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Pricing the Odious in Odious Debts  

 
Abstract  

 

This paper exploits a unique historical episode to quantify the impact of ethics on 

sovereign bond prices. In 1906 the Russian government floated a bond in Paris to cover 

the costs of its war against Japan but also to raise money to crush the political movements 

wishing to reform Russia’s political system. Issued without parliamentary consent, this 

loan met with fierce opposition. Press campaigns in Great Britain, France and Germany 

denounced its odious character. Using an original database this paper shows that market 

participants required a substantial premium to hold the “unethical” odious bond. This 

premium was especially high when the bond was issued, and protests and campaigns were 

waged against it. The premium diminished once the press campaigns stopped. It 

remained nonetheless significant, suggesting that ethics have a lasting effect on investors’ 

willingness to buy odious bonds. 
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Pricing the Odious in Odious Debts 

 
Introduction 
 

In general the social norm is to consider that debts have to be repaid (Graeber, 

2011, p. 2). Sometimes, however, ethics may question this norm. If James usurps Jack’s 

identity, fraudulently borrows money in Jack’s name and then uses the proceeds to harm 

him, then it seems only fair than Jack should not repay the debt. Sovereign borrowing can 

offer a striking parallel with this example. Take the case of a sovereign bond issued by a 

dictator who then uses the proceeds to crush his opposition. As pointed out by Shafter 

(2007), “it is manifestly unfair to demand that a population repay what are basically the 

personal debts of its former captors–loans that were in many cases used to actually fund 

the machinery of public repression”. To deal with the moral issue raised by such a case, 

legal scholars have developed the concept of odious debt, which helps define which 

sovereign debts could legitimately be repudiated on ethical grounds.  

 

The link between sovereign borrowing and fairness to repay dates to at least the 

end of the 19th century. Following the Spanish-American war, the United States refused 

to take over the debts issued by Spain in the name of Cuba, since the proceeds had been 

used to crush the Cuban independence movement (Collet, 2013). Following the Cuban 

case, legal scholars have attempted to provide a general framework to analyze cases when 

it was unfair to repay sovereign debts (Jèze, 1922; Sack, 1927; Feilchenfeld, 1931). 

Eventually the definition proposed by Alexander Nahum Sack1 (1927, p. 26) prevailed2. 

                                                        
1 On Alexander Nahum Sack, see Ludington and Gulati (2008). 
2 See for example Khalfan et al. (2003). 
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In this work, Sack highlighted three criteria to define odious debts. For a government to 

declare a debt odious, it would have to prove that: 1) the debts had been issued without 

the population’s consent, 2) the population would have received no benefit from the debt 

issue, and 3) lenders knew that the proceeds would not be used for the population and 

that the population was opposed to the debt.  

 

Even if widely followed, Sack’s definition is not exempt from criticism. At the time 

when the book was written (1927), the projected use of the funds raised by a loan was 

mentioned in the prospectus. It was therefore possible to determine whether the 

population would benefit from the funds (assuming the funds would be used for the 

stated purposes). Nowadays the exact purpose of the borrowing is hardly ever mentioned 

and public funds are viewed as fungible. Proving the absence of benefit for the 

population has thus become extremely hard. To overcome this issue, Shafter (2007) 

suggests lenders should exercise due diligence. Determining population consent is even 

harder since this leads to a judgment on the government, which may be more political 

than legal in nature. In the absence of a referendum on each loan, it is in fact impossible 

to prove that the population agrees to the issue. Finally, in most instances it is difficult to 

establish that creditors were aware that the borrowed amounts would be used against the 

population’s interest, let alone that the population opposed the loan. 

 

In an ideal world, odious debts would be easy to identify. Ethical agents would 

refrain from lending to dictators, and the cash-constrained dictatorship would eventually 

disappear. Empirical evidence shows that ethics play a role in investment decisions, as 

evidenced by the growing number of socially responsible (SR) funds (Peillex & Ureche-

Rangau, 2016) and by the limited costs associated with the choice of SR sovereign bonds 

(Drut, 2010). 
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Despite the growing interest in the concept of odious debt3, to our knowledge no 

study has actually attempted to quantify the impact of odiousness on sovereign bond 

prices. Reviewing the history of the odious debt concept, Gelpern (2007, p. 81) notes that 

“few countries have invoked odious debt as grounds for repudiation; none has 

succeeded”. In the absence of successful legal action, one could conclude that 

denouncing debts as odious is in fact useless and has no impact. We argue, however, that 

the concept of odious debts should not be judged only on the ability to prevent bonds 

from being issued or on their repudiation; the impact may actually be indirect. If investors 

are reluctant to buy bonds they perceive as odious, then demand will be lower and the 

borrower will face higher costs to issue its bonds. To be sure, in this case the impact will 

be less visible than if bonds cannot be floated or are eventually repudiated. This need not 

mean however that the impact should be viewed as negligible. Any substantial rise in the 

costs of funding will affect a government. If this government acts unethically, as may be 

assumed in the case of odious bonds, increasing its costs of financing will in all likelihood 

reduce the amounts available to cause harm. But to be effective, the impact has to be 

significant. Determining to what extent odious bonds are really penalized is thus key. This 

is what our paper sets out to do. On the basis of a unique historical case, we quantify the 

impact of ethics on the yields of sovereign bonds. We then analyze the events to which 

the odious penalty is linked. 

 

In 1906 the Russian government floated a bond in Paris to cover the costs of its 

war against Japan, but also to raise money to crush the political movements wishing to 

reform Russia’s political system. Issued without parliamentary consent, this loan was met 

with fierce opposition. Press campaigns in Britain, France and Germany stressed its 

odious character. In parallel, some Russian political parties pledged they would repudiate 

the loan should they come to power. Organized protests were such that for many years 

Russian loans remained a topic of debate in French politics (in parliament but also in 

                                                        
3 During the recent Arab spring, the press suggested that debts issued by some rulers should be viewed 
as odious. This point was also mentioned for Iraq following the fall of Saddam Hussein (Damle, 2007). 
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connection with presidential elections). In France the most vocal newspaper against the 

bond was L’Humanité. This was due to its extreme-left political leaning but also to the fact 

that almost all other French newspapers had been bribed to silence by the Russian 

government.  

 

But how effective were the press campaigns and the organized protests? By 

stressing the unethical character of the loan, did L’Humanité and the organized protests 

influence the markets? In other words, were the yields required to hold the odious 1906 

loan substantially different than the yields from other Russian bonds? To address this 

question, our paper compares the market-required yields for holding the 1906 loan and 

another Russian bond, the 1891 loan. Empirical evidence shows that markets penalized 

the 1906 loan as they required a large premium for holding the “unethical” odious bond. 

This premium was especially high (above 200 basis points!) when the bond was issued 

and protests and campaigns were waged against it. The premium diminished once the 

press campaigns stopped but remained nonetheless significant (more than 50 basis 

points) long after the campaigns had stopped. 

 

To develop our argument, we have organized the paper as follows. The next section 

discusses the political context of the 1906 issue, as well as the protests staged when it was 

floated. Section II presents the data and methodology. Section III discusses the results; 

section IV tests the robustness of the results, and section V concludes.   

 

I. The 1906 Loan... and Organized Protests 

 

The first important Russian loan floated in France was issued in 1888 (Girault, 1973). 

