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Abstract



The conjunction of oil and Russia’s economic recovery in 1999-2004 linky man
themes. On September 16, 1998, the Central Bank of Russia mandatedti@paif 50
percent of foreign exchange revenues. On December 31, 1998, it raisedatigated
repatriation rate to 75 percent. This rule affected primaugjsf and metals exports. In the
next several years, world oil prices started to climb. Th&r@eBank of Russia subsequently
reduced the mandated repatriation rate from 50 to 30 to 25 percdote@n exchange
revenues. Rising oil prices both incited this reduction and compensatatd fwussia’s
economy shifted from the great contraction in 1992-98 to a partaleey in 1999-2004.
Tables 1 and 2 provide the background data.

This chapter explains these developments views Russia’s economy as a new
economic system which evolved from central planning after libatadiz and privatization in
1992 and adapted to the policy shift in September-December 1998. Veeelkpilv, under
this system, mandated repatriation of export revenues inadvertetiymle a quasi-fiscal
policy, i.e. how it increased tax remittance and reduced substdgcgon, which, in turn,
shifted the economy from contraction to recovery. Oil and otheéeatzes, primarily natural
resources, are important. Without their massive export, the issuarafated repatriation of
foreign exchange revenues would have been irrelevant. Oil onmtshowever, was not the

crucial factor.

Many observers, including the IMF, attribute Russia’s recoveryising world oil
prices. Figure 1 documents the heterogeneous economic performance Kk thmajor
petroleum-exporting countries around the world in 1992-2004. In Russia and eouosries,
it is uncorrelated with oil price fluctuations. Figure 2 illasts how economic recovery
synchronized in Russia, Ukraine, Kazakhstan, and other former Staties$,sboth net oll
exporters (Russia, Kazakhstan, Azerbaijan) and importers (Ukragta,uB, Moldova). The
oil factor was neither necessary (viz., Ukraine) nor suffiofeizt, Venezuela) for economic
recovery and growth in the early 2000s. The oil connection abstractedttfeoeconomic

system and policy shifts is specious.

Russia’s economic recovery raises a more fundamental, and ingenssae than oil.
Figure 3 illustrates it. In Russia and similar post-cerglah economies, liberalization and
privatization coincided with the great economic contraction in 1992-98tiaPale-

liberalization and de-privatization in Russia, starting with mamdadpatriation of export

1An extended version is available on-linehétb://www.russiaeconomy.org/predation/pdf/penduloath
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revenues, coincided with economic recovery in 1999-2004. The principal ideia chapter
is that the impact of economic freedom is ambivalent. It dependseoacbnomic system.
The freedom to create new wealth it is eminently productive. Meryvéhe freedom for firms
and some individuals to redistribute to themselves income from thengoeet, other firms,
and other households, suppresses productive incentives and economic growth. &avernm
restriction of such freedom, e.g., in China or in Russia after 19%8er§ economic

performance.

Socialism from Below: Third Party Billing

To start with a quick frame of reference, one can view Rigssi@dnomy in the 1990s
as third party billing. X sells products to Y and charges Z. Thisatipe is familiar on the
sectoral scale in U.S. health care services and higher educagiaith are providers charge
insurance companies or the government. State colleges charge stutiemttéuthe state
government. Buyers receive products for free and don’'t economize on yaanditprices.
Sellers can overcharge for their products when the third paysy pais incentive structure is
responsible for rapidly rising health care costs and tuition. Afterabolition of central
planning, a novel system of third party billing evolved in Russiaalt national in scope and
runs from below. Enterprises bill the government and the public.

Aggregate third party billing

Figure 4 and box 1 join forces on the next pages to explore stepgiraw this novel
system had adapted and how it operates. In essence, enterpelie gbsds and services to
enterprises Y and Z, receives some payments, and implicitlgehahe unpaid balances to
the government. Enterprise Y sells goods and services to ergergrisnd X, receives some
payments, and implicitly charges the unpaid balances to the goverriemeetprise Z sells
goods and services to X and Y and to retailers, receives some rgayraed implicitly
charges the unpaid balances to the government. Circularly, atpeses except retailers,
various services, and outliers charge the government. In praetiterprises X, Y, and Z
issue invoices to buyers and receive payments over time. As umiversal practice of trade
credit, sales and their invoices precede payments. In accoueting, the balances of the
amounts invoiced net of payments constitute the outstanding balances of acce@ivables;
or simply receivables. In most economies, the outstanding balanceseofables are paid by
buyers. In Russia and similar countries, enterprises charge h&mces to the government

and the public at large, take the subsidy, and then pay each other. EnterprisesdzX Yake



the subsidy and pay X, Y, and Z with public funds. This unique subsidkes, not given,
charged, not solicited.

The monthly data in figure 4 cover the period 1992-97 and truncate in 1998, for both
presentation and substantive reasons. This was the period of the edfefparation of
aggregate third party billing, before enterprise freedom to ch#rgegovernment was
restricted. Herewith a brief preview. When invoices outgrow paynenterprises amass the
balances of receivables. Enterprise income winds up to a great exteceivables instead of
cash. For many enterprises, receivables exceed net incommriEeteincrease payables, i.e.
do not pay bills, lest their net cash flow turn negative. Tax @rsapplement payment
arrears, especially for industries where receivables exgaygables. Enterprises appropriate
taxes withheld from workers and collected from consumers, whichdbeyt remit to the
government. The government cannot enforce full tax remittance whermpresgebank
accounts are drawn down. Tax non-remittance on a national scaleoutleggvernment
crackdown, seizing assets, or bankruptcy for it will wipe outdlkebtise. The government is
forced to monetize tax remittance and enterprise payments ifethe government monetizes
its budget deficit, itself due to tax non-remittance, the mon&ynigible). The banks transmit

monetization through credit for payments, roll over and expand this credit.

Figure 4 highlights a regular empirical match between recasabid the subsidy they
enforce. It shows how over time the outstanding balances of esgerpdeivables match the
sum of (1) tax non-remittance and (2) monetization multiplied throhghbanking system
(approximated as the domestic money balances M2). These avetpericipal channels of
the subsidy wrung from the government. They sum up into a self-eafdecsubsidy. The
simple point of figure 4 is that the government and, ultimately, the public are forcegtteepa

enterprise bill.
The difference of aggregate third party billing

The national scale, across industries and enterprises, shiftsothty billing towards
the government and the public (households, consumers) as the ultimate. payhe supply
chain over the stages of processing, every enterprise is bggh dnd seller of products, and
most enterprises, except retailers, various services, etge isgoices. The national scale

aggregates third party billing and enables the entire enterpriseorketo charge the



government and the public at large (households and consumers) for itanoug
receivableg.

This marks the basic difference between sectoral and aggrbga party billing. The
former is voluntary and contractual. The latter forges a symbbotiel in which enterprises
take the initiative and the government is forced to pay. Thisifeas unique and extreme.
Aggregate third party billing charges from enterprises to dwemmment, that is from below
to above (in economic terms, it is endogenous). The subsidy is takéne bgnterprise
network from below, not given by the government from above. Ironicdtig, $ystem
represents a traditional socialist economy in reverse, as if centralngdhpped topsy turvy.
Box 2 depicts this evolutioh.

Central planning integrated a national assembly line. Individual ersiespacted as the
floor shops on the assembly line of forced production under government qutgas. This
was a veritable nation-enterprise. This system necessitgtpeégate third party paying.
Whenever enterprise Y under-produced output or overspent inputs, lost inconiator a
negative net cash flow problem, and missed the due date to palsit® Enterprise X, the
government financed enterprise Y to enable it to make paymeHRtsTioe government then
punished enterprise Y for failing central plan output and input quotas. fiffancing of
payment arrears (dubbed in the literature as the soft budgetaiot)stepresented an
automatic credit line. It served the government to enforce an unipted flow of output,
forced exchange, and forced delivery on the vertical assemblydimeXrto Y and to enforce
performance of Y. Third party paying was from above, from the govent to enterprises (in
economic terms, exogenous). It was the government means to enforced for

production/exchange/delivery under central planning. It was thus a uniquex feubsidy

“Third party billing on the national scale is unicared extreme. It aggregates (1) various sectasg< of third
party billing and (2) cross-sectoral subsidies leetmventerprises and industries through the mecahasiigrade
credit. The latter between individual sectors sgutes income from sellers to buyers withoutirgl the
government. See Robert A. Schwartz and David Kité®mb, “Implicit Transfers in the Extension of T
Credit,” in Kenneth E. Boulding and Thomas F. Wilseds. Redistribution Through the Financial System: The
Grant Economics of Money and Cre@ew York: Praeger Publishers, 1978), pp. 191-2@8gregate third
party billing, wherein the government is the thgalty, extends cross-sectoral subsidies to tothldtry cross-
sectoral operations. This creates the nationaéstfahcome redistribution from the governmentHe enterprise
network.

*The next two paragraphs summarize our book in
http://www.russianeconomy.org/predation/pdf/chadiedf and
http://www.russianeconomy.org/predation/pdf/ch4adél.
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from the government. Like in making foie gras, it was the foeeelihg of immediate

production units in order to increase output qudtas.

Abolition of central planning could come in various ways. The government coul
phase-out the inherited nation-enterprise by phasing-in the nevwemiagket sector and thus
shrinking the share of the old state sector in GDP. China chosetthiegy bypassing
liberalization and privatization of the preexisting state se&uassia opted for liberalization
of transactions and privatization of preexisting enterprises. $tn&egy subsumed the
abolition of central planning. Inadvertently, it enabled the inherdsdembly line of
enterprises to evolve into a subsidy-extracting network. Individualrpgiges (more
precisely, their owners and managers) were free to join the gulsidork or survive and

possibly perish without.

