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A study of the Transformation of Industrial Capital into
Industry-equity Capital from the Viewpoint of ‘Goodwill’

The greenfield-type of foreign direct investment (FDI) is different from the merger and
acguisition (M&A) type FDI, since the latter incurs so-called ‘goodwill’ to the investor. Most
researchers in accounting have understood ‘goodwill’ to be supernormal profit capitalized by the
normal profit rate in the industry due to certain advantageous assets held by a specific company.
It actually represents negative ‘founder’s gains’: i.e., normal profit in the industry capitalized by
the general interest rate. When a company is purchased in an M&A, its asset value as industrial
capital is evaluated as equity capital; the discrepancy between them stands for ‘goodwill’. After
the M&A, its value as equity capital depreciates, if required by the accounting standards, in the
procedure of amortization or impairment, in other words, the process of transforming equity
capital into industry-equity capital. As companies expand their scale in M&As, they are inevitably
compelled to maximize capital gains in order to compensate ‘goodwill’ which accumulates as
fictitious intangible assets.
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