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MaOnua 3

A) EntavaAnun tng Bewpilag tou Ermttokiou kat
OV Avalutikev Katnyopiov oto Mapg

B) Zuyxpoveg Bewpieg 11poo610p10110U TOU EITITOKIOU.




2 KOIog tou MaBnuatog kat
[Ieplexopeva

YKoTOC ToU €UBOAINOU GUTOU NOBAUATOC EIVAI:

A) H epB&Ouvon oTIC aVOAUTIKES KTNYOPIES: 1) TOU «xpnuaTeUTopIkoU kepaAaiou» (Money Dealing Capital), 2) Tou «TOKOPOPOU KEPHKAKIOU»
(Interest Bearing Capital) ka1 3) Tou «[MAaouaTikol Kepahaiou» (Fictitious Capital) oto Map€. O1 OXETIKEC onuEIWOEIC Kol BIBAIOYypaPIx
BpiokovTaun 010 M&ONua 2 diapaveleg 12-21.

B) O ocuvduaopog Tou (A) pe olyxpoveg Bewpieg TPOOdIOPIoUOU TOU EMITOKIOU KOI TWV XPNMATIOTNPIGKWY armodooewyv. o To oKoTO auTod
akoAoubei n mapoucicon &pBpou pou oTo cuveEdPIo Tou International Initiative for Promoting Political Economy (IIPPE) To 2021. To &pBpo
eteTalel - 1) «To Map&do&o Tou Zuvtedeotn Kivoivou Metoxwv» (Equity Risk Premium Puzzle) otnv 0p6600&n Bewpiak Tou finance (Mehra
and Prescott 1985), 2) Tnv e€iowon Tou «opIkoU TTooooToU kEpdoucg» (Incremental Rate of Profit) ue Tnv amédoon Twv petoxwv Tou S&P
500, 3) Tnv eméKTOon TNC Bewpiag yix Tov TIPOOCJIOPIOUO TOU EMITOKIOU PEOG ommd TNV e€iowon Twv amodO0EwV TOU TPAME(IKOU KOl
XPNUOTOTIOTWTIKOU TOPEX K, 4) TNV eUTIEIPIKA €EETAON Tou amoTeAEoUOTOG pe oToixeix amd TIC HIMA. To TEAIKO GUUTIEPOOUG €ival OTI TO
EMTOKIO EIVOI MIKPOTEPO ATO TO OPICKO TTOCOOTO KEPDOUC ae TTEPIOBOUC KAXVOVIKNAC cuao®peuonc. Opwe n dixpop& Toug dev EXEl VO KAVEI e
TOV «JETPNOIUO KivOuvor (risk premium). Me auT) Tn AoyIKR €€nyel TO «TaP&IOEO TOU GUVTEAEOTA KIVOUVOU Twv PETOXWV» (equity risk
premium puzzle).

H oupmAnpwuaTiKi BIBAIOYPGPIC TTOU Gpopd TO GPOPO MAPATIOETOI OTNV TEASUTAI DIKPAVEIX
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Fig. 4. Set of admissible average equity risk premia and real returns.

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 the regulating rate
of profit (IROP) depends to certain extend on the banking capital and the corporate leverage. This reflects back on prices
and up to 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 theory is
known as “transfer entropy” and the applied statistic as “Mutual
Information” (MI). 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=1ig+ Yo

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

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 H)

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

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 equation set appearing next). This way he determines the interest rate from the solution of a D Price ector abk input row barks
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 interest rate” since d Input row coomoaty secor | ebor !nput com. Sector
for every price level corresponds a different rate of interest, c) it offers an explanation of the |V Wwage lork ~ Tabor input bank Sector
“Gibson Paradox”. [ requiating rate of proft o basic interest rate

6o banking liquidity premium Bk corporate liquidity 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 an 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
Prt

follows iy = IROP; —a - y;, yi =

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

takes the following form i, = IROP; - % . % = IROP; - X . Combining the two forms we get IROP, — iy = a - y; = IROP; - . In
t

t Lt t

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

—

Li—R;




