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SENDING A MESSAGE:
NO MORE GRAFT

GORBACHEV IS USING FIRING SQUADS AND PRISON SENTENCES TO MAKE IT CLEAR |

rriving at Moscow's Sherem-
Aet}rem Airport early last year at
the end of one of his many for
eign trade trips, Vladimir N. Sushkov
expected to sail through customs as usu-
al. After all, the gregarious deputy trade
minister had a lot of clout. He was well-
known among international businessmen
and had put together some of the key
Soviet trade deals of the détente era. As
co-chairman of the U, 3-U. 8. 5. K. Trade
& Economic Council, he had dealt regu-
larly with such American business lead-
ers as former PepsiCo Chairman Donald
M. Kendall, Bank of America President
A W. Clausen, and G. William Miller, ex-
chairman of Textron and former Trea-
sury Secretary.
Whenever Sushkov returned from
globetrotting, a van would meet him at
the airport and cart away all of his bag-

gage. Ordinarily, gray-uniformed ecuns-
toms officers would wave him on, but
this time they didn’t look the other way.
They stopped the aide handling Sush-
kov's luggage and found jewelry and vi-
deoeassette equipment inside.

Sushkov, who was not detained, raced
to his dacha in the posh Moseow suburb
of Barviha, where many powerful offi-
cials have their country homes. He fran-
tically stashed foreign currency and jew-
elry in empty coffee tins and began
burying them around the grounds. Back
at Sheremetyevo, the aide had started
talking. Soon the investigators were
heading for Sushkov's dacha.

PuBLIC REBUKE. Thiz past June 15, after
a three-week trial, the 67-vear-old Sush-
kov was sentenced to 13 years in prison
for accepting bribes and abusing his of-
ficial position. His wife, Valentina, a

member of the prestigious State Com-
mittee for Seience & Technology, was
given an 1l-vear sentence, and several
aides were imprisoned as well. Aceord-
ing to a recent article in the Soviet news-
paper Labor, police found $2.3 million
worth of goods thal were allegedly giv- |
en to the Sushkovs by foreign execu-
tives hoping to win Soviet trade con-
tracts. Included in the haul were 1,565
pieces of gold jewelry studded with dia-
monds and other gems.

The Sushkov ecase is one of the most
prominent efforts so far in Soviet leader
Mikhail 8. Gorbachev’s campaign to
crack down on corruption in the Soviet
Union. Along with his efforts at peres-
frotka, or restructuring Soviet society
and the economy, Gorbachev is trying to
tighten discipline. The erackdown is part-
ly politieal, designed to put Gorbachev




loyalists in posts held by cronies of the
late Soviet leader Leonid Brezhnev,
whose regime was notorious for corrup-
tion. But observers note that peres-
trofka involves much more individual re-
sponsibility and decision-making. Honest
officials are needed if it's going to work.

Because graft is endemic to Soviet so-
ciety, checking it amounts to a monu-
mental task for Gorbachev. Called na
levo, or getting one's way by paying
bribes “on the left,” it involves swapping
gifts for favors. A bottle of vodka for a
maftre d' can ensure a choice table in a
restaurant. Getting an appointment with
a competent doctor ealls for more sub-
stantial gifts—but never rubles.

Since Gorbachev assumed power in
March, 1985, thousands of offieials have
been dismiszed and prosecuted for cor-
ruption. One Western diplomat est-
mates that the total has reached at least
2,000, but “that number could be a hell
of a lot. higher." Many more officials
have been investigated, he says.

In mid-June the Central Committee of
the Communist Party announced plans
to broaden the powers of prosecutors

Brezhnev erony, he was a cross between
a baby-kissing politician and a medieval
emir,

Under Rashidov, Usbekistan consis-

tently reported brilliant cotton harvests
from 1978 to 1983. Some approached 2
million- tons—more than the entire out-
put of countries such as Egypt and Paki-
stan. A 1979 headline in Pravda trum-
peted: “Remarkable Vietory of Cotton
Growers in Uzbekistan." Rashidov led
Uzbek contingents when they lined up
for awards.
HARVEST HOAX. But an extensive KGB
probe showed that Uszbekistan officials
cooked the books throughout those
award-winning years. They faked pro-
duction data, billing Moscow for up to
4.5 million tons of imaginary cotton over
five vears. Those who pocketed the dif-
ference used the money to build dachas
or to bribe bureaucrats to help their chil-
dren get luerative jobs or gain admission
to universities. As the local party boss
responsible for everything that went on
in the republic, Rashidov was accused of
allowing the scheme to develop.

