofrecent weeks, their 
ability to engineer bank bailouts from the central bank probably remains intact.. 

Berezovksy, acknowledged to be ascendant among the oligarchs, is intensively courting Lebed 
(largely for negative reasons, especially his hatred of Luzhkov). Jordan noted that Berezovsky's 
influence over Lebed is now nearly total. Jordan observes no coherent policy content in this 
influence; Berezovsky's preference is rather for promoting the ongoing turmoil which plays to 
his strengths. . 

What we should do 

Our actions over the next few months should be governed by the following considerations: 

(1) Russians are clear about their problems but not about policy solutions. They are searching 
for a transformation model that will work for them. Primakov; especially as a non-economist, 
seems genuinely interested in our views. We should make a concerted effort to help him and 
other key Russians draw lessons from their own experience and that ofother countries and to 
shape a new growth-oriented strategy. .1 

(2) There h; more consensus about structural reforms needed than about how to ·fix the macro 
imbalance. We should not neglect efforts to promote structural reform in the period ahead even 



if stabilization is not going well. 

(3) We should pick a few structural policy areas -- maybe bank. restructuring. the rule oflaw, 
promotion of small and medi um (cash) enterprises through tax and regulatory reform, and 
transparency, and corporate governance -- focus technical assistance in these areas, and press 
hard for r~ll reform.. 

(4) A shift in emphasis toward promoting FOI may be appropriate at this point. Given the 
unlikelihocld of comprehensive tax and legal reform, an attempt to promote predictable rules and 
tax schemes for foreign investors (as China did) might be a good near-term, second-best 
strategy, with demonstration effects for the rest of the economy. 

. : 	 '. 

(5) Whate;ver the reform path, the West can and should help With discrete problems. There will 
likely be fCiod shortages in remote regions this winter. We should try hard to reach agreement 
with the GOR on food aid. while making a maximal effort to try to ensure that the food goes to 
the right pt:ople. We should intensify efforts to .enhance nucle~ and defense cooperation. . 

(6) Primakov appears inclined toward a n~n-confrontational strategy with the IFIs and foreign 

creditors. We should respond with a low-key, constructive strategy on Russia's Paris Club 

obligatioru:, urging Russia to develop a realistic schedule ofpayments with rational burden­

. sharing among non-IFI creditors. 

(7) Down the road, ifthe policy/regulatory environment for the 'private sector improves, we 

should promote large-scale public/private sector partnerships for building infrastructure. A key 

vehicle could be vitalization ofWorld Bank and other IFI guarantee programs in Russia. 


Updates OD key issues 

IF! relations and macroeconomic/fmancial policy: IMF and World Bank. outlooks diverge 
somewhat. Bank staff (Carter) are pleased that the central bank is finally engaging with them on 
bank restructuring and see some prospect for progress in one or two areas of structural reform 
(perhaps under the SAL and coal loans). The Fund (Gilman), on the other hand, reports a 
fundamental lack ofunderstanding on the part of the new government that a viable economic 
program has to provide the basis for Fund fmancing. Gilman also highlights renewed monetary 
growth (base money jumped 5% the second week ofOctober after growth leveled offduring 
end-September), a return to offsets, and miserable tax collection. The Fund thinks Russia needs 
a primary surplus of4% ofGDP in 1999. even withoutsolving the pension and banking 
problems. But the Fund will remain engaged; a mission arrives this week. There does seem to 
be a clear Russian understanding that the RIOO billion Q4 budget deficit advanced during the' 
FundIBank meetings is a nonstarter as far as the IFIs are concerned. Vyugin told us that the 

.' 	Finance Ministry is now considering a R70 billion Q4 deficit financed in part by a drawdown in . 
reserves aIld.in part by a new quasi-offset scheme whereby a firm pays taxes in cash to the . 
government which then immediately returns part or all ofthe money in payment for goods and 
services. But the assumption about cash revenues, R70 billion for the quarter, is clearly . 
unrealistic. 



Tax reform and collection: The new government has not yet endorsed a new. tax refonn 
strategy, SCI at the moment the action has shifted to the Duma committees which are marking up 
the previous government's proposals. When the government reaches agreement, ,it will propose 
changes to Part I of the tax code (already passed) to strengthen the authority of the tax services, 
as well as e:eparate bills for individual taxes. The Finance Ministry's views on individual taxes· 
do not appc3ar to have changed greatly, but there is no certainty that the rest of the government· 
will agree. Vyugin hinted at a decline in Finance Ministry primacy. Just as Vyugin was 
assuring us that The Finance Ministry still supports unification of the VAT, press reports 
indicated that Prirnakov SUPP()rts lower rates for food and other essential consumption items. 
When asked about the principal measures contemplated for raising revenues, DeputY Finance 
Minister Motorin cited the creation of a state alcohol distribution monopoly, regional excise 
stamp taxes and sales taxes, and intensive work with large tax payers. (VAT accrual, which has 
been legaUyst;ruck down, will now be, incorporated into the VAT bill.) The new head of STS, 
Mr. Boos, :ls inexperienced (comes from the Duma) and apparently in denial on key issues. He 
asserted that he has no special problems at the moment w~th large tax payers, having negotiated 
agreements with them on the taxes they owe for the rest of the year. 

Bank restJ"ucturjng: The news on bank restructuring is not altogether encouraging. While we 
were there, Deputy central bank governor Kozlov described for us the just released outline of the 
principles governing bank: restructuring. Banks are to be divided into four categories: solvent, 
solvent but illiquid, insolvent, and insolvent but too big or socially important to fail. To() big or 
socially important is apparently a broad concept that encompasses large obligations of any kind, 
not just individual deposits. He indicated that bank audits are now being done to divide banks 
into these c:ategories but was vague about how accurate information is to be developed given 
b~' primitive and unreliable accounting. EBRD staff are helping; they report that central 
bank: staff lack the expertise and no one else, including the World Bank, is putting in the time to 
do proper due diligence. We should certainly do all we can to organize a technical assistance 
effort in this area. Kozlov said that the central bank has strongly hinted to the World Bank: that 
it will seek financing for bank restructuring, but that the World Bank has not responded. But 
when asked if the central bank is willing to reach agreement with the World Bank on which 
banks ough.t to be closed, Kozlov stressed that these decisions have to be made by the central 

. bank. EBRD staff, observing renewed bank bailouts. are worried that Russia will loose this 
opportunity to start fresh with a stronger banking system. 

Debt restrlllduring: There is little risk that foreign holders ofGKO debt will fare worse than . 
domestic hl)lders. The negotiations on conversion of foreign-held debt, including fOlWard 
contracts, unto eurobonds will likely take another two weeks but differences are narrowing. The 
Russians are negotiating with five Western banks who are supposed to be representing broader 
interests: Deutsche Bank, CSFB, Merrill, Chase, and Lehman. Merrill reps report that· 
resolution of fOlWard foreign exchange contracts has become more important than GKO terms 
because GKOS have lost value while fOlWards have gained. Western banks may accept a low 
payoff on the GKOs if they also receive a cash payment on the folWards. ' . 
Restructuring the domestically held debt will likely take a lot longer. Domestic GKO holders 
will be giv(m ruble debt which may be exchangeable for tax obligations or equity (state-owned 
shares in companies). . 
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DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. .NFORMATIONOctober 26, 1998 

ASSISTANT SECRETARY " 
MEMORANDUM FOR SECRETARY RUBIN 

DEPUTYSECRETARYS~ERS 

FROM: ASSISTANT SECRETARY GEITHNER ~ . 

. SUBJECT: Russia Strategy 

Attached are two papers on Russia: (1) a MedishfLee memo outlining a Russia reform and 
engagemelilt strategy; and (2) a (similar) memo for the Vice President on Russian reform 
priorities ,¥hich is to be attached to a letter from the Vice President to Russian Prime Minister 
Primakov. 
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DEPARTMENT OF THE TREASURY A 
WASHINGTON,D.C.20220 

BRIEFING 

MEMORANDUM FOR SECRETARY RUBIN 
DEPUTYSECRETARYSU~RS 

FROM: MarkMedish ~b~I 
Deputy Assistant Secretary 

SUBJECT: ' Princi.eeting on R~ssia 

DATE AND TIME: Thursday, November 12, 5:00-6:30PM 

LOCATION: Roosevelt Room 

PARTICIPANTS IN MEETING: 

Treasury: RER(?) 
DepSec Summers 

. Ted Truman 

State: · Sec. Albright 
Strobe Talbott 

NSC: Sandy Berger 
Carlos Pascual 

NEC: · Gene Sperling 

OVP: Leon Fuerth 

Other: TBD 

BRIEFl[NG: OvervieW/Objectives . 

Attachlrien¢S. O.. NSC Agenda/Overview (to be provided) 
1; Treasury economic 'nonpaper' 
2. Macroeconomic Background 
3. SUIDmary ofGOR economic plan 
4. IMF criticism ofGOR plan 

. 5. GKO/OFZrestructuring update' 
6. Bank restructuring update 
7. External debt note 

·8. Talbott speech, November 6 
9. Market graphs 

O~AFT 



Ru~iao Policy Steering Group 

Overview~ This agenda meeting for the meeting includes economics, non~proliferation, and 

military dt~ommissioning. The economics discussion will draw on Treasury's non-paper 

(attached):. which was circulated to agencies last week and is being passed to Prime ~linister 


. Primakov. The list ofmodes for U.S. engagement include: (1) humanitarian assistance, (2) . 
technical ~lSsistance, including for banking reform, (3) project financing from the World Bank 
and EBRD, (4) on stabilization, forbearance on external debt (esp. Paris Club debt), and (5) 
emphasis .)n FDI, including consideration ofdevelopment of special tax and regulatory regimes. 

Key Points: 

• NOI~e that GOR is not coming to grips with key economic issues. 

