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Abstract

This paper investigates the financial performance and corporate governance variables
that influence firm valuation. This study analyzes 91 Spanish small and medium-sized
enterprises (SMEs) listed on BME Growth using a fixed effects panel data model based on
5760 observations. This study covered a period of five years from 2015 to 2019. This study
concludes that profitability, capital structure and ownership concentration are key value
drivers, while liquidity and efficiency are not statistically significant and require further
contextual examination. Regarding corporate governance, the presence of controlling
shareholders was found to have a significant positive impact on firm value, reinforcing the
importance of ownership concentration in reducing agency conflicts and enhancing over-
sight. Other governance frameworks, such as firm structure and managerial concentration,
did not exhibit significant effects.

Keywords: firm value; financial performance; corporate governance; Tobin’s Q

1. Introduction

According to the theory of the firm, the main financial objective of companies is to
maximize shareholder value (Hirdinis, 2019). In recent years, researchers have attempted
to develop various models based on hypotheses concerning financial and market factors,
board structure, ownership and governance levels, and the cost of capital to facilitate
decision-making for investors and shareholders. The determination of firm value is a
systematic process in which a series of internal and external factors contribute to achieving
the objective of maximizing the company’s value, which in turn maximizes shareholder
wealth (Damodaran, 2012).

The share market price, which represents firm value and performance, influences
investors’ decision-making processes. Information on market price can inform investors’
investment strategies. Investors tend to purchase shares that are undervalued and avoid
those that are overvalued (Sudiyatno et al., 2020).

Financial ratios are widely used to evaluate a firm’s financial health and performance.
This research explores the impact of profitability, liquidity, productivity, and capital struc-
ture on the firm valuation. Profitability is measured through ROA and ROE, with mixed
evidence on their impact on stock prices (Arifianto & Chabachib, 2016; Laim et al., 2015).
Liquidity is measured using the Current Ratio, which reflects a firm'’s ability to meet short-
term obligations. Productivity is measured using the Total Asset Turnover (TATO) ratio,
which measures a firm’s efficiency in using its assets to generate income. Evidence on
TATO'’s influence on firm value is also mixed. Capital structure is calculated using Debt-to-
Equity Ratio (DER) and solvency ratios. High DER can increase financial risk, but findings
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on its relationship with firm value vary. Some studies report negative effects of leverage,
while others find positive or insignificant results (Charumanithi & Krishnan, 2016).

Corporate governance remains one of the most critical topics in finance, closely linked
to market price, profitability, and the general performance and productivity of the economic
system. Additionally, studies (Yermack, 1996, Gompers et al., 2003; Klapper & Love, 2004;
Florackis et al., 2009) related to corporate governance highlight the importance of features
that influence firm value.

The corporate governance framework serves as a mechanism to protect investors
against potential conflicts of interest between shareholders and company manage-
ment. Rooted in agency theory, effective corporate governance helps ensure that in-
vestors receive returns on their investments (Kurnia et al., 2020). Agency theory posits
that managers and owners have significantly different interests (Fama & Jensen, 1983;
Jensen & Meckling, 1976).

Previous studies have yielded inconclusive and inconsistent results regarding the fac-
tors that influence firm value. Considering the significant role of SMEs in global economies,
particularly in job creation, wealth generation, and economic growth (Mateev et al., 2013;
Newman et al., 2012), this research examines financial performance and corporate gov-
ernance as variables influencing firm value in the context of Spanish small and medium
companies listed on the alternative stock market, also known as BME Growth.'

BME Growth is a platform designed for Spanish small and medium-sized enterprises
(SMESs) to access capital markets. It provides a key gateway for these growing companies
to secure the funding they need for expansion and development (BME Growth, 2025). BME
Growth helps by offering these companies increased visibility and credibility, making it
easier for them to secure the necessary capital for growth.

According to the Spanish context, SMEs are the backbone of the economy, comprising
over 99% of all businesses and employing 80% of the workforce, contributing 65% to the
country’s GDP. The Spanish business landscape is characterized by several distinctive fea-
tures, including a high concentration of ownership and management (Rodriguez-Valencia &
Lamothe Fernandez, 2023). The typical listed Spanish company has multiple major control-
ling shareholders, with many firms having less than 50% of their shares available for public
trading. Additionally, private Spanish SMEs often trade at a premium compared to listed
firms, reflecting their relative illiquidity and higher risk (Rodriguez-Valencia et al., 2023).
Firms in countries such as Germany, France, Portugal and Italy tend to exhibit similar pat-
terns in ownership structures, board composition, insider-oriented corporate governance
and prevalence of family firms. However, some differences can be observed among firms in
these countries. France’s corporate governance system resembles the Anglo-Saxon model,
especially among large listed firms, with greater transparency and stricter regulations.
Italy and Spain maintain a strong tradition of family-owned businesses, with boards often
controlled by majority shareholders. Portugal, though smaller, shows similar traits to Spain,
including concentrated ownership (Colli et al., 2013; Aguilera & Jackson, 2010).

The objective of this paper is to investigate the financial performance and corpo-
rate governance variables that influence firm valuation in the context of listed Spanish
small and medium-sized enterprises using a fixed effect model panel data approach with
5760 observations from 91 SMEs from 2015 to 2019.

