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RUBLES, OLD SOCKS, AND IMF LOANS, by Stephen S. Moody

"Money is the blood and soul of men, and he who has none wanders dead among the living." -- Scipion de Gramont, 1620 

War in Chechnya notwithstanding, the IMF decision to withhold the current tranche of its $4.5 billion loan to Russia may signal belated realization that, in Russia anyway, IMF policies line private pockets. The oligarchs and kleptocrats running Russia these days aren't necessarily Marxist ideologues, nor necessarily do they seek to govern. As former communists, however, they all learned Lenin's lessons well. The Lenin they learned best was: Grab' nagrablennoe! Steal what's been stolen. 

Economic reform in Russia failed because public means were subverted to private ends. Former communist nomenklatura used IMF macroeconomic tools to build private capitalist fortunes. Corruption, expropriation, monopoly -- they're all taxes of a sort, though economists prefer to call them "rents." Whatever you call them, they're still money. And where law can't rule, money will. 

Devaluation and tight monetary policy are the tools of economic reform. Since 1947, the IMF has used them to stabilize national economies worldwide. Admittedly, few currencies devalue forty thousand-fold in ten years as has the ruble, and few money supplies get as tight as 14 percent of GDP. Russia, in fact, has the tightest money supply on earth. The ruble is stable because no one uses it. Persistent devaluation and shortages of cash so undermined confidence in the ruble that private citizens and corporations alike abandoned it. 

Citizens abandoned the ruble because devaluations wipe out ruble savings. Wary of devaluations and rickety banks, Russians stuff dollars into old socks for savings -- as much as $45 billion by the time of August 1998's infamous crash. But, even stuffed with dollars, socks don't get counted in Russian money supply. For that matter, neither do corporate accounts receivable. 

Devaluations also wipe out the cash component of working capital. Corporations don't wear socks, of course, so Russian companies stash their would-be cash surpluses either in inventories of raw materials and finished goods, which they barter among themselves in lieu of cash, or in the form of neplatezhi (non-payments, or accounts receivable) or veksel' (bills of exchange). Veksel' are corporate IOUs- fungible credit instruments Russian industry uses to discount its receivables. In most capitalist economies, commercial banks discount corporate receivables. In Russia, however, banks don't make loans, so accounts receivable rarely show up as demand deposits in commercial banks. Or, obviously, in the money supply. 

No wonder Russian money supply is so tight. And no wonder Russian government can't collect taxes. It doesn't take an IMF economist to see that, at velocities (the speeds at which money circulates) less than two, a money supply of 14 percent of GDP can't pay tax bills of 28 percent in full. 

Who needs a stable currency if no one uses it? If banks don't make loans, and industry barters, and citizens stuff dollars into socks for savings, what good can monetary policy -- tight or otherwise -- do? Indeed, what are the benefits of policy so tight that corporations can't pay taxes? 

In the main, there are three. 

First, if money supply is so tight that banks can't make loans, then government enjoys a de facto monopoly on credit. Rubles are a medium of exchange for some, but a store of value for no one: they can't retire debt at interest rates anyone but government can afford. In fact, absent credit, rubles the Russian Central Bank prints aren't real money at all. 

Second, accumulated tax arrears, and the interest and penalties accrued thereon, presently account for more than half of all non-payments in Russia -- an amount equivalent to Russia's entire GDP at the end of 1998. If all debtor enterprises were pressed into bankruptcy under current Russian law, government would end up owning more than fifty percent of the shares of most. The companies can't be liquidated, of course, because there isn't enough cash to pay their back taxes, and government has a monopoly on credit. 

Last, tight monetary policy won the Russian government IMF loans, which met Russia's international obligations and opened the doors to foreign investment. Foreign investment generated tax and government bond revenues from sources outside the ruble tax base. As important, foreign direct investment lifted the value of all privatized Russian enterprises -- even the insolvent ones in which government has claim to a fifty-one percent stake. 

Of course, in light of FIMACO and recent money laundering scandals, some contend that, in September 1996 and again in July 1998, other doors opened, and emergency IMF funds went directly from the Russian government to certain private banks. 

Devaluation, tight monetary policy and IMF loans notwithstanding, after eight years of economic reform, Russia finds itself with a government that enjoys a monopoly on ruble credit and claims to majority control of as much as half the country's means of production -- powers eerily reminiscent of former regimes. Actually, Russian government today would have Soviet-like economic powers, except that Russia really has no government at all -- federal, regional or local. Governments that don't collect taxes surrender governance to individuals who do. 

The oligarchs and kleptocrats who now run Russia conned the IMF into lending them its tools. "Kinuli ikh," someone has said. "We conned them." For its part, the IMF forgot that tools are indifferent to the ends they serve. Wealth -- public or private -- is still wealth. Devaluation can't weep for the millions it impoverishes; policies don't drive Mercedes. 

And the kleptocrats conned the Russian people. The $45 billion that trickled down into old socks -- about $40 per person per year for eight years -- insured the oligarchs against two risks they couldn't afford to run: revolution in Russia and suspicion in the West. The insurance paid off in part: there hasn't been a revolution. There hasn't been much reform, either. Socks walk; capital flies. 

For its part, money doesn't know it's the blood and soul of men or that, deprived of it at birth, democracies die. Russia's great experiment with democracy and capitalism has given her neither. Yeltsin's era ends sadly; reform's legacy is nil. 
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