GOR Plan Disjointed, Unworkable: The GOR's economic plan contains few 
details on how GOR will address most difficult issues: fiscal, ex-rate, banking, 
and debt. The IMF has criticized many ofits elements.· 

GKO Negotiations Leave Out Forward Contracts: The GOR and Western banks 
have agreed in principle on a debt restructuring deal that would give ruble­

. denominated debt to GKO holders. The deal would exclude all forward . 
contracts. Western banks may quickly tum to litigation against Russian banks to 
secure partial repayment on forward contracts. 

Bank Restructuring Plan Unclear: The broad outlines of the Central Bank's . 
. bank restructuring plan appear reasonable, but in practice it is likely that too many 

banks will be saved and the Central Bank will not force removal of their 
. management. 

No Strategy on Official Debt: .The GOR has publicly admitted it will not be able 
to pay its official debt, but it has yet to describe its strategy for engagement with 
creditors. 

• Ei.~phasiz.e that, as a result, inflation, sh~Ttages, and output contraction willget worse • 

Russian economy enjoyed arespite.in October: ruble was stable around 16 R/S, 
inflation was only about 3-5%, ta."{ collections were up slightly over poor 
September receipts. 

But, inflationary elements ofGOR policy (% increase in base money sinc.e. 
August) will begin to affect prices in late 1998-early 1999 (usually a 6-month 
lag). Moreover, GDP decline and contraction of imports/exports have already 
begun to bite. . . . 

http:arespite.in
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• N.fJte thllt West hIlS limited ability to press Russia on mllcroeconomic issues, but should 
.en'lphllSize other forms ofpositive engllgement, IlS highlighted in nonpaper. 

.. 


USG does not want to be implicated in Prlmakov plan and worsening economic . 
situation. Thus, we should not give public or privatesupporl to policy that is 
likely to fail. 

IMF may returri to Moscow in mid~November ifGOR has drafted 1999 budget. 
IMF staff judge that GOR may be open to limited IMF program in early 1999, at· 
earli~. . 

USG should focus on non-IMF areas ofengagement' with Russia. These include:! 

(1) Large food aid package should be characterized as clear demonstration of US 
willingness to respond to Russian problems in a way that is mutually beneficial. 

(2) USG should continue to intensify technical assistance on both stabilization 
and micro issues, including banking and tax reform. USG can offer increased T A 
to help in other areas, such as fighting corruption/money laundering. 

(3) We should step up project lending to Russiafrom World Bank and EBRD. 
esp. to support development of infrastructure and other public goods .. This kind of 
spending riright be a good focus for Marshall Plan-like efforts in Russia. 

(4) USG should continue to take a low-key strategy On Paris Club debt and 
. emphasize need for Russia to craft rational repayment strategy that shares pain 
among creditors. 

(5) Should draw from the China model to encourage FDI in Russia through : 

second-best policy expedients, i.e'., even without a strong legal, regulatory, and 

investment policy environment 


USG can also support other non-economic assistance, such as the "Fuerth 
agenda,"(support for military decommissioning), which have broad congressional 
support and build on our shared secmity interests. 

II· 
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RUSSIA: MACROECONOMIC SUMMARY 
November 10,.1998 

Overview: After six weeks in office, PM Primakov's government appears no closer to 
developing an effective plan for stabilizing the Russian economy. There is no apparent 
coordination between the CBR and Ministry of Finance on anti~crisis strategies, and ad hoc 
policies implemented so far have been either ineffective or counter-productive. To the extent 
that the GOR has outlined its economic strategy, it has been poorly received: the IMF and 
markets harshly criticized measures included in an anti-crisis plan approved by the GORon 
October 31. In the meantime, economic and financial conditions continue to deteriorate. 
Russian curtency. bond, and equity markets are now in ruins. Revenue shortfalls resulting from 
continued inadequate tax collection efforts and the economic downturn have opened up a 
substantial fiscal hole. Monetary policy has begun to loosen, and recent GOR economic policy 
proposals include large spending provisions, implying equally large monetary emissions in the 
future. The ruble has stabilized, although this is largely due to increasingly tight control by the 
CBR over hard currency transactions. . The effects of the crisis are beginning to be felt in the real 
economy through import compression and renewed economic contraction. GDP is now expected 
to decline by more than 6% in both 1998 and 1999, and Russians now face the real prospect of 
sharply rising inflation, unemployment, and shortages of key goods. .. , 

Financial Markets as of November 2: 

Year to Date Since August 14 

Equities - -85.3% -­ -49.2% 

Currency -62.2% .:.60.1% 

Eurobond Spreads over u.s. Treasuries 1 3259 bps T 2128 bps 

Reserves: CBR gross international reserves were $13.6 billion on October 30, up$300 million 
from the previous week. 

Fiscal Policy: IMF staffnow estimate that Russia is headed toward a 7-8o/oIGDP budget deficit 
for the year. With no means to finance this gap beyond printing money, the GOR risks fueling 
much higher inflation. The few details that have emerged on the government's Q4 "emerg~ncy" 
budget look unrealistic: it cans for R130 billion in exp~ditures and the R65-70 billion in 
revenues (no sign that revenue target is attainable given cash tax revenues for October of 
R12.2B), witlt unspecified foreign financing to fill the gap. The IMF and GOR also remain far 
apart on parameters for the '99 budget: the Fund is urging the Russians to take additional 
revenue measures and cut expenditures to achieve a 3O/oIGDP primary surplus and 0.75%/GDP 
overall deficit, while tlte GOR wants to lower tax rates and increase spending on state 
development projects. Passage ofthe final '99 budget is now not expected until February: after· 
the GOR :submits its draft (around Dec. 1), Duma consideration and approval will take 
approxim.ately three months .. 



'. 

Monetary ;andExchange Rate Policy: Inflation in September was 38%, up from 15% in August, 
as the priCt: impact of the August 17 devaluation became apparent. Price increases have slowed 
considerabl.y since then, with inflation in October only about 3-5%. Monetary policy under current 
CBR Chairman Gerashchenko has been moderately restrained with total lending to bariks ofabout 
14B rubles. Additional emissions seem inevitable: Primakovhas promised to clear a substantial 
portion of government wage and pension arrears (estimated at R22B ($1.3 billion»), while MinFin 
Zadornov has proposed amendments to the Q4 '98 budget calling for R20B in CBR credits to finance 
the deficit. 

Exchange rate volatility observed in September has subsided for now, but this appears due to CBR 
efforts to limit fix transactions by excluding banks from trading on their own behalf (onlyaUowing 

. trading for documented foreign trade transactions) on the currency market. CBR Chairman 
Gerashchenko. indicated in talks with the IMP that the segmentation this system was meant to 
achieve was bre<l;king down and would soon be eliminated altogether. 

Debt Moratorium: The 90-day moratorium on principal payments on syndicated and repo loans 
(roughly·$19B) and on settlements of forward contracts (roughly SlOB) has been, if anything, 
counterproductive. It has put the. entire Russian banking system into tech.riical default, has not 
prevented isolated incidents oflitigation and asset attachments by Western creditors, and, because 
the CBR has taken no action, has not lead to' comprehensive negotiations on private debt 
restructuring. The moratorium is set to expire on November 15, unless extended. CBR has said it 
will not be: extended but this may depend on the status ofnegotiations on GKO and forward contract 
restructuri.ng. Meanwhile, the freezing ofexternal debtpayments has contributed to the collapse of . 
the paym(:l1t system as many banks have used the excuse of a freeze on external payments to stop 
paying domestic obligations. '. 

In September, Lehman Brothers successfully attached Oneximbank and Inkombank assets held in 
each bank's London branch and a French bank attached the assets ofa Russian owned London bank. 
According to an analysis by Baker & McKensie, the moratorium does not have solid legal footing 
in either foreign or intemationallaw. 

GKO Deal Likely: The GaR and Western banks have reached preliminary agreement on a deal for 
restructuring Russian GKOs into ruble debt. The sides will meet again in mid-November to try to 
finalize the deal that calls for a small (10%) ruble payment in the first year, followed by a 
restructwing of the remaining debt into 3 to 5 year ruble bonds. The deal would exclude forward 
currency contracts held between Western and Russian banks. . 

Paris Club Status:' As ofOctober 30th
, Russia has failed to pay a total of$750 million to Paris Club 

creditors" most, ifnot all ofit, pre-1992 Soviet debt. Ofthis the Germans are owed $450 million and 
the US $60 million .. Payments due in the. remainder of 1998 amount to· about $700 million. Most . 
ofthis is debt contracted by the Russian government since January 1992 (so-called "post-post cutoff' 
debt). . . . 

Payments to Paris Club creditors will spike in 1999 with large payments due in February and August 
as the result ofthe semi-annual payments under Russia's rescheduling agreements. A full $1.8B of 
the $5.5:9 owed during 1999 falls due in the first quarter. Ofthat amount, $453 million is "post­
post" debt contracted since January, 1992. 

http:restructuri.ng
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Background on Russian Economic Plan 

The Russian government adopted a new economic program on Saturday and will present it to 
parliamentary leaders this week. This is the third incarnation ofRussia's anti-crisis plan. While 
some problem elements presented in previous drafts are gone, the current plan remains 
fundamentally deficient in several important respects. first, it will worsen Russia's fiscal 

-situation by reducing revenues and increasing expenditures. Second, some elements of the plan 
represent a distinct step away from market-based economic policies. Finally, the current plan 
asserts the need for exchange rate and price stabilization without offering a realistic plan for 
achieving these goals, and provides no strategy for dealing with Russia's debt situation. The key· 
points of this draft-are sununarized below . 

. Fis.cal policy: The plan appears likely to increase Russia's budget deficit by sharply increasing 
expenditure:s while simultaneously decreasing revenues. These fiscal measures include: 

Increases Expenditures: 
• 	 ensure full payment ofcurrent government wages/pensions as of Oct. 1, 
• 	 clearance of some government wage and pension arrears (unspecified amount) this 

quarter, with remainder ofarrears rolled over into 1999 . 