This study simultaneously examines the impact of financial performance and corporate
governance on firm value since there is a complementary relationship between these two
factors in fostering value creation. While financial performance serves as a proxy of a
firm’s operations and profitability, corporate governance establishes the structures and
mechanisms that ensure the alignment of interests between management and shareholders,
reducing conflicts and improving strategic decision-making.
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Our research makes several important contributions to the academic literature. First,
it enhances and extends the body of work examining the impact of ownership concentra-
tion on firm value, focusing specifically on small and medium-sized enterprises, many of
which are family-owned or exhibit high levels of ownership concentration. In addition, we
contribute to the literature by exploring the role of independent directors in influencing
firm value within a soft corporate governance framework, from which SMEs are typically
exempt. Third, we estimate a model to examine the impact of profitability, capital structure
and corporate governance mechanisms, specifically ownership structure, board compo-
sition and managerial structure on listed SMEs. The findings suggest that profitability
and ownership concentration are significant determinants of firm value, underscoring
the critical roles of operational efficiency and effective shareholder monitoring. Liquidity,
operational efficiency, capital structure, and other governance mechanisms such as firm
structure and managerial concentration do not exhibit statistically significant effects, em-
phasizing the importance of accounting for firm-specific and industry-specific contexts
when assessing the determinants of firm value. Fourth, the findings of this study, based on
a sample of Spanish firms, may be generalizable to companies in other countries that share
similar corporate structures, such as France, Portugal, Italy, etc.

This paper is organized as follows: Section 2 discusses the theoretical framework
and formulates research hypotheses; Section 3 outlines the research methodology; and
Section 4 describes and examines the empirical results. Finally, Section 5 summarizes the
main findings and conclusions.

2. Theoretical Background

This research draws upon recognized financial theories, including trade-off theory,
pecking order theory, agency theory, and signaling theory. A brief introduction to these
theories is provided before formulating hypotheses in our specific empirical context.

2.1. Trade-Off Theory

Under option pricing theory, debt can be viewed as a short put option that the lender
sells to the borrower. In contrast, equity is to be considered a call option on the firm’s assets.
Merton (1974) was the first to formally develop this conceptual basis, building on the initial
study conducted by Black and Scholes (1974), who had already noted in their research that
firm equity can be examined as a call option on the firm’s assets. The trade-off theory posits
that enterprises typically finance their operations through a combination of debt and equity.
Companies utilize debt to the point where the tax benefits of additional leverage are offset
by the costs of financial distress, including bankruptcy, reorganization, and agency costs.
According to (Titman & Wessels, 1988), firms can balance the marginal cost and benefit
by trading off equity and debt financing decisions to achieve an optimal capital structure.
The optimal capital structure determined by trade-off theory encompasses several factors,
including agency cost (Jensen & Meckling, 1976; S. C. Myers, 1977), taxes (Modigliani &
Miller, 1963; DeAngelo & Masulis, 1980), and cost of financial distress (Kim, 1978; Kraus &
Litzenberger, 1973), while maintaining the assumption of market efficiency and symmetric
information.

Kraus and Litzenberger (1973) initially introduced the theory, and later it was refined
by S. Myers and Majluf (1984). The trade-off theory disputes Modigliani and Miller’s
(1958) claim by asserting that debt benefits may be negligible or adverse, especially without
corporate taxation (Dinh & Pham, 2010).

In 1963, Modigliani and Miller proposed the Modigliani-Miller Irrelevance Theorem
(MMT), which states that a company’s value has no impact on its capital structure, assuming
certain ideal conditions, such as the absence of taxes, transaction costs, bankruptcy costs,
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agency problems, or information asymmetries, and the existence of efficient markets.
Building on this, Ehrhardt and Brigham (2011) developed the MM-2 model, also known as
the MM model with corporate taxation, which refines the original theory by incorporating
the impact of corporate taxation.

There are two ways companies can finance their assets: through debt or by issuing
equity. The main advantage of the former is the tax savings from interest payments (tax
shield). Therefore, there is a trade-off between the tax benefits of interest and the cost
of financial distress. These tax benefits exist because interest (the cost of debt) is tax-
deductible. An increase in debt can be beneficial due to the tax shield; however, it is
important to consider that excessive debt can lead the company into financial distress,
which is risky (Herrera et al., 2017).

Nevertheless, this theory has been criticized by many due to its lack of practicality. The
firm value is influenced by numerous factors, such as information asymmetry, bankruptcy
cost, agency problems, tax considerations, and industry deviations. Optimal capital struc-
ture can only be achieved if the aforementioned factors are taken into consideration for
measuring the value of the firm (Sudiyatno et al., 2020; Agyei et al., 2020).

2.2. Pecking Order Theory

In 1961, Donalson proposed the pecking order, and it was then introduced by S. Myers
and Majluf (1984), who postulate that a firm’s financing needs determine the level of
leverage. The theory postulates that companies with higher profitability typically have
smaller debts.

Enterprises tend to follow a financing hierarchy, typically preferring internal resources
first, followed by debt, and turning to new equity issuance only as a last resort. This
sequence reflects a progression from lower-cost to higher-cost sources of capital. Typically,
firms utilize their own earnings initially because they have relatively minimal cost. This
occurs in more profitable firms, as they are able to finance themselves before seeking
external funding. With self-financing, the manager acts as both the provider and the user
of funds, which eliminates the problem of information asymmetry. Secondly, firms request
external debt, and finally, they consider the alternative of issuing new shares and generating
equity (Rehman, 2016; Agyei et al., 2020).

