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ABSTRACT 

	This study aims to analyze the influence of profitability and stock returns on stock price valuation with dividend policy as a moderation variable. Profitability indicators are measured through the ratio of earnings to assets, stock returns are measured from the annual rate of return, stock price valuations are measured using the Price to Book Value (PBV) ratio, while dividend policies are proxied through the Dividend Payout Ratio (DPR). This study uses a descriptive quantitative approach with purposive sampling techniques, involving 48 observations from financial sector companies for the 2021–2024 period. Data analysis was carried out using SPSS 26 through t-test and moderation analysis. The results of the study show that profitability and stock returns do not have a significant effect on stock price valuation, while dividend policy has a significant negative effect. In addition, dividend policy does not moderate the effect of profitability on stock price valuation, but is almost significant in moderating the relationship between stock return and stock price valuation. Theoretically, these findings broaden the understanding of the role of dividend policy as a factor that can influence the market's assessment of companies, particularly in the context of signal theory and valuation theory. Practically, these results provide insight for management and investors to consider dividend policy as a market signal in investment decision-making. In terms of originality, this study integrates dividend policy variables as a moderator in the relationship between financial performance and stock valuation in the financial sector in Indonesia. The limitations of this study lie in the relatively small sample size and focus on only one industry sector. Further research is recommended to expand the cross-sector sample as well as use a data panel approach to obtain more general results.
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1. INTRODUCTION 

The capital market is one of the important components in the financial system that functions to bring together those who need funds with those who have excess funds. Through the capital market, various financial instruments such as stocks, bonds, mutual funds, and other financial instruments can be traded (Hassan et al., 2023). In this context, investors can carry out various transactions in buying and selling financial instruments with the aim of obtaining profits in the form of capital gains or dividends distributed through the General Meeting of Shareholders (Andleeb & Hassan, 2023). Investment activities in the capital market provide opportunities for investors to develop their capital, but they also contain high risks if not balanced with good risk analysis and management (Cheng et al., 2024; Chi, 2024). Therefore, the ability to choose the right investment sector and instrument is crucial to determine whether investors will make a profit or a loss. One of the main indicators that investors are concerned about is stock returns, as it can reflect the company's performance and become the basis for making the next investment decision (Al-sumaiti et al., 2020; Rukmana et al., 2020). The higher the return of the stock, the more attractive the stock will be in the eyes of investors, because it reflects the optimal profit potential (Jing et al., 2023). Theoretically, the company's performance in generating stock returns cannot be separated from the company's ability to make profits. Profitability is a financial ratio that describes the extent to which a company is able to generate profits from its operational activities, either through sales, assets, or equity (Ayuningsih, 2023; Lalevic & Selma, 2022). High profitability indicates the company's efficiency in managing resources and is a positive signal to investors regarding the company's future prospects (Stuart et al., 2022). One of the indicators that is often used to measure profitability is Earnings per Share (EPS), which describes a company's ability to generate earnings per share (Popa et al., 2022). Profitability not only affects investors' interest in buying shares, but can also affect the company's policy in distributing dividends. The higher the profitability, the greater the potential of the company to distribute dividends, which ultimately impacts the market's perception of the value of the company's shares. Thus, the relationship between profitability, stock returns, and stock price valuation is important to be studied further.
Several previous studies have discussed the relationship between profitability, dividend policy, and stock price valuation, but the results still show mixed findings. Research by Trong (2025) revealed that the Debt to Equity Ratio (DER) has no direct effect on dividend policy or stock price, while Return on Assets (ROA) has a direct effect on both. In the study, it was also found that neither Earnings per Share (EPS) nor dividend policy has a direct influence on stock prices, and dividend policies do not mediate the relationship between DER and stock price. Meanwhile, Li et al (2020) shows that liquidity has a negative effect on stock prices, while dividend policies and profitability have a positive effect on stock prices. Different findings are shown by Rabah & Shammout (2020), which states that the ROA and Dividend Payout Ratio (DPR) have no significant effect on the stock price, but EPS has a significant influence. This difference in results shows a research gap, especially in terms of the consistency of the effect of profitability and dividend policy on stock price valuation. Thus, further research is needed to re-examine the role of these two variables in the context of a dynamic capital market.
The urgency of this research lies in the importance of understanding how fundamental factors such as profitability and stock returns play a role in determining stock price valuations, as well as the extent to which dividend policies can moderate these relationships. In increasingly competitive and dynamic market conditions, investors need accurate information to assess the fair value of stocks in order to make the right investment decisions. The study of the interaction between profitability, stock returns, and dividend policies will provide a more comprehensive understanding of the factors that affect the value of stocks in the capital market. In addition, this study has novelty because it integrates the three main variables of profitability, stock return, and dividend policy in one moderation model to explain its effect on stock price valuation. This study also seeks to close the empirical gap from previous research that still shows inconsistent results, especially in the context of financial sector companies in Indonesia.
Based on this background, the purpose of this study is to analyze the influence of profitability and stock returns on stock price valuation, as well as to test the role of dividend policy as a moderation variable. In particular, this study wants to find out whether profitability and stock returns have a significant effect on stock price valuations, either directly or by considering dividend policy. The results of the research are expected to make a theoretical contribution to the development of literature on financial and investment management, as well as practical contributions for investors and company management in formulating investment strategies and dividend distribution policies. By understanding the relationship between the three variables, it is hoped that this study can be a reference for more rational and empirical data-based investment decision-making.

