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Course Description：

This course is about money. 
     Japanese corporations need money to exist. For example, the business 
of a car-maker is, obviously, to make cars but it will not be able to make 
so much as a steering-wheel unless it has some money. Thus corporate 
finance is all about ‘the money’ and in this course we will seek a broad 
understanding of what that means for corporate Japan.
     First, we will find out where the money comes from. For example, if a 
Japanese corporation needs money for a new project should it raise that 
money issuing a Yen bond, a Euro Yen bond, a Sushi Bond, new shares or 
merely take out a bank loan? What are the advantages and disadvantages 
of each? What are the risks? Can those risks be managed?
     Next, we will examine how Japanese corporations work out the value 
of competing investment opportunities: shall we build a new factory or 
shall we buy a company that already has one? This is called investment 
analysis and will involve some calculations (but nothing too complicated).
     Further, we will examine external factors that affect the financial 
health of Japanese corporations such as credit rating changes, stock price 
movements, the Japanese Government bond market, and the Yen interest 
rate curve. In the latter case, we will see how small changes in the curve 
can have a significant and immediate effect on corporate finance decisions.
     One well-known idiosyncrasy of the Japanese financial markets, and 
for which Japanese corporations and banks have often been criticized, is 
the prevalence of equity cross-shareholdings. Thus, we will seek to 
understand what cross-shareholdings are, why they are particularly 
prevalent in Japan, and the basis for the criticism. In this discussion we 
will introduce the concept of ‘keiretsu’ (系列) and, using data from the 
Bank of Japan and the Tokyo Stock Market, we will explore recent claims 
that the phenomenon of cross-shareholdings has disappeared.
     Moreover, we will engage in a stock-market game in which we choose 
stocks from the main Japanese markets and try to ‘beat the market’ and 
the ‘professionals’. In this game we will identify rational, objective 
reasons for stock purchases and also examine the notion that even 
monkeys can be good stock-pickers.
Textbooks：

None.
We will use newspaper articles and some research reports.
Course Plan：
1 What is a corporation?

The separation of ownership and operation.
The Principal-Agent problem in Japan.

2 The Japanese Government Bond (JGB) market.
What is the relationship between JGBs, domestic Yen, and Samurai 
bonds?
When is the right time for a corporation to issue bonds?

3 The Tokyo Stock Exchange.
Understanding the difference between the TOPIX index and the 
Nikkei index.
When is the right time for a corporation to issue shares?

4 Understanding the Time Value of Money.
How do Japanese corporations use this knowledge to calculate the 
value of an investment project?

5 Credit ratings.
Japanese domestic rating agencies versus overseas rating agencies.
What is the impact of a change in rating? Is it different between 
domestic and overseas?

6 Equity cross-shareholding and the Japanese concept of ‘keiretsu’.
7 Bank of Japan lending regulations.

How do the regulations affect the ability of Japanese corporations to 
borrow money from local banks?

8 Understanding risk.
What are the main types of risk and can they be measured? Is risk 
‘bad’?
Techniques to reduce risk.

9 USD/JPY (Japanese Yen) foreign exchange risk.
What is it and how can it be reduced?

10 Credit risk.
What is it and how can it be reduced?

11 The Yen Interest Rate Curve.
Why is it a curve? Why are Japanese corporations fixated by it?

12 Corporate leverage in Japan.
What is leverage? Are Japan’s corporations over- or under-leveraged?

13 A brief look at some well-known corporate finance theories: MM, 
CAPM, WACC.

14 Linking topics studied so far, and final test.
Other The stock-market game will be spread across all weeks with a final 

analysis in week 13.
Lecturer's Comments to Students：

I will focus on real-world finance that you can read about in the 
newspapers rather than academic theories of finance. This means you do 
not need to be a maths whizz to enjoy this course. Finance can seem 
complicated but, often, that is only because of the way it is presented. 
Come along and learn something about money in corporate Japan.
Attendance is important.
The language of instruction is English but you are free to express your 
opinions and questions in Japanese too.
Method of Evaluation：

1. Exam: 40%
2. Presentation: 20%
3. Attendance, Participation: 20%
4. Stock-market game: 20% (on method not result)
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