. • indexation ofpensions, welfare benefits, and minimUm wages, 


Decreases Expenditures: 
• 	 (no measures specified) 

Decreases Cash Reveaues: 
II offset of overdue payments between different levels of government 
II gradually reduce V AT (no rate specified) and maintain V AT on destination basis. 
II cut the profit tax rate to 30% from 35%, with 11% going to federal budget, 19% to 

regional budgets. 
o introduce more moderate personal income tax (rate unspecified) 
• 	 eliminate emergency 3% customs duty and reduce regular duty on imported food, 

medicine. . ' 
• reduce fines, penalties for nonpayment of taxes . 

.. allow enterprises topay past tax debts with state securities (GKOs), 


Increases Cash Revenues: 

.. impose a state monopoly over the production of liquor, 

• 	 introduce unspecified export duties on raw materials, 
• 	 set 0.5% tax rate on personal property. 
• 	 set 20% tax rate on incomes from secondary employment 
• 	 ensure dividends from GOR stakes in companies are credited to federal budget, 
• 	 amend Part I ofTax Code to broaden enforcement powers of tax authorities, 
• 	 reduce exemptions on tax, customs payments. ­
• 	 renegotiate agreements on tax breaks for offshore companies,free economic .zones 
• 	 require a unified state taxpayer register based (m taxpayer ID numbers. 
o 	 accelerate implementation of law on imputed business tax. 



.. 
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Monetary, exchange rate: Like previous versions, the current plan calls for a floating exchange 
rate system ,'lith intervention to smooth short-term fluctuations. The CentralBank is tasked with 
promoting exchange rate stability and Will be empowered to take administrative action against 
banks or othe~ entitieswho engage in specUlative exchange rate operatipns. 

Price policy: The plan calls for monthly inflation of3-4% by end '98 and annual inflation of20­
30% in 1999. To control inflation, the plan calls for the GOR to regulate prices ofbasic goods 
and communal service charges (such as rent, electricity). 

. 	 .. 

Banking: The plan calls for the Central Bank to take a number of steps to strengthen .the banking 
system and increase household deposits. In addition to enumerating the broad outlines of the 
GORlCBR banking sector restructuring strategy, the plan asks the Central Bank to: 

• 	 request that Duma pass law creating a Bank Restructuring.Agency empowered to 
effect bank reorganizations or liquidations, remove inefficient management of 
insolvent banks. 

• 	 provide secured credit to commercial banks that have feaSible plans for returning to 
nonna] operation (basis for securing credit unspecified), 

Foreign trad~: The plan envisions changes in hard currency surrender requirements in order to 
reduce capital flight and promote CBR reserve accumulation. It also seeks to facilitate . 
importation of equipment not available from domestic producers. These measures would: 

., require exporters to sell 75% of their foreign currency earnings-(eliminates ­
required sale of25% directly to the Central Bank), 

., 	 reduce the deadline for the repatriation of export earnings (currently 180 days), 
with timeframe to be differentiated by commodity groups, 

• 	 provide tax/customs breaks for equipment imports. 

Government Debt: The plan calls for restarting the secondary market in GKO/OFZs. (The GOR 
is still finalizing its plan to restructure these frozen GKO/OFZs.) A newsystem to monitor and 
manage state debt will be established and will include debts of regional administrations, . 
enterprises, and banks. . . 

Anti-market measures: In addition to increasing exporters' hard currency surrender requirement 
and introdudng price controls to stem inflation; the plan calls for measures that would 
substantially increase state intervention in the economy. Non-market measures include: 

o continued failure to address non-payments problem by increasing reliance on 
non-cash settlement through offsets and barter, 

• 	 instead of restructuring or closing non-viable enterprises, bundling them into large, 
government-controlled corporations, 

o create new state development bank to direct credit flows.' 
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Tentative Deal on GKO RestructuringllJ9J98 

There appears to be an agreement on the basiC terms of a ruble-only deal for GKOs, which leaves 
forward contracts (NDFs) to be dealt with separately. Resolution ofthe talks was reportedly driven 
by the Russian Finance Ministry which needed clarity on GKO restructuring so it could develop a 
1999 budge( 

Terms ofthe deal (with some details to. be worked out): 

• 	 The value of GKOs is defined as face value discounted back from maturity date to August 
19th at 50%. 

• 	 10% in up-front cash in rubles, delivered in four quarterly installments. For foreigners, 
funds would flow into S-accounts and there would presumably be restrictions on converti:z:tg 
funds to hard currency. . 

• 	 70% in 4 and 5 yr ruble bonds paying a dec1ini~g coupon rate starting at 30% in yr 1 and 
falling to 10% in yr 5. 

• 	 20% in a so-called "cash value instrument" which would be a 3 yrruble zero coupon whiCh 
could be used to buy capital in Russian banks or to pay tax arrears . 

. • TIle new bonds would be tradable, probably on MICEX, with restrictions. Any money 
foreigners earn from selling the new instruments will go into special S-accounts where itwill 
be unavailable for conversion to hard currency for a period which has yet to be specified 

Russian press reports indicate that the parties will meet the week ofNov 16th to finalize the deal. 
The GOR is meeting with Russian GKO holders this week. . . 

Implications ofnot dealing with NDFs 

NnFs wil]l now be dealtwith one of three ways: 

--In bilateral talks between Russian banks and their Western creditors; 

--In multilateral talks coordinated by CBR and MinFin; 

--Through litigation. 


While a multilateral process is certianly the prefered outcome, litigation may be number.#l option 
for many l;reditors. There apparently has already been action by Merrill (supposedly one of the 
doves in the n~gotiations) to freeze Vneshtorgbank (VTB) accounts in NY,includirig accounts of. 
Russian exporters that are not even VTB's own money. Also, Lehman has apparently extracted some 
cash from Uneximbank in exchange for dropping its earlier suit. This perceived success could 
motivate o,ther creditors to try a similar approach. . 

Additionaa legal action to seize Russian bank assets may occur after November 15th when many 
Sberbank .md VTB forwards come due and the debt moratorium expires. 



Summary of Russian Bank Restructuring 
11/9198 

.Overvielv 

The CBR is meeting this week to finalize its bank restructuring pl~. The late~t plan contains 
many elements previously recommended by th~ ~orld Bank. .and, If correctly lInplemented, 
could be a strong overall framework for revitahzmg the banking sector. But the plan lacks 

. specifics, and the IMF reports that the Russians s~ll envision s~ving too, ~any banks. The . 
authoriti.es may also lack the political will to elimmate the ,eqUIty of pohncally pow:rful owners. 
Reports of CBR capital infusions to commercial banks WhICh have not yet be~n audited ~l~B 
so far since August), the recent veto of the bank bankruptcy law,. and the contmued functIonmg 

... of insolvent banks such as SBS-Agro under current ownership, all are negative signs. CBR has 
put the price tag ofbank restructuring at R61 billion, but it will be much higher if Russia chooses 

to bailout a large number ofbanks.. 

TbePhun 

The plan's basic features are: 
• 	 Make detailed audits ofbanks and divide them into four categories. 

• 	 1) Solvent banks (mostly smaller regional banks) which will receive some assistance; 
• 	 2) Solvent but illiquid banks which CBR would take over forabout 3 years and help 

recapitalize; 
• .-	 3) Insolvent banks that would be liquidated in the I SI half of 1999; 
• 	 4) Insolvent banks that are too big or socially important to fail. Deputy Central Bank 

Governor Kozlov described too big or socially important as a broad concept that 
encompasses large obligations' of any kind, not just individual deposits.' 

• 	 Increase bank capital with CBR bonds, debt equity swaps and foreign investment. 
• 	 Improve'asset quality by transferring non-performing assets ofliquidated banks to new R TC­

like agency. (The plan would place this agency within the CBR which the IMF feels would 
set up a conflict of interest.) . 

• 	 Restructure liabilities/capital by extending debt maturities, transferring deposits, and writing 
down original owners capitaL . 


• -Increase liquidity by allowing GKOs to be used as collateral for CBR credits.. 
.' . Increase revenues by CBR issuing higher yielding bonds . 
• 	 Cut operating costs. 
• 	 Improve supervision and introduce international accounting standards. 

The process of performing outside audits of the banks, the first step to imp'lementing any plan:, is 
beginning but is hampered by baitks' primitive and unreliable accounting. Using TA offered by the 
EBRD, the process of auditing large banks should take 1·2 months. 

DODor' Coordination 

In the context ofuncertainty on the.status ofthe CBR plan, donor coordination on bankrestructuring 
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continues to be confused. We have urged the World Bank quickly to take charge ofdeveloping a 
framework into which TA efforts by the Bank, the Fund, the USG, the EBRD, the EU and others can . 
be plugged. So far this has not happened, though the Bank and Fund have acknowledged their lead 
role. The Fund in particular feels that to ensure CBR cooperation with donor TA, the CBR should 
be the "officiill" coordinator (though the BanklFund will actually do the work). Unfortunately, this 
seems to be: causing delay in getting the coordination process moving. Meanwhile the EBRD' is 
pushing fOi:ward on its own to set up teams to audit and restructure selected banks (at the moment 

.- Inkombank and Menatep) and the EU has been holding separate meetings with the IFls to detennine 
where to spend its 1999 TA budget. The Bank held an initial coordination meeting in Moscow on 
November 5th (possibly the result ofUS calls for faster action), and Johannes Linn will meet with 
the EBRD ilext week to discuss cooperation. 

Obstacles Ito effective bank restructuring 

Pressure to save oligarchs: The CBRlGOR may not have the will to eliminate current 

OwIlers' capital and transfer control oflarge banks to new ownership. Reports in the press 


, have quoted large bank owners as "satisfied" with the plan which implies that they think they 

will be bailed out rather than replaced. 