The presence of Russian loans on the Paris bourse was no coincidence. At the eve of the 

Russian revolution, in 1917, an amount close to 11,720,000 French francs (FF) had been 
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issued in Paris (Girault, 1973, p. 24). The success of the Russian bonds was due to 

elements related to politics, the economy and the corrupt nature of the country's Third 

Republic.  

 

After 1890 France and Russia moved gradually closer together. The Franco-Russian 

Alliance and the alliance between France and the United Kingdom gave birth in August 

1907 to the Triple Entente. At the turn of the century, fearing an increasingly powerful 

Germany, France used its stock exchange to secure or reinforce alliances, most notably 

with Russia. As a result, French companies were encouraged to invest in Russian bonds in 

order to sustain that country’s industrialization (Oosterlinck, 2016). Economic motives 

only partially explain the presence of Russian loans in French investors’ portfolios. Russia 

had vast natural resources. Furthermore, given its geographical size, Russia’s huge 

potential market was often mentioned as a guarantee of good financial prospects. Russian 

debt also enjoyed a good reputation because the proceeds of the loans were often used to 

boost the economy by developing infrastructure and local industry, both generators of 

income (Flandreau, 2003). Banks also had an interest in creating a large market for 

Russian loans. They were paid not only a commission for issuing them but also a fee to 

manage the liquidity provided by the Russian Treasury to pay the coupons (Girault, 1973, 

p. 34). In Paris the reputation of Russian bonds was so good that even years after 

repudiation investors still believed they would be reimbursed (Oosterlinck and Landon-

Lane, 2006; Oosterlinck, 2016). 

 

Corruption is one of the best ways of explaining the success of Russian bonds in 

France. Russian agents in Paris exploited the corrupt character of the French press to get 

good coverage in exchange for bribes (Bignon & Flandreau, 2011). The campaigns were 

such that in 1898 Russian bonds traded at almost the same value as their French 
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counterparts (Lysis4, 1911, p. 94). According to Lysis (1911), the fact that a country with 

accumulated deficits and on the brink of insolvency, a country without freedom, 

parliament or industry could be perceived as creditworthy was entirely due to the banks’ 

propaganda. The French government was perfectly aware of the corruption. It actually 

encouraged the situation, for example when it suggested the Russian government pay the 

press to reduce the magnitude of the negative news concerning the Russo-Japanese war 

and the 1905 revolution (Long, 1972). The amounts involved were substantial. According 

to Long (1972), in just two years, from 1904 to 1906, FF 2.5 million was spent in press 

“subsidies”. For this, Russian agents bought space in various newspapers to publish 

“financial information” related to the country's bonds (for example drawing numbers for 

lottery bonds). In this way they were actually buying the newspapers' collaboration. 

Bignon and Flandreau (2011) estimate that on average, for the critical years 1905 and 

1906, two out of sixteen pages in Le Rentier were devoted to Russian bonds. The press 

was not alone in benefiting from the “generosity” of the Russian empire. The head of the 

Paris bourse as well as the French finance minister also received their share of bribes. 

 

Even though Russia was used to placing international loans, it faced extraordinary 

opposition when it tried to float a new issue in 1906 (Long, 1972). The opposition was 

such that the lead underwriter, Crédit Lyonnais, held a secret meeting with the 

representatives of the Tsar to decide whether to go ahead with the issue (Bayle, 1997). 

Caution was understandable. A year earlier, the Russian empire had made an unsuccessful 

attempt to launch a loan, despite having paid hefty bribes to the press (Raffalovitch, 1931, 

p. 121). Part of the Russian opposition threatened to repudiate the loan should they come 

to power (Crisp, 1961). The strong hostility to this loan can easily be explained by the 

Russian political context at the time. 

 

                                                        
4 Lysis was the pseudonym of the French journalist Eugène Letailleur, a staunch critic of the banking 
sector who denounced press corruption (Bignon, 2011). Lysis's articles led, from 1907 onwards, to a 
debate with Testis (the pseudonym of the French banker Alexis Rostand), see Ronzon-Bélot (2003). 
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The outbreak of the war with Japan in January 1904 came in a period of extreme 

internal tensions. In January 1905, a large number of workers assembled to deliver an 

Address to the Tsar (Figes, 1997, p. 173). Troops which had been posted in the city killed 

close to 200 protesters, but rumors soon circulated that thousands had been murdered. 

The event became known as “Bloody Sunday” and marked a turning point in Russian 

history (Werth, 2004, p. 42). At the same time the Russo-Japanese war was turning to 

Japan's advantage. The loss of Mukden in March 1905 was followed by the maritime 

defeat at Tsushima in May 1905. The war ended when the Treaty of Portsmouth was 

signed on September 5th, 1905. In parallel, the escalation of strikes within the country 

forced the Tsar to act. On October 17th, the tsar reluctantly signed a manifesto granting 

civil liberties, constitutional order, cabinet government and a democratically elected 

parliament, the State Duma (Figes, 1997, p. 191). The creation of the Duma was the most 

important concession (Pipes, 1990). Political activity gained ground. Constitutional 

Democrats (Kadets) pushed for political reforms whereas the Bolsheviks were preparing 

for armed insurrection. The Bolshevik insurrection began in December, following the 

arrest of Soviet leaders. Early successes for the insurgents were soon followed by 

crushing repression.  

 

The war, together with the repression of various insurgencies, had exacted their toll on 

the Russian public finances. Increasing taxes was impossible in view of the prevailing 

mood of agitation. Relying on local funds was also not an option as state savings banks 

and commercial banks were experiencing mass withdrawals (Crisp, 1961). A foreign loan 

was thus the most logical way to deal with the state's financial imbalance. To insure 

against the risk that parliamentarians might oppose the loan, the government decided to 

hurry up and issue it (Sack, 1927). Sergei Witte, the Russian Prime Minister at the time, 

was convinced the Duma would refuse the loan (Siegel, 2014, p. 80). Indeed, Social 

Democrats and the Socialist Revolutionaries were clearly opposed to any new borrowing. 

The loan was therefore floated before the Duma could convene its first meeting. 

Raymond Poincaré, the French finance minister, hesitated to give the green light to 
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accept this loan on the Paris stock exchange, fearing it might be illegal without the 

Duma’s consent (Girault, 1961). Anticipating the protests in France, Poincaré asked his 

counterpart from the Ministry of Foreign Affairs if there was any way of influencing 

Russian policy and convincing the Russian government to adopt a more conciliatory 

stance towards the Duma (Poidevin, 1970, p. 69). Their efforts did not bear fruit. 

Eventually, the French government reluctantly approved the loan on two conditions: the 

constitutional reorganization of the country and Russian support for its French ally at the 

Algeciras Conference (Girault, 1961; Poidevin, 1970). The Russian 5% loan of 1906, 

intended to cover the general needs of the Treasury, saved Russia from bankruptcy. 

According to Siegel (2014, p. 86), the loan's successful conclusion was “an indication that 

Russia’s domestic turmoil was sufficiently under control that the international financial 

community deemed the tsar’s empire a credit-worthy risk”. But that success was hard-

won. 