According to (Donaldson, 1961; S. Myers & Majluf, 1984), the preference for internal
funding sources is due to the floatation costs that are expected to be avoided and generally
associated with external funding. They argue that while the net benefits of using external
financing often outweigh flotation costs, firms prioritize internal funding to maximize
the wealth of existing shareholders. Indeed, financing from debts or issuing new equity
conveys signals to the market. If managers issue more shares, rational shareholders or
investors may perceive that the stock is overvalued, and the stock price is likely to decline
in the near future (Rehman, 2016). Notwithstanding the scenario explained above, in reality,
the sources of financing for some firms may not adhere to the sequence scenario cited in
the pecking order theory.

This study explores the impact of financial performance on firm value. The empirical
research model is illustrated in Figure 1. Hence, we make the following hypothesis:

H1: Financial performance influences firm value.

Profitability is a key indicator for assessing the operational efficiency and long-term
sustainability of financial institutions. Improved profitability indicates the firm’s enhanced
profit-generating ability. Strong profitability not only improves their ability to withstand
economic shocks but also increases their appeal to investors. This study analyzes two
variables: ROA and ROE.
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Figure 1. Empirical research model.

The return on assets (ROA) ratio assesses a firm’s profitability relative to its total assets.
Several studies have found a positive relationship between ROA and stock prices, including
(Jeroh, 2020; P. A. Dewi & Suaryana, 2013; Pandansari, 2012; S. Dewi & Hidayat, 2014;
Kohansal et al., 2013; Daniel, 2015; Permana, 2017; Idawati & Wahyudi, 2015; Polii et al., 2014;
Yulsiati, 2016). However, other research, such as (Meythi & Rusli, 2011; Safitri, 2013; Buigut
et al., 2013), found no significant effect of ROA on stock prices.

Return on Equity (ROE) is a profitability ratio that evaluates a firm'’s ability to generate
net income relative to shareholders’ equity. High ROE tends to attract investors, boosting
stock prices. Studies by (Arifianto & Chabachib, 2016; Sucuahi & Cambarihan, 2016;
Suffah & Riduwan, 2016; Tiska, 2015; Hamidah & Umdiana, 2017) support the positive
relationship between profitability and firm value. However, conflicting results have also
been reported; while (Purba & Africa, 2019; Arifianto & Chabachib, 2016) found a positive
effect of profitability on firm value, (Laim et al., 2015) identified a negative relationship,
and studies by (Hirdinis, 2019) found no significant impact. Therefore, we propose the
following hypotheses:

H1a: Higher levels of profitability are positively associated with increased firm value in small and
medium-sized enterprises.

The Current Ratio (CR), a key indicator of liquidity, is determined by the ratio of
current assets divided by current liabilities. The liquidity variable impacts firm value by
indicating the company’s capacity to fulfill short-term obligations. A favorable liquidity
condition tends to generate a positive perception of the firm'’s financial health among
investors, thereby enhancing the company’s overall value (Brigham & Houston, 2021;
Damodaran, 2012). Therefore, we propose the following hypotheses:

H1b: The liquidity ratio positively affects the firm value of small and medium-sized enterprises
listed on secondary markets.

The Total Asset Turnover (TATO) ratio assesses how efficiently a firm utilizes its assets
to generate sales revenue. A higher TATO ratio indicates more effective asset utilization.
According to (Tan et al., 2014) a positive relationship between Total Asset Turnover (TATO)
and firm value can be achieved when a company effectively manages its assets to enhance
productivity. As TATO increases, indicating more efficient use of assets to generate revenue,
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firm value is also expected to rise. Therefore, a higher TATO is expected to contribute
positively to the firm’s value. Deitiana (2013) found no significant relationship. Therefore,
we propose the following hypotheses:

Hlc: The productivity of the firm positively affects the firm’s value listed on secondary markets.

Capital structure refers to the mix of debt and equity used to finance a firm'’s op-
erations and plays a crucial role in determining firm value. A company may secure
additional capital to support its operations by issuing equity, debt, or hybrid securities
(Stoiljkovi¢ et al., 2022).

Some authors find that during the early stages of a firm’s development, debt serves as
the primary source of financing. However, as firms reach maturity, they tend to replace debt
with internal capital, consistent with the pecking order theory (Simatupang et al., 2019).
Studies related to the capital structure impact on firm value assuming the pecking order
hypothesis include (Friend & Lang, 1988; Harris & Raviv, 1991; Shah & Khan, 2007; Akhtar
& Oliver, 2009; Rajan & Zingales, 1995). Agency costs are also a key component of the
trade-off model. A firm’s ownership structure is reflected in its capital structure, which
directly affects the extent of agency costs. Variations in capital structure result in both
qualitative and quantitative differences in these costs (Jensen & Meckling, 1976).

This research draws on established theories, such as the trade-off theory and pecking
order theory, which offer relevant explanations for the capital structure decisions of Spanish
SME:s listed on alternative stock markets. For this purpose, three variables have been used:
Debt-to-Equity Ratio (DER), leverage and Solvency.

