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GORDEN’S MODEL



Definition: The Gordon’s Model, given by Myron Gordon, also supports the

doctrine that dividends are relevant to the share prices of a firm. Here

the Dividend Capitalization Model is used to study the effects of dividend

policy on a stock price of the firm.

Gordon’s Model assumes that the investors are risk averse i.e. not willing to

take risks and prefers certain returns to uncertain returns. Therefore, they put a

premium on a certain return and a discount on the uncertain returns. The

investors prefer current dividends to avoid risk; here the risk is the possibility

of not getting the returns from the investments.

But in case, the company retains the earnings; then the investors can expect a

dividend in future. But the future dividends are uncertain with respect to the

amount as well as the time, i.e. how much and when the dividends will be

received. Thus, an investor would discount the future dividends, i.e. puts less

importance on it as compared to the current dividends.
