2. Method 

This study uses a descriptive quantitative approach, because it aims to explain the relationship between variables empirically using statistically processed numerical data (Hair et al., 2021; Nair & Prem, 2020). This approach is considered the most appropriate to analyze the influence of profitability and stock returns on stock price valuations, as well as to test the role of dividend policy moderation in financial sector companies in Indonesia. The type of data used is secondary data obtained from the financial statements of financial sector companies listed on the Indonesia Stock Exchange (IDX) for the period 2021–2024. The data is collected from the official IDX website, which provides historical and verified financial information. The research population included all financial sector companies on the IDX in that period, while the sample determination was carried out by purposive sampling, which is selection based on certain criteria so that the data used is relevant and representative (Sekaran & Bougie, 2013). These criteria include companies that consistently distribute dividends and have complete data according to research variables during the 2021–2024 period. Based on these criteria, as many as 12 companies were obtained as research samples, so that the total observation amounted to 48 data.
Data analysis is carried out through two stages, namely descriptive analysis and inferential analysis. Descriptive analysis is used to describe the characteristics of each variable, including minimum, maximum, average, and standard deviation values. Before testing the hypothesis, a classical assumption test consisting of a normality test, a multicollinearity test, and a heteroscedasticity test is carried out, to ensure that the regression model meets the BLUE (Best Linear Unbiased Estimator) requirements. Furthermore, hypothesis testing was carried out using multiple regression analysis with the Moderated Regression Analysis (MRA) approach to test the direct influence and moderation effect of dividend policy. This analysis model helps to explain whether dividend policies strengthen or weaken the relationship between profitability and stock returns to stock price valuations (Gujarati & Porter, 2013). For variables, operational definitions, and indicators are presented in the following table;
Table 1. Operationalization, Variables, and Indicators
	Variable
	Operational Definition
	Indicators/Measurements

	Stock Price Valuation 
	Stock price valuation is the process of determining the intrinsic value of shares through fundamental analysis based on the company's financial statements. This value reflects investors' perception of the company's value in the capital market.
	

	Profitability 
	Profitability refers to the company's ability to generate profits from the total assets it owns. This ratio measures the efficiency of management in utilizing the company's resources.
	

	Stock Return 
	Stock return is the rate of return received by investors on investments in the form of shares, both in the form of capital gains and dividends.
	

	Dividend Policy 
	Dividend policy is a company's decision regarding the distribution of profits to shareholders in the form of dividends. This ratio shows the proportion of net profit distributed as dividends.
	



3. Results and Discussion
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Descriptive Statistical Analysis
Analysis Descriptive statistics are used to provide an overview of the characteristics of the research data, including the minimum, maximum, mean, and standard deviation values of each variable used in this study. Descriptive statistics help to understand the distribution of data as well as the consistency of observational values (Ghozali, 2016).