The enterprise network adapted aggregate third-party payingggtegate third-party
billing. This amounted to socialist devolution of fiscal and monetamhaaity from the
government to the enterprise network. Aggregate third party billimgpevers the network to
enforce its own subsidy from the government and the public. In dfiecgnterprise network
collects a tax from the public. This subsidy and this tax is odetlze same, to wit, the tax
subsidy. It represents the parallel taxation of the public byetiterprise network. One can

call this new economic system Enterprise Network Socialism.

How a mechanism operates often tells why it exists and hoanie into existence. The
evolution from central planning to Enterprise Network Socialissulted from the fact that
the inherited national assembly line, not scattered sectors opresgs, can enforce third

party billing from below. This enables us to analyze what evolvedriually as an adaptive

“This treatment of the soft budget constraint urmentral planning is opposite to the standard litgeawhich
views the government as the benevolent and wedkdniictator unable to commit himself to not suimity
enterprises. See Janos Kornai, Eric Maskin, andl@dRoland, “Understanding the Soft Budget Constrai
Journal of Economic Literaturél, no. 4 (December 2003): 1095-1136. This viewsktbg question how would
he keep forced production. The standard view fitividual and sectoral bailouts in Western and tieg
economies, a species systemically different fromtre¢ planning. It is incompatible with economy-widhird
party paying to enforce production quotas.

°A quick taxonomic distinction. Aggregate third pahilling (1) is collective, all-encompassing, raftsectoral
special interests; (2) entails a subsidy taken fb@how, not given from above; endogenous, not exogs; (3)
works automatically, not through the political pess; and (4) subsidy extraction is cost-free terpnises, does
not involve spending resources of time, effort, amohey. On each of these four counts aggregaté garty
billing is opposite to what the literature callstaeeking. Also, the above point (2) indicates Hygregate third
party billing charges from below, endogenously, anthus opposite to what the literature calls sb& budget
constraint, which is operationally third party payi The latter can be total under central planmingectoral in
many other economies (e.g., bailouts), but it stiedrom above, is exogenous in all cases. Thesdhare
taxonomic systemic differences between aggregate flarty billing under Enterprise Network Sociatisand
various other species of socialism (income redistion). Ignoring these systemic differences letadsirong
diagnoses which beget wrong policies.



operation of learning by doing. The next pages follow box 1 and figyumnelaying out this

operation step-by-step.
Facts: Fiscal Expectations, Surcharged Prices, and the Self-EnforceableySubsid
Step 1 Surcharge

Step 1 is the easiest for enterprises to undertake and the tHarddstervers to see and
to explicate. It reveals itself through a chain of empirmaservations. They compare the
operation of accounts receivable in the U.S. and Russia. To elimmatenftuence of
inflation, several diagrams of figure 5 deflate nominal redt#@saand plot real receivables in

inflation-adjusted values.
Observation 1. Separation

The first observation may seem to be blase and trivial. Figure 5 contragtatterns of
trade credit, in the U.S. and Russia. To define these patterns, Sigux¢éaposes the annual
indices of nominal or real receivables in 1991-2004 and the annual indiceal dDP’
Figures 5.1 and 5.2 compare the indices of nhominal receivables intcuwinées or dollars in
the U.S. and Russia against GDP growth. Figures 5.3 and 5.4 offepargbiature with real

receivables in inflation-adjusted dollars or rubles on the same backdrop of GBRYr

Receivables in the U.S. exhibit a cyclical pattern with stags$.I Both nominal (figure
5.1) and real (figure 5.3) receivables increase during the ydagsonomic growth and

decline during recessions and their aftermath.

In Russia in 1991-2004, receivables display an idiosyncratic patternnBotimal and
real receivables in Russia in figures 5.2 and 5.4 show the abdeacg egular relationship
with real output, with productive economic activity. Nominal receivabiereased massively
during the great contraction of 1992-1998 and continued to increase moderately in 1999-2004.
These increases correspond closely to increases in the anneaindiees in figure 6. This
leaves real receivables vis-a-vis real economic activityigaré 5.4.The indices of real

receivables lack any relationship with the indices of reaGDP. Real receivables saw

®The Consumer Price Index (CPI) is used as thetdeftae to lack of other reliable indices for Rassi
"The data are available on the web site of the Ros3tate Committee on Statistics at

http://www.gks.ru/bgd/free/b01 19/Main.htmhttp://wvgks.ru/bgd/free/B01 19/IswPrx.dll/Stg/d000/i00083
htm andhttp://www.statrus.info/catalog/edition.jsp?id=1824d=22, and on the web site of the Central Bank of
Russia ahttp://www.cbr.ru/statistics/credit_statistic$/ables 1 and 2 offer annual summaries.

80nly figure 5 and the discussion around it altezrraiminal and real receivables. The rest of therdis, tables,
and discussion employ nominal receivables in cimebles or dollars. The qualifier ‘nominal’ is gneed for
brevity except in figure 5 and the surrounding d&sion.
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increases during the years of the great contraction of 1992-98 eda@ptand 1998 and
declined or held unchanged during the years of the recovery of 1999-2@pt 2004. The
pattern that arises here is detachment of real receivibles economic activity. Output
declines and recovers but real receivables exhibit no partaip@atior reaction to production
and sales. Trade credit and productive activity walk their own degaaiths as if they operate
on different planes of existence, detached from each other. Ryubfdsea unique pattern of

separation of trade credit from production and sales.
Observation 2. Alignments

The path of real receivables in Russia in figure 5.4 is notaetyched from output but,
with the exception of the years 1991 and 1996, nearly stagnant. Thé9@dawas before
liberalization and the year 1996 is an evidential outlier, possibtatestecal error due to
major changes in measuring the CPI in 19@8ipping the 1996 data from the path of real
receivables charts a trend through 1992-2004 spanning the gap of 1BfiGctAations in
1992-1995 and 1997-2004 are minor, random, and cancel each other over time. Tl index
real receivables actually hovered around unity and was stable wwitharrow rangeThe
indices of real receivables are nearly invariant to GDP dédioe or growth. Real receivables in

Russia seem to align with the index equal to unity, whichriplies zero growth of real receivables

over time.

Figure 6 displays the complementary part of this relationshimgluhe same period
1992-2004. It shows that the separation pattern in Russia closebsrefateed matches on
the annual basis, the path of nominal receivables with the price.idd@or annual
fluctuations which deviate from this match move randomly. A closgcimof the two indices
smooths over time and forms a continuous relationship. This continuousnshgh is
consistent with the indices of real receivables hovering around urdtg@verging towards
it. Tautologically, if the index of real receivables hovers araud unity, the index of nominal

receivables must align with the price index.

In the U.S., the index of real receivables aligns with that of GfP (e.g., both

increased by 2.9 percent per annum in 1990-2004 and about 3.2 percent per annum during

°See Moscow Institute of Electronics and Mathematiedoratory of Econometric Studies, V. Zhikharévae,
“How to Measure Living Standards,” at
http://www.rau.su/observer/NO5_99/5_15.htmhttp:/iwvau.su/observer/NO5_99/5 15.HJMF their estimate
is correct, the price index in 1996 was understhtedl.5 times and the index of real receivables/erstated in
figure 5.4 by the same 1.5 times. Then the spiki966 in figure 5.4 is an error.
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1955-2004). The index of nominal receivables aligns with that of nomin&. GDere is no

regular relationship between nominal receivables and the price indices.

Box 3 in the top matrix summarizes the contrasting alignmentstower Under the
cyclical pattern of trade credit in the U.S., growth of reatirables aligns with growth of
real output. Tautologically, growth of nominal receivables aligiite growth of nominal
output. Under the separation pattern in Russia, real receivables stagnate wéhla aarow

range and growth of nominal receivables aligns with price increases.
Observation 3. Invoicing

The next observation is mechanical. Receivables are balances/afes net of
payments.lt is price increases in invoices in excess of paymentsat make up these
balances in Russia and make nominal receivables grow in alignmtewith the price

index.

Box 3 explores this mechanical connection. It is depicted in the loaof Box 3 and
its side bars. It shifts focus from receivables to invoicge@source of empirical alignments.
It is what isin invoices when they exceed payments and make up an increase in the
outstanding balances of nhominal receivabliesan be output growth in current prices under
the cyclical pattern in the U.S. Or it can be price increases per se der the separation pattern in

Russia.This decomposition makes both patterns mechanically consistent in the same mold.

Under the separation pattern in Russia, the mechanics temnspiominal terms. New
invoices raise prices and exceed past invoices valued at the preurioaslevel. Price
increases make up the excess of new invoices over payments on past invoices. When spending
grows (the government never failed to print money) and paymentasecrenterprises raise
prices higher so that new invoices exceed payments on past inatmoest continuously.

Over time, in the overlapping flows of invoices and paymentsnvoices not only exceed
but continuously outgrow payments by price increaseslhis is the underlying mechanical
meaning of the empirical observation in figure 6 that the outstgrialhances of nominal

receivables grow at the rate of price increases. In short, all pgess®s are in invoices.
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Observation 4. Collection

What strategies of U.S. firms and Russian enterprises stand bibleindinvoicing
mechanics? One strategy makes possible the growth alignmesdl akeceivables with real
output in the U.S.. The other strategy, in Russia, makes possitdéghment of the indices
of nominal receivables with the price index (which holds real vabés nearly stable).
These strategies are summarized in the left and right sidarbBox 3. They compare how
and when (and hence why) invoices exceed payments by output grotiid U.S. and by

price increases in Russia.

