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ABSTRACT

This study examines the influence of corporate governance mechanisms on financial performance and Corporate Social
Responsibility (CSR) investments in Portuguese-listed small and medium-sized enterprises (SMEs). This research explores how
governance structures, such as board size, CEO duality, and board independence, affect both financial outcomes and CSR deci-
sions through the lens of Agency Theory and Stakeholder Theory. Utilizing panel data regression analysis over a 10-year period
(2014-2024), the study highlights the positive impact of board size and independence on both financial performance and CSR
investment. In contrast, CEO duality is found to negatively influence these outcomes, reflecting its detrimental effect on govern-
ance effectiveness. Furthermore, the moderating role of stakeholder pressure is explored, revealing that external pressures from
consumers, investors, and regulators enhance the effectiveness of governance mechanisms in promoting sustainability along-
side profitability. The findings contribute to the literature by addressing the gap in governance research for SMEs in emerging
economies, particularly in Portugal. The study provides actionable insights for corporate leaders and policymakers aiming to en-
hance governance frameworks that balance financial success with responsible business practices. This research extends Agency
Theory and Stakeholder Theory by incorporating the role of stakeholder pressure in shaping governance outcomes.

1 | Introduction

Corporate governance plays a critical role in influencing firm
performance and ensuring sustainable business practices. This
is especially true for small and medium-sized enterprises (SMEs)
listed on public exchanges. SMEs, particularly those listed on
the Portuguese stock market, represent a significant portion of
the country’s economy, contributing to employment, innovation,
and socio-economic development.

Inrecentyears, corporate governance hasbecome afocal point for
both financial performance and Corporate Social Responsibility
(CSR) initiatives in listed SMEs (Al-Ahdal et al. 2020; Kyere and
Ausloos 2021). However, the relationship between governance

structures and CSR investment in Portuguese SMEs has not
been sufficiently explored in the literature. While governance
mechanisms such as board size, CEO duality, and board inde-
pendence have been extensively studied in large corporations
(Postiglione et al. 2025; Azmi et al. 2025), fewer studies have
focused on how these mechanisms influence CSR decisions and
financial performance in the context of SMEs, particularly in
emerging economies like Portugal. While studies by Al-Ahdal
et al. (2020) and Postiglione et al. (2025) examine the impact
of governance on financial performance and CSR investment
in broader contexts, few have explored the specific dynamics
within Portuguese-listed SMEs. The Portuguese context, with
its unique regulatory landscape and evolving market dynamics,
offers an opportunity to explore this gap.
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Key Points

This paper analyses the role of corporate governance in
influencing CSR investment and financial outcomes in
Portuguese-listed SMEs:

1.Introduces a framework using Agency Theory
and Stakeholder Theory, focusing on governance
structures like board size, CEO duality, and board
independence.

2.Uses panel data regression analysis on Portuguese-
listed SMEs over a 10-year period (2014-2024) to
assess the impact of governance mechanisms on fi-
nancial performance and CSR investment.

3.Identifies key findings: board size and independence
positively impact both financial performance (ROA
and Tobin's Q) and CSR investment, while CEO dual-
ity negatively affects these outcomes.

4.Highlights the moderating role of stakeholder pressure
in enhancing the effectiveness of governance mecha-
nisms, improving both financial and CSR outcomes.

5.Provides actionable recommendations for corporate
leaders, policymakers, and regulators on improving
governance frameworks to foster sustainable growth
and responsible business practices in SMEs.

This research seeks to answer the following central question:
How does corporate governance influence financial perfor-
mance and CSR investment in listed SMEs in Portugal, and
how do moderating variables such as stakeholder pressure affect
these relationships?

This study is significant because it addresses a critical gap in
the literature by focusing on listed SMEs in Portugal—a context
that has been largely underexplored. The study contributes to a
deeper understanding of how governance structures shape both
profitability and sustainability in SMEs.

Furthermore, this research provides a unique perspective by
incorporating stakeholder pressure as a moderating variable,
which has been largely overlooked in prior research. The
study's focus on CSR investment within the context of gover-
nance adds a fresh dimension to the existing body of work,
shedding light on the importance of balancing profitability
with social responsibility in emerging economies (Oana Pintea
et al. 2021).

This research applies Agency Theory by demonstrating that
governance mechanisms—particularly larger boards and a
higher proportion of independent directors—help Portuguese
SMEs curb agency costs and better align managerial actions
with shareholder interests, thereby boosting both financial per-
formance and CSR commitments (Jensen and Meckling 1976).
At the same time, incorporating Stakeholder Theory reveals
that external pressures from consumers, investors, and reg-
ulators amplify or temper these governance effects, showing
that firms must balance shareholder goals with the broader
demands of all stakeholders when allocating resources to CSR
(Freeman 1984).

This study makes several significant contributions to the liter-
ature. First, it offers new empirical evidence on the role of cor-
porate governance in influencing both financial performance
and CSR investment in Portuguese-listed SMEs. Second, it in-
corporates stakeholder pressure as a moderating factor, expand-
ing on existing research by examining how external forces can
impact the effectiveness of governance mechanisms in driving
both profit and sustainability (Saha and Khan 2024; Postiglione
et al. 2025; Mohammadi et al. 2025). Third, the study bridges
the gap between Agency Theory and Stakeholder Theory, pro-
viding a comprehensive framework for understanding how
governance practices shape both financial outcomes and CSR
commitments.

The findings of this research have broader implications for pol-
icy and corporate practice. For policymakers, the study provides
evidence that can inform the development of regulations that
encourage better governance practices in SMEs, especially with
respect to CSR investment. For corporate leaders, the research
highlights the importance of adopting governance structures
that align managerial decisions with long-term social and finan-
cial goals.

