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1, Yn&pxel e€iowon Twv ammod00ewV GVAUEOH OE TTXPOYWYIKOUC KO N
mopaywylkouc kKA&douc oto M&pE. O BaoikOC unxaviopog e€iowong n
KIVNON KEPOAXKIWV GXVEUECK OTOUC TOMEIC.

2. 0 M&pE avapépel Eekabapa OTI UTTGPXEI EI0WON TWV KTTOOOCEWV
AVAPEOO OTO TTOPAYWYIKO KOI TO ENTTOPIKO KEPOAXIO. To Epmopikd
KepaAaio (Merchant Capital) ammoteAeiTal orrd T0 EmopeuuaTiko
Kep&haio (Commercial Capital) ko Xpnuareumopikd KepdAaio (Money
Dealing Capital).

3. AuTO onuaivel 0TI av N €€iowon TwV armodooewV Yivel yipw ord 1O
WECO TTOOOOTO KEPOOUC TOTE CkUTO Bk £xEl TNV A’KOAOUON POPPN

Ag EavaBuunOBoupe
1S AvaAuTikeg

Katnyopieg oto

5 P
Mdp§ 33n = A in monetary terms 3.3'ry = v

4. H e&iowon poc A&el 0TI maxpOAo TTou To Epmtopikd Kepahaio o€
OnuIouUpPYel UTEPOEIL KO KEPON Ol CUVOAIKEC ETTEVOUTIKEC OAMAVER OF
oT00eP0 KEPAATIO C, HeETABANTO KEPAAXIO V, KOI TPATTE(IKG KTTOOEUATIKG
R €lvail KOMUGTI TOU OUVOANIKOU ETTEVOUTIKOU KOOTOUC Kokl ETTNPEG{OUV TO
mooooTd kKEpdoug. (Fine 1985/1986 p. 391)




To «toxo@Opo» Kat to «mAacpatiko Kepaiaio»




9. Emeidn eEaxpT&TOI 0€ ONUAVTIKO BaOPO armd To emMimedo TNC OIKOVOUIKAG 0pxoTNPIOTNTAC VAL,
10, H e€iowon MPOyUXTWVETOI UE TN KIVNTIKOTNTO KEPOAXIWY KVAUECG OTO TTPAYUATIKO KOXI TO XPNUXTOTTIIOTWTIKO TOMEX.

11. AuTto mpoUToBETEI OTI Ol TPGTE(ES EIVAI KATTITOXAIOTIKEG ETTIXEIPAOEIC TTOU DIEKDIKOUV evepyNTIKG Tnv 1010T0IN0N METARIB&OEWY GEIC KA
OX!I TONTIKOI XPNUOTOTIOTWTIKOI EVOIGUEDO! OTTWC OTN VEOKAXOIKA BEWPIE.

11. e auTd TO TTEPIBGAAOV TO EMITOKIO OEV EIVGI OUVTEAEOTNC XMOO00NC GAAG «TIMA» N «DIKXIWUG XPAoNC» (royalty).

12. Mo Toug mopamavw Aoyoug 1) To emTOKIO OV EEICWVETAI UE TO TTOCOOTO KEPOOUC, 2) Oev UTIGPXEI «PUOIKO EMTOKIO» GipoU 0 K&XBE EMITTED0
OIKOVOUIKAG OpaoTNPIOTNTAC XVTIOTOIXET KOI EVX DIXPOPETIKO EMITOKIO.

13. Moap&ANAX OpWE N &mopPUBUIoN TNG XPNHATAYOPGS GyOP&CS KOI N CUVGKOAOUON O10YKWGON TOU TTAGOUOTIKOU KEQOXAXIOU PTTOPET VO
o0nyNnoel o€ oTPERAWON TWV EMTOKIWV OTIWC EYIVE T TIPONYOUPEVX XPOVIO JE TK TTPOYPAUPOTO «TTOCOTIKAC XOXAGPWONC»

14. To TEAEUTXIO KO TTOI0 CNUAVTIKO ONUEIO OPWC EXEI VO KAVEI JE TNV ETMIAOYN TOU KXTGAANAOU TT0000TOU KEPDAOUC YUPW GO TO OTI0I0
ouvTeAEiTal N e€lowon Twv amoddcewv. APoU, N e€lowon TTPAYUXTWVETOI HEOW TNC KIVNTIKOTNTOC TOU KEPAKAGIOU TOTE eV UTTOPET VO Yivel yOpw
o110 TO NECO MTOOOOTO KEPOOUC OAAG amd TO TOCOOTO KEPDOUC OTIC vEES emevouoelg (incremental rate of profit-AP/1) ko u&AIoOTX Twv
PUBUIOTIKWV KEPOAXIWV.. MEAETEC EXxOUV OEIEEI OTI N OXETIKA €€I0WON TWV ATOOOCEWV TWV TTRXPAYWYIKOV KAXOWV OUVTEAEITAI YUPW IO auTO
TO p€yeBoc. H xpnoipormoinon Tou “incremental rate of profit” yag emTpEMEl vax MPOCGOIOPICOUNE TO EMTOKIO dIOTI GVTIBETO PJE TO NECO
TOO00TO KEPOOUC TTOU EI0GUE TIPIV TIPOCOIOPI(ETOI OTOV TTXPOAYWYIKO TOUEX TNC OIKOVOMIXG.