The Debt-to-Equity Ratio (DER) is a key leverage ratio used in capital structure
theory to balance the benefits and costs of debt. It is calculated by dividing total debt
by shareholders’ equity. Beyond its function in a firm’s financial structure, the Debt-to-
Equity Ratio (DER) provides broader insights into financial viability and risk. In investment
decisions, DER significantly influences perceived firm value. Researches show that DERs
influence firm value (Rompas, 2013; Lindayani & Dewi, 2016; Lestari, 2023)

Leverage is measured as the ratio of total debt to total assets, suggesting the extent
of debt utilization in a firm’s capital structure. A low leverage ratio indicates a strong
equity position, while a high ratio suggests higher risk, as leverage amplifies both gains
and losses within the capital structure (Rehman, 2016; Fosu et al., 2016). Research by
(P. A. Dewi & Suaryana, 2013; Charumanithi & Krishnan, 2016), and (Daniel, 2015) found a
negative relationship between leverage ratios and stock prices, while (Pandansari, 2012;
Chen, 2011; Jeroh, 2020) reported positive effects. Other studies, including (Manoppo &
Arie, 2016; Sunarto & Agus, 2009; Suffah & Riduwan, 2016; Rahman, 2014), concluded that
capital structure positively influences firm value.

Solvency ratio, calculated as total equity divided by total debt, assesses a firm’s
capacity to meet long-term obligations. This ratio quantifies the proportion of a firm’s
equity compared to its debt. It reflects how a firm finances its operations whether it’s
more reliant on owner-invested funds (equity) or borrowed funds (debt). A high total
equity to total debt ratio reflects the extent to which a company depends on debt financing
relative to equity; a lower debt ratio indicates greater reliance on equity financing. This
typically results in lower financial risk, greater flexibility, and increased investor confidence.
Conversely, a low ratio reflects higher leverage, which can elevate financial risk and
potentially reduce firm value.

The impact of this ratio on firm value hinges on achieving an optimal balance between
risk and return. The trade-off theory posits that firms aim to balance the tax advantages of
debt against the potential costs linked to financial distress (Prasetiyo, 2022). Safitri (2013)
found no significant effect, whereas Tan et al. (2014) and Sondakh et al. (2015) identified a
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positive relationship between solvency ratios and firm value. Therefore, we propose the
following hypothesis:

H1d: Capital structure negatively influences firm value listed on the alternative stock market.

2.3. Signaling Theory

The efficient operation of capital markets relies on the proper dissemination of corpo-
rate information among stakeholders (Ho & Wong, 2001).

The signaling theory was proposed by (Spence, 1973) in the context of the labor market.
Spence explained that in situations of asymmetric information (when one party knows
more than the other), individuals can use observable signals to convey characteristics
that cannot be directly seen as education. Studies on signaling theory trace back to the
research of Spence (1974), along with other contributions that have examined the effects of
asymmetric information (Stiglitz, 2002)

Signaling theory addresses the issue of information asymmetries between a firm’s
management and its stakeholders, primarily arising from uncertainties regarding the firm’s
intentions or the quality of its operations (Stiglitz, 2000; Reuer et al., 2012).

The quality of information disclosed by corporate firms in their annual reports has
garnered significant attention from market participants (Abdalmuttaleb & Sameh, 2018).
Studies suggest that the presence of signals or other corrective mechanisms can promote
exchanges and reduce the discount from the offer price of a stock (Akerlof, 1970). Lastly,
signaling theory is about decision-making and communication. It describes scenarios
where signalers send observable signals that carry credible information about unobservable
qualities. When decision-makers have incomplete or imperfect information, signals can
help them make better decisions (Connelly et al., 2024).

2.4. Agency Theory

Agency theory outlines the relationship between principals and agents. Developed by
Jensen and Meckling (1976), agency theory describes the relationship between principals
and agents as a contractual arrangement that involves service delegation and the transfer
of some decision-making authority and responsibility.

A firm’s principal objective is the maximization of its value; accordingly, owners
hire managers to protect their interests and drive firm value growth for the benefit of
shareholders. Nevertheless, in practice, managers often pursue objectives that diverge from
those of the owners, leading to a conflict of interest known as the agency conflict. This
agency problem is a result of the split between owners and managers, as differences in
opinions, priorities, and interests between managers and shareholders may lead managers
to prioritize their own objectives rather than those of the shareholders’ value (Fama &
Jensen, 1983; Jensen & Meckling, 1976).

Typically, shareholders with small stakes occupy a disadvantaged position, as mon-
itoring managers is costly, leading them to depend primarily on market regulations for
protection against expropriation by managers (La Porta et al., 2000). However, the presence
of large shareholders tends to reduce the power of the board (Ursel & Zhong, 2018).

Blockholders, shareholders holding large stakes, play a crucial role because their
significant investments incentivize them to bear the costs of monitoring management
(Bonaventura et al., 2017). According to Hirschman (1982), blockholders impact corpo-
rate governance through two key mechanisms: direct intervention and the option to exit.
Edmans (2014) indicates that blockholders can shape firm decisions by actively engaging
through their voice.” They may also strategically delay or limit information disclosure
to leverage insider knowledge and advance their objectives. Within legal and regula-
tory boundaries, blockholders can affect the timing and manner of voluntary disclosures.
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In contrast, blockholders with smaller stakes find it difficult to exert control via voice
(Edmans & Manso, 2011) and may make decisions based on incomplete information, fur-
ther worsening information asymmetry among shareholders (Mortazian et al., 2019).