Firms in the market economy strive to optimize their cash.fldws operation includes
managing accounts receivable, that is, collecting payments andgeeoices to payments
collection. The average collection period is one of the major sigtige ofiability of the firm
and a key indicator of its market valuation and credit worthinesghe U.S., the average
collection period decreased from 29 days in 1990 to 27 days in 1992-1994, wsiddys
with GDP growth to 37 days in 2000, and then gradually shortening to 31ind2983 and
going up to 32 days in 2004. This is consistent with the pattern whidyclopedia
Britannica cites to typify trade credit in market economi&his is indeed the strategy of
cash flow optimization: short collection periods, stability of paysemtilection, a narrow
range, and a cyclical pattern.

It literally pays to optimize the average collection periodn@er yet, the firm cannot
survive on income on the accrual basis alone. It is not sustainableefinf its buyers do not
pay their bills for a lengthy period (payments are in asieavhile the firm duly pays its bills
within the due period, its net cash flow may run negative. When neffloasis persistently
negative, firms may face bankruptcy and no one would lend to them, or no oree el
them and firms may face bankruptcy, whichever sequence unravelsfilvssissue invoices
in a cyclical pattern in order to receive payments within the mkreod and thus hold a
manageable balance of receivables from the cash flow standpell@sSmake invoices
exceed payments and increase the balance of receivablegnmeitit with output growth.
They do not raise prices to make invoices exceed payments and ekpabdldnces of

receivables.

Y%Encyclopedia Britannican the article “Business Finance,” section “AcctaufReceivable,” summarizes that
the ratio of receivables to sales in U.S. manufaoguranges between 8 and 12 percent, yieldingatrerage
collection period of approximately one month (ard®®.5 days, to be exact).
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In Russia, the average collection period more than doubled from 24nda991 to 51
days in 1992, shortened to 45-46 days in 1994-95 only to lengthen to 63 days in 1996, 66 days
in 1997, and to a whopping 104 days in 1998. Then a reversal, down to 69 days in 1999 and
54 days in 2000 and gradually to 44 days in 2003 and 40 days in 2004.

If the average collection period is lengthy and fluctuatesraggg from output,
enterprises maximize nominal receivables subject to how much subsidxfieey ®© enforce
in lieu of payments. They make invoices exceed payments to thabyepdce increases
which amass the balance of receivables. It is this prattiateundergirds the alignment of
receivables and price indices in figure 6. It also indicdtasthe causation in figure 6 goes

from growth of receivables (indeed from invoices) to price indices, not vice versa.

The mechanism of this subsidy extraction was introduced on pagesad@00 figure
4. Figure 4 demonstrates how during the period from 1992 to 1998 the outsthaldinges
of receivables matched over time the sum of various subsidy elsarsuch as tax non-
remittance and monetization multiplied through the banking systers.niéchanism became
more complicated in 1999-2004, but the pattern remained within, of vdieh The next
steps through Box 1 and its accompanying figures explore and doctheemiechanism of

this subsidy extraction in detail.
Observation 5. Indexation

The final observation of step 1 is straightforward, if unconventional. Bexmmarizes
it at the bottom. Optimization of cash flow in the U.S. impliest tfirms index invoices to
payments and through them to spending in the economy (that is, tontlned changes in
the money supply and the velocity of its circulation). In the procestput and prices
increase or decrease in one or another combination between theacyclical pattern. This
indexation to payments and ultimately to spending does not let invexcegd payments by
separate price increases. That would expand the balance of béegigad undermine cash

flow optimization. This is not sustainable. Firms could not survive thus.

In Russia, enterprises maximize nominal receivables by maikinoices outgrow
payments via price increases. This implies that, as they serpaces to make up the
balances of nominal receivables, enterprises index invoices nogrieepts and hence not to
spending. They index invoices to fiscal targets - how much subsigypeses expect to
enforce. They learn by doing, by trial and error, as describdidrggee pages 00-00 above),

12



and learn continuously over time, what these fiscal targetsThose who learn survive and

socialize the experience on the national scale. This is the collective swivikialfittest.

Ultimately, enterprises index invoices to fiscal expectationsthis pattern, price
increases are detached from spending. Excess of invoices ovempsywidch is made up of
price increases, is detached from spending. Fiscal expectdiygass current spending
(money times velocity and their combined changes) and generktioimdry expectations
directly*, through price increases in invoices in outgrowth of payments. Taresself-
fulfilling inflationary expectations. They materialize in the siahding balances of

receivables.

The simplest way to describe this procedure is to view priceases in invoices as a
price surcharge added to the prior price listed in past invoices.ishithird party surcharge,
to be billed to the government and the public at large (households, consumaussuit of
the subsidy. One more inference which may seem outlandish butemtioef, fits. Since this
subsidy is collected (see figure 4 again), the price surchargeoices constitutes a special
tax levied by enterprises on the government and, eventually, on conanddrsuseholds. It
acts like a quasi-value-added tax on sales over the stages ofsprgcéisis quasi and not
genuine value-added tax in the national income accounting senseeb#ddausax is additive
on enterprise fiscal expectations, not multiplicative at a prage Hence it applies equally to
output with the positive and the negative value-added. Which makes this udaigirem
below (the endogenous tax) especially distortionary for, on top om@aedistribution, it

finances and perpetuates value subtraction.

Step 2. The payment jam

YA burgeoning literature inaugurates a new wave ctvhiis practitioners call “the fiscal theory of tipeice
level.” It is possible that the Russian experiem@y fit as a special case with its own systemitiqaars (the
subsidy from below) and mechanics (trade credithlyGspecialists in this innovative, sophisticatedhd
extremely technical (not to say inscrutable) fielth adjudicate if their approach is what explahes Russian
case. The present authors believe so, but a tstievteild require substantial modeling and econdmatralysis,
beyond the scope of this chapter. Of a large bddiyenature, one can list only a few referenceeeh&@homas J.
Sargent and Neil Wallace, “Some Unpleasant Morstakiithmetic,” Federal Reserve Bank of Minneapolis
Quarterly Reviews, no. 3 (Fall 1981): 1-17; Kiminori Matsuyama, ‘tthgenous Price Fluctuations in an
Optimizing Model of a Monetary EconomyEEconometrica59, no. 6 (November 1991): 1617-1631; Eric M.
Leeper, “Equilibria Under Active and Passive Momgtand Fiscal Policies,Journal of Monetary Economics
27, no. 1 (February 1991): 129-147; Michael WoodfotPrice Level Determinacy Without Control of a
Monetary Aggregate,‘Carnegie-Rochester Conference Series on PublicciPdiB (December 1995): 1-46;
Joydeep Bhattacharya and Joseph H. Haslag, “MagndRaticy Arithmetic: Some Recent Contributions,”
Federal Reserve Bank of Dallasconomic and Financial Revie{hird Quarter 1999): 26-36; Charles T.
Carlstrom and Timothy S. Fuerst, “The Fiscal Theoiryhe Price Level,” Federal Reserve Bank of Cland,
Economic Reviews6, no. 1 (Quarter |, 2000): 22-32; Lawrence J.islano and Terry J. Fitzgerald,
“Understanding the Fiscal Theory of the Price Léveéderal Reserve Bank of Clevelaf@tonomic Reviews6,
no. 2 (Quarter Il, 2000): 3-38; John Cochrane, “Epras Stock: Price Level Determination with No Mgne
Demand,” National Bureau of Economic ReseaNBER Working Papeamo. 7498 (January 2000).
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Mechanically, there are four potential responses to the problem afiveeget cash
flow: reduce receivables, obtain outside financing, increase paggbles, and increase tax
payables. Reducing receivables by factoring them can help ocdbsiowa continuously.
Obtaining outside financing, such as borrowing and/or issuing equity, isortbtoming

when cash earnings are persistently negative.

One can increase trade payables. Initially, negative net ftash does not halt
operations because the business can draw on the money balanebankland dispose of
other assets. After cash balances and other assets are run dsacarbibt be paid in full
within the due period. Payables fall into arrears. Thus this bustess automatically
increase trade payables when its net cash flow turns negatie.happens by default.
Unpaid bills automatically increase the outstanding balance of mmyaBhyment arrears
(increased trade payables) turn net cash flow non-negativeasigetrade payables helps
trade debtors in the short run. This practice can last as lomgdes dreditors can and will
sustain aging and accumulation of their own receivables. Their lownof receivables may
exceed net income and net cash flow may turn negative. If andtragencreditors call in the

debts owed them, bankruptcy arrives.

Finally, one can increase taxes payable. The business can stdgyquadeng corporate
income or profit tax. For quick cash, it can stop or delay remitiangoll and income taxes
withheld from workers and value-added or sales taxes colleaded ¢donsumers. This is
illegal. If the government can enforce tax remittance andptaments, it will, and this

business will be no more.
The chain reaction

One man'’s receivables are another man’s payables. Money iblginghese two basic
propositions explicate that maximization of receivables (stulbgethe expected subsidy) in
Russia was the source of the amassment of trade payabldsaaitaktarrears supplemented
payment arrears. As noted earlier, the average collection pexmahded from 24 days in
1991 to 51 days in 1992, shortened to 45-46 days in 1994-95 only to lengthen to &8 days
1996, 66 days in 1997, and to a 104 days in 1998. It reversed to 69 days in 1999 and 54 days
in 2000 and gradually decreased to 44 days in 2003 and 40 days in 2004. Since 1992,
accounts receivables became and remained past due, or ageccolimgrpart is payment
arrears. Days payable outstanding measure the average paymedt (pe non-payment
period, as it were) the same way as the average collectimu peeasures the unpaid length

of receivables. Days payables outstanding doubled from 17 days in 1991 tos36 d892,
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increased gradually to 55 days in 1996 and 61 days in 1997, and leaped to 102188 in
A downward reversal started slowly afterwards, 72 days in 1999 andys6rd2000 and
gradually shortened to 45 days in 2003, and 40 days in 2004. Since 1992, payablas

arrears.