By some accounts, Moscow discovered

the secam when testing spy satellites
over Uzbekistan. Rashidov reportedly
committed suicide after being eonfront-
ed with the discrepancies between the
satellite photos and the harvest reports,

Curiously, Rashidov was buried with
honors in a Tashkent park and a com-
memorative plague was placed over his
grave. But last year the Uzbekistan
Communist Party made Rashidov a non-
person. His body and the plague were
removed from the grave site, which was
then paved over with asphalt.

The man said to have faced down Ra-
shidov was Yuri V. Andropov, then KB
chief and later Soviet leader. During his
brief tenure as General Secretary, An-
dropov initiated anticorruption drives
and economic reforms that Gorbachev
has pursued more aggressively.

The Uzbekistan probe has accelerated
in the past vear, and as many as 2,000 of
the republic's officials have been investi-
gated. Deputies have been accused of
using payoffs to build grand dachas for
themselves and their children. Even the
police were involved,

Although graft is rampant throughout

battling graft. Even the usu-
ally omnipotent KGBE is af-
fected. Last fall, Kan chief
Viktor M. Chebrikov issued
an extraordinary publie re-
buke of KGR officials in the
Ukraine who had arrested
an investigative reporter
who was poking into loeal
corruption involving them.
HOME RULES. Of the 15 re-
publies in the vast country,
the ones regarded as the
most corrupt are those in
the Caucasus, including
Georgia and Armenia, as
well as Kazakhstan and the
central Asian republics. Far
from Mozscow, their popula-
tions have diverse cultures
and their own ideas about
doing business. Foreign Min-
ister and Gorbachev protégé
Eduard Shevardnadze made
hig name not in foreign af-
fairs but as an energetic
KGE official rooting out cor-
ruption in Georgia.

The biggest scandal by
far has been in Uzbekistan,
a sleepy central Asian buck-
water just north of Afghani-
stan and 1,700 mi. southeast
of Moscow, where cotton-
growing dominates the econ-
omy. For more than two de-
cades, Uzbekistan was ruled
by Sharaf Rashidov, who
was first secretary of the lo-
cal Communist Party Cen-
tral Committee from 1961
until his: death in 1983, A

the Soviet Union, in Uzbeki-
stan it seemed to take on an
anti-Russian flavor that was
unsettling - to Moscow inves-
tigators. Consequently, the
Soviet: militia is instituting
widespread transfers along
ethnic lines. Central Asian
officers will be sent to Euro-
pean Russia and Slavs will
be sent to central Asia to
deter corruption.

The investigation has had
fatal consequences for Usz-
bek officials besides Rashi-
dov. Valid Usmanov, former
minister of eotton process-
ing and the accused master-
mind of the scam, faced a
firing squad last fall. In ear-
ly June, Abduvakhid Kari-
mov, party boss of Bukhara,
about 300 mi. west of Tash-
kent, was sentenced to
death.

OPEN SECRET. Each stage of
the Uszbek probe has been
reposted in the Soviet press
as & kind of Gorbachevian
warning that such secams
will not be tolerated. But the
revelations seem  superflu-
ous in Uszbekistan, where
the cotton affair was an
open secret, “Sure, we knew
all about it,” says a woman
in Tashkent. Adds Elna-
zaroy Tahir, head of an
11,000-member eollective
farm near Bukhara: “I won-
dered why certain farms had
higher harvests than others.
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When cotton was in the fields, it didn't
seem they would be doing so well. But
great production figures appeared.”

Rashidov's story shows how simple it
can be to mastermind production scams

ironically, tight controls might seem to
preclude such abuses, The scandal also
raises new questions about the reliabil-
ity of Soviet economic data.

With bad data, economic planners
can't know what's needed most. Gorba-
chev instituted a state system of quality-

in a centrally planned economy where,

student who took part in the riot will
face a firing squad. Four other partici-
pants drew prison sentences.

Even more opportunities for bribery
may develop as Gorbachev expands for-
eign trade as part of perestroika. So far
this year some 70 enterprises have been
permitted to deal directly with foreign
companies. In addition, the Soviets are
promoting the formation of joint ven-
tures with foreign companies to obtain
Western technology, management skills,

to try to implement trade arrangements
between the two countries.” :

While noting that *“fine things impress
all Soviets,” Verity says, “we felt it was
important that if he was going to do
business in the U.S., we should impress
on him from the outset that there are
striet limits on gift-giving here. So we'd
take him out and give him a good dinner
in New York, and that was sufficient. I
never had any suspicion he was corrupt
in any way."”