Table 2. Results of descriptive statistical analysis

	Descriptive Statistics

	N
	Minimum
	Maximum
	Mean
	Std. Deviation

	Profitability
	48
	.52
	3.78
	1.5010
	.75202

	Return Shares
	48
	14.73
	359.00
	107.7979
	90.56633

	Stock Price Valuation
	48
	.35
	1.60
	.6848
	.22857

	Dividend Policy
	48
	-13.70
	105.38
	39.2544
	23.55748

	Valid N (in the direction of the list)
	48
	
	
	
	


Based on the results of the descriptive analysis in Table 2, the Profitability variable has an average value of 1.5010 with a standard deviation of 0.75202, indicating a relatively small variation between companies. The Stock Return shows an average high of 107.7979 and a standard deviation of 90.56633, signaling high fluctuations in the stock's rate of return. Meanwhile, the Stock Price Valuation has an average of 0.6848 with a standard deviation of 0.22857, indicating a fairly stable data distribution. The Dividend Policy has an average of 39.2544 with a standard deviation of 23.55748, reflecting the considerable difference in dividend distribution policy between companies. Overall, these results show that each variable has a different degree of variation, reflecting the diverse financial characteristics among the sample companies.

Normality Test
The Kolmogorov-Smirnov (KS) test is performed to determine whether the data is distributed normally.
Table 3. Kolmogorov–Smirnov Test Results (KS)
	
	
	Non-standardized residues

	N
	
	48

	Paramaetersa Normal, b
	Mean
	.000000

	The Most Extreme Differences
	Std.Deviation
	.22614125

	
	Absolute
	.110

	
	Positive
	.110

	
	Negative
	-.076

	Test Statistics
	
	.110

	Asymp.Sig. (Tail 2)
	
	.196



Based on Table 3, the results of the KS test show that Asymp. The Sig. (2-tailed) value is 0.196, which is greater than 0.05. Therefore, it can be concluded that the data is distributed normally, meaning that the regression model meets the assumption of normality (Ghozali, 2016).

Multicollinearity Test
A multicollinearity test was performed to determine if there was a correlation between independent variables. The indicator used is the Tolerance and Variance Inflation Factor (VIF). According to Ghozali (2016), the Tolerance value > 0.1 and the VIF value < 10 indicate the absence of multicollinearity.
Table 4. Multicollinearity Test Results
	Pattern
	Non-standard efficiency
	Standard coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIVID

	1
	(constant)
	.726
	.795
	
	.000
	
	

	
	
	.-028
	.-046
	.-090
	.555
	.980
	1.021

	
	
	.000
	.000
	.097
	.523
	.
986
	1.015

	
	
	-.001
	-.001
	.068
	.653
	.976
	1.025

	Dependent Variables: stock price valuation



Based on Table 4, all variables have a Tolerance value greater than 0.1 (ranging from 0.976 to 0.986) and a VIF value of less than 10 (ranging from 1.015 to 1.025). Therefore, it can be concluded that there is no problem of multicollinearity among independent variables.

Autocorrelation Test
The autocorrelation  test aims to determine whether there is a correlation between the residues of one observation and another.  The Durbin-Watson (DW) test was used in this study.
Table 5. Autocorrelation Test Results (Durbin-Watson Statistics)
	
Pattern
	
R
	
R Square
	Customized R Box
	Std. Estimation Error
	
Durbin-Watson

	1
	.254a
	.065
	-.001
	.21152
	1.749


Based on the results table 5, DU value is 1.631 and the DL value is 1.4500. Because the Durbin-Watson statistics meet the conditions FROM < DW < 4 – FROM, It can be concluded that No autocorrelation in the regression model. When the initial Durbin-Watson results were inconclusive, additional tests were performed using Cochrane-Orcutt method. This approach is effective for correcting autocorrelation problems in regression models (Bottomley et al., 2023). After correction, the model meets autocorrelation-free conditions.
Hypothesis Testing
Test Determination Coefficient (R²)
The  determination coefficient (R²)  test measures how much variation of dependent variables can be explained by independent variables in the model.
Table 6. Determination Coefficient Test Results (Model I)
	Pattern
	R
	R Square
	Customized R Box
	Std. Estimation Error