Receivables amassed due to surcharged invoices generate payalidsithatarrears.
It follows from the above discussion that maximization of red#esincreases payables on

two intertwined counts.

1.First, when receivables amass among sellers, trade payaldss among buyers. Aged

receivables generate payment arrears.

2.Second, sellers themselves delay payments and thus increaskepayal turn them into
arrears to compensate for cash shortfalls when receivablesupakiee bulk of their net

income.

A critical mass of payment arrears and aged receivables creatamnenpgm. This is a
situation on the brink of cessation of operating activitie&.marginal increase in payment
arrears improves the cash flow position of buyers but worsens the cash fltanpofssellers
to the point where their net cash flow runs down to Z&fiey, in turn, have to increase their
payment arrears to stay afloat. But this worsens the net loaslpdsition of their respective
sellers and runs it down to zero. One can extend this exercisands through the flow of
funds until operating activities of some clusters of enterpdease. This is a chain reaction.

There is a recourse. Enterprises can maximize tax arrears, taxmittasnee.
Step 3. Third party payables

One can think of trade payables as second party payables. Most isesegicept
retailers, various services, etc., are both sellers of output andskafy@puts. In the flow of
funds over the stages of processing, sectoral increases in magmears unleash a chain
reaction of cash flow shortfalls. Tax arrears, in contrast, marnviewed as third party
payables. They harm the cash flow position of the government, reekmeues and increase
the budget deficit, which, in turn, delays government procurement payragatsreceivables

of government suppliers, and hurts their cash flow position. But the goeetntan sell

12A detailed discussion is in Michael S. Bernstam Ahdn RabushkaFrom Predation to Prosperifychapter 1,
“The Other Government,” dtttp://www.russianeconomy.org/predation/pdf/chabiedf .

“*This situation especially affects net creditor iswies such as fuel energy, electric power, enginge
(machine building), construction, and transportatiout export revenues mitigate it for the crudeaod natural
gas industries.
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bonds and/or print money to finance its budget deficits. Tax non-asmétand expected
monetization not only offer enterprises a supplemental strategypobving their cash flow
position. They also constitute a pure subsidy. This is why entesprisieh maximize profit

in cash terms must maximize tax non-remittance.

Other third party payables include payroll arrears. Enterprisersvamel managers treat
them similarly to tax arrears but accumulate them to @idesdent, if they want to maintain
their core labor force. By the end of 1998, payroll arrears comstitBitpercent of GDP, a

significant income transfer from workers to enterprise owners and mariagers

Tax non-remittance is separate from tax evasion. It adds t@uvasion. Tax non-
remittance is explicit and recorded. Enterprises withhold pagmdl income taxes from
workers and collect value-added and sales taxes from consumens.thite enterprises
impound part of this tax collection. In addition, they impound and do not reenitdorporate
income or profit tax which is also collected from households - coessymvorkers, and

shareholders. In short, tax non-remittance is explicit confiscation of the &ax bas

Table 3 documents that the outstanding balances of tax arrearssia Rise from 0.6
percent of GDP in 1992 to 18 percent of GDP in 1998 and then reversed anddlexi?.2
percent of GDP in 2004. The outstanding balances of taxes payable thSheanged

between one and 1.5 percent of GDP.

Figure 7, panel 1 plots the relationship between tax non-remittdre®dlances of tax
payables, tax arrears) and the outstanding balances of receividbieselationship is direct,
strongly correlated, and consistently proportional. This panel does not thadtve@massment
of receivables causes tax non-remittance. Correlation is notsalitg. But no proof of a one-
directional causality is necessary. On the contrary, tla¢iaeship between the balances of
aged receivables and tax arrears form a feedback loop as depiatealir? and the sequence
of arrows 8 and 1 in the flow chart in figure 4. Enterprisegimiae receivables subject to
expected subsidy (fiscal expectations), while tax non-remittasqaeart of this expected
subsidy in the data plotted in figure 4. An increase in tax noni@roé raises subsidy

expectations and stimulates surcharged invoices (arrow 8 inothiciflart in figure 5) which

“We list managers on par with owners because, irsiRustate-owned enterprises did not remit prafits
dividends to the government and, in terms of adaséimet income, qualified as private property aéimagers.
One can also add state managers such as minidtensciear energy, rail roads, etc. State enterpraiso
partially qualified as private property of managerserms of exclusive control of the disposal ealf net
assets (equity). The existence of assets strippirglate enterprises effectively disqualifies tleveynment as
the owner. From this perspective, privatizatiopafductive assets in Russia in the 1990s was naanersal.
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build up aged receivables (arrow 1 there). In turn, amassment @gdohgeceivables render
net cash flow negative without an automatic increase in tradablesyand supplemental
maximization of tax non-remittance (arrow 2 in the same flbart}. Figure 7, panel 1 offers

evidence for these relationships in both directions and for the entire feedback loop.

Under the payment jam, on the margin, the government cannot enforeeigance in
full. All fiscal instruments are blunted. (It took the CentrahBaf Russia to invent a sharp
one in late 1998 and reverse the situation, but of this in due coOfsthe possible menu of
enforcements, one can think of fines and penalties, sequestration of enterprigdalanees
in the bank, lien and seizure of assets, placing in receivershipd floacdruptcy, prosecution
of owners and managers, and any other legal or fiscal recoursrg 992-98, especially in
1996-98 when tax non-remittance exacerbated, the government triedeastatied to apply,
all of these measures. They temporarily improved tax remsitdy individually targeted
enterprises, for a few months, but had all failed over time. On tih@nahscale, under the
payment jam, when enterprise X had to remit more taxes, it hashtdtaneously reduce
payments to enterprise Y, which then reduced its own remittaieting little, if anything,

for the government enforcement effort.

Not that the government did not try. Not that it was soft or weiled. Rather, it was
impotent. Piling up fines and penalties could not induce payments wheai|@a8 shows, tax
arrears in 1992-98 were growing unabated anyway. The databie 8 suggest why
sequestration of enterprise money balances in the banks was not woilkablarrears were
outgrowing enterprise money balances rapidly in 1992-98. Since 1996, ghessation
option evaporated altogether when tax arrears significantly exteederprise money

balances.

Lien and assets seizure, placement in receivership, forced bankreptoyge of
ownership, changing the form of ownership, prosecution of owners and ngnetger are
overlapping measures. In practice these measures meant reratamral Apart from
political constraints® renationalization of enterprises and replacement of managersnmiuld
enforce tax remittance without changing incentives throughout th@oeto system. This

implies no change without preventing surcharged invoices and accwonubdtreceivables.

*The government whose claim to existence was lixi@n and privatization, could not renationalize
enterprises and remain in power. Moreover, tax monitance was similar among enterprises which wiere
jure state-owned fully or partially (e.g., in ailatural gas, electric power, and other industrdes) also among
profit-making government agencies (nuclear enemgjiroads, etc.). Renationalization of state-owaaterprises
is absurd even under the Russian economic systesurh, the government could not seize assets bedaus
either already owned them, had slated them folatidation, or just privatized them.
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Both privately owned enterprises and those owned de jure by the gowtracted in the
identical mode within the same network. Different ownership, @iffeowners, and different
managers could not change the underlying systemic incentivesindesd did not when the

government made such changes from time to time in various industries.

Overall, under the payment jam, on the margin, any fiscal crackdouwd improve tax
remittance in specific sectors in the short run but jeopartdezdédw of payments across the
economy and the tax base in the long run. A major attempt to ernéreemittance would
have substituted additional payment arrears for tax arrears.llAvepieffect through the
flows of funds across industries would have brought down the net casipdisitions of net
creditor enterprises and industries. This would have halted econoimityaad wiped out

the tax base.

The government options were between partial tax remittancatbgpeses and the loss
of the tax base. The options of the enterprise network were bepeegal tax remittance to
the government (that is, maximization of receivables and the sulssibject to fiscal
constraints) and unpredictable consequences otherwise. Both the gaveamchenterprises
chose partial tax remittance. They were continuously engaged gathe of chicken over the

extent of tax remittance, not over its completeness. As a rule, the government blinked.

This symbiotic arrangement worked for both until it engenderedgtbat default of
August 1998. The situation reversed in late 1998 after the Central Bardated repatriation
and domestic sales of foreign exchange revenues. This reductiopital caitflow rapidly
increased enterprise money balances (see table 3). This, irenatried the government to
enforce more tax remittance in 1999-2000 in the flow sense, slow dowuildep of tax
payables, and even reverse the trend and draw down the outstandingdalatax arrears
since 2001. This time, the enterprises blinked, first specific exgothen the export sector at

large, and, eventually, the entire enterprise network.
Step 4. Third party debt transfer

A revenue shortfall due to tax non-remittance created additmrdget deficit which
needed financing. All other sources of budget deficit being equalaanther source of
financing, monetization, being also equal, the government had to issuetbdimimce this
additional budget deficit. That is, the government had to securitizediaremittance. The
monthly data demonstrate that the balances of tax non-remittancgoaaechment bonds

issued from January 1995 to the default of August 1998 roughly converged.
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Tax non-remittance is a pure subsidy. It is a transfer of inclvome workers and
consumers to enterprise owners and managers. In the flows of fureda)sb a transfer of
income from the government as the recipient of tax revenues, éntidgprise network. It is a
subsidy because it would have been the same amount if all taresremitted and the
equivalent outlay given to enterprises. The only difference withater case is that the
subsidy via tax non-remittance is taken, not given. This subsidyded onto the government
in the symbiotic arrangement discussed above. The government wasrttexhtb securitize
the tax non-remittance subsidy. Enterprise arrears were balehe government via tax non-
remittance and then charged to bond-holders when the government defahigeis a two-
stage third party debt transfer.

