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During a private Washington luncheon this past August, Konstantin Natonovich Borovoi, a successful Russian businessman and chairman of the Russian stock and commodity exchange, warned an invited group of American businessmen and government officials the financial situation in Russia was deteriorating.

"Either the authorities will change the banking and currency system, or people will create a new system," Mr. Borovoi declared.Among other things, Mr. Borovoi said the laws prohibiting Russians from using offshore bank accounts are "a joke." And he confirmed reports the central bank is run by the mafia that has succeeded the KGB security apparatus and the remnant of the Communist Party that runs the black market.

Russia has survived war and hardship and will survive its current difficulties - with or without outside help. Yet ironically, Western efforts to give new loans to the Russian government are at odds with the goal of market-driven economic reform.

For despite talk about restructuring the economy, the real objective of the Group of 7 industrialized nations is to prop up the Kremlin's latest rulers - thereby preventing a formal default on Moscow's more than $70 billion foreign debt.

The man chosen by fate and political circumstance to oversee the U.S. portion of the Russian bailout is New York Fed President E. Gerald Corrigan. Mr. Corrigan also is chairman of the Basle-based Cooke bank regulation committee and vice chairman of the Federal Open Market Committee.

But the appointment of super-bureaucrat Gerry Corrigan to teach Boris Yeltsin about "free markets" was a cosmic joke played on Russia.

In the summer of 1991, Treasury Secretary Nicholas Brady, Fed Chairman Alan Greenspan, Mr. Corrigan and several other Western officials traveled to Moscow to assess the "economic reforms" required for Russian membership in the International Monetary Fund and the eventual release of billions of dollars in loans a year later. IMF money is needed, so the logic goes, to finance a growing trade deficit caused by the general collapse of the Russian economy.

One evening, as Secretary Brady and Chairman Greenspan went off to dine with Mr. Gorbachev, an aide to Mr. Corrigan, who was not invited along for dinner, suggested that he meet "discreetly" with Mr. Yeltsin.

The Russian leader, it should be remembered, had just completed a disastrous tour of the United States and was seen by the Bush administration as a dangerous, often drunken irresponsible on the fringe of Soviet politics.

"Mr. Yeltsin deeply appreciated the courtesy of Mr. Corrigan's visit," according to one official familiar with the details of the trip. About a month later, when the attempted military coup against Mr. Gorbachev thrust Mr. Yeltsin to the forefront, the Russian president did not forget his newfound dining companion and billiard partner, Gerald Corrigan.

In November 1991, the New York Fed chief began a series of "technical assistance" trips to Russia, and in January 1992 hosted a dinner for 200 bankers and other close friends in Mr. Yeltsin's honor at the New York Fed's Italian-revival building in lower Manhattan. The two now-intimate friends reportedly danced and tossed back shots of vodka until the wee hours of the morning.

Through the fall of 1991, the once stalwart communist Yeltsin naturally became deeply committed to free market reform. Mr. Corrigan began to advise Russia's leader on broad economic matters, a role formalized in February 1992 when the Fed Board in Washington effectively appointed Mr. Corrigan "czar" over American technical assistance to Moscow.

Together with his longtime mentor, former Fed Chairman Paul Volcker, who also advises the Russian government after years of steering through the Third World debt crisis, Mr. Corrigan is perhaps the most influential - and least visible - Western financial expert on Russia today.

With James Baker III back in the White House to direct the Bush re- election effort, Mr. Corrigan, with his personal relationship with Mr. Yeltsin, is the leading U.S. policy-maker shaping Russian-American political and economic links.

Mr. Corrigan's career stretches back to the collapse of Drysdale Government Securities in 1982 and includes the Mexican debt crisis and the October 1987 market crash. Russia now looms as the great test of his doctrine of "too big to fail," which holds that banks and even whole countries should be subsidized rather than subjected to market discipline.

Russia today owes many billions of dollars to foreign banks and commercial companies. It also has an intact strategic nuclear arsenal, and therefore still presents perhaps the greatest threat to Western stability.

Despite claims that his role is to foster private sector activity, Mr. Corrigan's first priority has been to help make Russia's centralized banking system more efficient, in order to boost Moscow's ability to service its foreign debt.

His real assignment - the role neither he nor the Bush administration will discuss openly - is to float Moscow on a multibillion dollar tide of multilateral loans.

During testimony before the Senate Foreign Relations Committee earlier this year, then-Secretary of State James Baker stated unequivocally that Western aid to Russia would be limited in duration and scope. He said the aid would not be an open-ended, continuing subsidy for Boris Yeltsin.

Yet the International Monetary Fund is now seeking $18 billion in new money for Russia in 1993. Perhaps more damning for Mr. Baker is a March 26, 1992, telex to Western banks that hold Russian loans, making it clear that Moscow will not pay its foreign debts, either this year or any time soon. Indeed, Moscow has just recently questioned its responsibility for the entire Soviet foreign debt.

This bankers' telex proves that Mr. Baker and officials at the Fed and the International Monetary Fund were aware before the Senate hearings that Russia will require massive Western subsidies over a prolonged period. They also knew Russia eventually will need some type of "debt reduction" scheme similar to that provided for Mexico. Yet they chose to mislead Congress about the true magnitude of the problem.

Most observers of the Russian scene see little hope of maintaining ruble convertibility against hard currencies without a change in the centralized approach of the Russian government. The ruble is now worth less than half a cent, down from 1.6 rubles per dollar in 1988.

The central bank continues to print new rubles at a frightening pace, ensuring that the value of the Russian currency will continue to deteriorate.

Using cellular telephones and fax machines to circumvent the central authority's corrupt and inefficient currency system, new Russian entrepreneurs like Mr. Borovoi are the biggest obstacle to Western efforts to stabilize the Yeltsin regime. And the United States, represented by Mr. Corrigan, risks becoming the enemy of change due to its support for centralized institutions of the pre-Gorbachev Soviet state.

As it did with the Latin debt default in 1982, and with domestic financial upheavals involving savings institutions, commercial banks and real estate, the American political and financial establishment is trying to conceal the true scope of the economic crisis in Russia with more new loans.

The Group of 7 support effort for Russia is essentially a larger model of the U.S.-engineered Mexican stability program, minus the volatile short-term private investment component.

For the moment, Washington views Mr. Yeltsin as the best choice for ensuring stability in Russia. But even Mr. Corrigan is hedging his bets by putting out feelers to Viktor Gerashchenko, head of the central bank and a hard-line communist holdover. He is openly critical of the Yeltsin reform package and is aligned with mafia elements that control the black market.

Whether the Yeltsin government is eventually displaced by a more reactionary, less reform-minded group aligned with the likes of Mr. Gerashchenko, you can bet that Mr. Corrigan and others will still be lobbying for additional new loans to keep the great debt game going a little while longer.

Instead, the honest and courageous thing for the Group of 7 countries to do would be to admit that the old Soviet debt will never be repaid - and to stop the flow of new foreign loans to reactionary elements in Moscow.

Only then will the process of reform have a real chance of success.