Although there have been no reports

control inspection earlier
this year because, at most,
only 18% of Soviet products
meet world standards.
When state quality inspec-
tors swooped down on the
Tyazhtextilmash textile
company in Tashkent, they
“immediately rejected 100%
of its output,” says Ernest
A. Rizaev, first vice-deputy
of the city's executive com-
mittee. The plant, he adds,
badly needs new equip-
ment—and its managers
badly need new thinking.
“There were and there
are a great deal of prob-

and access to foreign markets. It's al-

of corruption in Sushkov's
dealings with the U. S, Ita-
Iy would appear to be a dif-
ferent story. The country
always held a special at- |
traction for him and his
wife. According to the
newspaper Labor, Valen-
tina’s taste for Rome’s high
life led Italians to dub her
“the gold-plated signora.”
And in 1981, Labor says,
she introduced her husband
to Paolo Straneo, managing
director and president of
Pressindustria, a Milan
maker of chemicals and
drugs. Straneo, says Labor,

lems facing us, and one of
the biggest is the question of personnel,
the party cadres who supervise peres-
troika,” says Rizaev, who got his job
under the Gorbachev regime. Since 1984
more than 3,000 Uzbek officials have
been sacked, though not necessarily be-
cause of corruption. More will lose their
jobs as time goes on, he says.

eTHNMic sTroFE. Still, falsifications contin-
ue in Uzbekistan, and the phony figures
involve more than just cotton. In 1986
some 40% of Uszbek production enter-
prises reported false data to Moscow,
according to & regional newspaper. Of
211 farms checked, 147 had lied about
fodder production numbers.

In neighboring Kazakhstan, some
4,000 officials reportedly have been in-
vestigated for corruption. Four senior
party officials have been arrested on
bribery and embezzlement charges and
could face execution. One is said to be a
relative of longtime Kazakh kingpin Din-
mohammed A. Kunayev, a Brezhnev
protégé whom Gorbachev ousted from
the Politburo last December.

Kunayev's firing took a bloody turn.
He was replaced by a Russian, breaking
an unspoken rule that local officials
head ethnic republics. Whipping up na-
tionalist sentiment, Kunayev supporters
reportedly inspired at least 2,000 stu-
dents to riot in the republic's capital,
Alma Ata. The resulting violence now
geems certain to claim at least one life.
On June 22 authorities announced that a

ready an established practice at U.S.
companies to fly visiting Soviet trade of-
ficials on corporate jets. And when busi-
ness has taken the visitors to the West
Coast, they've often made weekend stop-
overs in Las Vegas,

Nonetheless, Sushkov's American col-
leagues on the U.8-U.5.5.R. Trade &
Eeconomic Council express shock at his
arrest and sentencing. "1 never saw any
evidence that he was dishonest, venal, or
in any way disloyal to his country,” says
one former U. 8. director. “He certainly
never gave any indication that he was
expecting anything from me or my com-

pany.

““He's probably on his way to Siberia,”
says C. William Verity Jr., former chair-
man of Armeco Ine. Verity, who served
with Sushkov on the bilateral council
from 1978 to 1985, describes him as “a
fine associate, a very outgoing fellow

was eager to break into the
Soviet market. Once he and Sushkov
struck up a relationship, trade flourished
between Straneo’s company and Soviet
oil and chemical, as well as fruit and

| wine, industries.

Sushkov helped arrange a large Soviet
order for chemicals from Pressindustria,
Labor reports, and in return, Straneo
gave the Sushkovs presents worth more
than $200,000. Later he reportedly testi-
fied against them in Moscow.

For his part, Straneo concedes that he
gave the Sushkovs “token gifts” that
included expensive jewelry and clothing,
But he says their value was about half
the amount estimated by Soviet investi-
gators. Moreover, Straneo insists that
there was no direct connection between
the gifts and contracts awarded to his
company. He adds that he only prof-
fered the gifts after persistent requests
from the Soviet epuple.

The Sushkovs' sentences look relative-
Iy light compared with the executions in
Uzbekistan. That might provoke more
nationalist sentiment in distant republics
like those in central Asia, and more riots
in cities like Alma Ata. And committed
though Gorbachev may be to rooting out
corruption, he faces an awesome battle
against an entrenched bureancracy that
seems to feed on graft. Progress will
come only at a high price.

