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It is shown empirically that the cost of equity capital estimated from the dividend discount model
and Tobin's q are negatively related. The theoretical relationship between these variables is
exploited to determine alternative estimates of the cost of equity capital and Macaulay's duration
without having to estimate the growth rate g in the conventional manner. This new approach can
readily be implemented for large �rms reporting SFAS No. 33 data.

https://onlinelibrary.wiley.com/journal/14756803
https://onlinelibrary.wiley.com/toc/14756803/1989/12/2
https://doi.org/10.1111/j.1475-6803.1989.tb00109.x
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&key=A1979GP25100006&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1475-6803.1989.tb00109.x&refDoi=10.1111%2Fj.1540-6261.1979.tb02072.x&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D34%26publication_year%3D1979%26pages%3D85-92%26journal%3DJournal%2Bof%2BFinance%26author%3DV.%2BA.%2BAivazian%26author%3DJ.%2BL.%2BCallen.%26title%3D%25E2%2580%259CInvestment%252C%2BMarket%2BStructure%252C%2Band%2Bthe%2BCost%2Bof%2BCapital.%25E2%2580%259D&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&doiOfLink=10.1111%2Fj.1540-6261.1979.tb02072.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D24%26publication_year%3D1969%26pages%3D19-36%26journal%3DJournal%2Bof%2BFinance%26author%3DF.%2BD.%2BArditti%26title%3D%25E2%2580%259CRisk%2Band%2Bthe%2BRequired%2BReturn%2Bon%2BEquity.%25E2%2580%259D&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D39%26publication_year%3D1983%26pages%3D41-50%26journal%3DFinancial%2BAnalysts%2BJournal%26author%3DS.%2BBar%25E2%2580%2590Yosef%26author%3DB.%2BLev.%26title%3D%25E2%2580%259CHistorical%2BCost%2BEarnings%2Bversus%2BInflation%25E2%2580%2590Adjusted%2BEarnings%2Bin%2Bthe%2BDividend%2BDecision.%25E2%2580%259D&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&doiOfLink=10.2469%2Ffaj.v39.n2.41&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&key=A1975BE72800014&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1475-6803.1989.tb00109.x&refDoi=10.1111%2Fj.1540-6261.1975.tb01062.x&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D30%26publication_year%3D1975%26pages%3D1360-1365%26journal%3DJournal%2Bof%2BFinance%26author%3DJ.%2BA.%2BBoquist%26author%3DG.%2BA.%2BRacette%26author%3DG.%2BG.%2BSchlarbaum.%26title%3D%25E2%2580%259CDuration%2Band%2BRisk%2BAssessment%2Bfor%2BBonds%2Band%2BCommon%2BStocks.%25E2%2580%259D&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&doiOfLink=10.1111%2Fj.1540-6261.1975.tb01062.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/authored-by/Ben%E2%80%90Horim/Moshe
https://onlinelibrary.wiley.com/authored-by/Callen/Jeffrey+L.


5 Brigham, E. F., D. K. Shome, and S. R. Vinson. “The Risk Premium Approach to Measuring a Utility's Cost of
Equity.” Financial Management 14 (Spring 1985), pp. 33–45.

Web of Science® Google Scholar

6 Callen, J. L. “Estimating the Cost of Capital Using Tobin's q.” Working paper, McMaster University, 1986.

Google Scholar

7 Falkenstein, A., and R. Weil. “Replacement Cost Accounting: What Will Income Statements Based on SEC
Disclosures Show—Part I.” Financial Analysts Journal 33 (January–February 1977), pp. 46–57.

Google Scholar

8 Falkenstein, A., and R. Weil. “Replacement Cost Accounting: What Will Income Statements Based on SEC
Disclosures Show—Part II.” Financial Analysts Journal 33 (March–April 1977), pp. 48–56.

Google Scholar

9 Fama, E. F., and H. Babiak. “Dividend Policy: An Empirical Analysis.” Journal of the American Statistical
Association 63 (December 1968), pp. 1132–1168.

Web of Science® Google Scholar

10 Farrell, J. L., Jr. “The Dividend Discount Model: A Primer.” Financial Analysts Journal 41 (November–
December 1985), pp. 16–25.

Google Scholar

11 Gordon, M. J. The Investment, Financing, and Valuation of the Corporation. Homewood, Ill.: Irwin, 1962.

Google Scholar

12 Gordon, M. J. The Cost of Capital to a Public Utility. East Lansing, Mich.: Michigan State University Public
Utility Studies, 1974.