 

As pointed out by Long (1972), the 1906 loan was exceptional in that it was the only 

Russian foreign loan which led to organized protests and even to retaliatory threats and 

intimidation. The movements opposed to the loan were very different in origin and 

nature. They included, among other, the French Socialist Party, the Russian Kadets as 

well as several Russian revolutionaries and the Société des amis du peuple russe et des peuples 

annexés (Long, 1972). The unethical character of the 1906 loan led other groups to protest 

as well. For example the League of the Rights of Man organized a protest campaign in 

Paris (Siegel, 2014). The opposition started well before the issue was made. The real 

turning point in the campaign came when Maxim Gorky launched his appeal against the 

loan a few days before it was issued5. The text was published in many German 

newspapers, in the London Times6 but in France only in L’Humanité. The bribes paid by 

the Russian government had dissuaded other French newspapers from printing Gorky's 

                                                        
5 M. Gorky, “Pas un sou au gouvernement russe”, L’Humanité, 9 April 1906. 
6 The loan was also discussed in the Inter Parliamentary Congress in July 1906. See for example Journal 
des Débats Politiques et Littéraires, 20 July 1906. 
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appeal (Long, 1972). The intensity of the campaign was such that in July 1906 the French 

ambassador to Russia, Maurice Bompard, attempted once more to convince the Russian 

ally to be more open, but to no avail (Poidevin, 1970, p. 70).  

 

Representatives of the French socialist party, such as Jean Jaurès, also attacked the 

loan, stressing its immorality. The loan even became an issue debated in the context of 

the 1906 French presidential elections, with Socialist candidates putting up anti-loan 

posters. Paradoxically, the head of Banque de Paris et des Pays-Bas considered that any sign 

of openness from the French government regarding the Duma would only aggravate the 

problem (Poidevin, 1970, p. 71). During the 3rd National Conference of the French 

socialist party, Ilya Rubanovitch representing the Socialist Revolutionaries, stressed that 

the Russian nation would not recognize the debts which helped the Tsar crush the 

revolution7 (Parti Socialiste, 1906, p. 17). The parties on the left of the Kadets, most 

notably the Social Democrats and the Socialist Revolutionaries, forewarned French 

investors that the loan would be repudiated after the fall of the Tsarist regime (Long, 

1972). The Socialist Revolutionaries considered illegal any loans issued between 

November 10, 1905 and the convening of the constituent assembly in May 1906. Some 

liberal Russian newspapers shared this view. They put the blame partially on the French, 

who agreed to float the loan, and they suggested boycotting French goods as punishment 

(Siegel, 2014, p. 82). The position of the Kadets was more ambiguous8. Following the 

dissolution of the Duma in July 1906, 200 deputies, including 120 Kadets, pleaded for 

passive resistance to the regime. In a statement made in Vyborg, the repudiation of debts 

issued without the Duma’s consent became acceptable for the Kadets9 before being 

criticized again in September 1906. 

                                                        
7 This was not just the perception of the socialists. For William Lamsdorff, the Russian foreign minister, 
the funds would allow crushing the revolutionary movements (Poidevin, 1970, p. 72). 
8 See the translation of an article by P. Milioukov published in 1936: “Les “Libéraux” russes et l’emprunt 
de 1906” (Archives Crédit Lyonnais, DAF 164/1). According to Milioukov some members of the party 
had issued a statement of repudiation in April 1905 but were later disavowed by the Kadets. 
9 Crisp (1961) reprints a memorandum written by two important members of the party, Prince 
Dolgorukov and V.A. Maklakov, which clearly shows their opposition to the loan in April 1906. 
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In France, debates about the 1906 loan continued raging well after it had been 

floated, and did not stop until after 190710. In December 1906 Le Temps11 reported that 

French socialists would question the government about loans to Russia. On February 8th 

1907 the question of the Russian bonds was debated extensively in the French parliament 

(Renouvin, 1959). At the same time, a dramatic struggle between the Second Duma and 

the Tsar’s government was occurring in Russia. French socialists fiercely attacked lending 

to foreign nations. The socialist Gustave Rouanet systematically took the example of the 

1906 Russian loan to denounce the huge transfers of French funds to Russia which, 

according to him, represented between one seventh and one eighth of total French 

investments in securities. Adrien Meslier considered it was the government’s 

responsibility to ensure that capital invested in Russia should be reimbursed. For Albert 

Willem, investors were bound to lose every cent invested in Russia, and loans issued 

without the Duma’s consent were illegal.  

 

Regarding the legality of the 1906 loan, scholars have since attempted to determine 

whether or not the debt was illegal or odious. For Renouvin (1959) the proceeds of the 

1906 loan were used to fight the revolution12. By contrast, Crisp (1961) considers that the 

proceeds were meant to cover extraordinary war expenditures. The fact that this loan did 

not have the consent of the Duma was also stressed (Sack, 1927), even though for some 

authors such as Crisp (1961), consent was unnecessary in view of the planned use of the 

funds. Since the Duma was never consulted, however, it is easy to argue that the 

population was opposed to the debt. Considering the composition of the Duma at the 

time, opposition to the loan would have been significant. In fact, it is because this 

                                                        
10 Opposition was also substantial abroad. For example, L’Humanité mentions protests against the listing 
of the bond in Vienna. “La révolution russe”, L’Humanité, 25 April 1906. 
11 Nouvelles du jour in Le Temps, December 9th, 1906. 
12 "en janvier 1906, un gros emprunt… pour combler le déficit considérable que la guerre de 
Mandchourie et les événements révolutionnaires de 1905 ont creusé dans son budget, et pour assurer, 
selon les termes employés par Lamsdorff, la "compression définitive du mouvement révolutionnaire". 
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opposition was expected that the loan was floated before the Duma could convene13. The 

protests organized by the various Russian parties, as well as the precipitation with which 

the loan was issued, strongly suggest that opposition was fierce. Since part of the 

proceeds were used to prevent further insurrections, it is also reasonable to assume that 

the proceeds did not benefit the people. This point was explicit in the appeal written by 

Gorky. His piece stresses that the money would allow a criminal government to pursue its 

crimes, leading to mass-murder14. In an article published on April 14th, 1906, the loan is 

presented as a hostile act against the Russian population15. In view of the protests against 

the loan, French investors knew all these elements. As a result there is little doubt that the 

1906 loan may be qualified as odious. In fact, as part of the negotiations held after the 

repudiation in the 1920s, Russian representatives would still stress the difference between 

pre- and post-1906 loans (Delaisi, 1930, p. 10). This view was shared by many in France: 

the 1906 debt was odious while “older” debts were not, as they had helped Russia to 

develop economically. 

II. Data and Methodology 
 

To analyze the market’s reaction when the 1906 loan was issued, our analysis exploits 

the perceived difference between that loan and those issued previously by the Russian 

regime. For the comparison to be meaningful, the bond used as benchmark should share 

as many common features as possible with the 1906 loan. In particular, because that loan 

had a long maturity, and to eliminate any differences due to the term structure of interest 

rates, long-term bonds must be considered. After screening the existing bonds, we 

                                                        
13 This point is clearly stressed in the Dolgorukov-Maklakov memorandum. “En contractant un emprunt 
(…) quelques jours avant l’ouverture de la Douma, le Gouvernement montre qu’il veut soustraire cette 
opération au contrôle des élus parce qu’il l’a fait dans un but que les élus ne pourraient approuver”. 
14 “Cet argent aidera seulement à accomplir des massacres. Ne donnez pas un sou aux bourreaux du 
peuple russe, bourreaux de corps et bourreaux d'esprits ! II m'est pénible de penser que l'Europe i 
civilisée, témoin de la façon dont un pouvoir barbare, par crainte de perdre sa position dans le pays, 
opprime, torture, tue des milliers d'hommes, que cette Europe aide  précisément ce pouvoir dans son 
crime. ” in M. Gorky, “Pas un sou au gouvernement russe”, L’Humanité, 9 April 1906. 
15 “La révolution russe”, L’Humanité, 14 April 1906. 
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selected the Russian bond issued in 1891 with a similarly long maturity. When the 1906 

loan was issued, both it and the 1891 bond had a remaining maturity higher than 50 years, 

long enough to guarantee that no difference in yield could be attributed to the interest 

rate term structure. 