• 	 Lack of legal authorit.x: Earlier CBR attempts to take control of SBS~Agro failed due to 
lawsuits in regional courts. While a new bank bankruptcy law may help in the future. Koslov 
has said that CBR needs special authority from the Duma to fully write doVY'll ownership 
capital to cover losses. ' 

t 	 ' 

• 	 Lac:k ofprivate Russian expertise/capital: Koslov admits that there are very few untainted 
Russians with capital or expertise to takeover a bank and run it effectively. Foreign capital 
and expertise or nationalization then become the only options. 

• 	 , Lack of CBR capacit.x to carry out the plan: CBR doesn't have the expertise to perform 
audits much less takeover and restructure and large number ofbanks. Technical assistance 
can, help but only if CBR is willing to do the right things. 

• 	 ~;picion offoreignbanks: The plan calls forgreater foreign participation in the banking 
system~ but, when pressed, officials have been vague about how much or i~ what form this 
would be allowed or whether Russia would repeal the current 12% oftotal bank capital limit. 
Some foreign investment in Russian banks may result from the GKO restructuring deal ' 
which allows new ruble bonds to be exchanged for equity in Russi~ banks. 
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Treasury Language on prospects for Russian debt restructuring 

Russia clearly cannot pay all the $20B of external debt falling due through the end of 1999 and 
thus will either try to continue selective defaults on certain categories of its debt or it will need a 
,broad debt restructuring. In examining ways to deal with severe debt crises such as the one in 
RussIa, the G-22 recommended that restructuring be as inclusive as possible, covering all 
categories ofexternal debt (except for the IFIs who are defacto senior creditors) on an 
comparable basis. For Russia, such a comprehensive debt workout would entail restructuring of 
official bilateral and privately held sovereign debt and private Russian bank obligations. In an 
ideal world, this would provide the best outcome for both Russia and its creditors. 
Unfortunate:ly, several factors, including Russia's failure to develop a realistic economic plan, its " 
fragmented and potentially uncooperative private creditor base, and the imminent prospect of 
litigation against Russian banks following the lifting ofthe debt moratorium on November 17th 
is likely to make this kind oforderly global solution difficult to achieve. A more limited 
restructuring, which could still provide needed debt relief, could be possible provided Russia 
develops a new economic plan and adopts a more open, cooperative approach to its creditors. 

By not making payments to Paris Club creditors on debts contracted by the former USSR, Russia 
has secured a de facto partial restructuring of its debt through the accumulation of arrears. For us 
to agree to pursue any formal debt restructuring through the Paris Club, Russia must have agreed 
to a realistic economic reform strategy that can be endorsed by the'IMF. This is necessary 
because debt service reliefwill only contribute to economic recovery in the context of a solid 
policy fowldation and restructuring will only be viable if it is grounded on the ability to repay 
which requires a reasonable economic foundation. The current Russian economic, plan does not 
provide a sustainable basis for recovery and thus would need to be substantially revised before 

, any debt restructuring negotiations could begin. 

With a proper pC:;licy framework in place, a debt workout program could be considered. A key 
principle, supported by the. G-22, is that restructuring should seek parity between official and 
private cre:ditors. This principle has previously been applied by the Paris Club creditors, who 
have insisted that commercial banks offer comparable debt relief as a condition for official debt, 

, relief. Exduding $5B in IFI debt service which should not be rescheduled, the Russian 
government owes the Paris Club and private creditors about $7B each through end-1999. 
(Overall the Russian government owes $60B in official bilateral debt and $46B to private 
creditors). This rough parity provides a reasonable starting point for fair burden sharing. While 
the Paris Club could easily shift into formal restructuring discussions, the thousands of private 
holders of eurobonds, London Club bonds and MinFin bonds could be difficult to organize. So 
far, in Russia's one attempt to engage witJ::t Western creditors, negotiations with the group of 
western banks on restructuring of domestic bond debt have been strained, although a partial 

. agreement potentially has been reached. Nevertheless, this forum could be the basis for 
negotiatir.'tg with private creditors if the Russian government truly commits to a cooperative and 
transparent approach to debt restructuring. 

The most we can offer Russia at this stage is to consider support for Paris Club restructUring in 
the context of a realistic, IMF endorsed, economic program and corresponding (and comparable) 
restructuring of other categories of privately held sovereign debt. Restructuring of R\lssian bank 
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debt to foreign bahks, which may involve litigation and a more complex negotiating structure 
should be left: to the Russians and the individual banks involved. 



" . 
. ' . 

,. ~1/~6/98 lS:2~ .'B . ij) 002 

GOGOLtS TROIKA: 

THE CASE FOR STRA.TEGIC PATIENCE IN A TIME OF TROUBLES· 

An address by Strobe Talbott, Deputy Secretary ofState, 

at a conference on "Russia at the End ofllie 20U! Century," 

School ofHumanities and Sciences, Stanford University, 

November 6,1998 

EMBARGOED UNTIL DELIVERY, 4:30 PM PST, November 6,1998' 

Text as prepan:.dfOT delivery 

Thank yOu, Bill [PelIyJ, for that introduction and for the chanee to work 
with y,:>u for four years. I sll!>-peC:l that everyone here appreciates the crucial role 

. that you played in managing U.S.-Russian relations. lust to cite one example: it 
is becau~ of Bill Perry's statesmanship that Russian officer.> and troops are 
keeping the peace in Bo:;ni<.tyxIay side-by-side With the forccs-ofNA TO. 

There are lots of other friends and colleagues here, but I want to single out 
the.maSl.ennind and master ofceremonies of this conference, Grisha Freidin, who 
has be~n my frien4 and mentor for more than 25 years. 

The topic that. Professor Freidin has assigned to ali ofus for our 
home\Vork, "Russia at the End ofthe Twentieth Century," is cspccially'on the 
minds ofPresident Clinton and Secretary Albright these days. That's for reasons 
that are obvious from the newsp~per headlines. 

Rut Russia is always on our minds, and that's for reasons that ate reflected 
in history and literature. In the final passage ofDeadSouLf, Nikolai Gogol 
compElled his homeland to a troika, hurtling across the snowy steppe. whiJe other 
nations «gaze askance" and wonder, along with Gogol himself. w:q.ere this wild 
ride is headed. A century and a half later, quite a few Russians think the answer 
is: slraight offthe edge oJa cliff. . 

I'ni here with adifferent answer. Is Russia a troika-wreck waiting to 
happen? Maybe, but not necessarily. More than other countries, Russia's future 
is in doubt, but that is no(. new. 11l8.t was part ofGogol's point. Gloom and doom 
are no more justified now than was euphoria a few shon. year.; ago. Yes, uluch of 
what is happening in Russia, is obscure; yes, some of it is ominous. But this much 
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is clear: the drama ofRussia's tr.msformalion is not over; its ending is neither 
imminent nor foreordained; and the stakes, for us, are huge. 

A$ the Russians seek to work their way out of their current crisis, they will 
be makin,g decisions that determine what sort of relationship they can have with' 
the outside world for decades to come. Russia's choices will have a lot to do with. 
what kind ofworld Americans live in - how safe we are, and how much we have 
to Spelld on our safety. Therefore, under IW'O Administrations -'. President 
Clinton's and whnt I'll call here "the Rice Administ::ration"-the U.S. has been 
committed to encourage and assist RusSia in its evolution toward, becoming a. 
nonnal, modem, prosperous, democratic state - at peace with itself and its 
neighbors, a fulJ member and beneficiary ofan increasingly interdependent world 
community.. 

For the last decade or so, despite the zigs and zags, Russia has been 
moving in that direction. The queStion of the last several monthS is whether 
Rus..<;ls has, in some fundamental way, shifted course, heading at break-neck speed 
back to the future. or over the precipice. . 

That question arises because of the crisis, largely rhough not wholly self .. 
. i.nflicte:d, tllat has befallen the economy_ Less than a.yew: ago, Russia seemed to 
be poised for an economic take-<lff. But then internal weaknesses combined with 
outragt!Ous fortune. especially the: worldwide fall in commodity prices, to 
sh~mpe.dc the government into the devaluation ofthe ruble and a paniai default on 
many ofirs debts. In a matter of-a few weeks this past summer, RussiaIls saw 
much Clftheiisavings evapor3~e, many of their banks go belly-up, the bOttom fall 
out of lheir fledgling stock market, goods disappe<ir [rom stores, and a burgeoning 
middle class sent reeling.. 

Ev(m before Black Monday. August 17. and the erash that followed,the mood. 
bad alr.:ady changed dramatically in ways thar are captured by several ofthe 
papers that have been presented at this conference. For exainple, what Peter 
Holquist calls "Soviet exceptionalism" had long sinCe: given way, first, to post­
Soviet :relief, then to post-post-Soviet letdown - to reform fatigue on the part of 
the clitt::) and to a backJash against reform on the part ofme citi7.fmry. 

Another participant in the conference. Natalya I vanova, hasrefcrred to the 
late '80s and the '90s as smutnye (dark and troubled) years. TIley ~ alSo, of 
course, chudyesnye (a time of miracles). They were the years when Russia won 
for it~ef.funprecedented economic and political freedom - and when Russia, 
liberated its fonner satellites and fellow inmates in the prison house ofnations.. 
But Dr. Ivanova is right about the perceptions, disappointments and 3.1l.'lCieties of 
many Russian.s today. 

Language itself has been tume.d on its head.' As the '90s unfolded, 
"refonu" and "'market" went from being part of the vocabulary of triumph and 
hope Lo being, in the esT.S of many Russians .. almost four-letter words. 'The noun 

2 


.,' 

http:sh~mpe.dc


. . " . 
~ Q11/Q5/98 15:23 

kapittilizm came increasingly to be modified with the adjective dikyi (savage). 
Accordingly, "the Wesf' went from being an object ofemulation to a target of 
re.<;rentruent In the meantime, another word, "left... has cpme back into fashioIL 
The Communist Party ofthe Russian Federation and its parliamentary allies have 
called for a ·"retum" to a compassionate, paternalistic and pervasive state that 
looks out for workers, soldiers and pensioners. 

