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Abstract: ‘\ﬁ

Dividend policies are among the most critical financial decisions for companies, significantly influencing

stock price volatility. These policies play a vital role in shaping investor behavior and assessing the financial stability of companies. Stock
price volatility, a key factor in investment decisions, is affected by various elements, including dividend policies. This study aims to examine
the impact of dividend policies on stock price volatility across different markets. This study is a narrative review utilizing descriptive analysis.
Relevant academic sources were collected from various databases, focusing on empirical and theoretical studies that analyze the impact
of dividend policies on stock price volatility. Studies from both emerging and developed markets were reviewed to provide a comprehensive
understanding of the effects of dividend policies. The results show that companies with stable dividend policies tend to experience lower
stock price volatility. Conversely, companies with inconsistent or irregular dividend policies generally witness higher volatility. These effects
vary depending on the market type, with emerging markets showing a stronger correlation between dividend policies and stock price
volatility due to lower information transparency. Stable dividend policies can help reduce stock price volatility and enhance investor
confidence. Additionally, factors such as profitability, liquidity, and macroeconomic conditions also play a crucial role in shaping these

impacts.
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Extended Abstract

Dividend policies are considered one of the most significant financial decisions that companies make, as they directly affect
the stock price and investor confidence. Dividend policies refer to the guidelines that companies follow when determining
how much profit to distribute to their shareholders versus how much to reinvest in the business. This decision-making process
has long been a subject of extensive research, particularly due to its profound impact on stock price volatility. Stock price
volatility, a measure of the variability in stock prices, is a key indicator for investors in assessing market risks and making
informed investment decisions. The relationship between dividend policies and stock price volatility is complex and

influenced by various internal and external factors, including company profitability, liquidity, market structure, and
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macroeconomic conditions. Understanding this relationship is essential for both corporate managers and investors, as it helps
optimize financial strategies and mitigate risks associated with market fluctuations [1].

The primary objective of this study is to explore how different dividend policies affect stock price volatility in various
market environments, focusing on both emerging and developed markets. Previous research has demonstrated a correlation
between stable dividend payouts and reduced stock price volatility. For instance, companies that regularly pay dividends are
perceived as financially stable, which instills confidence among investors and leads to lower stock price fluctuations. On the
other hand, companies that frequently change or suspend dividend payments are often viewed as risky, resulting in greater
price volatility. This study seeks to analyze a broad range of empirical and theoretical research to provide a comprehensive
understanding of how dividend policies impact stock price behavior across different market conditions.

The methodology adopted for this study is a systematic narrative review, focusing on the descriptive analysis of existing
literature. Academic articles were gathered from reputable databases, with an emphasis on empirical studies examining the
link between dividend policies and stock price volatility. The review covered studies from various markets, including both
developed economies such as the United States and Europe, and emerging markets such as those in Southeast Asia and the
Middle East. This approach allowed for a comparative analysis of how dividend policies function differently depending on
market maturity and economic stability. Additionally, this study explored key factors such as company profitability, liquidity,
and capital structure, which can mediate the relationship between dividend policies and stock price volatility [2].

The findings of the review suggest a consistent trend where companies with stable and predictable dividend policies tend
to experience lower stock price volatility. Stable dividend payments are seen as a signal of financial health and profitability,
which reduces investor uncertainty and consequently lowers stock market fluctuations. For instance, in developed markets,
where transparency and access to financial information are higher, dividend-paying companies generally exhibit less volatility
compared to those with irregular payout patterns. This is largely because investors in these markets rely on dividend signals
to make long-term investment decisions. Similarly, research has shown that stable dividend policies contribute to lowering
the cost of equity, as investors demand lower returns from companies with less perceived risk [3].

Conversely, in emerging markets, where financial information is less transparent and market volatility is generally higher,
dividend policies play an even more significant role. Investors in these markets often rely heavily on dividend payments as a
key indicator of company performance due to the lack of reliable financial data. As a result, changes in dividend policies, such
as reducing or suspending dividends, can cause sharp fluctuations in stock prices. These markets are more sensitive to shifts
in dividend payouts, as the information asymmetry between managers and investors is greater. Studies in emerging markets
such as Indonesia and Pakistan have highlighted that inconsistent dividend policies are a major driver of stock price volatility,
as they increase investor uncertainty and heighten market risks [4]. This indicates that companies operating in emerging
markets could benefit more from adopting stable dividend policies to manage stock volatility and attract long-term investors.

In evaluating the strengths and weaknesses of the existing literature, one clear strength is the extensive empirical data
that supports the correlation between dividend policies and stock price volatility. Many studies utilize robust statistical
methods to demonstrate the significant impact of stable dividend payouts on reducing stock market risks. However, a notable
limitation in the current research is the tendency to overlook macroeconomic factors such as inflation, interest rates, and
global economic conditions, which also play a critical role in shaping market volatility. For instance, during periods of

economic downturn, even companies with stable dividend policies may experience heightened stock price volatility due to
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broader market conditions. Therefore, future research should incorporate a more comprehensive analysis that includes these
macroeconomic variables to provide a deeper understanding of the interplay between dividend policies and stock price
behavior in different economic contexts [5].

In conclusion, this study confirms that dividend policies are a critical determinant of stock price volatility, particularly in
emerging markets where information asymmetry is more pronounced. Companies that adopt stable dividend policies can
reduce stock market volatility, enhance investor confidence, and ultimately improve their market valuation. However, while
much research has been conducted on this subject, future studies should focus on exploring the role of macroeconomic
factors and how they interact with dividend policies to influence stock price behavior. Additionally, expanding research to
cover a broader range of industries and markets could provide more detailed insights into how sector-specific factors might
affect the relationship between dividend policies and stock volatility. For companies, especially those in emerging markets,
the findings suggest that a stable dividend policy can be a powerful tool to attract and retain investors by reducing perceived
risks and promoting market stability [6]. For investors, paying close attention to a company’s dividend policy can offer
valuable insights into its financial health and help mitigate the risks associated with market volatility.

Overall, stable dividend policies not only serve as a mechanism to manage investor expectations but also act as a buffer
against market fluctuations. The ability of companies to maintain consistent dividend payments, even in times of economic
uncertainty, signals financial resilience and stability. This study emphasizes the importance of strategic dividend management
in reducing stock price volatility and providing long-term value to shareholders. As financial markets continue to evolve,
particularly with the growing prominence of emerging economies, understanding the dynamics of dividend policies and their

impact on market behavior will remain crucial for both corporate management and investors alike.
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