 

The 3% 1891 loan was traded in Paris and Amsterdam. The bond had an original 

maturity of 82 years. It paid a yearly coupon of 3% in four instalments (January 1st, April 

1st, July 1st and October 1st). Bondholders could be reimbursed in France or the 

Netherlands at a fixed parity stipulated on the bonds16. The loan issued in 1906 was a 

long-term (50-year) bond paying a yearly 5% coupon due on May 1st and November 1st. It 

was traded on several markets but serial numbers were specific to a given stock exchange. 

According to Freymond (1995), 72% of the 1906 bond was traded in Paris. Bondholders 

could be redeemed at will in Amsterdam, Berlin, Brussels, Paris, London or Geneva at a 

fixed parity stipulated on the bonds. However, this option could only be exercised after 

two years17. The bond was further explicitly protected from any conversion scheme for 

the first ten years. Prices for all bonds have been collected on a weekly basis for a period 

stretching from June 1906 to April 1913. In view of the number of price changes and of 

contemporaneous accounts, all bonds were very liquid on the London and Paris stock 

exchanges18. 

 

In order to offer a meaningful comparison, the yields for each issue have been 

computed. Finance textbooks consider the yield to maturity (YTM) as the standard 

measure to assess the rate of return of fixed income securities (Bodie, Kane, Marcus, 

2011, p. 479). By construction the YTM assumes that there will be no default and that the 

                                                        
16 This clause was mostly inserted for convenience, as all countries considered here adhered to the gold 
standard at the time exchange rates were de facto fixed. 
17 “ L'emprunt sera sérié de façon que l'une de ces places ne puisse vendre sa part sur les autres avant 
deux ans. ” in “La révolution russe”, L’Humanité, 16 April 1906. 
18 Before the outbreak of war, prices on both exchanges were extremely close. Because of the war, 
arbitrage was forbidden and, after the repudiation, prices began to diverge as French bondholders were 
hoping to be bailed out by their government (Bernal, Oosterlinck and Szafarz, 2010). 
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bondholder will keep the bond until maturity. However, since the 1906 loan was callable, 

using its YTM  may be misleading. Indeed since the beginning of the 19th century, the 

ability to call a loan––or convert it, using the terminology of the time––was a common 

feature for sovereign bonds. France and Great-Britain had converted part of their 

sovereign debt during the 19th century. Conversions did not concern only major powers 

with sound public finances. For instance, for 1886 alone, Neymarck (1902, p. 239) 

mentions planned or actual conversions for Belgium, Denmark, Holland, Japan, Norway 

and Switzerland. Russia itself had converted part of its debts at the end of the 19th century 

(Neymarck, 1902, Girault, 1972, Waller, 1979). According to Siegel (2014), the 

consolidation of Russian loans had reduced the interest to be paid by 12.5 million gold 

rubles per year.  

 

At the beginning of the 20th century, the conversion mechanism was well understood. 

Contemporaneous authors explicitly discussed the impact of potential conversions on 

bond prices. For example, the price compression mechanism described in modern 

textbooks (Bodie, Kane, Marcus, 2011, p. 481) was already mentioned at the time 

(Courtois, 1902, p. 161). Investors now, as then, are unwilling to pay a high price for a 

bond which may be called by its issuer, as the coupon rate stated on the original bond 

may eventually be replaced by a lower one. Expectations that the 1906 loan would be 

called were already present when it was issued. L’Humanité noted for example that, in 

view of its rate, a conversion could not be ruled out19. When there is price compression, 

using YTM leads to an upward bias in the analysis. 

 

To address the fact that the 1906 loan was callable, we rely on the yield to call (YTC), 

a method commonly used by bond market analysts (Bodie, Kane, Marcus, 2011, p. 481). 

                                                        
19 “L’emprunt pourra être remboursé en 1916 à 100%. Vu le taux à 5% cette possibilité n’est pas à 
exclure. ” in “La révolution russe”, L’Humanité, April 16th, 1906. Of course one could argue that, in view 
of its political leaning, L’Humanité, would attempt to discredit the new loan by all means. But concern 
that the loan could be converted was raised by others and became seriously debated once Russian yields 
began to decline. 
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The YTC represents the annual yield of a callable bond under the assumption that it is 

called at the earliest possible date. In our case, this means the yields are computed as if 

the bond would be called on May 1st, 1916. Using the YTC is particularly relevant in our 

case. Indeed since the 1906 loan had one of the highest coupons, bondholders would 

have expected the Russian government to convert this issue before any other. This 

intuition is confirmed by the contemporaneous press20. Last but not least, in 1909 5% 

Russian Treasury Bills were converted into long-term bonds (Girault, 1973, pp. 489-490) 

and in December 1910 there were rumors on the Paris stock exchange that the 5% 

Russian bonds would be converted to 4.5% ones21. Even though we argue that YTC are 

the better measure, as a robustness test, we also run the analysis on YTM. Results are 

robust to the use of this alternative measure (see section IV). 

 

Figure 1 provides the value of the YTC for both bonds.  

 

                                                        
20 An alternative would be to compute the value of the call, subtract it from the bond and then compute 
the yield to maturity. However, computing options on fixed income securities implies making a choice 
regarding the structure of interest rates, hence the values of the call are model-dependent. Furthermore, 
even though options on stocks, were correctly priced at the end of the 19th century (Moore and Juh, 
2006), there is no study showing the same result for options on fixed-income securities, which are much 
more complex in terms of valuation. 
21 Semaine Financière in Le Temps, September 26th, 1910. 
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Figure 1: Yield to call 1906 loan (in black) and 1891 loan (in grey)  

 
  

The difference in yield is especially striking at the beginning of the sample. 

Bondholders were indeed making a difference between the 1906 and the 1891 loans. The 

relative dynamics of the yields also vary over time. During an initial phase, yield 

movements seem to be completely disconnected and do not begin to converge until after 

1908. 

 

To quantify the importance of ethics for sovereign bond prices, we rely on the spread 

between the 1906 and the 1891 loans. The spread between two bonds issued by the same 

sovereign is usually close to zero. Indeed, when two bonds are issued by the same 

country, macroeconomic variables affect them in a similar way. In fact, news related to 

the issuer in general should have a similar effect on bonds and hence have no impact on 

the spread. More generally, if a spread is observed it can be attributed only to market 

valuation of the differences between the bonds. Thus, in our case, only differences 

between the bonds could explain the existence of a spread. The main difference between 

the 1891 and 1906 loans lies in the odious nature of the 1906 loan. Two alternative 
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explanations could be raised, one linked to an idiosyncratic risk of repudiation, the other 

to liquidity. As a result, if a spread is observed it should reflect the importance of one of 

these three explanations (odiousness, difference in liquidity or idiosyncratic risk of 

repudiation). As for changes in this spread, only news which would affect the 1891 loan 

in a different way than the 1906 one should be considered. 

