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This attempt typically takes the form of
superimposing on the results of the certainty
analysis the notion of a “risk discount” to be
subtracted from the expected yield (or a “risk
premium” to be added to the market rate of
interest). Investment decisions are then
supposed to be based on a comparison of this
“risk adjusted” or “certainty equivalent” yield
with the market rate of interest. No
satisfactory explanation has yet been
provided, however, as to what determines
the size of the risk discount and how it varies
in response to changes in other variables.
(MM (1958), p.262.)
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---the alternative approach, based on
market value maximization, can provide the
basis for an operational definition of the cost
of capital and a workable theory of
investment. Under this approach any
investment project and its concomitant
financing plan must pass only the following
test: Will the project, as financed, raise the
market value of the firm's shares? If so, it is
worth undertaking; if not, its return is less
than the marginal cost of capital to the firm.
(MM (1958), p.264.)
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