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Role of Adjustment Beta in Estimating Cost of Shareholders’ Equity:
From the Perspective of Bridging Theory and Practice

Osamu Shintani

Abstract
When calculating corporate value in investment banking practice, there is the issue of how to calculate
the cost of shareholders’ equity. Although there are various studies on the cost of shareholders’ equity
in academia, CAPM is still used in investment banking practice. There are three parameters in CAPM:
“market cost of shareholders’ equity”, “risk-free interest rate”, and “beta”, but unfortunately there
is no empirical analysis in Japanese stock market that verifies what values should be used as these
parameters. This paper summarizes the discussion regarding adjustment beta and proposes the idea that

the adjustment beta can be used as an adjuster between theory and practice.

Keywords: cost of shareholders’ equity, risk-free interest rate, adjustment beta, Blume’s model, Va-

sicek’s model