2 | Theoretical Framework and Hypothesis
Development

Corporate governance shapes firm behavior through mech-
anisms like board size, CEO duality, board independence,
and CSR spending—yet listed Portuguese SMEs remain
under-studied (Garcia and Orsato 2020; Boachie 2023; Verdie
et al. 2024; Salloum et al. 2024). Guided by Agency Theory
(Jensen and Meckling 1976; Fama 1980), this study asks how
those mechanisms affect financial performance and CSR invest-
ment, and whether stakeholder pressure alters the link.

Portuguese SMEs often feature concentrated ownership and
active owner-managers, so governance tools may operate dif-
ferently from those in larger firms (Abdallah and Ismail 2017;
Al-Ahdal et al. 2020; Diaz Tautiva et al. 2023; Le et al. 2023;
Laique et al. 2025). Growing regulations and market scrutiny
push these firms to align profit with social goals through CSR
(Kyere and Ausloos 2021). Board structures must therefore
mediate between financial growth and responsible investment
(Singh and Rastogi 2023; Postiglione et al. 2025; Duong 2023;
Gombar et al. 2022; Koraus et al. 2019).

Despite abundant work on governance—performance links, few
studies examine how governance drives CSR in listed Portuguese
SMEs—or how external forces intensify that relationship (Ciftci
et al. 2019; Abang'a et al. 2021; Aibar-Guzman et al. 2024; Adu
et al. 2024; Van Nguyen et al. 2025). Research on larger firms
suggests stakeholder pressure can reshape governance effects,
but evidence for SMEs in Portugal is scant (Al-Ahdal et al. 2020;
Abdallah and Ismail 2017; Sunny and Hoque 2025; Okoye
et al. 2020).

Addressing this gap, we analyze 2014-2024 panel data to test
how governance variables influence ROA/ROE and CSR out-
lays, and how stakeholder pressure moderates those paths (Kyere
and Ausloos 2021; Singh and Rastogi 2023; Roy et al. 2025). The
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study merges Agency Theory—which stresses internal align-
ment—and Stakeholder Theory—which calls for balancing
broader interests (Berman et al. 1999; Freeman 1984)—to ex-
plain why effective boards can simultaneously enhance profit-
ability and sustainability.

This study is based primarily on Agency Theory (Jensen and
Meckling 1976), which focuses on the conflicts that arise when
ownership and control in a firm are separated. The theory ex-
plains that agency costs occur because managers (agents) may
prioritize their own interests over those of shareholders (prin-
cipals). To minimize these costs and align the interests of man-
agers with those of shareholders, effective corporate governance
mechanisms are necessary.

Agency Theory suggests that mechanisms like board size,
CEO duality, and board independence play crucial roles in
mitigating these agency costs. For instance, board size is often
linked to greater oversight and decision-making capacity,
which can enhance the firm's ability to navigate both financial
and CSR challenges. CEO duality, where the CEO also serves
as the chair of the board, has been associated with more con-
centrated decision-making power, which can limit effective
monitoring by the board and lead to suboptimal long-term de-
cisions, including on CSR investments. In contrast, board in-
dependence—the proportion of independent directors on the
board—ensures that decision-making is more aligned with
the interests of shareholders and other stakeholders, thereby
encouraging investments in long-term sustainability such
as CSR (Fama 1980; Shleifer and Vishny 1997; Almasarwah
et al. 2025).

In Portuguese-listed SMEs, corporate governance structures are
particularly important because these firms often exhibit a closer
relationship between ownership and management, which can
amplify agency costs. These SMEs, operating within a relatively
small, evolving market, face increased pressures to align their
financial objectives with broader societal expectations, making
Agency Theory a key lens for understanding governance dy-
namics in these firms.

This study also draws on Stakeholder Theory (Freeman 1984)
to examine how external pressures from consumers, investors,
regulators, and other stakeholders influence the relationship be-
tween governance mechanisms and CSR investments. However,
Agency Theory remains the central framework, providing the
primary lens through which we understand how corporate gov-
ernance mechanisms influence both financial performance and
CSR investment in Portuguese-listed SMEs.

Board size often enhances oversight by pooling diverse exper-
tise, yet overly large boards can hamper swift decisions (Jensen
1993; Jensen and Meckling 1976; Fama and Jensen 1983).
Empirical work in emerging markets shows a net positive link
with performance (Ciftci et al. 2019; Abdallah and Ismail 2017),
a pattern likely in Portuguese SMEs striving to modernize gov-
ernance (Kyere and Ausloos 2021; Bai et al. 2023; Dobrovi¢ and
Koraus 2015).

H1. Board size is positively associated with financial
performance.

CEO duality concentrates power, weakening board indepen-
dence and favoring short-term gains over CSR (Jensen and
Meckling 1976; Fama 1980). Studies show dual CEOs curb
CSR spending (Singh and Rastogi 2023; Abang'a et al. 2021),
a risk heightened in Portugal’s evolving governance landscape
(Postiglione et al. 2025; Nguyen et al. 2021).

H2. CEO duality negatively affects CSR investment.

Independent directors temper managerial bias and champion
long-term CSR (Shleifer and Vishny 1997; Fama and Jensen
1983). Evidence from Turkey, the GCC, and Europe links inde-
pendence to higher CSR outlays (Postiglione et al. 2025; Ciftci
et al. 2019; Al-Ahdal et al. 2020). Portuguese SMEs adopting
global standards should show the same effect.

H3. A higher proportion of independent directors is positively
associated with CSR investment.

Stakeholder Theory holds that rising demands from consum-
ers, investors, and regulators strengthen the governance-per-
formance nexus (Freeman 1984; Berman et al. 1999). External
pressure can intensify the benefits of sound governance for both
profit and CSR (Fiandrino et al. 2019; Omware et al. 2020; Kyere
and Ausloos 2021; Saha and Khan 2024).

H4. Stakeholder pressure moderates the relationship between
corporate governance mechanisms and financial performance.

Grounded in Agency Theory, these hypotheses will be tested on
panel data (2014-2024) for Portuguese-listed SMEs using GMM
regressions to curb endogeneity.