Regarding firms with family ownership, research by (Fama & Jensen, 1983; Yammeesri
et al., 2006; Anderson & Reeb, 2004) suggests that monitoring costs decrease and agency
problems are alleviated, leading to higher firm value. However, Maury and Pajuste (2005)
highlights that when management is not monitored by other blockholders, families with
managerial or board representation are more inclined to extract private benefits.

Ownership concentration influences firm value, particularly in small and medium-
sized enterprises, where many firms are family-owned or have a high level of ownership
concentration. For example, research by Fama and Jensen (1983) suggests that concen-
trated ownership reduces monitoring costs and mitigates agency problems, leading to
increased firm value. However, Maury and Pajuste (2005) highlight that when management
is not adequately monitored by other blockholders, family-controlled firms with board
representation may be more inclined to extract private benefits.

2.5. Corporate Governance in SMEs

SMEs exhibit a unique governance structure that addresses key agency problems
commonly discussed in corporate governance literature for large firms. According to
agency theory (Jensen & Meckling, 1976), management may not always act in share-
holders’ best interests, especially when boards lack independence or when the CEO also
serves as chairman—concentrating too much power. Prior research (Jensen & Meckling,
1976; Fama, 1980) emphasizes that independent directors are more effective monitors
than insiders.

In SMEs, however, governance is characterized by a closer alignment between man-
agement and owners, with built-in mechanisms of empowerment and accountability. Small
and medium-sized enterprises rarely face the classic agency problem, as their directors
typically possess deep industry knowledge, are actively involved in operations, and have
financial interests aligned with the company’s long-term success (Rodriguez-Valencia &
Lamothe Fernandez, 2023).

This study tests the following hypotheses:

H2: Corporate governance influences firm value.

Ownership structure is captured by the percentage of shares held by the largest and
second-largest shareholders. Agency theory is commonly linked with the division of
ownership and managerial control (Jensen, 1994; Li et al., 2020; Schulze et al., 2001; Liao
et al.,, 2014). However, in small and medium-sized enterprises (SMEs), the governance
structure differs, and agency conflicts are not as pronounced as in larger corporations. The
second-largest shareholder reflects the distribution of power within the company, often as a
result of expropriation by the largest shareholder (Mukherjee, 2022; Koh, 2022). Authors as
(Maury & Pajuste, 2005; Mortazian et al., 2019; Rodriguez-Valencia & Lamothe Ferndndez,
2023) determine that the second-largest block size has a positive impact on the firm value.

Therefore, based on the above discussion, we formulate the following hypotheses:

H2a: A concentrated ownership structure is linked to increased firm value among SMEs listed on
secondary markets.

Firm structure is defined by elements such as board size, cross-listing status, and the
choice of auditing firm. Board size represents the total number of individuals serving as
directors on the board. According to Mak and Kusnadi (2005) and Nguyen et al. (2016),
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an inverse relationship exists between board size and firm value in countries such as
Malaysia and Singapore. However, other studies have identified a positive relationship
between board size and firm value. Large board size allows greater diversity of expertise
and broader networking. These factors can enhance firm value, especially in complex or
dynamic business environments. Cross-listing involves the practice of listing a company’s
shares on a foreign stock exchange that may be more prestigious than its domestic market.
Research by Cetorelli and Peristiani (2015) supports the view that cross-listing on a more
prestigious exchange can enhance firm visibility, strengthen corporate governance, and
reduce both information asymmetry and the cost of capital. Additionally, audit quality is
captured through a dummy variable indicating whether a company engages a Big Four
auditing firm. According to Wijaya (2020), audit quality positively influences firm value
among manufacturing firms listed on the Indonesian Stock Exchange. The Indonesian
capital market tends to respond favorably to firms that undergo higher-quality audits. As
noted by Wang and Huang (2014), better audit quality contributes to reducing agency costs
and information asymmetry, thereby improving firm value.
Therefore, the following hypotheses are proposed in this study:

H2b: The firm structure has a positive impact on the value of small and medium-sized enterprises
listed on the stock exchange.

Managerial concentration is represented by the presence of independent directors
and the duality of the chairperson and CEO roles. Independent directors are expressed
as the percentage of independent members relative to the total board size. Small and
medium-sized enterprises (SMEs) seldom encounter the classic agency problem, as their di-
rectors typically possess in-depth industry knowledge, maintain high levels of engagement,
and have financial incentives closely aligned with the company’s long-term performance.
Existing literature indicates that lower board independence may, in fact, be more conducive
to enhancing shareholder value in SMEs (Farag & Mallin, 2019; Ahn & Shrestha, 2013;
Garg, 2013).

Furthermore, CEOs of SMEs are generally more aligned with their firms’ future
outcomes than their counterparts in larger corporations (Garg, 2013; Wasserman, 2017).
As a result, CEO duality is often viewed as effective in dynamic environments, and SMEs
are less prone to the traditional agency conflicts such as CEO-shareholder misalignment,
commonly observed in larger firms (Rodriguez-Valencia & Lamothe Fernandez, 2023).

Therefore, we propose the following hypotheses:

H2c: In small and medium-sized enterprises listed on secondary markets, a lower concentration of
managerial ownership is linked to higher firm value.

2.6. Study Framework

The conceptual model for this study is shown in Figure 1.