	1
	.524
	.275
	.242
	.04884


Based on Table 6, the Adjusted R Square value is 0.242, which means that about 24.2% of the influence of the dependent variables can be explained by the independent variables in the regression model.
Table 7. Determination Coefficient Test Results (Model II)
	Pattern
	R
	R Square
	Customized R Box
	Std. Estimation Error

	2
	.640
	.409
	.339
	.04563


Based on the results in table 7, the Adjusted R Square value is 0.339, resulting in an increase of about 33.9% from the regression I model, which means that the moderating variable (dividend policy) is able to contribute significantly to the dependent variable

T-Test (Partial Significance Test) – Model I
The t-test is used to determine the partial influence of each independent variable on the dependent variable, either directly or through the moderation variable. In this Model II, the Dividend Policy moderation variable is added to see if it strengthens or weakens the relationship between Profitability and Stock Return to Stock Price Valuation.
Table 8. T-test results (Model I)
	Pattern
	Non-Standard Coefficient (B)
	Std. Error
	Standard Coefficient (Beta)
	t
	Sig.

	(Constant)
	0.705
	0.018
	–
	40.273
	0.000

	Profitability
	-0.030
	0.010
	-0.402
	-3.154
	0.003

	Stock Returns
	0.000
	0.000
	0.369
	2.899
	0.006


Dependent Variables: Stock Price Valuation
In table 8, based on the results of the Model I partial test (T-Test), it can be seen that Profitability has a negative and significant effect on the Stock Price Valuation, with a regression coefficient value of -0.030, a t-value of -3.154, and a significance value of 0.003 (< 0.05). This means that any increase in profitability by one unit will lower the stock price valuation by 0.030 units, assuming the other variables are constant. These results suggest that high profitability is not always responded positively to by the market, likely because investors think high profits do not necessarily reflect a company's long-term growth prospects.
Meanwhile, the Stock Return variable has a positive and significant effect on the Stock Price Valuation, with a regression coefficient value of 0.000, a t-value of 2.899, and a significance value of 0.006 (< 0.05). This shows that the higher the stock return received by investors, the higher the valuation of the stock price in the market. These findings indicate that investors tend to give a positive assessment to companies that are able to generate high stock returns, as they reflect good market performance and long-term profit potential. Thus, in Model I, only these two variables significantly affect the valuation of the stock price, where profitability has a negative direction while stock returns have a positive direction.
Table 9. T-Test Results (Model II)
	Pattern
	Non-Standard Coefficients
	Standard Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	

	(Constant)
	.749
	.028
	
	27.008

	Profitability
	-.025
	.019
	-.337
	-1.297

	Return Shares
	.000
	.000
	-.396
	-.942

	Dividend Policy
	-.001
	.001
	-.577
	-2.168

	Profitability * Dividend Policy
	-1.708E-5
	.000
	-.015
	-.041

	Stock Return * Dividend Policy
	1.238E-5
	.000
	.907
	1.977


In table 9, the results of the partial test (T-Test) in Model II, it is known that the Profitability variable has a regression coefficient value of -0.025, a t-value of -1.297, and a significance value of 0.202 (> 0.05). These results show that profitability does not have a significant effect on the valuation of the stock price after being moderated by the dividend policy. Statistically, this means that an increase in profitability is not followed by a significant increase in the valuation of the stock price when the dividend policy factor is taken into account. Economically, this condition can be interpreted as investors not only assess the company's financial performance from the amount of profit generated, but also consider the company's strategy in allocating the profit. If high returns are not accompanied by attractive dividend or reinvestment policies, then investors may not take it as a positive signal that could boost the value of the stock.
Furthermore, the Stock Return variable showed a coefficient value of 0.000, a t-value of -0.942, and a significance value of 0.352 (> 0.05). This result indicates that stock returns also do not have a significant effect on stock price valuation when influenced by dividend policy. In the economic context, this indicates that fluctuations in profits received by investors through stock returns do not necessarily affect the perception of stock value in the capital market, possibly because investors are more concerned about the fundamental stability of the company than short-term profits. On the other hand, the Dividend Policy variable actually had a negative and significant effect on the valuation of the stock price with a coefficient value of -0.001, a t-value of -2.168, and a significance of 0.036 (< 0.05). Statistically, this shows that an increase in dividend policy can lower the valuation of stock prices. Economically, this result can be explained by the fact that when a company distributes large amounts of dividends, the amount of internal funds available for investment and expansion becomes limited, so that the long-term growth prospects decline and reduce the attractiveness of the stock in the eyes of investors.
The interaction variable of ProfitabilityDividend Policy has a significance value of 0.968 (> 0.05) so it is not significant, while the Dividend Policy Stock Return is 0.055 (< 0.10) which shows a marginally significant moderation effect. Thus, it can be concluded that Dividend Policy does not act as a moderation variable between the relationship between Profitability and Stock Return to Stock Price Valuation. Economically, this shows that dividend policy is not a factor that is able to strengthen or weaken the influence of profitability and stock returns on the stock market value. Investors tend to view other factors, such as growth potential, financial stability, and business strategy, as key considerations in assessing the viability of a stock in the capital market.