By Peter Galuszka in Tashkent, with Ke-
ren Wolman in Rome and Charles Gaffney
in New York
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who did everything we asked that he do
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| Letter From Rus

LIVE OFF THE

DIE BY THE AK-47

AK-47,

n the evening of Oct. 9, the fam-

ily of Nikolai A. Perevozchikov,

a high-ranking police officer in

the grimy Russian city of Izhevsk, gath-

erad at his apartment to celebrate the

| 20th birthday of his son Sergei. After

| the party, the family retired for the
night.

At about 3:30 a.m., gunmen smashed

through the apartment’s wooden door.

Working room by room, they sprayed

25-year-old son Igor, and his 23-vear-
old daughter, Tatyana, alsc a police
officer. Survivors included two of the
children’s spouses and Tatyana's
9-month-old baby boy, who had been
lying beside her as she was shot in bed.
Sergei saved himself by diving under
the dining-room table after the gunfire
woke him.

CHIEF NEMESIS. To the 600,000 residents
of Izhevsk, wiping out nearly an entire
family was shocking enough. But Per-
evozchikov was also the region's lead-
ing specialist on organized erime. He
was the nemesis of the local violent
gungs that have sprouted up—as they
have all over Russia—since the fall of
communizm. Just two days after the
murders, he was to have led Operation
Signal, a major police aweep to arrest

10B-E BUSINESS WEEK / NOVEMBER 7, 1994

family members with bullets, Killing |
FPerevozchikov, his wife, Nina, his |

gang members and confiscate weapons.

The killers' choice of weapon lent the
slaughter an ironic twist. Along with
pistols, they used a Kalashnikov assault
rifle—Izhevsk's most famous produect.
Ever since the early 1950z, lzmash, the
largest employer in this military pro-
duction center some 1,000 km east of
| Moseow, has been churning out the AK
| series of weapons, arguably the best as-
sault rifles ever produced.

The ak, with its distinctive banana
elip, was designed in 1947 by Mikhail
Kalashnikov, now 74, a revered local res-
ident. He invented the rifle after he was
wounded in combat and was convalese-
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| Aks ave in use today by soldiers, guerril-

| our city but of our country,” says Viktor
| T SBelezov, chief engineer of the lzmash

1
FUNERAL IN IZHEVSK: A palice n_,r_';"'?'r:gr.
and most of kiz family were wiped ow

ing in a hospital during World War II.
His goal, as he told the press recently,
was to provide Mother Russia with
weapons at least as good as the German
ones he had faced.

Sinece then, some 55 million AK-47s
and AK-T4s have been produced. The
AK series has been an outstanding
success. Simple, rugged, and reliable,
they can fire in conditions ranging from
tundra to jungle. During the Vietnam
War, U. 8. troops scrounged AKs from
dead enemy troops becausze they didn't
jam as often as U. 5.-made M-16s. Many

las, and terrorists around the world.
They fetch from $300 to $1,000 and are
produced in factories in eight other
countries, including Poland and China.
“The Kalashnikov iz not just a symbol of

plant.
FORCED FURLOUGHS. Under the Soviets,
workers at Izmash and other local state

| weapons factories were rewarded with

high salaries and perks such as access to
resorts, special food stores, day care g
and summer camps for the kids. The
lived cozy lives, sealed off in the Rus?
sian heartland. But all that has changed.
To the people of Izhevsk, the collapse
of the Soviet empire has been particular-
ly harsh. Many have lost their jobs mak-
ing guns, and many more live in fear
that the weapons they made will be
turned on them. The Russian military
has cut requests for Kalashnikovs four-
fold since the 1980s. Now, some of [z-
mash's 70,000 workers, many of whom
already are on forced furloughs, are fac-
ing permanent layoffs.

Some other plants in the city have
succeeded in shifting to eivilian produc-
tion. A military-electronics factory, for
example, now makes vCRs, The Izhevsk
Mechanical Plant, a major maker of Tok-
arev and Makarov pistols for the mili-
tary, has shifted itz production from 66%
defensze to 949 civilian by adding such
products as food proéessors and milk-
packaging machinery.

Izmash hasn't enjoyed such success,
The plant has made cars and motorey-
cles for about three decades. But its
Kombi and Moskvitch ecars look like un-
gainly boxes, and those Russians who
can afford a new car these days favor
sleek imports. Izmash did have a wj
ning motorcycle model, whose liqu.
cooled engine made it a hit in such
desert nations as Egypt and Syria. But
it stopped making the bike, called the




Izhevsk. The problem, company officials
say, was that ordinary Russians couldn't
afford them, and they didn't appeal to
the arrivistes who prefer imported bikes
such as high-powered Yamahas from Ja-
pan and Harleys from the U.5.