Step 5. Forced monetization

A striking feature of panel 2 of figure 7, which also shows irurég4, is that tax non-
remittance and the money stock M2 were long-term complements artetesim substitutes
in 1992-99. They grew in tandem at the same long-term rate andeatlifshort-term rates.
In 1992-95, money grew faster than tax non-remittance. In 1996-98, a¢ aftimpid bond
financing of budget deficits, tax non-remittance grew fasten thaney. Since late 1999,
money growth accelerated again relative to that of tax nonismoé. The semi-concave,
semi-convex curve in panel 2 of figure 7 fits the close coroeldtetween the balances of tax
arrears and money balances on identical scales. Toheyt,grew together ruble for ruble
smoothed over time in the long run, substituting for each otér ruble for ruble in the

short run, as if they were fungible in the fiscal pool.

Arrows 4 and 5 in the flow chart in figure 4 capture their lomgit@nd short-term
feedback loop. It is not surprising that the government monetized budigstsdereated,
among other sources, by tax non-remittance - hence the plusrgignnbn-remittance to
money. It is also not surprising that monetization dissipated theqrdyam and reduced tax
non-remittance in the short run - hence the minus sign from monex teoh-remittance.
Also, bond receipts roughly matched tax non-remittance, which lookedhige financed
budget shortfalls from tax non-remittance. Why this double coince&ldrtween money

growth and tax non-remittance and between bonds and tax non-remittance?

There is no double indemnity. The government does not finance the fistadfctax
non-remittance twice, by issuing bonds and money. Recall the shortrade-offs between
money growth and that of tax non-remittance in panel 2 of figure 7n\Wigemoney supply

increased more, tax non-remittance increased less, and viee @& suggestion reconciles
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all the above observations. Under the payment jam, on the mangible of bonds financed

a ruble of tax non-remittance and a ruble of money growth finaned a ruble of tax
remittance. The subsidy via tax non-remittance and the combined subsidy viaotax
remittance and financing additional tax remittance are the.dam@e counts, as the practice
of Western economies suggests, the entire money stock as imgplietnment debt, the debt
created by both options is also the same.

To recapitulate, tax non-remittance forces bond financing ofréiselting budget
deficits. It forces government debt and leads to a default. Therrgoent is interested to
delay this eventuality. It enforces tax remittance as muah @ under the payment jam.
When this fails, the government monetizes tax remittahbat is, the government pays
enterprises to remit taxes they impoundedin other words, the government subsidizes the
amounts that would have become tax non-remittance but has thus beconeeittance.
There is a ruble for ruble trade-off evidenced in the data umdi@, panel 2 and other figures.
This secondary subsidy via monetization is forced onto the governmehe biyst subsidy

via tax non-remittance.
Step 6. Credit transmission, extension, and rollover

Banks transmit, extend, and roll over credit to enterprises on the diatkie monetary
base created by the Central Bank during monetization of taxtaace. Banks multiply
monetization of tax remittance through re-intermediation betwetampises. Credit is issued
for payments, not for investment. This proposition was covered and doadharnength in
the addendum to Chapter 4 of our bdetlom Predation to Prosperity“Fixing China’s
Banks, not Russia’s-® When inflation is higrand nominal interest rates are low, and hence

real interest rates are highly negative, credit rollover and extension re@gsertsubsidy.
Step 7. Aggregate third party billing pays

Various trade-offs between tax non-remittance and monetizatioaxofemittance,
followed by credit rollover and extension, wind up in the self-enfdreesubsidy. Tax non-
remittance and monetization multiplied through the banking systenupumthe outstanding
balance of receivables. Figure 4 demonstrated a close mal&@9®298 between enterprise
subsidy claims through surcharged invoices, embodied in the baldneegivables, and the

subsidy they force from the government through tax non-remittance and mooetizati

Bhttp://www.russianeconomy.org/predation/pdf/ch4adé.
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Continuous short-term trade-offs between tax non-remittance and thg balaaces in
the game of chicken between the government and enterprisesgéedigure 7, panel 2)
make the subsidy self-enforceable. Fiscal expectations to whiehnprises index invoices in
pursuit of the subsidy become self-fulfilling. At the same titoag-term complementarity
between tax non-remittance and the monetary aggregate as sobsiggnents makes the
subsidy self-reinforcing over time until the policy reversal downgrades i

This self-enforceable subsidy can be called the tax subsidgnly because it finances
tax remittance and the fiscal costs of tax non-remittancea, A¥ken enterprises surcharge
invoices they levy a tax over the stages of processing. T&e surcharge in invoices which
ends up in the balances of receivables is ultimately a tax omrcens and households. On
top of that, it is the taxpayers who bear the cost of the subizsidygh inflation and fiscal
defaults. By forcing government subsidy, the enterprise networkailly taxes the public at

large.

Figures 8 and 9 break out of the 1992-98 time frame and extend thedatimaship
through the entire period of 1992-2004. Figure 8 uses the linear scalegarel 9 the
logarithmic scale. The linear scale enables us to show tax notitargce and the monetary
aggregate M2 as interacting components of the subsidy. But becahigh afflation in the
early 1990s, the linear scale makes the data before 1994 invisibldogdréhmic scale

demonstrates that the postulated relationship held since the beginning of 1992.

Tax non-remittance slowed down in 2000-2001 and started to decline steadily
absolute terms since October 2001. The new policy initiated by theaC8ank which we
mentioned earlier and will attend to shortly started to takectefldhe subsidy has declined
substantially in 2002-2004. In the spirit of figures 4, 8, and 9, one camagstihe claim on
the subsidy as the ratio of the annual flows of receivables tB.Jhis is not an actual
subsidy which may be collected with a short lag but an annuat daithis subsidy. Table 2
estimates that the subsidy claim (and hence the subsequent sgbsstyfuted 21.8 percent
of GDP in 1992, gradually declined to 13.1 percent of GDP in 1996 and s&hper 1997,
and then increased to 19.8 percent of GDP in 1998. Its gradual decline tmegdns percent
of GDP in 1999 to 2.1 percent in 2002 and 2003. The claim increased to 2.8 pe@dv
but this upturn may represent a short-term fluctuation.

Step 8. The circuit of aggregate third party billing
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Step 8 is identical to step 1. Invoices outgrow payments and falthet balances of
aged receivables when enterprises surcharge invoices. They adtl @athy surcharge to the
price, subject to fiscal expectations, and bill the government. Sgezhanvoices carry a
network tax on consumers and households. Now it is more evident why. Tldysalself-

enforceable under the payment jam created by aged receivables and paysaent arr

Fiscal expectations are self-fulfilling. The feedback frdme subsidy to enterprise
invoicing activity validates surcharged invoicing activity andnatates more of it. It

stimulates maximization of receivables subject to fiscal expectations

Arrows 7 and 8 in the flow chart in figure 4 depict the feedbdak® the subsidy
components, tax non-remittance and monetization, to surcharged in\Raceds 1 and 3 of
figure 7 test empirical evidence for these feedbacks. Bivaregeessions can indicate
causation running either and both ways. The flow of causation fronvabbtes to tax non-
remittance and monetization (multiplied by credit transmissicay discussed above. Now,
this is a test ofiscal expectationsstemming from the eventual subsidy to maximization of

receivables.

A strong correlation between the balances of receivables araireaes in panel 1 was
discussed earlier. Panel 3 regresses the monthly balanceseofables in 1992-mid-1999
against the monetary aggregate M2, the second major component of tigy.dtlshows a
strong positive relationship between the balances of receivaldebe money balances. This
implies that a mechanical short-term effect, that monetizaimh credit would dissipate
payment arrears and aged receivables, is totally overwhelmsdbisidy expectations. Panel
3 demonstrates a strong incentive for the subsidy-extractiagegy of the enterprise
network. Panel 1 offers the same finding on the side of the tax nottarere channel of the

subsidy.

This discussion has come full circle. It is convenient to incorpdhatdiscal circuit in
the flow chart in figure 4 into a general mechanism of EnwsgpNetwork Socialism. This
mechanism in Box 4 connects the fiscal circuit of aggregate plairty billing with its impact
on real output (GDP) and with policy reversals in 1999-2004. The arrows reshibeblue,
from 1 to 11, represent the fiscal circuit augmented by the pfiicgs of 1999-2004. The
arrows numbered from 1 to 8 encompass the self-contained and rcggstiem of aggregate
third party billing. They retrace the eight steps summaiizégbx 1. Arrows 9 to 11 add the
policy reversal in 1999-2004, to which the discussion turns below. The arrowseredrin
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brown, from 1 to 7, incorporate a simplified transmission to real ouBtug.and minus signs
on the side of the arrows indicate positive and negative relationships between sariable

In the beginning, enterprises maximize receivables subjetteteexpected subsidy.
They index invoices with price surcharges to fiscal expectatlomsices outgrow payments
and - arrow 1, the plus sign - their balances end up in aged recsiv@hle creates the
payment jam and may render net cash flow negative and halt opegratioss the economy.
Under the payment jam - arrow 2, the plus sign - enterprises\ardemn-remittance of taxes
withheld from workers and collected from consumers. The governmegages in the game
of chicken to enforce tax remittance and - arrow 3, the plus digs to securitize tax non-
remittance, issue bonds. To minimize and limit tax non-remittamd¢el@lay the default of on
the ever-growing debt the government is forced to monetize additeonamittance (arrow
4, the plus sign, from tax non-remittance to the money supply and arribw Bjinus sign,
from the money supply to tax non-remittance). Monetization multipdied transmitted
through the banking system to enterprises - arrow 6, the minus siggsipates payment
arrears and aged receivables in the short run. In the long run, bothzatoe - arrow 7, the
plus sign - and tax non-remittance - arrow 8, the plus sign -hascomplementary
embodiment of fulfilled fiscal expectations, stimulate surchdiiggoices and maximization

of receivables.