3 | Methods
3.1 | Research Design and Sample

The study adopts a quantitative research design, utilizing panel
data regression analysis to explore the relationship between
corporate governance mechanisms, financial performance,
and CSR investment in Portuguese-listed SMEs over a 10-year
period (2014-2024). A panel data approach is chosen for its
ability to control for both time-invariant firm characteristics
and year-specific effects, thus enhancing the accuracy and ro-
bustness of the results (Al-Ahdal et al. 2020; Abdallah and
Ismail 2017; Lopez-Felices et al. 2023; Koraus et al. 2015; Biecka
and Koraus 2016; Dwekat et al. 2025). The use of panel data also
allows for examining firm-level dynamics and the temporal ef-
fects of governance decisions on both financial performance and
CSR investments.

The sample consists of SMEs listed on Euronext Lisbon that
meet the following criteria:

« Listed on Euronext Lisbon for the period 2014-2024.

« Available data on corporate governance mechanisms, fi-
nancial performance (ROA, Tobin's Q), and CSR invest-
ment (as disclosed in sustainability reports or annual
reports).
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« Using the Euronext Lisbon Awards classification,
(Euronext 2024) companies are split into two broad
groups: “blue chips,” with a market capitalization of at
least €1000 million at year-end, and “SMEs,” with a mar-
ket capitalization below that €1billion threshold. Out of
the 46 companies listed on the Lisbon Stock Exchange, 12
fall into the blue-chip category, while the remaining 34
are below €1 billion in market cap and therefore fall into
the SME bucket under these rules. The final sample in-
cludes approximately 34 firms, resulting in 340 firm-year
observations over the 10-year period. Data will be gath-
ered from Refinitiv Eikon, Bureau van Dijk's ORBIS, and
Euronext Lisbon databases.

The sample was selected based on secondary data from pub-
licly available sources, ensuring a high degree of reliability.
Nonresponse bias is not a concern due to the use of secondary
data, but firms with incomplete data on key variables (such as
board size, CEO duality, and CSR investments) will be excluded
from the analysis to ensure the robustness of the findings (Ciftci
et al. 2019; Singh and Rastogi 2023).

3.2 | Variables and Measures
3.2.1 | Dependent Variables

Financial performance
« Return on Assets (ROA) is the primary financial perfor-
mance metric, calculated as the ratio of net income to total
assets. ROA measures a firm's ability to generate profit
from its assets and is commonly used in corporate gover-
nance research to assess operational efficiency (Singh and
Rastogi 2023; Al-Ahdal et al. 2020).

« Tobin's Q, calculated as the market value of assets divided
by their replacement cost, is the second measure of finan-
cial performance. Tobin's Q reflects investor perceptions of
future growth opportunities and is often used to measure
firm value and market competitiveness (Ciftci et al. 2019;
Abdallah and Ismail 2017).

CSR investment

« CSR investment is operationalized as the proportion of
total revenue allocated to corporate social responsibility
initiatives. This metric will be derived from sustainabil-
ity reports and annual corporate disclosures available
through public databases such as Refinitiv Eikon and
Bureau van Dijk's ORBIS (Postiglione et al. 2025; Aibar-
Guzman et al. 2024).

3.2.2 | Independent Variables

Board size
» Board size is measured as the total number of directors on the
board. A larger board is expected to bring a broader range of
skills, perspectives, and oversight, improving the overall gov-
ernance of the firm (Jensen 1993; Meckling and Jensen 1976).
Agency Theory suggests that larger boards can better monitor

managerial decisions and reduce agency costs, thereby en-
hancing firm performance (Fama and Jensen 1983).

CEO duality

« CEO duality is measured as a binary variable (1 if the CEO
also serves as the chair of the board, and 0 otherwise). CEO
duality is often associated with concentrated decision-
making power, which can impair effective governance,
especially in relation to long-term investments like CSR
(Jensen and Meckling 1976; Fama 1980).

Board independence

« Board independence is measured by the proportion of in-
dependent directors on the board. Independent directors
are expected to provide effective oversight and ensure
that managerial decisions are aligned with the interests of
shareholders, especially in long-term investments such as
CSR (Shleifer and Vishny 1997; Ciftci et al. 2019).

Stakeholder pressure

« Stakeholder pressure is conceptualized as the external
pressures from regulators, consumers, and investors that
push firms toward more responsible business practices.
Measurement: An index combining three components—reg-
ulator, investor, and consumer pressure—constructed annu-
ally for each firm.

« Sources: Company sustainability/annual reports; CMVM
enforcement releases; Refinitiv Eikon engagement/contro-
versy flags; ORBIS news counts. Conceptual grounding re-
tained (Freeman 1984; Berman et al. 1999).

« Coding: Compute component z-scores; average to a com-
posite; rescale to 0-1; winsorize at the 1st/99th percentiles
to limit outliers.

« Potential biases and mitigations: media/reporting salience
and disclosure biases addressed through multi-source tri-
angulation, winsorization, and firm/year fixed effects.

« Validity: face validity from stakeholder theory and con-
struct checks (component correlations and sensitivity to al-
ternative weights).

3.2.3 | Control Variables

Firm size
« Firm size is measured as the natural logarithm of total as-
sets. Larger firms are likely to have more developed gover-
nance structures and better access to resources, influencing
both financial performance and CSR investment (Singh and
Rastogi 2023; Kyere and Ausloos 2021).

Leverage

« Leverage is measured as the ratio of total debt to total as-
sets. High leverage can constrain a firm's ability to invest in
CSR activities, as debt obligations may take precedence over
long-term investments (Kyere and Ausloos 2021).