 

To understand the elements driving the changes in the spread, we rely on a 

structural break methodology. The structural break approach is commonly used in 

economic history22. Since breaks are determined endogenously, this method captures the 

perceptions at the time of the events, and thus guarantees that the analysis will not be 

affected by any ex-post bias. The analysis rests on the break test developed by Bai and 

Perron (1998 and 2003), which makes it possible to detect multiple structural breaks. We 

apply the methodology on the entire period to identify when investors reassessed the 

difference between the two bonds (measured here by their spread). In practice, a break is 

said to occur when the intercept of the autoregressive process suddenly changes. Those 

shifts are identified in two steps.  

 

In the first phase, the analysis determines the exact number of breaks occurring 

during the whole period. More formally we consider the following multiple linear 

regression with m breaks and thus m+1 regimes 

௧ݕ = ߚ௧ᇱݔ + ߜ௧ᇱݖ +  ௧,    t=Tj-1+1, …Tj Equation (1)ݑ

 

For j= 1, …, m+1. In this model, yt is the yield to call spread on day t, xt and zt are 

vectors of covariates and ߚ and δj (j = 1, … m+1) are the corresponding vector 

coefficients, and ut is the error term. This first step allows us to separate the data into 

m+1 regimes. To do so, the procedure requires setting a maximum for the number of 

breaks. In our case, this maximum was set at eight, the results being robust to a higher 
                                                        
22 See for example Guinanne, Willard and Rosen, 1996; Brown and Burdekin, 2000; Weidenmier, 2002; 
Brown and Burdekin, 2002; Zussman et al., 2008 or Flandreau and Oosterlinck, 2011. 
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number of breaks23. Equation (1) is then estimated for the spread over the whole period 

(June 21st, 1906 to April 17th, 1913). 

 

In a second phase, we rely on the Bai and Perron test to determine the breaks and their 

magnitude (Bai & Perron, 1998 and 2003). In an initial phase, the tests proposed by Bai 

and Perron (2003) (the UDmax and WDmax tests) can determine if at least one break is 

present. If the first step indicates the presence of at least one break, then the number of 

breaks can be assessed on basis of a sequential examination of the sup F statistic.  

 

III. Results and Discussion 

 

The general movement of the difference in yields (the spread) between the 1906 

and the 1891 loans, depicted in Figure 2, confirms the importance attributed to ethics. As 

argued in section II, the spread between two bonds issued by the same sovereign is 

usually close to zero. As is clearly visible in Figure 2, this was not the case for the bonds 

under consideration. Several elements stand out. First, the spread between the two bonds 

was substantial until June 1908, with values above 100 basis points and a peak of 256 

basis points on August 23rd, 1906. This value could be viewed as lower bound because 

both the Russian government and the underwriting banks intervened on the market to 

limit the price decline of the 1906 loan (Poidevin, 1970, p. 71). It could be argued that 

without these interventions, the spread would have been wider. Second, the spread 

decreased over time. At the end of the sample, however, the difference is still above 50 

basis points.  

 

                                                        
23 The procedure also requires setting a value for a trimming parameter h which depends on the 
maximum number of breaks. In our case the trimming parameter h is equal to 0.1. 
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Figure 2: Spread between the yield to call of the 1906 and 1891 loan  

  
 

The archives from Crédit Lyonnais indicate that the bond was oversubscribed when 

issued24. The syndicate had taken a firm commitment for the loan, with Crédit Lyonnais 

and Banque de Paris et des Pays-Bas each taking 25% of the issue, Hottinguer, Comptoir 

National d’Escompte, Société Générale and Crédit Industriel et Commercial being respectively 

involved for 18.75%, 12.5%, 12.5% and 6.25% of the issue. The underwriters tried to 

increase the price, rationing the number of securities as much as possible by creating 

fictitious subscriptions. Their hope was that the unmet demand created by rationing 

would translate into sharp price rises (Lysis, 1914, p. 35). Press campaigns were also 

conducted to present the Russian loan positively. However, once the bond had been 

listed, the underwriters realized that the public was less enthusiastic than expected. Sell 

orders increased and prices nosedived. To limit price decreases, the syndicate began to 

buy back the bonds. By April 23rd, 1906, the syndicate had spent close to FF 50 million 

                                                        
24 Minutes of the Syndicate Meeting held on April 28th, 1906, ACL, DAF 164/1. This success was also 
present in Russia, as shown by letters from the same archive. 
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buying back the 1906 loan, the limit set by the syndicate for its interventions. In view of 

market developments, the limit had to be increased to FF 100 million25. The Russian 

government also began intervening in the market26. At some point, the interventions were 

suspended for a while because the Russian government felt it was impossible to support 

the prices in view of the large numbers of sell orders. By the end of July 1906, buying 

resumed27 and stopped again during the fall28. The purchases made by the syndicate and 

the Russian government became public knowledge when Paul Philippe, a French 

journalist,29 (1907, pp.8-9) publicly accused Crédit Lyonnais of artificially supporting the 

prices of the 1906 loan. According to Philippe (1907, p. 16), this support had a dramatic 

impact on prices. At the time he claimed that the bonds would fetch a third of their value 

in the absence of the interventions, which he denounced as illegal. Without these 

purchases, the yields on the 1906 loan would thus have been even higher. Accusations 

were also made in the press: for example in Le Temps in December 1905 the journalist 

deplored these interventions30. The values presented in Figure 2 should thus be viewed as 

a lower bound, at least until January 1907, when the support is supposed to have stopped 

(Philippe, 1907). 

 

As pointed out earlier, the difference in yields can be attributed to three elements 

only: liquidity, idiosyncratic risk of repudiation, and ethics. Of course these explanations 

need not be mutually exclusive, but any convincing narrative should explain not only the 

                                                        
25 Minutes of the Syndicate Meeting held on April 23rd, 1906, ACL, DAF 164/1. 
26 ACL, DAF 164/1. Letter dated June 27th, 1906 from Banque de Paris et des Pays-Bas to the Russian 
finance minister. 
27 Crédit Lyonnais refused, however, to engage in the buybacks, which, from then on, were conducted 
mostly by Banque de Paris et des Pays-Bas and the Russian government. Minutes from the issuing 
syndicate on July 24th, 1906 (PV reunion Comité français du syndicat de l’emprunt russe 5% 1906, July 
24th 1906. ACL, DAF 164/1). 
28 Telegram from Russian Minister of Finance Vladimir Kokovtsov dated September 29, 1906, ACL 
DAF 164/2.  
29 Paul Philippe was a French journalist who, jointly with Eugène Letailleur, another journalist writing 
under the pseudonym of Lysis, fiercely attacked Crédit Lyonnais and the Russian loans between 1906 
and 1908 (Eveno, 2003, p. 64). 
30 "On commence à regretter ici qu'on n'ait pas laissé, livré à lui-même, le marché des fonds russes à un 
moment où la faiblesse était déjà justifiée". Le Temps, December 5th, 1906. 
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existence of the spread but also its dynamics. We will argue in the next section that 

liquidity may be ruled out, that idiosyncratic risk of repudiation may have played a minor 

role, and that ethics mattered most.  

 

In theory, the difference observed between the yields could be attributed to liquidity. 

Less liquid bonds typically trade at a discount. In our case, however, attributing the 

difference to liquidity problems is unconvincing for several reasons. First, the 1906 loan 

was one of the biggest issued by the Russian government and was thus unlikely to be less 

liquid. The amounts issued were much smaller for the 1891 loan (FF 500,000) than for 

the 1906 one (FF 2,250,000). Therefore, the 1891 issue was more likely to be illiquid than 

the 1906 one. Second, new bonds, also called on-the-run bonds, are more liquid than 

older (off-the-run) bonds. The market therefore requires a liquidity premium to hold off-

the-run bonds (Goyenko et al., 2011). In our case, if liquidity were the only salient 

difference, one would expect the yields on the 1906 loan to be slightly lower than those 

on its 1891 counterpart. In addition, if there was a difference in liquidity, there is no 

reason for it to change over time. In this case, the yield differential should have been 

constant, not declining. Liquidity may thus be ruled out as an explanation. 