The entire system of aggregate third party billing sketcheflox 4 is circular, self-
enforceable, and self-reinforcing. It had met its match irpthiey introduced by the Central

Bank of Russia in September-December 1998.
The Reversal of Powers and the Fall of the Freedom to Charge

This is a story of an accident of history with systemic consenpse It is a story of how
a peripheral policy of the Central Bank, control of capital outflamsed at accumulation of

foreign exchange reserves, hit the fiscal feedback loop at the core.

In late 1998, the Central Bank of Russia mandated repatriation andtaosss of
foreign exchange revenues. Its principal objective was to acatemfbreign exchange
reserves. The Russian government needed them desperately. Bger extraneous
coincidence, interest and principal payments on the external ddi# &fussian government
came due in September 1998 and thereafter. This debt was reschesaled tmes over
seven years and the day of reckoning had arrived. The moment could ndiceaveorse.

On August 17, 1998, Russia defaulted on its domestic, ruble-denominated bonds and
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devalued its currency. Less than a month later, a bankrupt and illiquidngoye had to
purchase billions of dollars with devalued rubles. It could not, and tlvere several
technical defaults on external debt service. The government appediedGentral Bank as
the lender of last resodf foreign exchange The Central Bank extended the government a
foreign exchange loan in the amount of $6.7 billion in exchange for a-delterminated
Russian bond. This nearly depleted the foreign exchange reserttes ©entral Bank and
rendered its net international reserves (net of IMF loanstived’ More payments on
external debt were coming due and the Central Bank could expectoomwosving from the

government.

Rapid, indeed swift, accumulation of foreign exchange reserves hathédbe top
priority of the Central Bank. On September 16, 1998, it enacted airgggmminor and
innocuous, procedural regulatory adjustm®which might have changed the course of recent
Russian history. There was a long-standing regulation, with the flegal of a bylaw, that
Russian enterprises were obligated to sell 50 percent of theartesevenues in foreign
exchange for rubles at the market exchange rate. This foretgarege could be sold through
the Russian banking system. On September 16, 1998, the Central Bank askgadly
binding instruction that this mandated sale of 50 percent of foreigmage revenues had to
be conducted solely through the designated currency exchanges. Tdreséhev Moscow
Inter-Bank Currency Exchange and seven regional exchanges Babugh the banking

system and inter-bank sales of foreign exchange revenues were halted&gmple

What's the difference? To put it simply, from September 16, 1998gfoexchange
revenues of Russian enterprises had to be isside Russia. Foreign exchange had to be
brought and wired to Russia to be sold. The new rule neanidated repatriation of
foreign exchange revenues, indeed forced repatriation and forcddhngeec of export
revenues. This was an imposition of capital controls on the outfildes af the capital

account.

Before September 16, 1998, foreign exchange revenues of Russigmigesecould be
sold outside of Russia through correspondent accounts of various Russiaaliraaks They

could be sold to subsidiaries of exporters themselves. Exporters eqpuicthiase dollars at

YFor the balance sheet and discussion, see our “BigwAre Russia’s Foreign Exchange Reserves?” at
http://www.russianeconomy.org/comments/091100.pdf

®The legal and institutional part of the story isaestructed by bits and pieces from various CerBemk
instructions and explanations circulated by Russiaancial organizations. For a succinct accountobg of
them sednttp://www.vergen.ru/archive/docs/full/1999/02/cloP1html.
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the cost of a banking transaction fee and deposit dollars abroad. Thefprsalibles, but
rubles did not enter their bank accounts in Russia. The preexistinghanigated 50 percent
sale of foreign exchange revenues, not 50 percent repatriationdgakit of ruble-
denominated proceeds in enterprise accounts with Russian banks.e€kistprg rule could
not address capital outflow. Most importantly, while foreign exchargenues of Russian
exporters, either sold to subsidiaries or repurchased, were depalizat, their money
balances with Russian banks remained at low levels. Enterposés @amass billions of
dollars abroad and continue tax non-remittance in Russia. The goverrou&hhot enforce
tax remittance and had to monetize it due to low money balancest@&fprises and the

payment jam.

What was the true rate of foreign exchange sales before Septefd998, when the
mandated rate was 50 percent of export revenues? It could havedreeaxcept when
exporting enterprises needed rubles to reduce payroll arreapagdages. The instruction
of September 16, 1998, raised it from nearly zero to 25 or 30 perceaatlyinitvhen
enforcement was incomplete, to close to 50 percent when enforcetregtisened. The
Central Bank actually enforced its rule strictly by matghforeign trade accounts with
physical volume and world prices against resulting repatriatidnsale of foreign exchange.
From September 16, 1998, the new rule was in place. Dollars and otbignfexchange
came to Russia, were sold for rubles, and rubles stayed in RUbsia.entered enterprise
bank accounts and suddenly raised enterprise money balances and #ragle/ernment to

enforce tax payments.

This was not an aim or an intention of the Central Bank. It did natdntie run fiscal
policy, to become the fiscal authority in lieu of the Finance 8figi All that the Central
Bank wanted was to bring dollars to Russia so that it could purchase for reserves
accumulation. To that end, the Central Bank issued the second instructiatober, 1998.
Foreign exchange revenues had to be sold first at spexdal $essions of the Moscow Inter-
Bank Currency Exchange. This gave the Central Bank the right ofdftssal at those sales.
At the same time, it tightened enforcement of mandated repatri&tinally, on December
31, 1998, the Central Bank raised the rate of mandated repatriati@reaginf exchange
revenues to 75 percent of receipts. Later on, this rate was redaoed5 to 50 to 30 to 25
percent as the terms of trade for Russian exports improved, akpedth the rise of world
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oil pricest®® Over the course of 1999-2004, the Central Bank fulfilled its objectide a
increased its foreign exchange reserves from almost zero to $li@5 @nd to about $150
billion by September 2005). But the unintended fiscal consequences and real ecsffects
on output went much beyond that. The Central Bank printed rubles wherthiased foreign
exchange reserves, that is, expanded the monetary base. Three implicationsd fallowe

(1) Enterprise money balances in bank accounts expanded. This redubathtices of
payables and receivables, thereby dissipating the payment jam.phiduess continued
through the flow of funds across enterprises and industries, mydts chain reaction of

payment arrears and aging of receivables.

(2) Enterprise export earnings started to monetize tax remittancg The government
could enforce tax remittance. The balances of tax arréaned down in 1999-2001 and
declined significantly since October 2001. Figure 8 and table 3 docuhmemtend in detail.
This implies that the flow of tax non-remittance started tdimesince 1999, that is, tax
remittance increased, and since October 2001 enterprises $tafay off past tax arrears.

Government fiscal accounts reversed from deficits to surpluses.

(3) The link between monetization and the tax subsidy was weakexgahdion of the
monetary base was, to a significant extent, no longer a subsidyid Inot stimulate

maximization of receivables.

These effects reduced the actual tax subsidy and fispaktt&tions. Accumulation of
receivables slowed down, surcharged invoicing slowed down, inflationgrgcations

subsided. Real money balances started to recover and real output followed suit.

The top row and blue arrows 9 to 11 in Box 4, “The Mechanism of Enterldasvork
Socialism,” incorporate these effects into the prior framewdnkyTshow a new loop through
which the reversal of policy shifted the outcomes. Figure 10 prethentiata to explore the
new developments and reversed relationships. It extends bivariassiegs in figure 7 from
1992-mid-1999 to the entire period 1992-2004.

Yt follows that no level of and no increase in wibdil prices would have mattered if effective rejsaion of
foreign exchange revenues was zero. At the san® tim effect of mandated repatriation of foreignhange
revenues was strong already in 1999 even thoughmaease in world oil prices was modest. This dffec
strengthened in 2001 and 2002—the balances of taxemittance started to decline, see figure 8—ekiengh
world oil prices declined (see figure 1). These siderations are consistent with the data in figuresnd 2
which led us to conclude on page 00 that the cdiorebetween world oil prices and Russian economic
recovery in 1999-2004 is specious if one abstrinota the economic system and policy.
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Panels 1 to 3 show that all principal bivariate relationshipsrgedefrom positive to

negative some time after 1999. Their curves are non-monotonic concave and decreasing

In panel 1, the balances of tax non-remittance and receivabtespasitively related
before 1999 and some time thereafter, they slowed down together saoh98fe and tax
arrears started to decline thereafter (in October 2001, say f8), their relationship with
receivables turned negative. The relationship between tax nonameceittnd monetization
also turned from positive to negative some time after 1999 in panelfiguoé 10. The
quadratic regression in panel 2 implies that monetization startedrk to dissipate tax non-
remittance. This suggests that forced repatriation of foreign egeh@arnings indeed started

to monetize tax remittance.

The relationship between the money balances and the balancesioélées in panel 3
of figure 10 became ambiguous. Notice in panel 3 of figure 1Gedswvin figure 8 that both
the money balances (obviously) and the balances of receivables ¢essadly obviously)
continued to grow in 1999-2004. But the growth of receivables slowed downicagtiy
relative to money growth. Monetization does not significantly steulamassment of

receivables any more and may even discourage it in the future.