3. Methodology
3.1. Data

Our sample consists of 91 publicly listed Spanish SMEs on BME Growth (formerly
Mercado Alternativo Bursatil). The alternative stock market (https://www.bmegrowth.es/
accessed on 3 March 2025) is a segment of the stock exchange designed to help smaller firms
raise capital, access public markets, and list their shares under a regulatory framework that
is more flexible than that applied to larger corporations (Rodriguez-Valencia & Lamothe
Ferndndez, 2022).
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The data, covering the period from 2015 to 2019, resulted in a total of 5760 observations.
The primary sources of firm-level data were obtained from a comprehensive database with
integrated company information provided by Bureau Van Dijk. Additionally, data was
collected from the BME Growth and Banco de Espafia websites. The most relevant variables
in the dataset were manually gathered, filtered, and analyzed to ensure their suitability for
firm-level analysis. All variables are described in detail in this section.

Also, in this study, we consider the two types of firms listed on BME Growth stock
exchange: (a) expanding firms and (b) SOCIMI (real estate market investment firms).

According to the European Union, an enterprise is considered an SME if it meets the fol-
lowing criteria: (a) having fewer than 250 employees and (b) reporting an annual turnover
of no more than 50 million euros or a balance sheet total of no more than 43 million euros.

This study benefits from using panel data, which allows for controlling unobservable
heterogeneity through individual effects. Within the panel data, we identified variables
categorized into three main groups: firm-specific variables, financial performance and
corporate governance variables.

3.2. Variable Description and Measurement
3.2.1. Dependent Variable: Firm Valuation

Based on Craig et al. (2004), Tobin’s Q is used in this study to measure firm value and
examine variable effects. Equation (1) below exhibits how Tobin’s Q is calculated:

TAit — BVit + MVit
TAit

Tobin’s Qit = @)
where i represents Spanish-listed small-medium firm i at the end of December for each year
t, from 2015 to 2019. TA, BV, and MV respectively denote total assets, book value of equity,
and market value of equity. All variables used in calculating Tobin’s Q are expressed in the
same currency.

Tobin’s Q is commonly used to estimate firm performance, as it reflects the estimated
value of intangible assets, including monopoly power, goodwill, managerial capability,
and growth prospects, under the assumption that this value reflects the firm’s overall
performance outcomes (Perfect & Wiles, 1994).

For the purposes of this study, we have used the simple method of Tobin’s Q, Qs, which
is a simple proxy of Q that largely uses market value and company-reported information.
The difficulty in finding the necessary information to calculate other versions of Tobin’s Q,
as well as other firm valuation methods, makes this approach useful. Alternative formulas
for calculating Tobin’s Q, such as the Lindenberg and Ross method or Hall’s method,
present challenges due to the lack of firm-reported estimates of the replacement cost of
assets or market value of a firm’s debt, which are generally unavailable. We also found
that this ratio, Qs, can offer reliable preliminary estimates when alternative estimators
are unavailable.

3.2.2. Control Variables

This study includes listing age and firm size as control variables to account for alterna-
tive explanations of the results. While these variables do have an impact on the dependent
variable, they are not central to the central research question.

Listing age denotes the number of years a firm has been publicly traded on the stock
exchange. Older firms are generally considered more efficient than younger counterparts,
owing to the combined effects of accumulated experience (learning curve) and survival
bias (Ang, 2000).
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Firm size significantly impacts firm value, as larger companies often inspire greater
investor confidence. It is commonly used as an estimator for assessing potential bureau-
cratic inefficiencies. In this study, firm size is calculated by the natural logarithm of the
book value of total assets. The empirical evidence on the relationship between firm size
and firm performance remains inconclusive. Lang and Stulz (1994) and Hirdinis (2019)
have reported a considerable negative association, suggesting that increased size may lead
to inefficiencies. In contrast, Arifianto and Chabachib (2016) found a positive relationship,
indicating that larger firms may benefit from economies of scale and enhanced market
presence. Meanwhile, studies by Suffah and Riduwan (2016) and Hamidah and Umdiana
(2017) detected no significant link between firm size and firm value.

3.2.3. Financial Performance

Financial ratios are a commonly used method for analyzing financial statements. These
ratios provide a practical way to assess a firm’s financial position and operations, enabling
comparisons across different periods or companies (Simamora, 2000).

In this study, we will analyze the influence of certain financial variables on firm
value, which are as follows: profitability, analyzed by ROA and ROE; liquidity ratio; firm
productivity, analyzed by the TATO ratio; and capital structure, analyzed by the DER
(Debt-to-Equity Ratio), leverage and solvency indicators.

This comprehensive framework integrates control variables and financial performance
metrics to provide a nuanced understanding of their combined impact on firm value.

3.2.4. Corporate Governance Variables

The corporate governance factors examined in this study include board structure,
ownership and governance levels, and cross-listing. Building on (Bai, 2004), these variables
encompass cross-listing, listing history, auditing firms, controlling shareholder, second-
largest shareholder, chairperson-CEO duality, board size and independent directors.

Cross-listing, auditing, and chairperson—-CEO duality are represented as dummy
variables, where a value of 1 indicates that the firm is cross-listed on international markets,
employs one of the Big Four accounting firms, or has the same individual serving as both
chairperson of the board and CEQO, and 0 indicates otherwise.

In this study, we will analyze the influence of corporate governance variables on
firm value, which are as follows: ownership concentration, analyzed by two indicators
as controlling shareholder and second-largest shareholder; firm structure, analyzed by
board size, cross-listing and auditing firm; and managerial concentration, analyzed by
independent directors and chairperson and CEO duality.