DISCUSSION
H1: Profitability affects Stock Price Valuation
The results of the partial testing showed that profitability had a significance value of 0.202 (> 0.05), which means that it had no significant effect on the valuation of the stock price. These findings indicate that the company's ability to generate profits has not been the main factor for investors in assessing the value of a stock. In practice, investors in the Indonesian capital market, especially in the financial sector, seem to not only consider the profitability ratio in determining the value of stocks, but also pay attention to external factors such as monetary policy, global economic conditions, and long-term growth expectations (Apriansyah et al., 2025). Volatile macroeconomic conditions can cause investors to be more cautious, so high profits are not always a positive signal to a company's value. In addition, big profits are not necessarily followed by attractive dividend distributions, which are often a major consideration for conservative investors (Sawitri & Eprianto, 2025). Thus, the results of this study confirm that internal fundamental factors such as profitability are not necessarily in line with market perception of stock value. 
This finding can be explained through signaling theory which states that profits function as a positive signal from management to investors (Spence, 1973). However, the results of this study show that profit signals are not fully responded to by the market, likely due to the asymmetry of information between management and investors (Moradi et al., 2013). Information asymmetry can cause investors to doubt the sustainability of high profits if it is not supported by financial transparency and long-term operational performance. Additionally, modern investors tend to pay attention to additional indicators such as asset growth, operational efficiency, and free cash flow to assess a company's potential (Inrawan & Lie, 2024). This condition illustrates that profitability alone is not enough to be the basis for stock valuation decisions. Therefore, companies need to strengthen their financial communication strategies to increase investor confidence in profit performance. In this way, profits can again be an effective signal in increasing the perception of market value.
On the other hand, these results are not in line with previous research by Jonnius & Almatius (2021) and Tinungki et al (2022) who find the positive influence of profitability on the value of the company. This discrepancy can be caused by differences in sample characteristics and observation periods, where in the 2021–2024 period many financial firms face economic fluctuations due to global uncertainty. This condition affects profit stability and reduces the relevance of profitability as the main indicator of stock value valuation (Aushaf et al., 2025). In addition, modern investors now consider Environmental, Social, and Governance (ESG) factors and sustainable growth strategies in making investment decisions (Joshua & Chalid, 2021). High profitability without long-term innovation or efficiency support may be considered unsustainable. Therefore, the results of this study reinforce the view that the valuation of stock values in an era of economic uncertainty requires a more comprehensive and multidimensional analytical approach. 