Google Scholar

13 Gordon, M. J., and L. I. Gould. “The Cost of Equity Capital: A Reconsideration.” Journal of Finance 33 (June
1978), pp. 849–862.

Web of Science® Google Scholar

14 Lindenberg, E. B., and S. A. Ross. “Tobin's q Ratio and Industrial Organization.” Journal of Business 54
(January 1981), pp. 1–32.

Web of Science® Google Scholar

https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&key=A1985AEV8300004&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1475-6803.1989.tb00109.x&refDoi=10.2307%2F3665359&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D14%26publication_year%3D1985%26pages%3D33-45%26journal%3DFinancial%2BManagement%26author%3DE.%2BF.%2BBrigham%26author%3DD.%2BK.%2BShome%26author%3DS.%2BR.%2BVinson.%26title%3D%25E2%2580%259CThe%2BRisk%2BPremium%2BApproach%2Bto%2BMeasuring%2Ba%2BUtility%2527s%2BCost%2Bof%2BEquity.%25E2%2580%259D&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&doiOfLink=10.2307%2F3665359&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26publication_year%3D1986%26author%3DJ.%2BL.%2BCallen%26title%3D%25E2%2580%259CEstimating%2Bthe%2BCost%2Bof%2BCapital%2BUsing%2BTobin%2527s%2Bq.%25E2%2580%259D&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D33%26publication_year%3D1977%26pages%3D46-57%26journal%3DFinancial%2BAnalysts%2BJournal%26author%3DA.%2BFalkenstein%26author%3DR.%2BWeil.%26title%3D%25E2%2580%259CReplacement%2BCost%2BAccounting%253A%2BWhat%2BWill%2BIncome%2BStatements%2BBased%2Bon%2BSEC%2BDisclosures%2BShow%25E2%2580%2594Part%2BI.%25E2%2580%259D&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&doiOfLink=10.2469%2Ffaj.v33.n1.46&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D33%26publication_year%3D1977%26pages%3D48-56%26journal%3DFinancial%2BAnalysts%2BJournal%26author%3DA.%2BFalkenstein%26author%3DR.%2BWeil.%26title%3D%25E2%2580%259CReplacement%2BCost%2BAccounting%253A%2BWhat%2BWill%2BIncome%2BStatements%2BBased%2Bon%2BSEC%2BDisclosures%2BShow%25E2%2580%2594Part%2BII.%25E2%2580%259D&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&doiOfLink=10.2469%2Ffaj.v33.n2.48&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&key=A1968C591600002&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1475-6803.1989.tb00109.x&refDoi=e_1_2_9_10_1%3AISI&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D63%26publication_year%3D1968%26pages%3D1132-1168%26journal%3DJournal%2Bof%2Bthe%2BAmerican%2BStatistical%2BAssociation%26author%3DE.%2BF.%2BFama%26author%3DH.%2BBabiak.%26title%3D%25E2%2580%259CDividend%2BPolicy%253A%2BAn%2BEmpirical%2BAnalysis.%25E2%2580%259D&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D41%26publication_year%3D1985%26pages%3D16-25%26journal%3DFinancial%2BAnalysts%2BJournal%26author%3DJ.%2BL.%2BFarrell%26title%3D%25E2%2580%259CThe%2BDividend%2BDiscount%2BModel%253A%2BA%2BPrimer.%25E2%2580%259D&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&doiOfLink=10.2469%2Ffaj.v41.n6.16&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26publication_year%3D1962%26author%3DM.%2BJ.%2BGordon%26title%3DThe%2BInvestment%252C%2BFinancing%252C%2Band%2BValuation%2Bof%2Bthe%2BCorporation&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26publication_year%3D1974%26author%3DM.%2BJ.%2BGordon%26title%3DThe%2BCost%2Bof%2BCapital%2Bto%2Ba%2BPublic%2BUtility&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&key=A1978FG39000011&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1475-6803.1989.tb00109.x&refDoi=10.1111%2Fj.1540-6261.1978.tb02026.x&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D33%26publication_year%3D1978%26pages%3D849-862%26journal%3DJournal%2Bof%2BFinance%26author%3DM.%2BJ.%2BGordon%26author%3DL.%2BI.%2BGould.%26title%3D%25E2%2580%259CThe%2BCost%2Bof%2BEquity%2BCapital%253A%2BA%2BReconsideration.%25E2%2580%259D&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&doiOfLink=10.1111%2Fj.1540-6261.1978.tb02026.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&key=A1981LA21500001&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1475-6803.1989.tb00109.x&refDoi=10.1086%2F296120&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D54%26publication_year%3D1981%26pages%3D1-32%26journal%3DJournal%2Bof%2BBusiness%26author%3DE.%2BB.%2BLindenberg%26author%3DS.%2BA.%2BRoss.%26title%3D%25E2%2580%259CTobin%2527s%2Bq%2BRatio%2Band%2BIndustrial%2BOrganization.%25E2%2580%259D&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&doiOfLink=10.1086%2F296120&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT


Download PDF

15 Lintner, J. “Distribution of Incomes of Corporations Among Dividends, Retained Earnings and Taxes.”
American Economic Review 46 (May 1956), pp. 97–113.

Web of Science® Google Scholar

16 Myers, S. C. “Determinants of Corporate Borrowing.” Journal of Financial Economics 5 (1977), pp. 247–275.

Google Scholar

17 Smirlock, M., T. Gilligan, and W. Marshall. “Tobin's q and the Structure-Performance Relationship.”
American Economic Review 74 (December 1984), pp. 1051–1060.

Web of Science® Google Scholar

Citing Literature 

ABOUT WILEY ONLINE LIBRARY

Privacy Policy

Terms of Use

About Cookies

Manage Cookies
Accessibility

Wiley Research DE&I Statement and Publishing Policies

Developing World Access

HELP & SUPPORT

Contact Us

Training and Support

DMCA & Reporting Piracy

OPPORTUNITIES

Subscription Agents

Advertisers & Corporate Partners

CONNECT WITH WILEY

The Wiley Network

Wiley Press Room

https://onlinelibrary.wiley.com/doi/pdf/10.1111/j.1475-6803.1989.tb00109.x
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&key=A1956CAG6100008&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1475-6803.1989.tb00109.x&refDoi=e_1_2_9_16_1%3AISI&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D46%26publication_year%3D1956%26pages%3D97-113%26journal%3DAmerican%2BEconomic%2BReview%26author%3DJ.%2BLintner%26title%3D%25E2%2580%259CDistribution%2Bof%2BIncomes%2Bof%2BCorporations%2BAmong%2BDividends%252C%2BRetained%2BEarnings%2Band%2BTaxes.%25E2%2580%259D&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D5%26publication_year%3D1977%26pages%3D247-275%26journal%3DJournal%2Bof%2BFinancial%2BEconomics%26author%3DS.%2BC.%2BMyers%26title%3D%25E2%2580%259CDeterminants%2Bof%2BCorporate%2BBorrowing.%25E2%2580%259D&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&key=A1984TT19500013&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1475-6803.1989.tb00109.x&refDoi=e_1_2_9_18_1%3AISI&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D74%26publication_year%3D1984%26pages%3D1051-1060%26journal%3DAmerican%2BEconomic%2BReview%26author%3DM.%2BSmirlock%26author%3DT.%2BGilligan%26author%3DW.%2BMarshall.%26title%3D%25E2%2580%259CTobin%2527s%2Bq%2Band%2Bthe%2BStructure%25E2%2580%2590Performance%2BRelationship.%25E2%2580%259D&doi=10.1111%2Fj.1475-6803.1989.tb00109.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://www.wiley.com/privacy
https://onlinelibrary.wiley.com/terms-and-conditions
https://onlinelibrary.wiley.com/cookies
https://onlinelibrary.wiley.com/accessibility
https://onlinelibrary.wiley.com/publishing-policies
https://onlinelibrary.wiley.com/developing-world-access
https://hub.wiley.com/community/support/onlinelibrary
https://www.wiley.com/customer-success/wiley-online-library-training-hub
https://onlinelibrary.wiley.com/dmca-notification-policy
https://onlinelibrary.wiley.com/agents
https://onlinelibrary.wiley.com/advertisers
https://www.wiley.com/network
https://newsroom.wiley.com/


Copyright © 1999-2024 John Wiley & Sons, Inc or related companies. All rights reserved, including rights for text and data mining and training
of arti�cial intelligence technologies or similar technologies.

https://www.wiley.com/
https://www.wiley.com/

