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Summary
Trends of Corporate Finance in a
Slow Growth Economy

Yasuhiro Kobayashi

The purpose of this paper is to discuss the recent trends of corporate finance,
particularly use and raise of corporate capital (or fund) in a slow growth
economy.

When Japanese economy was dramatically transferred from rapid growth to
the period of a slow growth, with the economic recession which arose from
1973/4 oil crisis, most of the corporations in Japan were forced to make efforts
for the rationalization and stabilization in business constitution. Under the
circumstances, corporate financial executives have faced such problems as the
decline of return on investment, reduced operating profit and the increase of
interest paid that made a burden too heavy for them.

In the area of business finance, one of the needs for improvement in business
constitution is to organize a sound financial structure by saving investment in
plant and equipment, keeping turnover ratio of liabilities & net worth at a
high level.

Significantly, corporations have also diversified external financing, and
shifted from bank borrowing that was a usual practice in rapid economic growth
of the 1960s and early 1970s to the equities financing or direct fund raising
by issuing various securities. It is possible for corporation to get fund raising
at a low interest. Moreover, corporations have increasingly invested the surplus
and internally generated fund to the area of financial assets rather than produc-

tive assels and earned higher interest received. Such a investment behavior is
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called “Zaiteku” financial technology.

At the present, in a further move to internationalize and liveralize in financial/
capital market, such a corporate financial behavior enlarged increasingly. It
also is closely related with the improvement of stockholder’s equity ratio and

of ordinary income in corporation.



