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The understanding of “the cost of capital’”’ in Japan :

Some survey findings

Taiji Baba

Faculty of Business Administration, Konan University

Abstract:

Corporate finance theory holds that the cost of equity is the required rate of return by stockhold-
ers, and this important concept forms the basis of all financial decision-making. In 2011, we sent
a questionnaire to about 3,500 listed Japanese companies. Based on the findings of this survey,
we present evidence of how Japanese firms perceive the cost of capital and to what extent the
concepts and the techniques concerning the cost of capital prevail. The findings of the research
are as follows.

1) In general, Japanese companies that regard the cost of capital as the required rate of return by
investors are in the minority.

2) However, these companies understand the corporate finance theory comprehensively. And the
majority of these companies answered all three questions concerning to the cost of capital. Fur-
thermore, these companies showed a tendency to use the concepts and the techniques concerning
the cost of capital more than others.

3) In the group with the largest sales (of 8 groups), the companies that regarded the cost of capi-
tal as the required rate of return by investors were in the majority. This tendency was definitely
opposite to the overall results.

Keywords:
Cost of Capital, Corporate Finance Theory, Stock, Retained Earnings, Investment Policy