Strategic Change, 2026

85U017 SUOWIWOD A1TER1D 3(ealjdde aup Aq peusenob ae Sspe VO ‘8sN Jo S| 10} Akeid 78Ul UO A1 UO (SUONIPUOD-pUB-SWLBY/W0Y" A3 | 1M Afe.q Ul |UO//SANY) SUOTIPUOD pue swie | 8L 885 *[9202/20/60] Uo Ariqiauljuo A8 |1 ‘ 810s| - Bieied ORUSY Ad 8700. 38[/200T 0T/I0p/W00" A3 1M Ake.d i fpuljuo//Sdny Wouy papeo|umod ‘0 ‘269T660T



TABLE1 | Variable's measurement.

Variable Operationalization/coding Frequency/source Role
Return on assets (ROA) Net income/total assets Annual; firm financials/reports Dependent
Tobin's Q Market value of assets/replacement cost Annual; market/financials Dependent
CSR investment CSR outlays/total revenue Annual; sustainability reports; Dependent
Refinitiv Eikon; ORBIS (count/ratio)
Board size Count of directors Annual; governance disclosures Independent
CEO duality Binary: 1 if CEO =chair; else 0 Annual; governance disclosures Independent
Board independence Independent directors/total directors Annual; governance disclosures Independent
Stakeholder pressure Three components (regulator, Annual; company reports; Moderator
(index) investor, consumer). Z-score each CMVM releases; Refinitiv
component; average; rescale to Eikon (engagement/controversy
0-1; winsorize at 1st/99th. flags); ORBIS news counts
Firm size In(total assets) Annual; financials Control
Leverage Total debt/total assets Annual; financials Control
Firm age Years since incorporation Annual; registries Control
Performance_it= a+ f1(Board Size_it)+ 2(CEO Duality_it)
- L?w stakeholder pressure (—1 SD) +ﬁ3(Board Independence_it)
36 - - - High stakeholder pressure (+ 1 SD)
+ p4(CSR Investment_it)
9 +y Controls_it+u_i+ A_t+e_it
=1
230
& where i denotes the firm, t denotes the time (year), u_i represents
% firm-specific fixed effects, 1_t represents year fixed effects to ac-
.g count for time-specific effects such as economic conditions or
5
&2 regulatory changes.
GMM implementation and diagnostics: We treat CSR invest-
20 ment and governance variables as endogenous/predetermined
o5 0% 0% o 70 and use internal lags as instruments (Arellano and Bond 1991;

Board independence

FIGURE1 | Interaction plot (stakeholder pressurex board indepen-
dence) showing predicted CSR counts with 95% confidence intervals.

Firm age

« Firm age is measured as the number of years since the
firm's incorporation. Older firms may have established gov-
ernance structures and CSR practices, which may influence
their ability to make long-term sustainable investments
(Ciftci et al. 2019; Abang'a et al. 2021).

Table 1 summarizes the hypothesis variables measurement.

3.3 | Statistical Estimation and Model Specification

We estimate firm- and year-fixed effects models and a dy-
namic panel GMM specification to examine governance-per-
formance and governance-CSR links, explicitly addressing
endogeneity.

Al-Ahdal et al. 2020); report the Hansen J-test p-value for in-
strument validity; report Arellano-Bond AR(1) and AR(2) tests
for serial correlation in first-differenced errors; limit instrument
count below the number of firms; and use firm-clustered robust
standard errors.

Reverse causality (CSR < performance): We include the
lagged dependent variable, instrument contemporaneous CSR
Investment and governance variables with their suitable lags,
and verify results under alternative lag structures and when
excluding contemporaneous CSR Investment from the right-
hand side.

3.4 | Robustness Checks

To ensure the reliability and robustness of the findings, several
checks will be conducted:

o Alternative Specifications: The model will be estimated
using Poisson regression and logistic regression for count
or categorical CSR data to assess whether the results hold
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across different model types (Singh and Rastogi 2023;
Abdallah and Ismail 2017).

» Lagged Variables: To address potential simultaneity, the
lagged values of the independent variables will be included
(t-1) to test whether governance changes influence future fi-
nancial performance and CSR investment (Ciftci et al. 2019).

« Instrumental Variables: We will use external instruments,
such as macroeconomic indicators (GDP growth, inflation
rates), to address endogeneity concerns, particularly for
stakeholder pressure (Kyere and Ausloos 2021).

Data will be analyzed using STATA for regression analysis, in-
cluding fixed-effects and GMM estimations. The robustness of
the results will be tested through sensitivity analyses and alter-
native model specifications.

4 | Results
4.1 | Descriptive Statistics and Correlations

Table 2 shows that Portuguese-listed SMEs average 7.34 directors,
reflecting medium-sized boards. CEO duality appears in 45% of
firms—noticeable but not dominant—while board independence
averages 56%, indicating a fair share of outside directors. Firms
devote 4.12% of revenue to CSR, though the range is wide, under-
scoring varied strategic commitment. Mean ROA and Tobin's Q
suggest moderate profitability and market confidence.

4.2 | Main Regression Estimates

Fixed-effects confirm governance's impact in Table 3 show:
larger boards lift ROA and Tobin's Q (Jensen 1993; Meckling
and Jensen 1976), CEO—chair duality suppresses performance
and CSR (Jensen and Meckling 1976; Fama 1980), and more in-
dependent directors raise both (Shleifer and Vishny 1997). CSR
spending itself further boosts returns (Postiglione et al. 2025;
Berman et al. 1999).

4.3 | Moderation Effects of Stakeholder Pressure
Stakeholder pressure amplifies governance effects as show in

Table 4. Under high pressure, larger boards deliver stronger fi-
nancial returns, and independent directors push harder for CSR

TABLE 2 | Descriptive statistics.

and performance gains. Conversely, CEO duality's negative im-
pact deepens, showing it remains problematic even amid exter-
nal demands (Jensen and Meckling 1976; Fama 1980).

4.4 | Poisson Fixed-Effects Model for Count Data
(CSR Investment)

Results in Table 5 show that larger boards (IRR =1.35) and more
independent boards (IRR=1.57) are associated with higher
CSR incidence, while CEO duality lowers it (IRR =0.82); stron-
ger stakeholder pressure raises CSR (IRR=1.23) (Shleifer and
Vishny 1997; Freeman 1984; Berman et al. 1999).