 

What about an idiosyncratic risk of repudiation? One could indeed argue that the 1906 

bond faced a unique risk of repudiation. In this case, Russia would have defaulted only on 

this specific loan. The literature on sovereign debt shows that selective defaults exist. But 

defaults on just one loan are, to our knowledge, never mentioned. Examples from the 

literature mention that sovereigns may distinguish between domestic and foreign debts 

(Erce & Diaz-Cassou, 2011, Acharya & Rajan, 2013) or between classes of lenders 

(Aizenman et al., 2013). Bondholders could nonetheless have expected that one of the 

political parties opposed to the bond would take power and then decide to repudiate only 

the 1906 loan. Some political parties could have decided to follow such a path. But most 

parties would probably not have decided to do so. The extreme left was expected  to 
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repudiate all the bonds, and this proved to be the case in 1917 (Oosterlinck, 2016). When 

rumours about the dissolution of the Second Duma started to spread, even the press 

hostile to Crédit Lyonnais viewed the risk of default for all Russian bonds in a similar way. 

For example in its March 1st, 1907 issue, Bourse Libre, directed by Paul Philippe, 

recommended its readers to sell all their Russian securities. The fact that a clear opponent 

to Crédit Lyonnais recommended a similar course of action when the Russian left was 

gaining momentum strongly suggests that market participants were not expecting a 

selective default. The Kadets’ position was at first ambiguous, but very quickly most of its 

leaders pledged to recognize the loan. The probability of seeing only the 1906 loan 

repudiated would then rest on the Social Democrats taking power and then repudiating 

the loan. But was this likely? Certainly not by all historical accounts. 

 

According to the Crédit Lyonnais archives, political instability at the beginning of 1906 

might have had some impact on the placing of the loan31. At the same time, however, part 

of the financial press was minimizing the importance of the revolutionary movements32. 

In any case, by July 1906, when Pyotr Stolypin became prime minister, political instability 

was no longer viewed as a major obstacle. At the time, Stolypin was known mostly for the 

repressions conducted under his supervision. Under his premiership, the Second Duma 

convened in February 1907. The left emerged victorious from the elections, taking 222 

seats compared with 98 for the Kadets, 60 for the Centrists and 54 for the Octobrists33 

(Figes, 1997, p.224-225). In view of the results, Stolypin dissolved the Duma and changed 

the electoral laws to get a parliament more to his taste. If markets had really believed in a 

selective default, then the results of the February election should have increased the 

spread. This was not the case: the average spread dropped from 179 basis points in 

January 1907 to 165 in February, moving back to 171 in March 1907. Thus, even when 

                                                        
31 ACL, DAF 164/1. 
32 See for example La Revue Financière, April 19th, 1906. Of course their position may well be due to 
bribes. 
33 The Octobrist Party was a liberal group favoring moderate political reform (Figes, 1997, pp. 194-195). 
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the left managed to win the election, their actual power remained extremely limited. In 

November 1907 the Third Duma started working under a broad majority of conservative 

parties, with the pro-government parties controlling 287 out of 443 seats (Figes, 1997, p. 

225). It remained in power until 1912. During this period, selective default was unlikely. 

Some variations in the spread might be linked to rumors launched on the Paris stock 

exchange. The short-lived peak at the beginning of November 1911 might be attributed 

to the assassination attempt on the Tsar in late October 1911. The Tsar’s violent death 

would indeed have marked a period of instability less favourable for the 1906 loan. The 

importance of the Duma also declined over time and, according to Figes (1997, p. 244), 

Kokovtsov’s government (1911-1914) ignored it. In short, revolution would have led to a 

repudiation of all debts, and the only party willing to repudiate the 1906 loan alone never 

managed to win sufficient votes to be perceived as a credible candidate for government. 

The idiosyncratic risk of repudiation seems thus an unlikely candidate to explain the 

spread and its movements. 

 

If all alternative explanations are ruled out, the difference in yields can only be 

attributed to ethics. We argue that some investors refrained from investing in the 1906 

loan on ethical grounds. This does not, however, explain the variation in the spread. If 

the importance that bondholders attributed to ethics had remained constant over time, 

then the spread’s value should also be constant. Thus, either the nature of the 

bondholders changed––those most concerned by ethics became less involved in the 

market––or the importance of ethics gradually diminished for the existing set of 

bondholders. Of course both explanations need not be mutually exclusive. 

 

The price movements may have reflected a change in the nature of the people 

investing in bonds. There is no precise data regarding bondholders, but archival evidence 

indicates that individual investors were an important segment of the Russian bond 

market. One could argue that individuals were more sensitive than institutional investors 



 

24 

 

to the odious character of the bond. Bearing this in mind, one way to read the price 

movements could be the following. In an initial phase, institutional investors made a firm 

commitment to the loan. Subscriptions began before the protests. By the time the loan 

was issued, protests and press campaigns against it had gathered momentum. Some 

individual investors then began to realize the odious nature of the bond and decided to 

sell their holdings. Institutional investors, less concerned by ethics, would then have 

gradually arbitraged between this loan and the other Russian loans. These transactions 

would have taken time because banks already had a significant amount of Russian loans 

in their portfolios but they could explain why the spread narrowed. 

 

Investors’ attitude to ethics may also have changed over time. The most ethical 

bondholders probably refused to buy any Russian bonds as this would have meant 

indirect support for an autocratic regime. Others may have decided to exclude only the 

1906 loan, either because they were convinced that it was “unfair” or because they felt it 

was socially unacceptable to hold this loan. And of course some bondholders may have 

been indifferent to the ethical issues. Both extremes (the most and least ethical 

bondholders) were unlikely to change their position. But the middle-ground may have 

been affected by the environment. One could argue that as long as the 1906 loan was 

mentioned as being odious, these investors refused to buy it. However, once the press 

gave less space to this question, the social pressure to refuse the bond eased. In addition, 

the attention that investors paid to this specific bond declined. These factors may have 

prompted some investors to engage in arbitrage, buying the “cheap” 1906 bond and 

selling the other, more expensive Russian loans. In this case, the press would have played 

an important role. By stressing the odious character of the 1906 loan, the media would 

have had a direct impact on the bond price. At the time, bankers highlighted the major 

part played by the press. An internal memo for the president of Crédit Lyonnais, the lead 

underwriter, suggested bribing the press to prevent negative coverage34. A note detailing 

                                                        
34 Crédit Lyonnais archives, DAF 162, Undated internal memo but in all likelihood issued in 1906, Note 
pour Monsieur le Président. 
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the expenses made to float the bond mention payments for press “advertising35” 

amounting to almost FF 1.6 million!  