Judging from the data in figures 6 and 10, a symbiotic relationshipebe the
enterprise network and the government remains in place, but theop®siti power have
reversed. The Central Bank snatched fiscal power from the esternmtwork. In effect, it
started to run fiscal policy and delegated its execution, taxtestoe, to the government. The
latter started to reinforce its executive capacity to eefdiax remittance by additional
crackdowns on the enterprise network, including partial and exemplprivatezation and
renationalization. The Central Bank also started to run an indepenaewtary policy -
independent, that is, from the enterprise network. This was a neajersal of powers. The
enterprise network continues to maximize the tax subsidy, subjdistal expectations, but
its power to do so significantly diminished. In was no longer astérebarge the government
and the public at large in 1999-2004 as it was in 1992-98.

Output Suppression and Recovery

Recall figure 6 and call figure 11 to the witness stand. Theyarevieat happens to the
supply side in the world of aggregate third party billing. Incentaresmixed. They combine
maximization of real profit from production and maximization ofliseibuted income,

specifically maximization of the tax subsidy from surcharged invoicing.
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Given technological possibilities and existing capacity, productidiolistered by real
profit, real spending, that is, mechanically, real money balahioess their velocity of
circulation. But real money balances are not independent (exogenous) Emgeprise
Network Socialism. Maximization of the tax subsidy operates giromaximization of
nominal receivables, subject to fiscal expectations. Figure Gagissplow growth of nominal
receivables (the balances of invoices in excess of paymdige¥ avith price increases.
Surcharged invoices automatically increase the price leisgalFexpectations materialize as
self-fulfilling inflationary expectations bypassing monetary pliThey contract real money
balances. The converse is also true. When fiscal expectatienloveered by aggressive
government policy of subsidy cutting (i.e., suppressing enterpriseélofreeto charge,

enforcing tax remittance), real money balances can grow.

One can view the index of the ratio of money balances M2 tovedales in figure 11,
as well as in figure 12, as a proxy for the index of real monenbas. This proxy curve of
the index of money balances to receivables in figure 11 shows thalpendf real money
balances on the downward path from 1991 through 1998 and on the upward path from 1998
through 2004. This pendulum corresponds to contraction of real money batai&92-98
when receivables outgrew nominal money balances and to recovel aioney balances in
1999-2004 when the course reversed and nominal money balances outgrew receivables.

The movement of this proxy curve of the index of real money baaimcégure 11
matches closely the index of real output (GDP) in 1992-2004 startintP91 as the
benchmark 100 for both indices. Contraction of real money balances in 1992¢teenihe
contraction path of real GDP during that period. Recovery of reakgnbalances in 1999-
2004 matches closely partial economic recovery since 1999. Minor afuaiahfions of real
GDP upward and downward in 1996-98 also match annual movements aihoealy

balances.

A uniform empirical relationship holds consistently for both contractioth recovery.
Then the outstanding balances of receivables outgrow nominal money balaececonomy
contracts. When nominal money balances outgrow the balances iwldeg, the economy
recoverslt is important, in our view, that this is a uniform and unified empirical regularity,
with a unified mechanical and systemic explanation behindt. Nothing is left to ad hoc
reasoning. Notice, however, that nothing in the discussion above sugbastghis

relationship should hold for economic growth beyond recovery from agyettaction under
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aggregate third party billing. Indeed, the above mechanics andnsgstissection are
idiosyncratic and specific to the unique system of Enterprise Network Sorcialis

Figure 11 and all prior discussion focused on the impact of subsigynmation by
surcharged invoicing on the real money balances. For simplicityabs&acted from the
independent impact of velocity of money circulation on overall spending in2@®2 There
were already too many complicated variables to consider and f@ptbvelocity (the inverse
of the money demand) is one of the most difficult analytical sssd@ch only specialists in
that field can handle. But it is, in fact, real spending (momagdiits velocity), not just real
money balances, that is approximated empirically in figure 11.clp daother figure, figure
12, separates real money balances and shows in full their collapset®91 to 1992 from

which they never recovered throughout the period 1992-2004.

Only figure 12 relays the meaning and the scope of the explosionbsidg and
inflationary expectations immediately after liberalizatiodahuary 1992 and shows how this
brought down the real money balances in 1992 to about one-fifth of their level in 199&. Figur
12 plots the same data as figure 1 plus adds the year 1990 foncefeFbe difference is that
figure 12 uses the same full scale for both indices of real &mPthe ratio of money to
receivables and does not truncate the scale for the latter. iRidexe 11 truncated the index
of the ratio of M2 to receivables between 1991 and 1992 and truncatealtdés Iscale
accordingly. By doing so, figure 11 in effect imitated a nearly fourfolcesme in the velocity
of money circulation in 1992 which did not let real GDP collapsedrgst 80 percent on par
with the real money balances. Such a rapid increase in moneytyealfien accompanies
episodes of high inflation when the real value of money balanqa®aates and money
holders reduce their money demand accordingly. Thus figure 11 iyplic@orporates
changes in velocity and compares the index of real GDP with & fpooxhe index of real

spending.

The left side of box 4 summarizes the above discussed relationships betweargsdrch
invoices, the price index, nominal money balances, the velocity, nonpealding, real
spending, and, ultimately, real output. It incorporates this transmiggohanism with other

mechanics of subsidy extraction under Enterprise Network Socialism.
The Ambivalence of Liberalization and Privatization

Russia’s experience in 1992-2004 offers a quick reality check.tliteizonfluence of
figures 6 and figure 11. Figure 11 relates the pendulum of ReiSS@P in 1992-2004 to the
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index of the ratio of money balances to receivables. Figuetaées the index of receivables
and the price index. Since the index of receivables merely embmittessurcharges in the
balances of invoices in excess of payments, which makes the twedndatch, the index of
the ratio of money balances to receivables in figure 11 acqeaédife meaning. It stands for
the real money balances deflated by the price increasesassivoicing, in pursuit of the
subsidy. Fiscal expectations of the subsidy generate selftfigifinflationary expectations,

namely surcharged invoices. They materialize in the outstandiagdes of receivables in
figure 6, whence they are transplanted as the denominator indée 6f the money balances

to receivables in figure 11.

Figure 11 relays how these inflationary expectations embodiegcaivables interact
with nominal spending (the money supply times the velocity of moneylation). They
outgrow nominal spending and contract real money balances in 1992-98. e n(dnd
hence inflationary) expectations subside in 1999-2004 and the index eivaldes
decelerates, nominal spending outgrows receivables. Real monegdsatanovered in 1999-
2004. When the real money balances contracted in 1992-98, real output (@D&8gted in
alignment. When the real money balances recovered in 1999-2004, real dbipR} (
recovered in alignment, given the idle supply capacity aftter dreat contraction and

improved incentives. Less subsidy extraction, less socialism, more production.

Socialism from below, Enterprise Network Socialism, is justiaisjuitous and near-
universal as socialism from above, central planning. Decontroeddctions and privatized
assets are not necessarily market prices and market.aBsetslom from government
restriction is not necessarily freedom from income redistributiree socialism is still
socialism, and free near-total socialism which redistribdtesoulk of GDP is still near-total
socialism. Socialism from below can be just as much socialssfmoen above. Freedom to

charge is merely socialist devolution.

The Russian experience in 1992-2004 opens a new perspective on liherakral
privatization. Their peak in the 1990s coincided with the great commnacfi GDP and their
partial rollback in 1999-2004 coincided with partial economic recovéhe national
assembly line inherited from central planning thwarted the esgepbsitive effects of
liberalization and privatization. This discussion suggests that lilb&tran and privatization
are ambivalent. They can decrease efficiency as weticagase it. Government restriction is

also ambivalent. It can increase or decrease efficiency. IsiRkadter September 1998,
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government restrictions reduced the freedom of enterprises to dhadyparties and hence
fostered efficiency and production.
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FIGURE 1
THE SPECIOUS OIL CONNECTION: ECONOMIC PERFORMANCHEOHE SIX GREATEST OIL-EXPORTING COUNTRIES VS.
WORLD OIL PRICES, 1992-2004
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FIGURE 2
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FIGURE 3

INDEX OF REAL GROSS DOMESTIC PRODUCT (GDP) (1991=100), RUSSIA, 1990-2004
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The data are reproduced in table 1
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FIGURE 4
THE GOVERNMENT AND THE PUBLIC ARE FORCED TO PAY THE ENTHERISE BILL:
RUSSIA, 1992-1997
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FIGURE 5.1

INDICES OFGDP AND NOMINAL RECEIVABLES: U.S., 1991-2004
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FIGURE 5.2

INDICES OF GDP AND NOMINAL RECEIVABLESRUSSIA, 1991-2004
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FIGURE 5.3
INDICES OFGDP AND REAL RECEIVABLES (DEFLATED BY THE CPI): U.S., 1991-2004
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Receivables: Board of Governors of the Federal Resgystem, The Flow of Funds Accounts of the Whiates, Table L.101, at
http://www.federalreserve.gov/releases/z1/Currend/dhitm

Consumer Price Index (CPI): U.S.Department of LaBoireau of Labor Statistics, fap://ftp.bls.gov/pub/special.requests/cpi/cpidi.tx
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FIGURE 5.4
INDICES OF GDP AND REAL RECEIVABLES (DEFLATED BY THE CRIRUSSIA, 1991-2004
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FIGURE 6
RECEIVABLES GROW WITH THE PRICE INDEX:
RECEIVABLES AND CONSUMER PRICES, ANNUAL INDICES,RUSSIA, 1991-2004
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FIGURE 7
PANELS 1-3. TAX NON-REMITTANCE, MONEY STOCK, AND REEIVABLES, IN BILLION RUBLES,
MONTHLY DATA, RUSSIA, 1992--MID-1999
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Panel 3. Receivables against the Money Stock, 1992--mid-1999
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FIGURE 8. THE SELF-ENFORCEABLE TAX SUBSIDY: THE RELATIONSHIBETWEEN

