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Retained Earnings and Reasons for Its Increasing

Kimiyo KITAMURA

Retained earnings at Japanese companies rose to a record 516.475 trillion yen in this
September. Criticism against increasing retained earnings at companies is that despite
keeping improving its record, Japanese companies continued to hoard the value added
they created as cash and deposits instead of sufficiently passing on to wage payments
and capital investment, which stunts a virtuous cycle in Japanese economy.

In this paper, we investigate 1) whether retained earnings are allocated to wage pay-
ments and capital investment; 2) the value added which firms created are optimally
distributed between household and corporate sectors; 3) whether the monetary easing
policy by the bank of Japan promoted over-invested of firms. We find in Financial State-
ments Statistics of Corporations data that retaind earnings firms hoarded are mainly
allocated to investment securities and cash and deposits. In the Japanese National Ac-
counts data, we also find that there has been excessively large corporate investment (that
is, “over-invested”) which has extremely low rate of return. Monetary easing policy does
promoted over-investment by firms.

Key Words : retained earnings, over-investment, a virturous cycle, monetary easing
policy, optimal allocation of value added
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