The composition ofRussia's new government, led by Prime Minister 

Primalcov. is rcpCesentative ofthis mood and ofthese trends. It has largely 

rejec'k:dwhat its officials call the ··Weslem" way of managing their economy; 

they a:~e groping for a "Russian" way instead. 


, Oksana BulgakUWd'S paper explains what the Russian way means in 
archiu:crure: phant.a<;magorie knockoffs ofStalinist monumenls, czarist palaces 
and pre-Christian temples, appealing to nostalgia for a supposedly simpler .. nobler 
past. But what does the Russian way mean in economics? Part ofthe ansWer is 
payul!~ wages and penc;ions and reviving the industrial sector, which are seIl:)jble, 
ind~l indispensable goals_ Our concern is that, in trying to reach those goaIs, the 
Primakov team is prepared to abandon a stahle currency 1 a viable exchange rate 
,and a l;ound moneiary policy. It is operating with neither a realistic budget nor a 
credible system for co11ecting taxes. That means Russia is at the mercy of the 
printing pre..~~, eranking out rubles to meet payrolls and keep b-dllkrupt enterprises 
afloat. 

, The point here is that the economic ruks that the custodians of the Russian 
economy are ThJ'eatening to defY are not so much ':Weste'rn" as they are a ma.ller 
ofsimple aritlunetic_ Since the nlunbers don't add up, the intended remedies only , 
aggravate the disease. Inflation is almost 50% higher than it was a year ago; 
many Russian banks are unable to meet the.repayment obligations on their 
outstanding loans; billions ofdollars in capital have fled the counny since August. 

There is another consequence, too: It'has become all but impossibie for 
the International MonetaI}' Fund to weigh in with macroeMnomic stabilization 
funds that might help in arresting and reversing the slide: Money from outside 
will d() no good ifit is inflated away or ifit pauses only briefly in Russia before 
ending up in Swiss bank accounts and Riviera real estate.. 

Without external support, it is likely that, the Russian government will face .. 
. three disagreeable choices: I) crank the printing presses even fa.stCt. 2) plunge 
deeper into default, or 3) stop paying wages and pensions and conducting basic 
govel1unent functions. Whatever combination of these measures the government 
adopts, Ru.ssia~s economic simarion is likely to deteriorate funher .. 

Economic decline carries with it the danger of political drift, tunnoil, and 
even crackup. 

I 
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Why is Russia in this situation? Part of the answer is thc drag ofrecent 

history. ,Russia's 74-yearexperiment with Conmmnism is like a black hole: the 

Soviet system imploded eight years ago. yet this dead srar, even though it emits. 

no light, slill exerts.a powerful gmvitational pull that threatens to suck Russia. 

backward and inward. 


But that is by no means all that is happening in Russia today. Political and . 
economic culture are not immutable; they're Ilot like astrophysics; the dynamics 
by which they operate can change - and cllaoge for the better. Over time., the 
tug ofthe Soviet dpcrience will weaken. 

11lat process will take a generation or more, not least because part ofthe 

proces:j is. precisely, generational. There is an irony here: becau~ the 

disintegration ofthe Soviet system was remarkably peaceful, IDSllY ofthose who 

had been vested in, and responsible for, the old order are now shaping the new 

one. That's the bad news, reflected in the dismal econonllc statistics. The good 

news i:; in the actuarial tabJes. The young have certain advantages over the old in 

the struggle for over future. . . 


Another fa~tor shaping and guiding Russia i$ gJobali7a.tion. That country 
today is part ofthe world to an extent and in a way that it never was in the past.. 
Rllssia':s susceptibiliTY W the A'>ian contagion has been a reminder oftlIe 
downsldeofglobalization. But there is an upside too: counteracting the old 
temptations ofautarky and regrc:ssion are new and powerful forces pulling Russia 
olltwmd and fOfW"'.trd, toward integration, notjusl integration with the global 
marketplace but also with wh~t Manuel CasTells and Emma Kiselyova describe, in _ 
their paper, as the global "netWork society." Literally and figuratively, Russia is . 
now plugged into the re:>l of{be world, through cellular telephones, fax machines, 
modems and PC's. 

This trend has been under way for some time. In the '10s and '80s, Russia 
was Exhibit A for the proposition that George Orwel1 >s nightmare vision for 1984 
was wrong: the communications revolution weakened HigBrother raiheT than 
5lrenglhening him.. ·111C quantwn leap in the number ofRussians who travel 
ahroad and surfthe Internet may yet tum out to be what Professor Castells and Dr. 
KiselY0"lt'a call "'the dynamic core" ofRussian modernization aDd thus constinne a 
hedge against the old Dig Brolher's ever making 8 comeback. 

Because it has occurred against this backdrop. democrcllizat,ion has taken 
hold surprisingly quickly and proved remarkably durable. The priniakov 
govetf.uucnt cam.e into being because Presidenl Yeitsin and the Parliament played 
by the rules ofa post-Soviet constitution that was approved by popular. . 
referendum.· That is not. to put it mildly, the way R~sian politics worked in the· 
past Russians ofalmost all stripes seem to cherish their new freedom and 
responsibility to vote freely. fairly and often; many are suspicious ofgrand 
schenics that feature an aU-powerful state as the panacca{o their problems.. 

Still, it is too e..-uly to proclaim Russian democratization irreversibJe. The 
longer the economic meltdown continues and the mtJre setiolis it hecomes, the 
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harder it will be for Russia to sustain and consolidate the various institutions and ' 
habits ofwhat might be called political normalcy: constitutionalism. give-and­

, take compromises, constituency poliric...~ coalition buitding. all ofwhich need for 
their sustenance an atmosphere ofpluralism, vigorous public debate and open 
media. ' . 

ThGrefore the principal point of)"Uspense today is whether the new 
CQoperation between the executive and legislative branches will prove. over time, 
conducive to more rationality and common sense in the economic sphere. 

:Sy the same token. depending on how far and for how long the pendulum 
sWings to the left. Russian foreign and defense policies could a.I.so come under the 
Sway ofnationalism in its mo~ conrentious.sclf-ilelusional and self-iSolating 
form -. call it post-Soviet exceptionalism. As RU<;.<:ia asserts its own special 
needs aJ:1.d distances itselfftom the West on the economic: front, we may be in for 
heightened tensions over security and diplomatic issues. 

But, friends and colleagues, so far that has not happened. The United 
States and Russia today are still cooperating fiu- more than wc arc competing; we 
are stil1 agreeing m9re than we are disagreeing. And where we disagree, we are, 
by and large. managing our disagreements. 

Whether that continuity can be sustained will depend in part on whether' 

Prime: Minister Primakov and Foreign Minister Ivanov Icr the policy preferences 

of adysp¢ptic Duma and an-often combative elite gre~t1y influence the work of 

that Stalin-gomiC skyscraper that hQuses the foreign Ministry on Smo'!enskaya 

Square, where Mr. Primakov himselfworked until September 11. 


The presSUl"e is likely to mount. The mood in the Duma is bilious. Many 
paJ'liament:a..ry deputies depict the unresolved issues between the U.S. and Russia 
in terms ofconcessions that we Americans are supposedly trying fO extract. from 
them or as favors we are asking them to do for us. . 

Nol.b.ing could be further from the truth. Virtually every issue between us 
.can be boiled down to a matter ofmunlal interest and mutual benefit Russia 
needs an effective non-prolife{8.tion regime smce Russian cities would be 
vulnerable ifits most dangerous technology ends up in the wrong hands. Russia 
needs strategic anns -reduction since itcannot afford to maintain its, arsenal at 
Cold War levels- And Russia definitely needs acotlaborativc relatiOnship with 
Europe:. including with NATO and the Europea.n Union. ' 

Peter Holquist's paper describes hmv the Soviet experience deepened 
Russia's sense ofnot really belonging 10 Europe. Post-SQv1.et RllSsia has already 
gone a long way toward joining the Ew-opcan mainstream. It is now a member of 
the G.,8; the CounciJ of Europc, the Arctic Council. the Council of Baltic Sea 
States, the Perinanent Joint COlUlcil created by tlle NATO-Russ~a Founding Act 
and the Conl<lcl GrQup on tJle Balkans. ' 
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To its credit and benefit - and to QUXS as well- Russia has gone from 
being a .spoiler to a joiner. 

However, whether this trend in Russian foreign policy continues is also a . 
. ,matter of.some.suspense. How Russia defines its role in the world and its 

relation~: With other states will depend crucially on how it defines itself and its 
own ststehoocL ' . 

My fiiend and former colleague Chip Blacker led a discussion on this 
LOpic e.a:dier today. On that panel. Sergei Kortunov raised what in some ways is 
vopro!llloprosov, tbe question ofquestions: what is Russia's national identity? 
Gogol was grappling with the same question in Dead Souls. The quandary has 
become even more acute and vexing since the end ofthe Soviet period ofRuSsian 
history. when many Russians felt that their Motherland 'W'<is, virtually overnight., 
deprived of its name, its flag, nearly half of its territory. its defining ideology, its 
governing structure and its protective alliance. . . 

< '.' 

So what is the ideo ofRussia today? As Sergei makes dear, it's easier to 
answer tl1at question in the negative than in the positive. «The new Russia," he 
says, «is not the Soviet Union; nor is she the old Russian empire." Rather, 
"Russia's new borders. possibilities, culture. civi lization, inner developmenl have 
all contributed to making Russia a new state." 