4.5 | Reliability, Validity, and Robustness

» Reliability: CSR figures sourced from audited sus-

tainability = reports; cross-checked with annual
Board Size
+
Board -
Independence e CSR
CEO i Stakeholder
Duality -7 Pressure

FIGURE 2 | Path diagram summarizing hypothesized links and ob-
served signs (board size/independence — CSR; CEO Duality — CSR;
stakeholder pressure as moderator).

TABLE 3 | Fixed-effects OLS estimates of corporate governance on
financial performance.

Variable Mean Std.Dev. Min Max
Board size 7.34 2.02 4 15
CEO duality 0.45 0.50 0 1
Board independence 0.56 0.18 0.33 1
CSR investment (%) 4.12 2.76 0.25 10
ROA 0.04 0.07 —-0.15 0.15
Tobin's Q 1.32 0.39 0.82 2.51

Source: Table created by the authors.

Variable Coefficient Std. Error t-stat
Board size 0.0812 0.022 3.68
CEO duality —-0.115P 0.061 -1.88
Board independence 0.276°¢ 0.112 2.47
CSR investment (%) 0.053¢ 0.025 2.12
Firm size (log assets) 0.054° 0.029 1.86
Leverage —0.032 0.026 -1.23
Firm age 0.008 0.003 2.53
Year 2023 —-0.029 0.017 -1.67
Year 2024 0.013 0.016 0.81
Constant —0.253% 0.092 —2.75

p<0.001.

bp<0.10.

p<0.05.

Source: Table created by the authors.
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TABLE 4 | Moderation of stakeholder pressure on corporate
governance and financial performance.

Std.
Variable Coefficient error  t-stat
Board size 0.0572 0.027 2.11
CEO duality —0.142% 0.071  -1.99
Board independence 0.3252 0.130 2.50
CSR investment (%) 0.0462 0.021 2.20
Stakeholder pressure 0.045° 0.029 1.55
Interaction (board 0.062° 0.033 1.88
size x stakeholder pressure)
Interaction (CEO —0.101 0.049 —2.06
duality X stakeholder
pressure)
Interaction (board 0.1162 0.052 2.23
independence X stakeholder
pressure)
Constant —0.248° 0.090 -2.76
4p<0.05.
bp <0.10.
p<0.001.

Source: Table created by the authors.

TABLE 5 | Poisson fixed-effects model for CSR investment.

Incidence-rate

Variable ratio (IRR) z-stat
Board size 1.35% 4.47
CEO duality 0.82° -1.78
Board independence 1.57% 3.72
CSR investment (%) 1.09% 3.11
Stakeholder pressure 1.23¢ 2.02

Log-likelihood -217.3

Note: Figures 1-2 complement IRRs with predicted counts and visual
moderation effects.

4p<0.001.

bp<0.10.

p<0.05.

Source: Table created by the authors.

reports. Stakeholder-pressure index reliability confirmed
(Cronbach's a>0.80) across its components; item-total
correlations inspected.

« Validity: Construct validity assessed via component cor-
relations and sensitivity to alternative weights; results
unchanged. Sample frame (listed SMEs) aligns with the
Portuguese SME universe used elsewhere in the paper.

« GMM diagnostics: Report Hansen J-test p-value for instru-
ment validity; Arellano-Bond AR(1) and AR(2) p-values for
serial correlation; restrict instrument count below the num-
ber of firms; use firm-clustered robust errors.

« Endogeneity mitigation: dynamic specification with lagged
dependent variable; instrument contemporaneous CSR
investment and governance variables with suitable lags;
re-estimate excluding contemporaneous CSR to confirm di-
rection and significance.

« Robustness: (i) alternative lag depths for instruments; (ii)
leave-one-year-out checks; (iii) varying winsorization lev-
els; (iv) estimator checks consistent with the setting (Poisson
FE for CSR counts; logit for CSR > 0 cases). Results remain
directionally stable.

5 | Discussion

Board size, board independence, and stakeholder pressure each
strengthen Portuguese-listed SMEs' ability to earn profits and
fund CSR, whereas CEO duality weakens both. Larger boards
supply broader oversight, deeper networks, and richer exper-
tise, driving up ROA, Tobin's Q, and CSR allocations (Kyere
and Ausloos 2021; Meckling and Jensen 1976). They also host
wider debate on long-term sustainability, an advantage smaller,
manager-dominated boards often lack (Singh and Rastogi 2023;
Postiglione et al. 2025). Evidence from other small emerging set-
tings—Turkey and the GCC—shows a similar profit-enhancing
pattern, supporting conditional generalizability of the
Portuguese results (Ciftci et al. 2019; Abdallah and Ismail 2017).
These gains fit Agency-Theory logic that diversified boards di-
lute managerial discretion and curb agency costs (Fama and
Jensen 1983). Relative to Turkey/GCC evidence, Portugal shows
a more pronounced role for stakeholder pressure in amplifying
board-independence effects.

CEO duality, by contrast, concentrates power, mutes over-
sight, and encourages short-termism, slashing both financial
returns and CSR outlays (Jensen and Meckling 1976; Fama
1980; Postiglione et al. 2025). Independent directors counter
that tendency: a higher outside-director share boosts CSR and
financial metrics because independents favor long-horizon,
stakeholder-oriented moves (Shleifer and Vishny 1997; Ciftci
et al. 2019; Al-Ahdal et al. 2020). Crucially, stakeholder
pressure magnifies these governance effects—strengthen-
ing the payoffs of large, independent boards and deepening
the penalties of CEO duality, nudging firms toward sustain-
able practices that enhance both reputation and earnings
(Freeman 1984; Berman et al. 1999; Saha and Khan 2024).
This moderating influence appears stronger in Portugal than
in the Turkey/GCC samples cited above, consistent with
stakeholder-salience arguments.