Mropel va evtaxOel otnv OXETIKL] £C10K0O0T TRV

ATTOO00EWDV TO «TOKOMOPO KEPAAA10»;
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The Equity risk Premium
Puzzle

Mainstream finance theory cannot explain the difference between the equity returns
and the rate of interest.

The reason is that the basic rate of interest is considered a risk-free rate of return and
its difference with the returns of other assets is a “risk premium” reflecting asset price/
return volatility.

However, the “risk premium” must be compatible with the “risk free asset”, The reason
is that theory implies a constant “risk aversion” utility function. The latter means that
the level and volatility of the “risk free asset” is reflected on the “premium” basis the
coefficient of “risk aversion”.

Mehra and Prescott (1985) applied this rationale in a simulation of the “risk premium”.
The real return on the ‘risk-free’ asset in the United States for the period 1889-1978
was 0,8% whereas the average annual real return on equity index was 6,98%, therefore
the actual average annual risk premium was 6,08%. The maximum admissible risk
premium in the figure is 0,35% well off the actual data. This huge discrepancy has gone
down to literature as the ‘equity risk premium puzzle'.



An Alternative Theory of Equity Pricing

An alternative theory of equity pricing can be established on the idea that stock market returns follow the “incremental rate
of profit” (IROP). In other words, the profit on the most recent investments. Many analytical and empirical studies indicate
that it is around this rate that the return between the “regulating capitals” in the commodity sector takes place. In other
words, it regulates the mobility of capital between sectors.

The same notion is extended to encompass the tendency of equalization between the corporate and stock market returns
i.e. IROP regulates the mobility of capital between the corporate and the financial sector as well. This is close to the
assertions of mainstream theory (Elton & Gruber 1976) but in the classical/ Marxian context the IROP is a highly volatile
measure and indeed it is. In the classical theory of competition corporations constantly introduce new products and
techniques that alter profitability and returns reflecting back on stock prices.

This happens through market expectations. But here expectations can alter the fundamentals because accumulation
depends on the difference of the regulating rate of profit (IROP) from the rate of interest. In turn, the rate of interest
depends mainly on banking capital and corporate leverage. This reflects back on equity prices and up to a certain point
makes expectations a self fulfilling process. It is the George Soros’ “reflexivity theory” that introduces, contrary to rational
expectations and the efficient market hypothesis, path dependence and bias in the formation of expectations. The latter
can lead to bubbles and exaggerations but if/ when fundamentals deteriorate it leads to the sharp corrections that are
witnessed in stock markets.
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Empirical Evaluation of the
Theory

The IROP can be defined as the ratio of the change in profits (APr)
normalized by investment (I) IROP=APr/I. In terms of the theory this
means the rate of return on a stock index AP/P = IROP. This equation
can be reformulated as follows: Py,1 = (1 + IROP,) - P;. Shaikh (2016)
has simulated an equation of this form 1947 until 2009 and | extended
the simulation until 2019. The results are shown in the chart next.
Moreover, IROP has almost the same average with the average return
of the S&P 500 (IROP 7.77%, S&P 8,86%) and similar standard
deviation.

| have applied also a non-parametric technique using the log growth
rate of the Earnings per Share (EPS) as the fundamental. The
technique is known as “transfer entropy” and the applied statistic as
“Mutual Information” (Ml). The statistic measures the “amount of
information" obtained about the log growth of the S&P 500 by
observing the log growth of the EPS. Here ‘mutual information’ (Ml) is
used as a tool for detecting order/ disorder transitions in the stock
exchange. This approach is analyzed in Wicks, Chapman, and Dendy
(2007). As shown in the chart next it reveals a very interesting pattern

that supports “reflexivity theory”.