Yes, but what kind of a new stale? I gather Chip & Company reached a 
consensus 3l'ound ari9ther negative answer: whatever Russia necomeS. it wilJ 
never again be a monolith, in which political power flows rigidly from the lop 
down and from the: center outward. 1 agrt!li:. TIlat particular Humply-Dumpty 

. can't be put together again. Russia today is a crazy-quilt of regions with wildly 
different economic and pulitical structures. Some parts of the COllnny are, at Least 
relatively speaking. oa~sofIiberalization. For example:, Novgorod.. Nizhny 
N~:)Vgorod, Samara, Leningrad and Sverdlovsk oblasts. Others remain Jurassic­
like thenie parks ofSoviet-erd. policies and personalities. To wit: Kursk, 
KxasnodaI. Belgorod, Pskov, Volgograd. A few are simply weird. like Kalmykia,. 
wh~c Pr,~sident Ilyu7.himov reigns 8S a kind ofWizard ofOz. Emil Pain's paper 
de..~ribes regionali,...ation run amok in his Scenario 4. . 

The new Russia, like its predec:e..c:..~r the Soviet Repllblic, calls jt~lfa 

Fcd.eration. But the tenn "federation" is like "'reIonn" and "marketi:· Russia has 


.yet to define what it means. Gri!>ha Freidin could heJ.p. Ind~ he has helped: in 
1990, he ·trnnslated into Russian and distributed, under the imprint Chalidze 
publications. this little blue book: The FederalisT Ptipers. It offers a home truth 
that is simple, that is global, and lhatis illore valid at the end of the 20th century 
than it was when Hamilton, Mawson and Jay were writing their essays at the end 
of the 18th

: a successful !:ilate - especially one that stretches the lcngthofEurasia 
- mu.<;t make its diversity a source ofstr,ength; it must foster governance on a 
scale that allows citizens to feel connected to decisions thar affect their lives. 
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Ameri~an diplomacy recognizes the devolution ofpower downward n'om 
the top and outward from Moscow. Our ambassador in Moscow, Jim Collins, and 
his colleagues make a point offanning out around the ~untry> working with 
gras~;-roots organizations, developing relations with Russia's governorS and 
mayoIS.(more than 100 ofwhom are 35 or younger). We'll do everything we can, , 
despite budgetary stringencies. to make the most ofour three regional outposts -' 
the consulate-generals in 81.. Petersburg, Ye1ai.trinburg and Vladivostok. 

Mr. Primakov is also reaching out to the regions. In his speech to the 

; Duma the day he was confirmed as Prime Minister. he said that his priority was 

, yedinslvo - the unity ofRussia - thus clearly implying that the matter is in 

some doubt, even in some jeopardy_ For many Russians, angst aboullheir future, 
is cOlinpounded by suspicion about the U.S;'s strategic intentions. The Russian 
press has carried numerous articles suggeSting thatunder the guise of" : 
,"partnership," the U.S. is pursuing a hidden agenda nOl only to keep Russia weak: 
but to bring about its fragmentation. 

Once again. nOlhing could be further from the truth. The U.S. supports a 
unitary Russian state, within its current borders.' The violent breakup ofRussia 
would be immensely dangerous and destabilizing. When Czechoslovakia splil in 
rwo in 1992. it was caUt:d the velvet divorce. nut multiple divorces among, and 
perbHps wiThin, the 89 regional entities ofRussia would almost cenainly not be 
velvc:t. The horror that has unfolded over the past several years in the Balkans, 
migl,1t be replayed across eleven times zones, with 30,000 nuclear weapons in the 
mix. 

Thi:; 'lfr.emoon Emil Pain argued that that apocalyptic danger has receded. 
We. 1l11,1$t c~rtainly hope so. The ability ofM!. Primakovand his successorS to 
preserve unily will depend in nO small measure 011 two is.<iues. One is how they 
handle th~ economy in general and the ruble in particular. A nation's currency is 
a key manifestation and underpinning ofits sovereignty - and its unity. This 
centu.ry has already shown that hyperinflation can destroy states. or rum them into', 
monsters. 

The other d~fining issue for Russia's gosudarstvenrzost J - the coherence 
and viability of its sense ofits own statehood - is how its leaders, now and in the 
fut:url::, handle relations with their immediate neighbors. As has often been the 
case when empires dissolve. the ethnographic map - in this case, of"post,:,Soviet 
SpaCE!" - does not coi'ncide with the new political one. Many IDeJ;nbcXs ofthe 
Russ:ian I!]ite feel the loss ofempire like a phantom pain in a lost limb, not least 
because the dissolution of the USSR stranded twenly-five million fellow ethnic 
Russians on the far side of wmit became, eight years ago, iIitemational borders_ 
Those Russians now outside ofRussia rightfully want to be full citizens of their 
newly sovereign homelands. Any grievances they have, legitimate Or othe.rwise, 
phiyinto the hands of ultra-nationalists back in Russia. That is one of many 
reasons why we have advocated the adoption ofcitizen5:hip laws in the Baltic 

, ST::ltes thm meer international norms of inclusive, multi-ethnic democrdcy. 
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By and large. Russia has kept irredentist impulses largely in check. Not 
long after the breakup ofthe USS~ President Yeltsin made an historic decision: 
he affirmed the old inler~republic borders as the new international oneS. He has, . 
at seVt~ral key points, repudiated tbe more bellicose claims ofhis noisier· . 
opponents. 

But just because Russia has been relatively restrained to date does not 
mean :[t will be so forever. Mr. Pain warns in his paper that the thtea.t. to Russia's 
future,. and indeed to its integrity as a state, comes not from secessionism on the 
part of its own ethnic minorities - Ch.echens. Tarar:s~ yakuts. Chukchis, 
Kairnyks, Ingush, Ossetians, Mordovians - but from what he ca.lls "maniacal . 
great-power chauvinism... xenophobia and national closewmindedness" on the 
part of~me forces within the Russian majority. He is referring to Russians who 
would like to make expansionist or annexationist. common cause Vrith Russian 
min.ai-fries in the so-called "'near abroad.'" ,He singles out Crimea. northern 
K~zak.hstan and Transnistria., in Moldova, as the flash points. 

, Georgia might be added to the list, not because ofthe Russian minority 
there (which is small). but because of a' temptation on the part ofsome in Russia 
to fish for geopoJiti~a1 advantage in (he t.ouhled waters ofGeorgicm eChnic ' 
disputes and political vendettas. The short-sightedneSs of this sort ofmischief­
making is a lesson Russia should already have-learned. In 1993, Russia fanned . 
the flames of the Ahkhazian sccessionistmoveIl1cllt, only to find that sparks [rorn 
that conflict jumped from the Southern Caucasus to the Northern Cauca.~. 
contributing to what became the conflagration in Chechnya, 

On the positive $ide ofrthc ledger, in the lasl couple cfyears Russia has 

begun cooperating marc with the United Nations and the OrganizaTion for 

Securil:y and Cooperation in Europe in the quest for peaceful se:tt1cmc~ts in the 

various civil wars, sece$sionist struggles and ethnic conflicts in the South 

Caucasus and Central Asia. 


Sti1l, anxieties among Russia's neighbors about how MoscOw will handle 
its relations with them have only grown in the last sever<tl months, now that some 
ofthe more nationalistic elements in the Duma have become partner&-in-pOwer 
wiLh (he executive branch. There is more skepticism than ever among the non­
Russian member states of the Commonwealth of Independenl States about the 
future ofthat organization. Whether it survives and prospers will depend in large . 
measw-e on whether it evolveS in a way that vindicates the name.. If its largest 
membE:r tries to make "commonwealth" into a euphemism for a sphere of . 

. influence or an infringement on the independence of its neighbors - then the CIS 
will c.eservc to join that other set of initials, USSR. on thea!ili heap ofhistory. 

U.S. policy ""ill continue to focus not just on Russia buton its neighbors 

as welL We Want to see all the new independent states of the fonner Soviet 

Union slirvive, and rhrive, to become old inde~ndent states~jUst as.we want to 

see Russia's ownfi.dl intel:,rrallon into what might be called the glohal 

comrrwnwealth ofgenuinely independent. mutually respectful states, 
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A final point - not so much about Russia as about the American view of 
Russis_ Part ofRussia's problem is, as Gogol put it, that the rest ofllie world , 
"gazes askance" at what is happening there. The image ofRussia in the mindof 
Ameriea is increasingly ugly. It has beCome a cliche ofHollywood to depict 
Russia, not just as a failed state but as a criminal one. Here are just a few 
examples: "Crinison Tide," "The Jackal. ...·"The Saint," "Goldeneye," «The 
Peaceinaker." \lAir Force One," ""Ronin," even "Blues Brothers 2000." In every 
one, Central Casting has 'provided as villains Russian mafiosi, renegade generals 
and fanner KGBniks. usually tJafficking in loose nukes and dirty money. 

This image offeral Russia on the silver screen is mirrored in adventUre 
comic books, on op-ed pages, in fire-and·brimstonc statements on the floor of 
tongr;~ss and at conferences ofacademics and think-tank experts. AccOrding to a 
new ct)Dvcntional wisdom, smulnoye vremya - the Time of Troubles - is 
Russia,'s natural slate; the phenomenon we have witnessed over the last dozen 
years -- what we, and many Russians, rightly celebra.ted as Russia's wimting for 
il..'ielfe:conomic and political freedom and liberating itsfanner satellites and 
fellow inmates in the prison house of nations'- now looks like a false spring in 

, the midst of the endless Russian winter. Russians, it is often implied, are destined 
lo live in a Hobbesian state ofnature, exiled by the twin curses ofhistory and 
geography from thedvil society envisioned by John Locke; a predisposition to 
amhoritarian rule at home and aggressive behavior abroad is encoded in their 

. genes, 

This kind of strategic pessimism, if it were to be the basis of U.S, policy. 
would lead:" at a minimum~ to ftisengagement with Russia - a time-out, a pull­
back. (! heavy 90se ofhcnigu'l1cglect. The Russians arc so cranky and confused. 
it is suggested~ that perhaps we, shollid give them a breathing space - a 
peredyshka - even if they use it to drive Gogol's troika right off the edge of that 
~ff . 

Some serious commentators and political figures ga a step further, 
suggesting that it is time to dust off that old bwnper sticker that summarized U.S. 
policy toward Russia for nearly five decades: containment. I've even heard the 
word "'quarantine" suggested as the most prudent way 10 deal with what ails 
Russia.. 