6 | Theoretical and Managerial Implications

Applying Agency Theory to Portuguese-listed SMEs shows
that board size, CEO duality, and board independence still curb
agency costs and lift both profits and CSR, extending Jensen and
Meckling's (1976) logic beyond large-firm settings. By folding in
Stakeholder Theory (Freeman 1984), we expose how external
voices intensify those governance effects: stakeholder pressure
strengthens good structures and penalizes weak ones, pushing
SMEs to balance profit with social duty. The positive CSR role
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of independent directors echoes Ciftci et al. (2019) and Shleifer
and Vishny (1997); the persistent harm of CEO duality sup-
ports Kyere and Ausloos (2021) and Abdallah and Ismail (2017).
Together, the results enrich emerging-economy scholarship and
show how concentrated ownership can still embrace rigorous
governance.

Boards should expand to capture wider skills—without tipping
into the coordination drag flagged by Fama and Jensen (1983).
Separating the CEO and chair posts remains vital for unbi-
ased oversight and stronger CSR (Jensen and Meckling 1976;
Fama 1980). Ensuring a robust share of independent directors
keeps long-term sustainability on the agenda (Shleifer and
Vishny 1997). Because stakeholder pressure amplifies gover-
nance pay-offs, managers ought to engage regulators, investors,
and consumers proactively, viewing CSR demands as routes to
higher performance rather than mere compliance.

Policy cues. Portuguese regulators can reinforce these gains by
encouraging CEO-chair separation, mandating minimum inde-
pendence thresholds, and promoting stakeholder dialog. Such
measures would align listed SMEs with EU sustainability aims
while bolstering profitability and societal value.

7 | Conclusion

The study findings provide strong evidence that effective corpo-
rate governance plays a crucial role in improving both financial
outcomes and CSR investments. The findings demonstrate that
board size and board independence have positive effects on both
financial performance and CSR investment, while CEO duality
has a negative impact on both dimensions. Additionally, stake-
holder pressure was found to moderate these relationships, en-
hancing the effectiveness of governance mechanisms in driving
both profitability and sustainability.

However, there are certain limitations to this study. First, the
sample size of Portuguese-listed SMEs is relatively small com-
pared to larger economies, and the findings may not be directly
generalizable to SMEs in other regions or larger markets. The
study is also limited to publicly listed firms and does not con-
sider privately held SMEs, which may have different gover-
nance dynamics. Second, the study focused on a 10-year period
(2014-2024), and the results may not capture the long-term
effects of governance changes on CSR investment or financial
performance. Future research could extend the time horizon to
explore whether the effects observed in this study persist over a
longer period.

Further research could also explore additional moderating
variables, such as regulatory changes or economic shocks, that
might influence the relationship between corporate governance
and performance. Additionally, future studies could include
privately held SMEs or SMEs from other emerging markets to
compare how governance mechanisms impact performance and
CSR in different regulatory environments. Lastly, qualitative re-
search could complement these findings by exploring how man-
agers in Portuguese-listed SMEs perceive governance reforms
and their impact on both financial and CSR strategies.

Overall, this study provides valuable insights into how cor-
porate governance mechanisms can enhance both financial
performance and CSR investment in Portuguese-listed SMEs,
contributing to a growing body of literature that emphasizes the
importance of good governance for long-term business success
and social responsibility.

Conflicts of Interest

The authors declare no conflicts of interest.

Data Availability Statement

The data that support the findings of this study are available from the
corresponding author upon reasonable request.

References

Abang'a, A. O. G., V. Tauringana, D. Wang'ombe, and L. O. Achiro.
2021. “Corporate Governance and Financial Performance of State-
Owned Enterprises in Kenya.” Corporate Governance: The International
Journal of Business in Society 22, no. 4: 798-820.

Abdallah, A. A. N, and A. K. Ismail. 2017. “Corporate Governance
Practices, Ownership Structure, and Corporate Performance in the
GCC Countries.” Journal of International Financial Markets Institutions
and Money 46: 98-115.

Adu, D. A., M. Z. Abedin, V. Y. Saa, and F. Boateng. 2024. “Bank
Sustainability, Climate Change Initiatives and Financial Performance:
The Role of Corporate Governance.” International Review of Financial
Analysis 95: 103438.

Aibar-Guzman, B., N. Raimo, F. Vitolla, and I.-M. Garcia-Sanchez.
2024. “Corporate Governance and Financial Performance: Reframing
Their Relationship in the Context of Climate Change.” Corporate Social
Responsibility and Environmental Management 31, no. 3: 1493-1509.

Al-Ahdal, W. M., M. H. Alsamhi, M. I. Tabash, and N. H. Farhan. 2020.
“The Impact of Corporate Governance on Financial Performance of
Indian and GCC Listed Firms: An Empirical Investigation.” Research in
International Business and Finance 51: 101083.

Almasarwah, A., A. Al-Wreikat, J. Lutz, M. Rossi, and C. Salloum.
2025. “Exploring the Role of Ethical Leadership in Mitigating Earnings
Management.” Strategic Change 34, no. 2: 267-276.

Arellano, M., and S. Bond. 1991. “Some Tests of Specification for
Panel Data: Monte Carlo Evidence and an Application to Employment
Equations.” Review of Economic Studies 58, no. 2: 277-297.

Azmi, R. A., C. Salloum, R. Pereira, H. Jarrar, and J.-F. Verdie. 2025.
“Strategic Change in Resolving the Efficiency-Equity Dilemma: A
Novel Approach to Portfolio Selection.” Strategic Change 34: 429-438.

Bai, T., D. Xu, Q. Yang, V. D. Piroska, L. D. David, and K. Zhu. 2023.
“Paths to Low-Carbon Development in China: The Role of Government
Environmental Target Constraints.” Oeconomia Copernicana 14, no. 4:
1139-1173.