 

Could the diminishing role played by the press explain some of the changes? If so, 

the yield dynamics would be different in times of negative coverage and in the period 

after it stopped. To test this idea, the sample is split into two and the correlation between 

yields is computed for each sub-period. The date chosen as a turning point is June 21st, 

1907 when the last very negative article was published in L’Humanité. Visual observation 

of the series (Figures 1 and 2) suggests that there were two different phases. From 1906 

to 1908, yield movements seem disconnected. At the end of the sample, by contrast, they 

seem to be moving in tandem. The change seems to correspond to the moment when 

media coverage of the 1906 loan became less critical. To test this difference in regime 

more formally, table 1 reports the correlation between the 1891 and 1906 loans for the 

two sub-periods. The results confirm the importance of the press in portraying the 1906 

loan as unethical. During the first year of existence, the correlation between the two loans 

was indeed much lower than after 1907.  

 

Table: Correlation between the yield to call of the 1906 and 1891 loans 

 June 21st, 1906 - June 21, 
1907 

June 21, 1907- April 17, 
1913 

Correlation between the 
1906 and 1891 loans 

76.86% 91.73% 

 

 Bad publicity thus had an impact on the yields. By stressing the unethical character 

of the loan, the press reminded potential buyers of its odious nature. As a result, demand 

for this bond would have been lower, resulting in a higher yield.  

Figure 2 also suggests that the spread underwent several regimes. In order to determine 

the main drivers of spread movements, we look for dates when the series experienced 

                                                        
35 At the time, buying advertising space was a very common way to bribe newspapers. 
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structural breaks. We focus only on the most statistically significant breaks and therefore 

report and analyse break points identified at the 95% confidence level. The breakpoint 

methodology singles out five break dates: February 7th 1907; October 17th, 1907; August 

6th, 1908; December 8th, 1910;, and June 6th, 1912. All the breaks, except the one in 1910, 

have a negative impact on the yield to call. As is standard in economic history, the breaks 

are then linked to potential explanations found in the contemporaneous press or in 

secondary sources36. A change in the spread might, in theory, be also due to changes in 

liquidity (even though this is unlikely), to a reassessment of the odious character of the 

Russian government or the 1906 loan, or to any other measure which would lead to a 

different treatment of the 1891 and 1906 loans. As will be detailed below, out of five 

breaks, three  may be linked to bondholders’ reassessment of the odious nature of the 

Russian regime: one is linked to the price differential itself, with the Russian government 

buying back the cheapest of its bonds (the 1906 one), the last one reflecting the higher 

likelihood of conversion of the 1906 loan. 

 

Break 1: February 7th 1907; magnitude: -51.67 basis points 

 

The first break observed in February 1907 is very likely linked to the pressure exerted 

by the French government to present the political situation in Russia in a positive way. As 

mentioned earlier, the Second Duma convened in February 1907, with the left winning 

most seats. If markets had really believed in a selective default, the results of the February 

election should have increased the spread. This is not the case, as the break is followed by 

a decline in the spread. How can this observation be reconciled with history? One could 

argue that by dissolving the Duma, Stolypin was signaling his grip on the power, thus 
                                                        
36 The methodology is not exempt from criticism. For example, if two important events (one increasing 
the spread, the other decreasing it) occur on the same date, the methodology will in all likelihood fail to 
capture them as they will cancel each other out (see for example Frey and Waldenström and Oosterlinck 
and Ureche-Rangau 2012. Furthermore, when looking at the press, the researcher may only consider 
events which fit with his theory. In our case the events likely to move the spread are well circumscribed 
and this bias is therefore less likely to occur.  
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making a repudiation of the 1906 loan less likely. But the Duma was not dissolved until 

June 1907.  

 

A more convincing explanation may be found in France. Indeed, the break occurs at a 

time when the French parliament was locked in heated debate. The loan was attacked by 

members of the Socialist Party. Jean Jaurès for example highlighted that the Russian loans 

were issued by a government that had little concern for its population and only managed 

to float this loan because it was being assisted by bankers interested only in short-term 

profits (Girault, 1993, p. 468). By contrast the French government, as well as French 

bankers, did not really mind the repression in Russia. Their main objective was to keep 

good relations with an important ally and a good client. As a result, the French 

government was eager to limit protests and questions in parliament. To do so, it 

undertook to “convince” part of the opposition to curb their attacks. It managed, for 

example, to reach an agreement with Théodore Steeg, a radical socialist, who had shown 

his intention to question the government on Russia (Girault, pp. 446-447). Press 

campaigns were also waged to portray the socialist intervention as ludicrous. For example, 

in its February 11th, 1907 issue, Le Temps made fun of socialists' action, stressing that the 

accusations against the underwriters resembled the Tales from the Thousand and One 

Nights37. The public at large probably ignored why Steeg decided not to question the 

government on Russia, but his reversal may have been interpreted by some as a sign that 

the Russian government was not as bad as usually painted. Furthermore, if the socialists’ 

accusations were somehow perceived as unfounded, then buying the 1906 loan would 

have been less unethical than previously thought.  

 

                                                        
37 "D'ailleurs, que n'a-t-on pas dit au cours de cette discussion, qui rappelle par bien des côtés un conte 
des Mille et une Nuits? On a révélé que M. Noetzlin, le négociateur du dernier emprunt russe, avait 
touché 1 0/0, puis 20/0 sur le montant de cet emprunt, ce qui ferait, dans l'un ou l'autre cas, 12 ou 24 
millions. C'est beaucoup pour un seul homme. Que c’est beau l’imagination !" 
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Break 2: October 17th 1907; magnitude: -38.59 basis points 

 

The second break may be linked to the Russian government's buybacks. In his 

memoirs, the Russian finance minister Kokovtsov explicitly prides himself for having 

bought back the 5% loan in the fall of 1907 when prices were around 69-70 of par to sell 

them back during the first half of 1908 at 87-88, making a profit of 1 million rubles for 

the State Bank (Girault, 1973, p. 475). Of course, ethics were of limited interest to the 

Russian government. Therefore, if resources were available to repurchase its debts, it 

would logically buy back the cheapest one–– in other words, the debt with the highest 

yields, which at the time was the 1906 loan. Here again, without the Russian government's 

arbitrage, the spread would have been much larger in 1907. The reduction in the spread is 

thus in a sense artificial. It did not represent a change in investors' perceived odiousness 

of the bond but rather the arbitrage by the Russian government, which was able to buy 

back the 1906 loan cheaply because it was perceived as odious!  

 

Break 3: August 6th 1908; magnitude: -44.62 basis points 

 

The third break can be associated with the issue of a new loan by the Russian 

government. In July 1908 the French government gave the green light to a new Russian 

loan. The Russian government had respected the April 1906 agreement setting a delay of 

two years before any new loan could be issued in Paris. It had also stressed that the new 

loan would meet all constitutional requirements (Girault, 1973, p. 48838). The fact that the 

Duma would be informed about this loan may have changed some investors' perception 

of the Russian government. In comparison with the 1906 loan, the change of attitude was 

                                                        
38 Girault (1973, p.488) "le gouvernement russe avait assuré que l’emprunt nouveau serait entouré de 
toutes les garanties constitutionnelles".  



 

29 

 

striking. In 1906, the loan had been issued as early as possible to avoid any discussion in 

the Duma. This was one of the elements which had sparked protests in 1906. The new 

loan, which would respect the constitution, could thus be interpreted as a sign of goodwill 

from the Russian government. Of course, in 1908 the Duma was unlikely to raise any 

protests as it had been tamed by Stolypin (Siegel, 2014, p. 109).  