The variables are summarized and described in detail in Table 1.

The following model Equation (2) is developed for testing the hypotheses:

Tobin’s Qit = & + Y 3_, B Control Variables k + Y-5_, B Financial per formance Variables I +

()

Y8 _1 B Corporate governance variables m + eit

Tobin’s Qit is stated as in Equation (2); « denotes the constant term; control variables
represent the firm-specific variables such as firm size, listing ages, leverage; financial
variables represent ROE, ROA, CR, DER, TATO, and solvency ratio; corporate governance
variables represent cross-listing, board size, chairman and CEO duality, auditing companies,
controlling shareholder, second-largest shareholder, and the proportion of independent
directors to the board. The coefficient 8 quantifies the sensitivity of each of these variables
to Tobin’s Q.
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Table 1. Definition of variables.

Variables

Measurement

Dependent Variable
Tobin’s Q
Control Variables
Firm size
Listing history
Independent Variables
Financial performance
ROE
ROA
CR
DER
Leverage
TATO
Solvency
Corporate Governance
Cross-listing
Auditing firm
Controlling shareholder
Second-largest shareholder
Board size

Independent directors

(Total assets — book value of equity + market value of equity)/total assets

Natural logarithm of total assets of the firm

Years listed on the stock exchange

Net income/ Total equity
Profit before interest and taxes/Book value of total assets
Current assets/Current liabilities
Total liabilities /Shareholders’ equity
Total liabilities relative to total assets
Net sales/Total assets
Total equity / Total debt

Equals 1 when the firm is cross-listed internationally; otherwise, it equals 0
Equals 1 if firms appointing one of the Big Four auditing firms. Equals 0 otherwise
Percentage of the largest shareholder (%)

Percentage of the second-largest shareholder (%)

Number of directors on the board

Percentage of independent directors on the board (%)

Chairperson and CEO duality A value of 1 indicates that the CEO also serves as the chairperson of the board; 0 indicates otherwise

3.3. Hypothesis Testing

To test the hypotheses, this study employs an unbalanced panel data approach, as the
dataset spans multiple firms over time. Panel data analysis increases the effective sample
size and is well-suited for capturing dynamic changes within and across firms. Three
primary regression models are commonly used in panel data analysis: Pooled Ordinary
Least Squares (POLS), Fixed Effects Model (FEM), and Random Effects Model (REM).

In this study, the Hausman test was applied to determine the most appropriate model.
Under the null hypothesis, the FEM serves as an efficient estimator.

The FEM is utilized for panel data analysis where the intercept varies across cross-
sectional units while the slope remains constant. Typically, the FEM assumes cross-sectional
effects without considering temporal effects. However, in some cases, both the slope and
intercept may vary over time (D. N. Gujarati, 2004).

4. Results and Discussion
4.1. Descriptive Statistics and Correlations

Table 2 presents descriptive statistics for firm-specific control variables, financial
performance metrics, and corporate governance indicators. The summary includes key
data attributes such as the total number of observations, averages, standard deviations, and
range (minimum and maximum) for non-financial firms listed on BME Growth between
2015 and 2019.
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Table 2. Descriptive statistics.

Mean St;:il:;:i Minimum  Maximum Observation
Control Variables
Firm size 17.0322 2.1427 8.0290 21.2646 361
Listing history 0.7852 0.6703 0.0000 2.1972 227
Independent Variables
ROE —2.7404 1.6890 —7.4217 2.6327 198
ROA —3.6264 1.4868 —8.3958 1.6572 192
CR 5.3975 12.389 0.0000 126.959 355
DER 0.5496 6.7427 0.0000 108.600 327
Leverage 0.47 0.4068 0.001 5.99 359
TATO 0.2046 0.4200 0.0000 5.2600 320
Solvency 0.5852 1.9966 —4.6877 8.3964 351
Corporate Governance
Cross-listing 0.0083 0.0909 0.0000 1.0000 361
Auditing firm 0.5900 0.4925 0.0000 1.0000 361
Controlling shareholder 0.5133 0.3395 0.0000 1.0000 361
Si;zi‘j};ﬁfief 0.1137 0.1085 0.0000 0.4638 361
Board size 6.2709 2.9391 1.0000 14.0000 361
Independent directors 0.7637 0.3215 0.0000 1.0000 360
Chairperson and CEO 0.3158 0.4655 0.0000 1.0000 361
duality

The mean value of firm size is 17.0322, and the mean values of financial performance
ratios such as leverage, CR, TATO, DER, and solvency are 0.47, 5.3975, 0.2046, 0.5496 and
0.5852, respectively. Profitability variables, ROA and ROE, show negative mean values of
—3.6264 and —2.7404, respectively.

Firm size also demonstrates substantial variability, ranging from 8.0290 to 21.2646.
Due to the skewed distribution of total assets, the natural logarithm was applied in the
regression analysis to mitigate skewness and approximate a normal distribution.

Moreover, the correlation coefficients between variables are presented in Table 3.
According to (D. Gujarati & Porter, 2010), a correlation coefficient above 0.7 between
explanatory variables indicates potential collinearity issues.