This bleak view ofRussia~s future is, at a minimwll~ premature. It may 
turn out to be dead wrong. Or. perversely, we could make it come toJe.. since if 
we wr.ite Russia offand brace ourselves for a new Cold War, our pessimism could 
become ~elf-fulfilling. Russia will make its own choices and often its own 
mistakes, but it will make both in no small measure in response to us. 

The altemati ve to strategic pessimism is not so much optimism; which 
assum~s a happy ending, as it is realism about the complexity of the challenges 
and the uncertainty Russia taces. That is a mindset that assume." nothing. that 
does not prejudge the future, that is ready for anything, 110tjust the worst. The 
pol icy that flows from realism is one of~l:rategicpatience and persistence. That 
means continuing engagement. Even though international macroeconomic 
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SUppOI1~ ofthe kind that we provide through the llv1F must wait until the Russian 
government shows itself willing and able to make the difficult structural . 
adjustments necessary for recovery and growth., we will stay engaged in four key 
areas: 

• 	 THE nANKING SECTOR. The silver lining of the collapse ofthe banking 

system is that it has created an opportunity to create real banks that do real 

business, rather thanjust engage in speculation and arbittage. 


• 	 THE ENERGY SECTOR.. Russia will need close to $15 billion a year invested in 
. its ,:mergy sector for each of the next seven or eight years just to get back to 
19~:8 production levels. Western energy companies WWlt in. But they will not' 
invest in long-term projects unless the tax regime is clear. property rights are 
.sccure and they can take du,putes to international rirbitration. Russia. knows 
the laws it needs to pass .. And now is the time wben Russian oil companies 
nec:d to make clear to their legisla.tors that foreign investment is nOT sell,ing the 
patrimony, but preserving it from destruction. 

• 	 FOOD. Russia's bad luck over the pa~ year included the worst grain harvest 
in 45 years. Despite large stocks from last year, it could use upall Cllltenl 

food supplies by the end of the winter. TIle far nonh and the e3.$t will be hard 
hit, a.<: will vulnerable group:s in big c;ities who cannot alford to pay high 
prices. We have told the Russians that we are 'Willing to help. and we are 
dis<cussing the <.Jptions. TIle key' factor in whether we go torward is whether, 
the Russian!; have a clear strntegy [or distribution and account~biJi(y, and we 
get incontrovertible assurances exempting any food assistance we provid~ 
from customs and ta:-:(;;~. ./ ' 

• 	 t.XCHANGf.S AND NON-GOV£RNMENT.Al...ORGANJZATIONS. lbese art: people­
to-people programs designed to broaden the base ofsupport in Russia for open 
society and rule oflaw. We wilJ keep using some ofthc money available to 
us under the FREEDOM Support Act to bring local politicians. entreprcncurs 
and NGO reprcsematives to the U.S. on exchanges. and to strengthen regional' 
development. We will al::;(l continue to encourage Russia's participation in the 
gJobal network society through programs like our Internet Access and 
T riUning Program~ which connects libraries, wllversities and schools across 
Russia with each other and with counterpart institutions around the world. 

• 	 COOPERATJV~ THREAT REDUCTION. The U.S. is safer today because afme 
iml'estment we have made in our own security through initiativc;:.s like the 
Nunn-Lugar prograin, which helps Russia dismantle its most lethal weapons 
in :lccord with treaties like START I and the Chemical Weapons Convention. ( 
We will continue to work with the Russians to help them meet the financial 
co~;ts ofcompliance with interIUitiooal rul11s-control and non-proliferation 
agreements. 

By remaining engagt!u with Russia on all ofthe."l£. critical fronts in the 
monrhs ahead, we will be demonstraling to the Ru."\sian government and the 
Russian people our determination not to give up on them, even -'- perhaps even 

10 

) , 

.._-_ .•.-._-------- ­



~012 

especially - in a time oftroubles; we will keep plugging away at the task of 
SUpportil1g the many passengers in Gogol's troika who long to live in what they 
can "'a civilized caunlly." Their aspirations and their evenrual answer to the 
question ofquestions may yet coincide with our own long-term interests. 

1~ outcoUle is far from a certainty, but it is not an impossible dream . 
either. Rather it is a possibility that we must, for our sake as well as theirs, do 
everythulg we can to keep alive. 

,/ 
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From: Sheryl Sandberg 

To: fromanm, comstockn 


..	Date: 12110/983:03pm 
Subject: LS from Russia 

Larry call1Bd from Russia. He had 3 thoughts to pass o~ tathe Secretary. 
(MikelNelll - please pass on.) . 

1. He hats seen no evidence to counter the proposition that some problems 
don't have answers. 
2. As he listened to two 45 minute lectures via translation, he thought about 
how much the Secretary would be enjoying this trip if he had gone. 
3. He has heard a range of views, but relative to what he thought when he 
left, Larry believes that giving them money is less of a good idea and some 
kind of .deibt restructuring Is more of a good idea. 

cc: geilhnert 
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DEPARTMENT OF THE TREASURY 
WASHINGTON 

ASSISTANT SECRETARY 

. December 16, 1998 

MEM01RANDUM FOR SECRETARY RUBIN 

.FROM: Ted Truman ·1toVl 
~.. 


SUBJECT: Approach on Russia 


You asked in your comment to David Bloom over the past weekend on the "hot issues" 
of December 4, what is our recommended approach to Russia on our then forthcoming trip .. 

Meanwhile, we have been there and back, and you have seenLarry's and my report on the visit. 

The attached "economic message" is the script that Nancy Lee and I worked out, under 
Larry's guidance, in advance10four trip as a basis for Larry's various presentations. He drew 
upon most of it over the course ofour meetings, but rarely did he have the time to discuss it in 
fulL Moreover, as we progressed through our meetings the focus narrowed once again to the 
budget to the exclusion of the important microeconomic and structural issues. 

Attachml~nt 

cc: Deputy Secretary SUlIlJhers, Medish & Lee 
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DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 

March 4, 1999 
ASSISTANT SECRETAI~Y 

. MEMORANDUM FOR DEPUTY SECRETARY SUMMERS 

FROM: Ted'Trum~' 
Assistant Secre~(International) 

SUBJECT: Scenarios for a sma1115 month IMF program for Russia 

You asb:d for analysis ofa possible minimalist IMF program that, along with significant debt 
restructuring, could get Russia through the next scheduled presidential election in June 2000. By 
our calcuJation, ifRussia receives 'a full rollover of its IMP debt from April 1999 to June 2000 
and defaults on or reschedules its other external debt obligations other than Eurobonds (scenario 
1), only a small primary surplus of0.1 % ofGDP in 1999 is required to keep price and exchange 
rate changes within acceptable bounds. IfEurobonds are also included in the 
restructuring (scenario 2), Russia could run a s'tnall prim~ deficit of0.8% ofGDP in 1999. 

The IMF now estimates that the baseline 1999 Russian budget will produce a primary deficit of 
2.2% ofGDP. The primary balance has actually moved further into deficit in the last few weeks 
because l::lf decisions to eliminate the export tax on gas, lower gas excise taxes and suspend the 
oil export tax due to a decline in oil prices. The IMF also doubts that the GOR will be able to cut 
non~interest spending in real terms by 35%. The bottom line is that, in the context of an IFI 
rollover program and assuming payment ofEurobonds, Russia will need to produce additional . 
measures leading to fiscal adjustment of 2.3% ofGDP to keep yly iD.flation around 50% and the 
ruble in the 30-351$ range . 

. Assumptions 

Monetat.ylExchange Rate' : 

• 	 CBRFinance: R40Bin 1999, R26B in 2000 (0.9% ofGDP) (See table) 
• . 	 Inflation: For 1999, assume current IMF estimates of50% yly, 102% annual average. For 

2000, assume 30% within period, reflecting continued fiscal weakness. 
• 	 Average exchange rate: R30/$ in 1999; R35/$ in first halfof2000. . 

I The assumptions on monetization of the deficit, inflation and the exch~ge rate follow those in the IMF's 
latest budi~et analysis. '. . 
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Financin!~ 

The table:s assume a full IMF rollover package of$4.1B in 1999 and $2.1B in the first half of 
'2000 consisting of a combination of CCFF and Standby funding. Another option would be a 
smaller IFI package consisting only of CCFF funding which could be a maximum of $2AB ii1 
1999 (30% of quota). However, given the inverse relationship between the size of the IMF 
program and the required primary surplus, this option sets up a somewhat unrealistic scenario 
where greater adjustment equates to a lower IMF package. 

IBRD structural adjustment lending is assumed at $400M in 1999, a relatively low estimate 
which takes into account the lack ofprogress in recent GOR-World Bank talks on structural 
lending, the need for a track record before any significant disbursements are made, and the 

'- difficulty ofenacting major structural reforms during an election cycle. The pace of IBRD 
disburselnent is assumed to increase modestly in 2000. IBRD fmancing is assumed to trigger 
$700M in linked JExim funding in 1999, with the remaining $400M in committed JExim funds . .' . 

disbursed in 2000. 

On domestic financing. the scenarios account for the expected costs of the GKO restructuring 
and asswne zero new domestic debt issuance in 1999, with a small amount (RIOB) ofnew 
domestic debt in the first half of 2000. 

Debt ReJ)ayment 

In scenario 1. we assume that Russia defaults on or reschedules all external debt other than 

obligations to the IFIs and Eurobond interest. 1999 Eurobond interest is roughly 1% ofGDP~ 


Scenario 2, which includes Eurobonds iIi debt rescheduling, lowers the required primary surplus 

in 1999 by 0.8% ofGDP, given that Russia has already paid $300M in 1999 Eurobond interest. 


The IMF disbursement presumably would be credited directly to Russia's IMF obligations. 