 

Break 4: December 8th 1910; magnitude: +19.37 basis points 

 

The fourth break came amid rumors that the Russian government was planning to 

convert its debts. In an article dated December 19th, 1910, Le Temps39 explicitly mentions 

that market participants were expecting the Russian finance minister to convert bonds 

worth 45 million rubles. As the article pointed out, recent bond issues such as the 1906 

loan could not be converted at the time. Bondholders may, however, have interpreted 

these rumors as a sign that the Russian government was ready to convert its bonds 

whenever possible. This was in stark contrast to what used to happen in France. Indeed 

during the 19th century it sometimes took years before French rentes were converted, even 

if it would have made economic sense to do so (Oosterlinck et al., 2016).  

 

Yields to call correct for the timing of a call but are imperfect for measuring its 

likelihood. All else equal, bonds with the highest coupons will always be converted first, 

as they are the most expensive. In our case, in the long run this would have meant that 

the Russian government would convert the 5% 1906 loan as soon as possible as it was 

one of the loans with the highest coupons. By 1910, converting bonds was a common 

measure. But press campaigns had been previously waged against conversions of Russian 

bonds presented as fraudulent (Lysis, 1911, p. 95). Lysis (1911) mentions a series of press 

                                                        
39 Semaine Financière in Le Temps, December 19th, 1910. 
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articles denouncing banks’ maneuvers to present Russia's finances to the public in a 

favorable light in order to guarantee that the conversion would take place. If prices are 

driven artificially high to allow a conversion, then bondholders are sure to lose in two 

ways. First, the new bond would bear a lower coupon, meaning lower revenues. Second, 

in this case the lower coupon would not reflect the improved credit standing of the 

country, since the prices were driven upwards by fraudulent maneuvers, not greater 

creditworthiness. In other words, the lower coupon would not be compensated by lower 

risk. Lysis (1911, pp. 93-95) explicitly accused the banks, in the case of Russia, of having 

created a false impression of good credit. According to him, bankers believed that one 

year of fiscal surplus could compensate for twenty years of deficits!  

 

Break 5: June 13th 1912; magnitude: -29.72 basis points 

 

 The fifth break is probably the hardest to explain. It might be linked to the planned 

visit of Raymond Poincaré to Russia. Between 1908 and 1912 the relationship between 

France and Russia had come under pressure. The British and French position during the 

Bosnian crisis had left Russia isolated and, as a result, sympathy for France had 

plummeted in Russia (Tomaszewski, 1999). The growing tensions with Germany meant 

France had to guarantee that Russia would come to its aid should a war break out. In this 

setting, Poincaré's visit marked “a significant turning point in the evolution of the Franco-

Russian alliance” (Tomaszewski, 1999, p. 373). The press reported the planned visit,40 and 

one may conjecture that investors viewed it as recognition of the importance of the 

Russian ally by the French government. If France felt Russia deserved to be treated as an 

equal, bondholders may have reconsidered their position on the country's debt. However, 

since the link is not mentioned in the press, this proposition should be viewed as a 

suggestion rather than a firm statement.   
                                                        
40 See for example l’Aurore June 15th, 1912 or Le Temps June 16th, 1912. 
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IV. Robustness Checks 

 

Our results show the importance of ethics in bond pricing. However, the analysis rests 

on the decision to use YTC instead of YTM. How would the results be affected if YTM 

was used instead? Figure 3 depicts the changes in the YTM of both bonds. As for the 

YTC, the YTM of the Russian 1906 loan is systematically higher than the yield of the 

1891 loan. The difference between the YTM is large: it reached a maximum of 157 basis 

points in August 1906 and had an average value of 102 basis points. The archives from 

one of the main underwriter, Crédit Lyonnais, show that the banks acted to support the 

prices of the 1906 loan. As for the YTC, without this support the spread with other 

Russian bonds would have been even wider.  
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Figure 3: Yield to maturity of the 1906 (in black) and 1891 loans (in grey)  

 
 

The spreads shown in Figure 4 illustrate the same pattern. An initial wide spread 

between the two series gradually declines over time. In comparison to the spread between 

the YTC, the starting point here is lower. However, and this is also the case for the spread 

in YTC, the difference remains significant over time. 
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Figure 4: Spreads between the yield to maturity of the 1906 and 1891 loans  

  
 

Even if YTC differ from YTM, the general pattern here remains the same. The 

1906 loan traded at a higher yield and for the whole sample. The breaks on the YTM are 

very close to the ones identified previously on the YTC. Two breaks (February 7th, 1907 

and December 8th, 1910) match perfectly, one falls a week later (June 20th, 1912 instead 

of June 13th, 1912), and the two remaining ones occur at different dates (September 10th, 

1908 and November 4th, 1909). For most of the breaks, therefore, both analyses provide 

similar results.    

 

Conclusion 

 

Dictators often rely on the issuance of foreign sovereign bonds to fund their regime. 

From an ethical point of view, lending to dictators is tantamount to an admission of 

support for their regime. Journalists, for example, have argued that foreign debts are “the 

most visible remaining symbol of international complicity” with a “dictator's bloody 
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reign” 41. Legal scholars have attempted to limit the willingness to lend to such regimes by 

developing the doctrine of odious debt. But since there is no international law defining 

such debts, it may be wondered whether markets consider odious debts any differently 

from other debts. 

 

This paper exploits a unique case, the 1906 loan issued by Russia, to determine 

markets’ perception of odious debts. This case is unique for several reasons. First, only 

one loan was singled out by the press as being odious. Even opponents to the autocratic 

Tsarist regime made a distinction between this specific loan and other debts issued by 

Russia. Its odious character stemmed from the fact that the proceeds of the loan were 

used to crush revolutionary movements in Russia but also because it was floated without 

parliamentary consent. Second, the flotation led to massive protests and press campaigns 

in the countries were it was to be listed. In fact, this specific loan was so controversial 

that it even became a point of discussion during the French presidential elections. 

 

According to Long (1972, p.39), one of the first scholars to have focused solely on 

this bond, “the anti-loan campaign failed” but “it revealed the continued close 

cooperation between Russian revolutionary émigrés and French socialists, united in their 

efforts to expose the financial as well as political bankruptcy of Tsarist autocracy”. If 

failure or success is determined solely by the ability to block the loan issue, then one 

could indeed conclude that the campaign failed. But if one considers the price of the loan, 

then our results show that the campaigns had an effect on the willingness to lend to 

Tsarist Russia. 

 

Indeed, the results show that market participants were reluctant to hold the 1906 

loan and preferred other loans issued by Russia. As a result, yields between the 1906 loan 

and other loans diverged substantially when the former was issued. For bonds issued by 

                                                        
41 Jim Hoagland, “Iraq's Bigger Picture”, Washington Post, October 10th, 2004. 
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the same government, the difference in yield is striking. At some point the spread with 

the 1891 loan reached a staggering 256 basis points! However, the spread narrowed as 

time went by. The paper shows that this decline can be attributed neither to changes in 

liquidity nor to an idiosyncratic risk of repudiation.  

 

We argue that the spread narrowed because of press coverage and parliamentary 

discussion of the 1906 loan. Once protests and negative press reports subsided, investors 

began to buy “cheap” 1906 bonds. Our results thus highlight the importance of protests 

and press campaigns. While some investors would never have bought the 1906 loan, 

others were influenced by the negative press coverage. The press has thus an important 

role to play in terms of ethics because it can remind investors of the unethical character 

of “odious” debts. However, even though the spread narrowed once the press campaigns 

stopped, it nonetheless remained positive and substantial long afterwards. This suggests 

that ethics have a lasting effect on investors’ willingness to buy odious bonds. 
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