Real Gross Profit Pr Time t
Real Investment | Earnings Per Share EPS
S&P 500 Index Price P Incremental Rate of Profit IROP=APr/I




Extending the Rationale to the
Interest Rate

Can we extend this equalization assumption to encompass interest rate determination? In other
words can we consider that the Interest Bearing Capital enters the equalization process like the
Money Dealing Capital?

p=(p-ra+w-1)(1+r)+i-£€—-ig-dm
i= (p - Appk + W - lbnk:}(l + I':]' +ip - dpg
i=1igp+ Yo

We can, provided that banks are part of the process as capitalist enterprises. The latter means that |r = io + Uk

the rate of interest is not a rate of return but a price that tends to equalize the returns of the |w = w™

“regulating” corporate and banking capitals with those of commodity capitals. This approach was
taken by Panico (1989). In his context exogenous liquidity premia determine both the rate of profit
and the rate of interest as outlined in the set of equations next where interest rates determine | P = (P atwe l)(l +T)

prices. .
1:(P'abuk'l'w'lbnk)'(1+r)+r'?‘d'dﬁ

Shaikh (2016) built on Panico but did not use liquidity premia. He added a banking price equation
(including costs and returns) together with the price equations of the corporate sector (as indicated

in the second equation set appearing next). This way he determines the interest rate from the D Price Vector abrk input row banks
solution of a Sraffian model. The theory has many interesting properties : a) the difference between . .

the rate of profit and the rate of interest has nothing to do with “risk”, b) there is no “natural a Iput oW coomoaty sectr | abor !npUt com. Sector
interest rate” since for every price level corresponds a different rate of interest, c) it offers an |W Wage lonk ~ Tabor input bank Sector
explanation of the “Gibson Paradox”. [ requlating rate of proft o basic interest rate

Bo banking liquiclty premium Bk corporate liquiity premium

Nevertheless| the solution is static and ioints 10 an “averaie” “iraviti centre” rate of interest.




Alternative Formulation and Empirical
Evaluation of (IROP - i)

This formulation does not oppose the one in Shaikh (2016) but has different characteristics: a) it places the emphasis on the time
series of the difference between the “incremental rate of profit” (IROP) and the “rate of interest” (i), b) it does not necessarily imply
an “average (normal) rate of interest”.

At the analytical level this means that the IROP is mainly determined in the commodity sector and a highly volatile interest rate
tends to make the returns between corporate and interest bearing capital equal.

At the empirical level | worked on the idea that a high ratio of net to gross corporate profits implies quick turnover of loaned funds
and a fast restoration of the depository base of the banking sector. In this environment banks will expand their asset side without

asking for much higher interest rates. The opposite holds for low net profits. On these grounds the interest rate can be written as
NPrt

fO”OWS lt —_ lROPt —d- yt, yt— PI‘

This can be incorporated in the framework discussed so far. Specifically, abstracting from direct banking costs Shaikh’s equation

takes the following form i, = IROP, - = - =t = [ROP, - =t . Combining the two forms we get IROP; — i, = a -y, = IROP; - LR
t t L D t

t t

words, the rate of profit of enterprise depends on profrtabrlrty (IROP) and the ratio of free reserves to loans ( tL_Rt).




Continued

Bank deposits are positively correlate to net corporate profits. Net to gross profits are
positively related to the loan deposit ratio. But more interestingly the “Mutual Information”
statistic (since it is difficult to perform an unbiased estimation of the parameter «)
provides information that reduces the uncertainty about the variations of (IROP-i) by 60%.
Given that the average IROP is almost equal to the average rate of return of the S&P 500
the equity premium is no “puzzle” and has nothing to do with risk.

Explanatory Power 0.606471525

IROP- i, y=NPr/Pr

Of course one should not take this trouble just to explain the equity premium. The | °6
important part is to identify the significance of the “Rate of Profit of Enterprise” in the
triggering of major capitalist crises. At first | must stress that the definition of the measure
in relation to the IROP instead of the “Average Rate of Profit” does not contradict the
argument in Marx. On the contrary, IROP=APr/I reflects by definition the stagnation in the
“mass of profit” that results from a falling “Average Rate of Profit” and signifies capitalist
crises. Moreover from the definition of the rate of profit of enterprise a lower IOP (signifying
stagnant profits) implies also lower Net Profits, higher interest rates, and a stagnant or
even negative “Rate of Profit of Enterprise”. This is the pattern of the data that appears in
the chart on the right hand side.

RoPoE
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Final Remarks — Is this the Theory of
Interest in Marx?

It is difficult to say whether Marx intended to treat the rate of interest as
a rate of return or as a price. At a point (Ch 21 V.lll) he says that money in
the form of Interest-Bearing Capital turn to a “sui generis commodity”. In
a different part he states “... There is no reason at all why the average
conditions of competition, of equilibrium between lender and
borrower, should give the lender an interest of 3, 4, 5 per cent...".
Marxist economists have also argued in favor on both ideas appearing in
V11I. Finally, we should not forget what Engels pointed out on section
of VIII “we had no finished draft, not even a scheme whose outlines
Explanatory Power 0725676082 might have been filled out, but only the beginning of an
elaboration-often just a disorderly mass of notes, comments and
extracts.” So, what I have presented is an attempt to reconcile Marx’s
theory of interest with the rest of the theory.