Note on primary balances 

, , 

There is a significant difference between the required primary balance in 1999 and 2000. In 

scenario 1. it is+O.l% ofGDP in 1999 vs. -1.6% ofGDP in 2000. Thi's is due primarily to the 

reduced costs ofdomestic debt restructuring in 2000. Given this discrepancy. we could opt for a 

more front-loaded IMF program that would allow for a more level deficit path. If$0.9B ofIMF 

funding i.s shifted from the first halfof2000 to 1999, the 15 month primary deficit could be 

equalized (at 0.6% ofGDP in scenario 1 or 1.4% of GDP in scenario 2). This would require 

providing some IMF :funds to Russia above and beyond what Russia owes in 1999. 


cc: U/S Geithner , , 
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IMF Program Scenario 1: Pay IFls' (-SRF). EurobondsiFulllFI Refinance 

I 15 MONTH PROGRAM (TOTAL) 

(50% within period) 
-7% GDP growth 
exchange rate: R30/$ 

PrImary Ba18nce: 

Adjustment from current '99. budget (1) 


Financing Inflows: 
Foreign 

ffiRDIEBRD projects (2) 
Tied export credits 

Domestic (3) 
NewGKO/OFZ 
Gold sales 
Privatization 

Planned eBR credit (4) 

Financing Outnows: 
Domestic Debt (5) 

Interest 
Principal 

FX Debt Service: 
IMF 
ffiRDIEBRD 
Eurobond interest. 

IFI Program: 
IMF (6) 
mRD adjustment 
lExim(7) 

1999 

inflation: 102% annual average 

%LGOe 
0.1% 
2.3% 

2.6% 
1.0% 
0.2% 
0.7% 
0.7% 
0.0% 
0.2% 
0.5% . 
0.9% 

6.0% 
1.9% 
1.5% 
0.5% 
4.1% 
2.7% 
0.4% 
1.0% 

3.4% 
2.7% 
0.3% 
0.5% 

R billion 
3.8 

105.0 

117.6 
43.8 
10.8 
33.0 
33.8 
0.0 
10.8 
23.1 
40.0 

277.5 
87.9 
66.9 
21.0 
189.6 
123.9 
17.7 
48.0 

156.0 
123.0 
12.0 
21.0 

Shillion 
0.1 
3.5 

3.9 
1.5 
0.4 
1.1 
.1.1 
0.0 
0.4 
0.8 
1.3 

9.2 
2.9 
2.2 
0.7 
6.3 
4.1 
0.6 
1.6 

5.2 
4.1 
0.4 
0.7 

H12000'

I 30% inflation 
0% GDP growth 

• R351$ 

I R,billion 
-47.6 

83.6 
25.6 
6.3 
19.3 
32.0 
10.0 
7.0 
15.0 
26.0 

134.0 
22.0 
22.0 
0.0 

112.0 
73.5 
10.5 
28.0 

98.0 
73.5 
10.5 
14.0 

$i>illion 
-1.4 

2.4 
0.7 
0.2 
0.6 
0.9 
0.3 
0.2 
0.4 
0.7 

3.8 
0.6 
0.6 
0.0 
3.2 
2.1 
0.3 
0.8 

2.8 
2.1 
0.3 
0.4 

(1) Latest IMF estimate of primary balance resulting from current GOR measures Is -2.2% of GOP. 
(2) Based on Wortd Bank staff estimate of disbursements of $20-40 numon per month under current, low-case lending scenario. 
(3) Based on GOR'99 plans, with gold and privatization adjusted for inflation. 
(4) Current IMFwOl1<ing assumption fol'99 CBR net credit to government = R40 billion. H1'OO'" 1999 net credit as a % of GOP. 
(5) For '99, consists of costs associated with GKO restructuring as provided for In '99 budget 
(6) Combination of CCFF and Standby arrangement Maximum CCFF in 1999 Would be $2.48 (30% of quota). 
(1) In '99, level assumed In GOR budget. In H1 '00, balance of committed funds. 
(8) Current IMF estimate for '99 GOP;: R4600 billion. GOP for H1'OO is estimated to be R2990 billion; equal to one half of: 

99 IMF GOP projection of R4600 billion, assumed 0% GOP growth, and 30% annual average Inflation. 

..2ilODP 
-1.6% 

2.8% 
0~9% 

0.2% 
0.6% 
1.1% 
0.3%. 
0.2% 
0.5% 
0.9% 

.4.5% 
0.7% 
0,7% 
0.0% 
3.7% 
2.5% 
0.4% 
0.9% 

3.3% 
2.5% 
0.4% 
0.5% 

B. bi.DiQll 
-43.7 

201.2 
69.4 
17.1 
52.3 
65.8 
10.0 
17.8 
38.1 
66.0 

411.5 
109.9 
88.9 
21.0 
301.6 
197.4 
28.2 
76.0 

254.0 
196.5 
22.5 
35.0 

1bil1ion 
-1.2 

6.3 
2.2 
0.5 
1.7 
2.0 
0.3 
0.6 
1.2 
2.1 

13.1 
3.6 
2.9 
0.7 
9.5 
6.2 
0.9, 
2.4 

8.0 
6.2 
0.7 
1.1 

~ 
-0.6% 

2.7% 
0.9% 
0.2% 
0.7% 
0.9% 
0.1% 
0.2% 
0.5% 
0.9% 

5.4% 
1.4% 
1.2% 
0.3% 
4.0% 
2.6% 
0.4% 
1.0% 

3.3% 
2.6% 
0.3% 
.0.5% 
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IMF Program Scenario 2: Pay IFls (oSRF)/FuIlIFI Refinance (Do not pay future Eurobond, interest) 


Primary Balance: 

Adjustment from current '99 budget (1) 


Financing Inflows:, 

Foreign 


mRDIEBRD projects (2) 
Tied export.credits 

Domestic (3) 
NewGKO/OFZ 
Gold sales 
Privatization 

Planned CDR credit (4) 

Financing Outflows: 
Domestic Debt (5) 

Interest 
Principal 

FX Debt Service: 
IMF 
mRDIEDRD 
Eurobond interest 

IFf Program: 
IMP (6) 
mRD adjustment 
JExim (7) 

1999 

inflation: 102% annual average 
(50% within period) 
...7,% GDP'gi"uVv"Jl 
exchange rate: R30/$ 

R billion .Sbilli.!m ~ 
-35.2 -1.2 -0.8% 
66.0 2.2 1.4% 

117.6 3.9 2.6% 
43.8 1.5 1.0% 
10.8 0.4 0.2% 
33.0 1.1 0.7% 
33.8 1.1 0.7% 
0.0 0.0 0.0% 
10.8 0.4 0.2% 
23.1 0.8 0.5% 
40.0 1.3 0.9% 

238.5 7.9 5.2% 
87.9 2.9 1.9% 
66.9 2.2 1.5% 
21.0 0.7 0.5% 

150.6 5.0 3.3% 
123.9 4.1 2.7% 
17.7 0.6 0.4% 
9.0 0.3 0.2% 

156.0 5.2 3.4% 
123.0 4.1 2.7% 
12.0 0.4 0.3% 
21.0 0.7 0.5% 

H12000 

130% inflation 
0% GDP growth 

I' P,3S/$ 

R biJlian $biIfum 
-75.6 -2.2 

83.6 2.4 
25.6 0.7 
6.3 0.2 
19.3 0.6 
32.0 0.9 

10.0 0.3 

7.0 0.2 

15.0 0.4 

26.0 0.7 


106.0 3.0 

22.0 0.6 


. 22.0 0.6 

0.0 0.0 

84.0 2.4­
73.5 2.1 
10.5 0.3 
0.0 0.0 

98.0 2.8 
73.5 2.'1 
10.5 0.3 
14.0 0.4 

~ . 

-2.5% 

2.8% . 
0.9% 
0.2% 
O.t?% 
1.1% 
0.3% 
0.2% 
0.5% . 
0.9% 

3.5%'" 
0.7% 

·0.7% 
0.0%.· 
2.8% 
2.5% 
0.4% 
0.0%,' 

'3.3" 
2.5% 
0.4% 
0.5% 

115 MONTH PROGRAM (TOTAL) 

R hilliOll . $billion ~ 
-110.7 -3.3 -1.5% 

201.2 6.3 2.7% . 
69.4 2.2 0.9% 


. 17.1 0.5 0.2% 

52.3 1.7 0.7% 

65.8 2.0 0.9% 

10.0 0.3 0.1% 

17.8 0.6 0.2% 

38.1 . 1.2 0.5% 

66.0 2.1 0.9% 


344.5 11.0 4.5% 

109.9 3.6 1.4% 

88.9 2.9 1.2% 

21.0 0.7 0.3% 


234.6 7.4 3.1% 

197.4 6.2 2.6% 

28.2 0.9 0.4% 

9.0 0.3 0.1% 

254.0 8.0 3.3" 
196.5 6.2 2.6% 
22,5 0.7 0.3% 
35.0 1.1 0.5% 

(1) 	Latest IMF estimate of primary balance resulting from current GOR measures is -2.2% of GOP. 
(2) 	 Based on World Bank staff estimate of disbursements of $20-40 million per month under current, low-case lending scenario. 
(3) 	Based on GOR'99 plans, with gold and privatization adjusted for Inflallon. ' 
(4) 	 Current IMF working assumption for'99 CBR net credit to govemment '" R40 billion. H1'OO a 1999 net credit as a % of GOP. 
(5) 	 For '99, oonslsl$ of costs associated with GKO Il)struduring as provided for In '99 budget. 
(6) 	 Combination of CCFFand Standby arrangement Maxlmum'CCFF In 1999 would be $2.48 (30°,(, of quota).. 
(7) 	 In '99. level assumed In GOR budget. In H1'OO, balance of committed funds. 
(8) 	 Current IMF esttmate for '99 GDP '" R4600 billion. GOP for H1'OO Is estimated to be R2990 billion. equal to one half of: 

991MF GDP projection of R4600 billion, assumed 0% GOP growth. and 30% annual average Inflation. 
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