H2: Stock Return affects Stock Price Valuation
The results of the partial test showed that the stock return had a significance value of 0.352 (> 0.05), which means that it did not have a significant effect on the valuation of the stock price. This finding indicates that the rate of return on shares received by investors has not yet become a key indicator in assessing the intrinsic value of a stock. In the context of the Indonesian capital market, this result can be explained by the high volatility of the market, which makes stock returns volatile and difficult to predict consistently (Kristian et al., 2023). Investors tend to view stock returns as short-term results, rather than as a reflection of a company's fundamental value. Therefore, investment decisions are more influenced by financial performance stability, growth prospects, and good corporate governance (Gunawan et al., 2024). External factors such as changes in interest rates, fiscal policy, and global economic dynamics also shape investors' perception of stock returns (Hanif et al., 2024). This causes the relationship between stock returns and stock price valuations to be weak and not statistically significant.
In addition, the characteristics of investors in Indonesia, which are still mostly behavioral and reactive to market sentiment, weaken the role of stock returns as an indicator of company value. Many institutional investors in the financial sector emphasize fundamental analysis over technical, so stock returns are not the main benchmark in assessing market value (Valencia, 2025). This phenomenon also illustrates that the Indonesian capital market is still in a semi-strong efficiency phase, where indirect financial information is fully reflected in the stock price (Fama, 1953). Domestic investors seem to be more focused on long-term growth potential rather than speculative short-term gains. Therefore, high stock return fluctuations are not always perceived as a positive signal by the market. These findings support the argument that investor behavior and market structure play an important role in explaining the insignificance of the relationship between stock returns and stock price valuations. In practical terms, these results confirm the need for a multi-factor analysis approach to understand the determinants of a company's value.
These results are different from studies Al-sumaiti et al (2020) and Keskin et al (2020) which found that stock returns have a significant effect on the value of a company in a more stable market. This discrepancy can be explained by differences in market conditions, where previous research was conducted in countries with more predictable return expectations. In contrast, in emerging markets such as Indonesia, market sentiment and investor psychological factors have a greater influence on stock prices (Hidayat et al., 2023). Investors in this market also consider non-financial factors such as the company's reputation, product innovation, and sustainability commitment in determining long-term value (Liu et al., 2022). In addition, high stock returns do not necessarily come from healthy fundamental performance, but can be caused by short-term speculative activity. Thus, rational investors tend to be cautious in interpreting stock returns as a signal of the company's value. Theoretically, these results reinforce the view that market efficiency theory is not fully applicable in Indonesia and that macroeconomic variables and investor behavior play a crucial role in shaping stock valuations.