Probability Table 1983-2019 Nevertheless, and let this be the closing point, distribution of profit in
|R°P°E “profit of capital” and “profit of enterprise” does not depend exclusively,

Incr. Decr. 38 . .1s .
on gross and net corporate profitability. As the 19" century Scottish
g | 0.39 0.26 066 economist George Ramsay (cited on many occasions by Marx) puts it: “..
e Freq”e”fgpg"sgw Der. = = 034 the unproductive borrowers, government and others,... by their
ROPOE up y down 4 0.105263HRoPoE Hy4  I(RoPoE, yH(RoPOE, y4)  MI (RoPoE, y4 )2 competition tend to keep up the rate of interest”. This is true
bROmE"dOW"VUP 13 ggggéig gg '063g;gj 0-103328 '0-529356673 especially at times of deregulation of the financial markets. To elaborate

oth fa . o -U . . . . .

2 1 1 096819 007373 0341887107 on this point, I broke down the calculation of MI in two periods (1962-
0111104 -0.49215849 1982) and the period of neoliberalism (1982-2019). The results shown

0.141293 1.363402274 0.56341679
Explanatory Power 0.56341679

in the two probability tables are indicative.
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H apxikn AoyIkA mMow omd TO YnPIaGKO EUpw ATAV N EVOTIOINGN TOU IBIWTIKOU K&l TOU ONPOCIOU XPAMKTOC MECG OO TN
KUKAOpOPIa €vOC MXPGAANAOU VOUIOUOTOG.

MoxpdAo TTou auTA N AOYIKA OEV UTTOPET VO KTTOUGKPUVEI TIC XPNUOTOTTIIOTWTIKEC KPIOEIC IKAVOTIOIWVTAC HEOW TOU WNPIGKOU
vopiopaToc TN (ATNON TPATE(OYPAMUATIWVY E€IXE MIG OSIPA& OO ONUAVTIKEC ouvEemelec: 1) umopoUoe Vo TTEPIOPIOEl TO KOOTOG
TWV CUVGAQYWY, 2) uTTopoUoe Vo GUEACEI T EMITOKI KATROEoEWY, 3) B ummopoloe vor o By&Ael o Tn Aoyiki TNG
d1&kowonc Tpamelwv Pe TN JIKAIOAOYIG TNC TTPOOTAOING TWV KATXOETWV.

Ouwe n MONITIKA GUTA PAIVETGI OTI EIXE ONUAVTIKEC XPVNTIKEC OUVETTEIEC VI TIC TPATE(EC KO YI' GUTO MTXPOTIENPONKE OTIC
KaAEVOEC. EmMOoNUwe TO project UmnKe o€ MPOTTXPAOKEUKOTIKA p&on 2 eTwv. H MARPNC €kBeon oTo
https://www.ecb.europa.eu/paym/digital euro/investigation/profuse/shared/files/dedocs/ecb.dedocs231018.en.pdf

A&ilel vox 00UUE TIC OUVETIEIEG VIO TIC TPATIE(EC NEOK ammd TNV av&Auon Twv I6oAoyIouwV Touq. MAApPN oToixeia Eurobank.

https://www.eurobank.gr/-/media/eurobank/omilos/enimerosi-ependuton/navigational/oikonomika-
apotelesmata/oikonomikes-katastaseis-2022/annual-financial-report-dec-2022.pdf



https://www.ecb.europa.eu/paym/digital_euro/investigation/profuse/shared/files/dedocs/ecb.dedocs231018.en.pdf
https://www.eurobank.gr/-/media/eurobank/omilos/enimerosi-ependuton/navigational/oikonomika-apotelesmata/oikonomikes-katastaseis-2022/annual-financial-report-dec-2022.pdf
https://www.eurobank.gr/-/media/eurobank/omilos/enimerosi-ependuton/navigational/oikonomika-apotelesmata/oikonomikes-katastaseis-2022/annual-financial-report-dec-2022.pdf
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Income Statement

Year ended 31 December

2022 2021

Mote £ millicon £ million
Interest income 1,845 1,451
Interest expense (763) (513)
Net interest income (5] 1,082 938
Banking fee and commission income E 1514 306
Banking fee and commission expense (21) [26)
Met banking fee and commission income 7 275 210
Income from non banking services 8 o7 68
Dividend income 2 2049 200
Met trading income/f(loss) 10 19 (253)
Gains less losses from investment securities 10 o 100
Other income/(expenses) 11 392 28
Operating inconme 2,739 1,519
COperating expenses 12 (1) (B607)
Profit from operations before impairments,
provisions and restructuring costs 2,125 912
Impairment losses relating to loans and
adwvances to customers 21 (173) (223)
Other impairment losses and provisions 13 (125) 7
Restructuring costs 13 (87) (17)
Profit before tax 1,740 579
Income tax 14 (352) (110)

MNet profit 1,388 459
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