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Almost three years have passed since I released a report about relations between medium-
term management plans and share prices in January 2017. I learned a lot about these plans 
since then by having meetings with many managers and personally engaging in creating 
our own medium-term management plan. Over the last three years many companies have 
updated their medium-term management plans, relations between share prices and key 
performance indicators (KPI) in these plans have changed accordingly. So today, I would 
like to update you on how the stock market assesses these medium-term management 
plans based on the latest data.

Total return by Management Plan KPI of Nikkei Stock Average components 
(30/9/2016 - 30/9/2019)

KPI Total return Share buyback
Investment 

discipline
Asset sale No. of adoption

ROIC 56.4% ○ ○ 18

EPS 51.9% ◎ ○ 22

Operating CF 42.7% ○ ○ ○ 44

FCF 40.0% ○ ○ ○ 26

Operating profit margin 38.9% 76

Total return ratio 36.4% ○ 36

ROE 33.0% △ △ △ 137

Dividend ratio・DOE 31.9% 120

Revenue 30.7% 105

Net D/E ratio 29.3% 17

Interest-bearing debt 29.0% 24

Average 28.9% -

Net profit 28.7% 61

Operating profit 27.6% × × 107

D/E ratio 21.4% × 33

ROA 20.5% × 37

EBITDA 18.9% × × 17

Capital ratio 16.9% × 36

Current profit 15.0% × × 37

Created by Sumitomo Mitsui DS Asset Management (Tokyo); collated from various external sources. 
*The chart covers companies which have been components of Nikkei Stock. Average for the past three years 
with stock price data.
* The chart aggregates indicators with quantitative targets as M-Plan KPIs.
* ◎-Very favorable for investors, ○-Favorable, △-Good and bad, ×-bad. 
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The chart on page one shows the relationships between KPIs (key performance indicator) 

in medium-term management plans as components of the Nikkei Stock Average and their 

share prices. I have noticed three differences from my 2017 research. Firstly, investors 

value information about cash flow (CF) allocation. Investors also now do not emphasize as 

much on the absolute amounts of profit (such as ordinary income and EBITDA). Lastly, 

investors now focus on total return ratio.

Stock prices of companies that made CF a KPI lost ground from the end of 2013 to the end 

of 2016. It was because those companies often chose CF as a KPI for the purpose of 

window dressing (to make their growth rates look higher than they are) during a slump in 

earnings. But an increasing number of companies are now trying to use their cash for the 

maximisation of corporate values. More specifically, companies that adopt operating CF or 

free CF as KPIs and publish information about the CF allocation tend to carefully select 

investment destinations and focus on scaling down working capital, expanding shareholder 

returns and selling non-core assets. The market now appreciates this trend toward better 

disclosure of CF information.

On the other hand, the market now gives little credit to companies that hold out the absolute 

amount of profit as KPIs amid growing demands from investors for efficiencies in CF 

allocation and capital policies. If companies set profit goals in absolute amounts, they might 

try to achieve them by increasing inventories, making inefficient merger deals or making 

capital investments that fall short of capital costs in value terms. All of which are in danger 

of eroding corporate values. In addition, medium-term management plans at these 

companies tend to disregard their shareholders, prompting investors to sell these issues. 

Companies with total return ratios as a goal have also been welcomed by investors in these 

three years, as most of them buy back their own shares based on a shareholder return 

policy which is comprised of stable dividend increases and agile share buybacks, leading to 

an improvement in corporate values including an increase in return on equity (ROE).

There are three points that have not changed from the previous survey as well. 1) 

Companies that made earnings per share (EPS) a KPI were highly regarded. 2) Companies 

that made return on invested capital (ROIV) a KPI also received high ratings. 3) Companies 

whose KPIs were negative about share buybacks (in terms of D/E ratio, return on asset 

=ROA, capital ratio) got poorly rated. Both EPS and ROIC were the top two indicators in a 

ranking of stock price increase rate in the previous survey.

We named two reasons why EPS was highly regarded in the last report, namely, EPS had 

a big impact on various valuation indicators and foreign investors put much emphasis on 

EPS. In addition, EPS also showed companies’ willingness to share buybacks and 

compliance with investment disciplines. More than eighty per cent of companies with EPS 

as their KPI announced share buyback programs in the past three years as of end 

September 2019. EPS also enables companies to contemplate their use of cash (various 

investments or share buybacks) and in turn curb inefficient investments including mergers.

ROIC is highly regarded because companies can easily translate the figure into action by 

breaking up its components (so called ROIC Tree) and improve corporate values through 

each section and its employees. Companies which set out ROIC as KPIs in their medium-

term management plans mostly focus on improvement in investment discipline and 

decrease in working capital. They also tend to pay attention to the weighted average cost of 

capital (WACC), which is beneficial to investors.
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While many Japanese companies adopt ROE as a KPI, this indicator cannot clarify ideas on 

shareholder returns, investment discipline and asset sell-offs. Therefore, the market seems 

to be demanding companies to either add EPS or ROIC as KPIs or show their CF 

allocation.
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