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Abstract

The purpose of this paper is to develop new ROE formula from
the standpoint of risk appetite. The reason for setting this purpose
is related to the Japanese Corporate Governance Code which is set
in 2018. The object of the Code is to promote “offensive governance”
to increase the average of Japanese company’s ROE to the average
of western company’s ROE. In order to accomplish this object, the
Code sets many principles. One of them asks company to create risk
-taking environment. In other word, to promote offensive govern-
ance needs to be based on the risk-taking. This paper tries to com-
bine ROE and risk-taking environment with the concept of risk ap-
petite. Although there are several definitions of risk appetite, this
paper interprets risk appetite as loss tolerance, and tries to develop
new ROE index.

Keywords : ROE, Risk-taking environment, Corporate Governance
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