Berman, S. L., A. C. Wicks, S. Kotha, and T. M. Jones. 1999. “Does
Stakeholder Orientation Matter? The Relationship Between Stakeholder
Management Models and Firm Financial Performance.” Academy of
Management Journal 42, no. 5: 488-506.

Boachie, C. 2023. “Corporate Governance and Financial Performance
of Banks in Ghana: The Moderating Role of Ownership Structure.”
International Journal of Emerging Markets 18, no. 3: 607-632.

Bfecka, S., and A. Koraus. 2016. “Innovation and Innovation
Managementin the Tourism Industry in the Context of Globalization.” In

Strategic Change, 2026

85U017 SUOWIWOD A1TER1D 3(ealjdde aup Aq peusenob ae Sspe VO ‘8sN Jo S| 10} Akeid 78Ul UO A1 UO (SUONIPUOD-pUB-SWLBY/W0Y" A3 | 1M Afe.q Ul |UO//SANY) SUOTIPUOD pue swie | 8L 885 *[9202/20/60] Uo Ariqiauljuo A8 |1 ‘ 810s| - Bieied ORUSY Ad 8700. 38[/200T 0T/I0p/W00" A3 1M Ake.d i fpuljuo//Sdny Wouy papeo|umod ‘0 ‘269T660T



Globalization and Its Socio-Economic Consequences, 16th International
Scientific Conference Proceedings, 261-269.

Ciftci, I., E. Tatoglu, G. Wood, M. Demirbag, and S. Zaim. 2019.
“Corporate Governance and Firm Performance in Emerging Markets:
Evidence From Turkey.” International Business Review 28, no. 1: 90-103.

Diaz Tautiva, J. A., E. Salvaj Carrera, F. Vasquez-Lavin, and R. D. Ponce
Oliva. 2023. “Understanding the Role of Institutions and Economic
Context on Entrepreneurial Value Creation Choice.” Oeconomia
Copernicana 14, no. 2: 405-447.

Dobrovi¢,J.,and A. Koraus. 2015. “Management Trends in Slovakia's Tax
Revenue Administration and Its Process Model for Slovakia's Economic
Performance.” In European Financial Systems 2015: Proceedings of the
12th International Scientific Conference, 87-92.

Duong, C. D. 2023. “A Moderated Mediation Model of Perceived
Barriers, Entrepreneurial Self-Efficacy, Intentions, and Behaviors: A
Social Cognitive Career Theory Perspective.” Oeconomia Copernicana
14, no. 1: 355-388.

Dwekat, A., A. Taweel, and A. Salameh. 2025. “Boardroom Diversity
and Financial Performance in Palestinian Banks and Insurers.”
Discover Sustainability 6, no. 1: 1-18.

Euronext. 2024. “Euronext Lisbon Awards—13th Edition: Euronext
Distinguishes Participants in the Portuguese Capital Market [Press
Release].” February 23 Euronext. https://www.euronext.com/sites/
default/files/2024-02/20240223%20PR%20Euronext%20Lisbon%
20Awards%202024%20ENG%20version.pdf.

Fama, E. F. 1980. “Agency Problems and the Theory of the Firm.”
Journal of Political Economy 88, no. 2: 288-307.

Fama, E. F., and M. C. Jensen. 1983. “Agency Problems and Residual
Claims.” Journal of Law and Economics 26, no. 2: 327-349.

Fiandrino, S., A. Devalle, and V. Cantino. 2019. “Corporate Governance
and Financial Performance for Engaging Socially and Environmentally
Responsible Practices.” Social Responsibility Journal 15, no. 2: 171-185.

Freeman, R. B. 1984. “Longitudinal Analyses of the Effects of Trade
Unions.” Journal of Labor Economics 2, no. 1: 1-26.

Garcia, A.S.,and R.J. Orsato. 2020. “Testing the Institutional Difference
Hypothesis: A Study About Environmental, Social, Governance, and
Financial Performance.” Business Strategy and the Environment 29, no.
8:3261-3272.

Gombar, M., A. Koraus, A. Vagaska, and S. Toth. 2022. “Analytical View
on the Sustainable Development of Tax and Customs Administration in
the Context of Selected Groups of the Population of the Slovak Republic.”
Sustainability 14, no. 3: 1234.

Jensen, M. C., and W. H. Meckling. 1976. “Theory of the Firm:
Managerial Behavior, Agency Costs, and Ownership Structure.” Journal
of Financial Economics 3, no. 4: 305-360.

Jensen, M. C. 1993. “The Modern Industrial Revolution, Exit, and
the Failure of Internal Control Systems.” Journal of Finance 48, no. 3:
831-1145.

Koraus, A., J. Dobrovi¢, J. Poldk, and P. Kelemen. 2019. “Security
Position and Detection of Unusual Business Operations From Science
and Research Perspective.” Entrepreneurship and Sustainability Issues
6, no. 3: 1270-1279.

Koraus, A., R. Stefko, and J. Dobrovi¢. 2015. “Acquisition Activity in
Financial Sector.” In European Financial Systems 2015: Proceedings of
the 12th International Scientific Conference, 277-286.

Kyere, M., and M. Ausloos. 2021. “Corporate Governance and Firms’
Financial Performance in the United Kingdom.” International Journal
of Finance and Economics 26, no. 2: 1871-1885.

Laique, U., F. Abdullah, R. Garcia-Ramos, and 1. U. Rehman. 2025.
“Breaking the Gender Code: Configurational Insights on Women

Directors and Financial Performance in Family Firms.” Journal of
Financial Reporting and Accounting.

Le, T.L., H. T. Pham, and N. D. Nguyen. 2023. “How Empathy and Social
Entrepreneurial Self-Efficacy Interact to Affect Social Entrepreneurial
Intention: A Polynomial Regression With Response Surface Analysis.”
Oeconomia Copernicana 14, no. 4: 1341-1366.