Continued

Corporate net profits are positively related to bank deposits and 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 explaining more that 60% of the variations in the difference between
the rate of profit and the rate of interest (IROP - i). 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. o7

Explanatory Power 0.606471525

IROP- i, y=NPr/Pr

Of course one should not take this trouble just to explain the equity premium. The
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 IROP (due to
stagnant profits) signifies 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.
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Final Remarks — [s 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.Ill) 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
V.11I. Finally, we should not forget what Engels pointed out on section V
of V.III “we had no finished draft, not even a scheme whose outlines
Explanatory Power  0.723676082 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 . ‘s .
on gross and net corporate profitability. As the 19™ century Scottish
e 0.39 0.26 0.6 economist George Ramsay (cited on many occasions by Marx) puts it: “..
R el — 03 the unproductive borrowers, government and others,... by their
ROPOEupydown 4 0105263 HRPOE Hy4  I[RoPOE, \HROPOE, y4)  MI (RoPOE, y4 )2 competition tend to keep up the rate of interest”. This is true
RoPoEdownyw 10 0263158 05 -0.39742 0.103829 0520336678 especially at times of deregulation of the financial markets. To elaborate

both fal 9023842 05 0504 0 0 : . . : :

3 1 1 0.926819 -007373  -0.341887107 on this point, I broke down the calculation of MI in two periods (1962-
0111194 048215649 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.



B13Atoypagpia

Elton, Edwin J., and Martin ]. Gruber (1976). “Valuation and Asset Selection Under Alternative Investment Opportunities”, Journal of Finance, 31(2):
525-539, Papers and Proceedings of the Thirty-Fourth Annual Meeting of the American Finance Association Dallas, Texas December 28-30, 1975.

Mehra, Rajnish, and Edward C. Prescott (1985). “The Equity Premium: A Puzzle”, Journal of Monetary Economics, 15(2): 145-161.
Panico, Carlo (1988). Interest and Profit in the Theories of Value and Distribution, London: Palgrave Macmillan. (pp.186-190)

Shaikh, Anwar (1997). “The Stock Market and the Corporate Sector: A Profit-Based Approach”, in Malcolm Sawyer, Philip Arestis and Gabriel Palma
(eds.), Markets, Unemployment and Economic Policy: Essays in Honour of Geoff Harcourt, Volume Two, London: Routledge:389—-404.

Shaikh, Anwar (2010). “Reflexivity, Path-Dependence and Disequilibrium Dynamics”, Journal of Post Keynesian Economics, 33(1): 3-16.
Shaikh, Anwar (2016). Capitalism: Competition, Conflict and Crises, New York, NY: Oxford University Press. (pp. 449-452)

Wicks, Robert T., Sandra Chapman and R.O. Dendy. (2007). “Mutual Information as a Tool for Identifying Phase Transitions in Dynamical Complex
Systems with Limited Data”, Physical Review E, 75(5 Pt 1): 051125.



https://anwarshaikhecon.org/sortable/images/docs/publications/finance/1998/2-The%20Stock%20Market%20and%20the%20Corporate%20Sector.pdf

	Slide Number 1
	Μάθημα 3 �Α) Επανάληψη της θεωρίας του Επιτοκίου και των Αναλυτικών Κατηγοριών στο Μαρξ �Β) Σύγχρονες Θεωρίες προσδιορισμού του επιτοκίου.    
	Σκοπός του Μαθήματος και Περιεχόμενα
	A Reconciliation of Marx’s Theory of Interest and the Risk Premium Puzzle
	The Equity risk Premium Puzzle
	An Alternative Theory of Equity Pricing
	Empirical Evaluation of  the Theory 
	Extending the Rationale to the Interest Rate
	Alternative Formulation and Empirical Evaluation of (IROP – i)
	Continued
	Final Remarks – Is this the Theory of Interest in Marx?
	Βιβλιογραφία