H3: Dividend Policy Affects Stock Price Valuation
Based on the results of the partial test, the dividend policy variable showed a significance value of 0.036 (< 0.05), which means that it has a significant effect on the valuation of the stock price. These findings confirm that the company's decision to distribute profits to shareholders through dividends is an important signal for investors in assessing the value of the company (Jovković et al., 2021). In line with the signaling theory put forward by Spence (1973), the dividend distribution reflects management's confidence in the stability and future earnings prospects. Therefore, companies that consistently distribute dividends are considered to have solid performance and promising prospects, thus being able to increase investor confidence (Luckyardi et al., 2021). In the context of the Indonesian capital market, dividends are often the main attraction for income-oriented investors, who prioritize cash flow certainty over potential capital gains (Chen et al., 2020). Thus, a stable and sustainable dividend policy can strengthen the perception of a company's value in the eyes of investors and reflect the reliability of long-term financial performance.
This result also reinforces the view that cash flow certainty is valued more by investors than the potential for speculative capital gains (Njoku & Lee, 2024). Companies with consistent dividend policies show positive signals regarding the ability to generate cash flow and maintain financial stability, thus encouraging an increase in stock valuations. In addition, dividend distribution can reduce information asymmetry between management and investors, as it is considered a form of transparency and accountability of the company to shareholders (Y. H. T. Nguyen, 2025). In volatile market conditions, investors tend to prioritize the factors of certainty and stability, making dividends the main indicator in investment decision-making. Therefore, dividend policy is not only a financial instrument, but also a management communication strategy to build investor trust and loyalty.
This finding is in line with the results of the study stating that dividend policy has a significant effect on the value of stocks. They emphasized that dividends are not just a form of return on investment, but a communication tool for management to show optimism about the long-term prospects (Y. H. T. Nguyen, 2025; Njoku & Lee, 2024). In the framework of the bird in the hand theory, investors prefer fixed income in the form of dividends rather than unrealized capital gains (Zare et al., 2013). This is particularly relevant in emerging markets such as Indonesia, where macroeconomic uncertainty is still high. Thus, the results of this study provide managerial implications that companies need to maintain the consistency of dividend policies as part of the company's value-enhancing strategy. Companies that hold back profits without adequate explanation risk creating a negative perception among investors. Therefore, a planned and transparent dividend policy is an important element in building sustainable stock valuations in the Indonesian capital market.
H4: Dividend Policy moderates the effect of Profitability on Stock Price Valuation
Based on the results of the interaction test between profitability and dividend policy, a significance value of 0.968 (> 0.05) was obtained, which shows that the interaction between the two variables does not have a significant effect on the valuation of the stock price. These findings indicate that dividend policy is not able to strengthen or weaken the influence of profitability on stock value (Zare et al., 2013). In other words, a company's high profit rate does not automatically increase the valuation of the stock even if it is accompanied by a certain dividend policy. This condition suggests that investors may view profitability and dividends as two stand-alone signals, where profitability reflects internal operational efficiency, while dividends are seen as a form of external commitment to shareholders (Njoku & Lee, 2024). Therefore, the combination of the two does not always produce a synergistic effect in market perception. In addition, external factors such as macroeconomic uncertainty, market volatility, and volatile fiscal policy in the 2021–2024 period may obscure the interactive influence of the two variables (Y. H. T. Nguyen, 2025). Thus, these results show that dividend policy has not played a role as an effective moderation variable in the relationship between profitability and stock valuation.
These findings are not in line with the signaling theory that dividend policy can reinforce positive signals of profitability to company value (Ayuningsih, 2023; Spence, 1973). According to the theory, the combination of high earnings and stable dividends should increase investors' positive perception of the company's prospects. However, the results of this study are different, which can be explained by the characteristics of investors in the Indonesian capital market who tend to be reactive to short-term signals and market sentiment compared to a comprehensive analysis of the interaction of fundamental indicators (Tinungki et al., 2022). In volatile economic conditions, investors may focus more on external risk factors and asset growth rather than the simultaneous relationship between profitability and dividend policy (Li et al., 2020). In addition, inconsistency in dividend policy amid changes in earnings can also reduce the clarity of the signals that investors receive. Therefore, the interactive relationship between these financial variables becomes weak and statistically insignificant.
Theoretically, these results make an important contribution to the corporate finance literature by showing that not all fundamental variables are able to interact synergistically in shaping the perception of company value (Imron & Putra, 2025). Investors in emerging markets such as Indonesia seem to assess profitability and dividend policy independently, depending on investment objectives and risk preferences. For example, companies with high profitability but low dividends can still be assessed positively if they have long-term growth prospects, while companies with high dividends but declining profitability can raise concerns about the sustainability of financial performance (Luckyardi et al., 2021). Thus, companies need to integrate dividend policies with effective financial communication strategies so that signals sent through earnings and dividends can be consistently accepted by the market. These findings underscore the importance of transparency and policy consistency in strengthening investor confidence amid dynamic economic conditions.
H5: Dividend Policy moderates the effect of Share Return on Stock Price Valuation
Based on the results of the interaction analysis, the stock return variable moderated by the dividend policy showed a significance value of 0.055 (< 0.10), which means that it has a marginally significant moderation effect on the stock price valuation. These findings indicate that dividend policy can strengthen the relationship between stock returns and company value, although the influence is not yet fully strong (Li et al., 2020). In this context, investors consider that high stock returns will be more meaningful if accompanied by a consistent and sustainable dividend policy. The combination of stock price appreciation and stable dividend distribution provides a positive signal regarding the balance between growth and financial sustainability of the company (Nguyen et al., 2022). This result also shows that investors in the Indonesian capital market tend to appreciate companies that are able to provide high total returns, both through capital gains and dividend income (Luckyardi et al., 2021). Thus, the dividend policy serves as a booster of investors' confidence in the stability and long-term prospects of the company. Support of signaling theory (Spence, 1973) Dan Bird in the Hand (John Lintner, 1956) It is clear that dividends provide a sense of security in the midst of market volatility. In addition, the dividend policy can also act as a mechanism to control investors' expectations of investment risks. Therefore, companies that are able to maintain a balance between stock returns and dividends will gain a higher market valuation.
These findings are in line with research Blanco (2023) and Li et al (2020), which found that dividend policies can strengthen the relationship between market performance and the perception of a company's value. Investors consider the company to be disciplined in distributing dividends amid rising share prices as an entity with good governance and a commitment to shareholder welfare (Jovković et al., 2021). Conversely, high returns without dividend distribution are often associated with high-risk speculative companies (Jia & Li, 2024). In this context, dividend policy serves as a strategic differentiation tool that helps investors differentiate companies with strong fundamental performance from companies that only benefit from market momentum. These results also suggest that dividend policy discipline can be an important instrument in building financial reputations and improving the perception of value in the eyes of institutional investors. Therefore, financial managers need to pay attention to the synergy between dividend policies and market growth strategies as part of managing the company's value perception.
Theoretically, these results broaden the understanding of the role of dividend policy moderation in explaining the dynamics of stock valuations in emerging markets. In the Indonesian context, where market sentiment and financial signals have a strong influence, the combination of high returns and stable dividends can increase the company's credibility and attractiveness in the eyes of domestic and foreign investors (Murtadho et al., 2024). This reinforces the view that dividend policy is not just a profit distribution mechanism, but also a strategic communication tool that reflects management's confidence in the company's financial prospects. The practical implication of this outcome is the need for a unified financial policy, which takes into account market performance, investor expectations, and profit sustainability. Thus, the dividend policy can double function both as an instrument of return on investment and as a signal of market confidence that contributes to the increase in the value of companies in the Indonesian capital market.
4. Conclusion