ENTERPRISE RECEIVABLES, TAX NON-REMITTANCE, AND MOHNY, RUSSIA, 1992-2005
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FIGURE 9
THE SELF-ENFORCEABLE TAX SUBSIDY: THE RELATIONSHIBETWEEN ENTERPRISE RECEIVABLES,

TAX NON-REMITTANCE, AND MONEY (LOGARITHMIC SCALE),RUSSIA, 1992-2005
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FIGURE 10
PANELS 1-3. TAX NON-REMITTANCE, MONEY STOCK, AND REEIVABLES,
IN BILLION RUBLES, MONTHLY DATA, RUSSIA, 1992-2005
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FIGURE 11
INDICES OF GROSS DOMESTIC PRODUCT (GDP) (1991=1A8)D OF THE RATIO OF M2 TO RECEIVABLES (YEAR-END)
(1991=100), RUSSIA, 1991-2004
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The data are reproduced in table 1

46



FIGURE 12
INDICES OF GROSS DOMESTIC PRODUCT (GDP) (1991=1A8)D OF THE RATIO OF M2 TO RECEIVABLES (YEAR-END)
(1991=100), RUSSIA, 1990-2004
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Box 1
The Operation of the Total Third Party Billing under Enterprise Network Socialism

One can follow the armows in the flow chart in figure 4 and procesd swep-by-step thas:

Step 1. Trade cradit separates from sales and production. Involces outzrow payments wh
Jenterprizes add a third party surcharge to the price and bill the government. See fpares 5 and §

Arrow 1 in the flow chart leads to step 2
Step 1. The flow of receivables for many enterprizses exceeds netincome. They increase payables
t their net cash flow tumn pepative. Aged receivables increase payment arrears and vice versa.
This chain reaction circulates the payment jam acToss the economy. Enterprizes whose flow o
eceivables exceeds that of trade payables must morease tax payables.

Arrow 2 in the flow chart leads to step 3

Step 3. EnteTprises do ot remit xes withheld from workers and collected from consumers.
Jeovemment cannot enforce full fax remitfance. a3 i the game of chicken. Ses table 3, figurs 7.1

Arrow 3 in the flow cham leads o step 4
Step 4. The government is forced to issue debt, i 2., seouniize tax non-remittance. See figure 1)
Arrows 4 and 5 o the flow chare lead 1o step 5

Step 5. To delay the default, the zovernment is forced to monetize budget deficit, to wit, moneti
Jenterprize fay rendttance, as o the game of chicken. See figures 2 and 7.2

Arrow 6 in the flow chan leads o step §

Step 6. Banks wransmit, extend. roll over credit. which reduces aged receivables, but see stzp 8

Step 7. Vanable made-offs betwesn tax noo-remitfance and monetization of tan reminance,

followed by credit rollover and extension, wind up in the self-enforceable subsidy. It sums up ¢
e gutstanding balances of receivablas. Sea fpures 4, 8, and 9

Corollary: A complementary amay of cross-indusiry price subsidies accompanies this subsidy

Arrows 7 and 8 o the flow chart lead to step 8

Step 8, which iz identical to step 1. Stimulated by all these components, enterprises surcharg
imvoices with a netwark tax to exmact the selfenforceabls subsidy. Ses fipures 7.1 apd 7.3,
Corollary: This system becomes circular apd self-reinforcing
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Box 2
The evolution from central planning to enterprise retwork socialism

Central planning

Forced production Third party paying -
from above

Socialist devolution

Liberalization and Third party billing -
privatization from below

Enterprise Network Socialismm
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Box 3

Facts and Mechanics of Two Patterns of Trade Credit

U.S.: Cyclical pattem

Pussia: Separation pattern

How can growth of
real receivables
align with growth
of real output?
Firms optimize
cash flow. The
ratio of nominal
racervables to GDP
13 cyclical within a
narrow stable range

Real receivables Align with growth of real output Imvariant, stable within a namrow range
Figure 5.3 Figure 5.4
Nomimal receivables | Align with growth of nomimnal output Align with price increases

Figure 3.1

Figure 6

{ } Mechanics

Wew nvolces excesd payments in
real terms when output expands;
payments exceed new mvoices in
real terms when cufput confracts

Wew mvoices excesd payments
mn nominal terms by price
mcreases. Involces confinuously
outgrow payments by price
Inereases

{}

Z}

Firms mndex invelces to payments and
through them to spending.  Cutput
and prices increass (decrease) in one
or another combination
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Enterprizes index mnvoices not to
payiments, not to spending but to
fiscal expectations. They add a
surcharge to prior prices

How can real
receivables stay
imvanant, stable?
Enterprises
maxinze nonunal
receivables by price
increases, subject to
expected subsidy,
which renders real
receivables stable.
The ratio of
nonunal receivables
to GDP flucmates.
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Box 4

The mechanism of enterprise network socialism

S| dollar revenues from
£Xports
Velocity
L (_{ |10
Lo \ / ) \./
) <:!
Spending < 1 hMoney “ Tax non-renuttance
5| ()
\ / 2 [
- 8
. Aged receivables
© ) ) ¢
\/ NN A N/
) *
K. & | The price index « 3 Surcharged invoices

Feal spending

Central Bank reserves

,-"'IH}—, Forced repatriation and

forced exchange of
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3 = Drebt

Note: The red arrows emphasize the relationshighvhecame empirically dominant in 1999-2004
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Table 1

Year Growth rate | Index of real | Monatary Entmprise The ratia of
of eal GDF | GDF AgEIREAR receivables Ml
(1981=10) | M2 (bilkon | {billion receivables,
Tuhles) Tublag) yaar-end
(percen)
1980 -3 1053 na na TH25
1901 S50 100 0456 0061 6562
1902 -145 BSS 0958 0144 1480
1993 8.7 TELl 64 43 923
1904 -125 683 32 360 TS
1995 -41 655 oTE 130 T6.3
1905 3.6 63.1 2208 193 521
1807 14 & 2833 553.2 553
1908 -53 6.6 3741 ST g
1909 G4 6435 4537 110g2 489
2000 1.0 T8 TI46 14628 61l
2001 51 T45 11524 17214 TE9
2002 47 TR LAT2 G 20451 943
2003 T3 BT 21345 22427 1265
2004 71 a8 32127 25400 1449
2005 43633 30105
Table 2
Year Enterprize | Feceivables | GDP (biliom | Feceivables Enferprisa
recamabler | flow (hillisn Tutles) flrw ana Teceivablzs
{hillion Tubles) pencent of including
mables) GDF internal
{Claim on the | receivables
{oillion rubles)
Lo na na 0544 na na
1981 00460 0.0BG 1399 6.1 [i117 +)
1982 0144 4135 180 I 1 0204
1993 43 3T 1715 155 5.2
1994 360 B0 -1 1) 142 438
1985 1230 1663 14283 1145 1505
1984 3 e 247 B 131 3620
1997 3532 1238 23415 53 642.6
1998 §77.0 5212 2,620.6 108 B46.1
1959 LI19E2 1544 438231 55 15410
20 L462.6 1388 TAl 6 15 19907
M 17214 3237 536 R 503
Mz 251 16 10,8175 21 ExRN]
M3 22677 723 132011 21 16633
4 25400 4705 L4 7782 18 41387
M5 3005 51744

Note: All nominal values are denominated in billib®98 rubles

Sources:

Receivables and GDP: Russian State Committee disti#ts, various releases

Central Bank of Russia (various releases)
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Table 3

I ] 3 “
Bagimning of | Bmterprise Tax mon- The ratio of The ratio of tax mon-
Fear momay balances | remmitamos 1] ko ) Temitance to %)
1902 0221 R 221 6
1903 Lt ] 0122 20 1.7
1904 54 in 0 15
1905 157 151 104 53
1906 1946 751 26 1l
1907 93 34 019 135
1908 S 3144 018 180
1908 s 4145 020 1113
2000 1690 FTLE LR 22
2001 1313 635 [IE 5] 0
2002 3371 6252 054 47
2003 5409 5103 108 14
2004 5087 4447 115 22
2005 T84 363.2 187

Note: All nominal values are denominated in billib®98 rubles
Source: Russian State Committee on Statisticspwatieleases
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Glossary

Flow Accounts receivable agimg schedmle: Accounts | Due period: The mumber of davs after issmance of the
receivable tabulated by the length outstanding—by the | invoilce {or receipt of the bill) allowed to renat payment
rmumbrer of days until dee and past dus

Stock Aged receivables: Accounts receivable past dus Payment arrears, amrears: Accounts payable past due

Flow Net income, surplus, profit: Fevemes (total eamings) minus expenses, on the accmal or cash basis acemmting

Flow Net cash flow, cash flow, net cash from operating activities: Net income adjusted for non-cash charges; net income
minus receivables flow plus trade payables flow plng the flow of taxes payables plng depreciation. If the flow of
receivables is greater than the snm of net income, the flow of trade and tax payables, and depreciation, net cash flow
1% negafive

Stock Clearing, setflement, mutnal nettmg: Without cash fransactions, in lien of payments, the bookkeeping crediting of
accommts receivable of sellers and debating of accounts payable of buyers in discharge of equal amonnts of mudual
obligations between two or any number of enterprises n a circnlar chain of trade credit, perforneed by the Central Bank

Flow Tax remittance: Payment of taxes in cash, melnding faxes withheld from workers and collected from consmmers

Stock Taxes pavable, tax habilifies, tax payables: Payroll taxes withheld from workers and sales taxes and value-added taxes
collected from consnmers due to be remitted to the govemment and currently held with the enterprise cash balances;
also profit taxes, corporate meome taxes, and employer taxes due

Stock Tax arrears: Taxes payable past due

Stock Payroll arrears, wage arrears: Wages and salaries of employees past doe
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