" That leaves the erime wave that Per-
evozchikov was fighting as the most re-
liabie source of business in town. The
illegal-arms market is thriving, along
with the eriminals who are everywhers
in Izhevsk and the rest of Russia, “The
mafia,” says local television reporter
Vlada V. Odinsteva, “is now dividing up
influence spheres in the city, and mur-
ders take place often—murders of busi-
nessmen who, in this or that way, are
connected with the mafia”

‘In recent weeks, she says, a bank di-
rector was assassinated, two store
guards were killed during a robbery,
and the car of the chief of a wood-prod-
uets company was shot up—although he
escaped being hit. Murders in the Re-
public of Udmurtia, which includes

“When we had
communism, there was
no such crime here.
There was order here”

Izhevsk, are up 18% from last year, to
320 since Jan. 1.

Republic police recently uncovered
five underground factories where gang-
sters were assembling Kalashnikovs
and pistols from parts smuggled out by
factory workers, says Valery V. Sim-
yonov, a deputy minister of police. The
Izhevsk Mechanical Plant, which makes
military pistols, isn't permitted to sell
the army models directly to a Russian
public that iz increasingly terrified
gbout erime. But it is responding to
consumer demand by modifyving the
gums to shoot pellets filled with a Mace-
like chemical that ean immobilize an at-
tacker. Trouble i, thesze gas pistols can
easily be retooled to fire bullets again—
work that was going on in some of the
underground factories.

Izhevsk's surging illicit-weapons pro-
duction also includes exports. Last
month, a woman associated with a pri-
vate, Russian-Cypriot joint venture al-
legedly arranged for air shipment of
3,000 gas-pellet pistols from [zhevsk
Mechanical Plant to Cyprus. She was
arrested ‘and the air cargo seized en
route when police learned the guns were
bound for Chechnaya, a strife-torn Rus-
sian republic in the Caucasus, where,
apparently, they were to be converted
for live-ammo use,

On Oct. 18, three men in their 20s
were arrested in connection with
the murders of the Perevozchikov
family. Two more are being sought. The
authorities have said nothing about the
possible motive, and while investiga-
tor Simyonov won't link the killings di-
rectly to gunrunners, he says it's obvi-
ously a distinet possibility. Nor can
Perevozchikov's association with Oper-
ation Signal be dismissed as a mative.

As for the people of Izhevsk, they
stoieally bore the heightened police
presence resulting from the sweep, al-
though in today’s Russia they could have
protested the searches as violations of
their civil liberties. At one checkpoint on
the edge of town, for example, traffic
cops in flak jackets, along with tough-
looking special police forees in camou-
flage uniforms, rousted motorists and
searched ear trunks and seats. One
young traffic policeman carrying a Ka-
lashnikov said they didn’t need a spe-
cial erackdown to find weapons: Five
Kalashnikovs had been found in car
trunks during routine checks at that
spot over the past several months.
LAST RESPECTS. On Oct. 11, city resi-
dents turned out for the open-casket fu-
neral of the four members of the Per-
evozchikov family, A crowd of about
30,000, many in tears, waited in line to
pay their last respects, They filed past
dozens of floral displays and a military
band into the hallway of a modern build-
ing where the coffins were lined up in a
row. Behind each was a large black-and-
white photo of the slain family member.

Outside, there was time to ponder the
meaning of the murders. A 22-year-old
woman sobbed, saying that she had been
friendly with Igor Perevozchikov, a for-
mer ¢lassmate. “His father was & very
big man, a very great man,” she says.

For others, the murders show what
Russia has lost as it lurches toward an
uncertain future. “When we had com-
munism,” says Nikolai M. Malyshev, 46,
who works at the Izmash plant, “there
was no such crime here. There was or-
der here. Under our old system...the
people were better, cleaner, The people
were more decent and honest, Now
evervbody has freedom and does what
he wants, and there is no morality.”

Of course, the communists were hard-
Iy exemplars of morality. The regime
killed millions of Russians. But crime in
Russia today is increasingly violent, un-
controlled, and eapricious. Fighting it
cost Nikolai Perevozchikov and most of
his family their lives. And unless Russia
succeeds in containing it, erime could
spell the end of the nation’s fragile
progress toward democracy.

PETER GALUSZKA

Galuszka is BUSINESS WEER's Mos-
cow burean chief.