Based on the results of data analysis and discussions that have been conducted, this study concludes that profitability and stock returns do not have a significant effect on stock price valuation, while dividend policy has a negative and significant effect on stock price valuation. This finding indicates that the higher the dividend policy implemented by the company, the lower the investor perception of the company's value in the capital market. In addition, the results of the study also show that the dividend policy is not able to moderate the relationship between profitability and stock price valuation, but has a moderation effect that is close to significant on the relationship between stock returns and stock price valuation. In other words, dividend policy tends to strengthen the influence of stock returns on stock price valuations, although this effect has not been statistically significant. These results enrich the literature on the relationship between financial variables and dividend policy strategies in influencing company value, and show that internal company factors such as profitability and stock returns are not always the main indicators in the formation of stock price valuations when dividend policy factors play a role. Thus, dividend policy can serve as an important signal for investors in evaluating the outlook and value of the company, especially in the financial sector that is the focus of this research.
Theoretically, this research contributes to the development of the financial literature, especially in the context of signal theory (signaling theory) and bird-in-the-hand theory. The results of the study showing that the dividend policy has a negative effect on the valuation of the stock price indicate a shift in investor perception of the signals sent through the dividend policy. Instead of being considered a positive signal, a high dividend payout can be interpreted as a limitation of the company's future investment opportunities, thereby lowering the value of the stock's valuation. In addition, the finding that profitability and stock returns have no significant effect strengthens the argument that a company's fundamental factors are not always the main determinants of market value, especially in the context of a dynamic capital market and influenced by external factors. The study also expands the conceptual model by including dividend policy as a moderation variable, where results showing weak moderation effects signal the need to re-test classical theories in the modern context, when investor behavior tends to be more rational and sensitive to non-financial information. Therefore, this study provides a theoretical foundation for future studies to explore other variables such as leverage, systematic risk, and growth expectations in influencing the company's valuation.
From a practical perspective, the results of this study provide important insights for financial managers, investors, and capital market regulators. For financial managers, these findings confirm that improving dividend policies does not necessarily increase the company's value in the eyes of investors. Therefore, the profit sharing strategy must be balanced with long-term investment needs so as not to reduce the company's growth opportunities in the future. Managers need to understand that today's investors value sustainable profitability signals and expansion strategies that support growth rather than high dividend payouts but limit internal capital accumulation. For investors, the results of this study provide an understanding that the company's value is not only influenced by profitability and stock returns, but also by the dividend policy strategy implemented by the company. Thus, in making investment decisions, investors need to consider the balance between the dividend policy and the company's growth prospects, not just the level of profit or return generated. In addition, for capital market regulators, these results can be a reference to evaluate the effectiveness of information disclosure policies, especially related to dividend distribution decisions that can affect investor perception and overall market stability.
Limitations:
Limitations that need to be considered in the research include a relatively small sample number and the focus of research that is only on the financial sector, so that the results cannot be generalized to all industrial sectors. Therefore, further research is recommended to expand the scope of the sample by involving various sectors and add other variables such as company size, leverage, market risk, and asset growth in order to provide a more comprehensive picture of the factors that affect stock price valuations. Thus, the results of future research are expected to provide a deeper and more applicable understanding for the development of modern financial management theories and practices.
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