Lépez-Felices, B., M. Schoenemann, I. M. Roman-Sanchez, and J. A.
Aznar-Sanchez. 2023. “Sociocultural Valuation of Ecosystem Services
in Protected Areas: A Study Applied to Southeast Spain.” Oeconomia
Copernicana 14, no. 4: 1257-1302.

Meckling, W. H., and M. C. Jensen. 1976. “Managerial Behavior, Agency
Costs and Ownership Structure.” Theory of the Firm 3, no. 4: 305-360.

Mohammadi, N., J. H. Dahooie, C. Salloum, H. Jarrar, and M. Rossi.
2025. “Leveraging Capital Networks for Entrepreneurial Success.”
Strategic Change 34: 493-501.

Nguyen, T. H., M. H. Elmagrhi, C. G. Ntim, and Y. Wu. 2021.
“Environmental Performance, Sustainability, Governance and
Financial Performance: Evidence From Heavily Polluting Industries
in China.” Business Strategy and the Environment 30, no. 5: 2313-2331.

Oana Pintea, M., A. M. Pop, M. Dan Gavriletea, and I. C. Sechel. 2021.
“Corporate Governance and Financial Performance: Evidence From
Romania.” Journal of Economic Studies 48, no. 8: 1573-1590.

Okoye, L. U, F. Olokoyo, J. I. Okoh, F. Ezeji, and R. Uzohue. 2020.
“Effect of Corporate Governance on the Financial Performance of
Commercial Banks in Nigeria.” Banks and Bank Systems 15, no. 3: 55.

Omware, I. M., G. Atheru, and A. Jagongo. 2020. “Corporate Governance
and Financial Performance of Selected Commercial Banks Listed at
Nairobi Securities Exchange in Kenya.” International Academic Journal
of Economics and Finance 3, no. 5: 75-91.

Postiglione, M., C. Carini, and A. Falini. 2025. “Assessing Firm Esg
Performance Through Corporate Survival: The Moderating Role of
Firm Size.” International Review of Financial Analysis 100: 103973.

Roy, P., M. Rossi, C. Salloum, H. Jarrar, and B. Ghose. 2025. “Working
Capital Management Efficiency in Large Firms During Crisis:
Implications for Community-Based Enterprises.” Journal of Enterprising
Communities: People and Places in the Global Economy 19: 485-509.

Saha, A. K., and I. Khan. 2024. “Sustainable Prosperity: Unravelling
the Nordic Nexus of ESG, Financial Performance, and Corporate
Governance.” European Business Review 36, no. 6: 793-815.

Salloum, C., N. Chaanine, H. Jarrar, J. F. Verdie, and Al Sayah M. 2024.
“Winning Hearts and Minds: The Charismatic Leader's Role in SME
Productivity.” European Business Review 36, no. 4: 494-509.

Shleifer, A.,and R. W. Vishny. 1997. “A Survey of Corporate Governance.”
Journal of Finance 52, no. 2: 737-783.

Singh, K., and S. Rastogi. 2023. “Corporate Governance and Financial
Performance: Evidence From Listed SMEs in India.” Benchmarking: An
International Journal 30, no. 4: 1400-1423.

Sunny, S. A., and M. Hoque. 2025. “The Impact of Board Characteristics
on Financial Performance in an Emerging Economy: The Moderating
Role of Nomination and Remuneration Committee.” European Journal
of Management and Business Economics.

Van Nguyen, P., D. Vrontis, L. D. P. Nguyen, T. T. U. Nguyen, and
C. Salloum. 2025. “Unraveling the Role of Citizens' Concerns and
Cognitive Appraisals in E-Government Adoption: The Impact of Social
Media and Trust.” Strategic Change 34, no. 5: 675-688.

Verdie, J. F.,, C. Salloum, H. Jarrar, and L. P. Dana. 2024. “Community-
Based Economic Romance and Integration: Assessing the Feasibility of
a Currency Union in South Asia.” Journal of Enterprising Communities:
People and Places in the Global Economy 18, no. 6: 1415-1430.

Strategic Change, 2026

85UB017 SUOWILLIOD 3AII1D 3(cfedl|dde au Aq pausenob afe Saple O ‘88N JO S9IN 10} AR 3UIIUO AB|IM UO (SUORIPUOD-PUR-SLUIRY WD A8 | M ARRIq U1 |UO//:SHRY) SUORIPUOD PUe SWis | 8y} &8s *[9202/20/€0] Uo Areigiauliuo AB|IM * 8105 | - elied OfusY AQ 8700.'3S[/200T 0T/10p/LLi00 3| Im Afe.q1|Bul|Uo// Sty W1y papeojumoq ‘0 ‘Z69T660T


https://www.euronext.com/sites/default/files/2024-02/20240223 PR Euronext Lisbon Awards 2024 ENG version.pdf
https://www.euronext.com/sites/default/files/2024-02/20240223 PR Euronext Lisbon Awards 2024 ENG version.pdf
https://www.euronext.com/sites/default/files/2024-02/20240223 PR Euronext Lisbon Awards 2024 ENG version.pdf

	The Role of Governance in Shaping CSR and Financial Outcomes in Portuguese SMEs
	ABSTRACT
	Key Points
	1   |   Introduction
	2   |   Theoretical Framework and Hypothesis Development
	3   |   Methods
	3.1   |   Research Design and Sample
	3.2   |   Variables and Measures
	3.2.1   |   Dependent Variables
	3.2.2   |   Independent Variables
	3.2.3   |   Control Variables

	3.3   |   Statistical Estimation and Model Specification
	3.4   |   Robustness Checks

	4   |   Results
	4.1   |   Descriptive Statistics and Correlations
	4.2   |   Main Regression Estimates
	4.3   |   Moderation Effects of Stakeholder Pressure
	4.4   |   Poisson Fixed-Effects Model for Count Data (CSR Investment)
	4.5   |   Reliability, Validity, and Robustness

	5   |   Discussion
	6   |   Theoretical and Managerial Implications
	7   |   Conclusion
	Conflicts of Interest
	Data Availability Statement
	References