The cross-listing variable shows zero correlation with all other variables; therefore, it
will be excluded from the model. Additionally, the ROE variable exhibits a high correlation—
greater than the 0.7 threshold (Churchill & Iacobucci, 2006)—with the ROA variable. Sim-
ilarly, the solvency variable shows strong correlations with leverage and DER. This is
expected, as most leverage ratios are inherently linked to the solvency ratio and DER,
which measures the ratio of total debt to total shareholders’ equity.

To mitigate multicollinearity issues, variables with high correlations were excluded
into the same model during the data analysis.

As shown in Table 3, the remaining correlation coefficients among the explanatory
variables are generally low, suggesting an absence of significant multicollinearity. As such,
the observed high correlations do not pose a concern for the data analysis, as the affected
variables were excluded from the regression models.
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Table 3. Correlation matrix.
(1] (2) (3) @ 5) (6) 7) ®) ()] (10) 1v (12) (13) (14) (15) (16) 17)
. . - . Second- i Chairperson—
Tobin’s Leverage ROE ROA Fl'rm CR DER TATO Solvency Ll.stmg Controlling Largest Bqard Ind.ependent C'ro.ss- Au.dltmg CEO
Q Size History Shareholder Size Directors Listing Firm .
Shareholder Duality
1) Tobin’s Q 1
2) Leverage —0.0582 1
®) ROE 0.0073 0.2404 1
) ROA 0.0226 0.0152 0.9389 1
®) Firm size —06513 00697  —00682 —0.1717 1
®) CR —0.0390 01922  —0.0490 —0.0064  0.0046 1
%) DER —0.0364  0.6750 02293 00004  —0.0284 —0.4114 1
® TATO 01196 0.4562 03982 02787 02225 —0.1295  0.7297 1
© Solvency 00575  —09674 02772  0.0075  —0.1458  0.1854  —0.7273  —0.4687 1
(10)  Listing history ~ —0.0782  0.2804 01184 0013 00157  —03771 04856 04389  —0.3127 1
p  Controlling 0.0084  —0.209 00567  —0.0021 01313 01278 01514 01485  0.0334 0.0255 1
shareholder
(12 ~Second-largest 555, 0.3584 00269  —01046 —02192 —0.0472 02914 01667  —03916  0.0760 —0.1700 1
shareholder
(13)  Board size 0.1008 0.1116 00238  —00114 —00705 01344 00669 01233  —0.1172  0.1269 —0.0863 0.1245 1
(14) I“gierlzi‘iz“‘ —0.1489  —0.1183  0.0925  0.0854 02043  —0.0692 —0.0411 00072  0.0782 0.0552 0.0976 —0.2287 0.5692 1
(15)  Cross-listing 0 0 0 0 0 0 0 0 0 0 0 0 0 0 1
(16)  Auditing firm  0.0072  —02389 00759 00734 01523 01917 02664 —03011  0.1733 0.0186 0.0862 —0.1864 0.0262 0.1201 0 1
(17 ~ Chairperson— 15 01995 00541 00559  —01565 00157  —00105 01021  —0.1497  —0.0493 —0.1006 0.3535 00804  —0.2069 0 —0.0677 1

CEO duality
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4.2. Cross-Sectional Time Series Fixed Effects Regression Results

The outcomes of the Fixed Effects Model (FEM) regression are presented in Table 4.
Model 1 (FEM 1) includes only firm-specific variables, serving as control variables. Model 2
(FEM 2) assesses the impact of profitability on firm value, directly testing the relevance of
the profitability effect (Hypothesis 1a). Model 3 (FEM 3) expands on this by analyzing the
individual effects of all financial performance, such as profitability, liquidity, productivity
and capital structure variables on firm value (Hypothesis 1a-1b-1c-1d). Model 4 (FEM 4)
explores the effects of corporate governance variables on firm value (Hypothesis 1a-1b-
1c-1d and Hypothesis 2a-2b-2c), and Model 5 (FEM 5) incorporates all variables except
ROA, solvency, and cross-listing due to high correlations, providing evidence to support or
reject Hypothesis 1 and Hypothesis 2 and its sub-hypotheses (Hypothesis 1a-1b-1c-1d and
Hypothesis 2a-2b-2c).

Table 4. Cross-sectional time series fixed effects.

Dependent Variable: Tobin’s Q FEM 1 FEM 2 FEM 3 FEM 4 FEM 5
Constant 12.885 *** 13.727 *** 13.050 *** 12.029 *** 12.572 ***
(11.44) (10.68) (11.26) (8.30) (7.28)
Control variable (firm-specific variable)
Firm size —0.072 *** —0.769 *** —0.768 *** —0.766 *** —0.734 ***
(—10.90) (—10.17) (—10.66) (—9.09) (—7.86)
Listing history —0.697 —0.065 0.090 0.060 0.069
(—0.79) (—0.58) (0.76) (0.55) (0.57)

Independent variables
Financial variables

ROE 0.497 ** 0.072 * 0 0.089 *
(2.12) (1.53) 0 (1.59)
ROA —0.501 ** 0 0.766
(—2.17) 0 (1.46)
CR —0.018 —0.095 * —-0.077
(—0.35) (—1.60) (—1.25)
DER —0.098 —0.0620698 —0.009199
(—1.15) (—0.66) (—0.10)
Leverage —0.594 ** —1.070 *** —0.151 %
(—2.43) (—4.41) (1.60)
TATO —0.296 *** —0.461 *** —0.483 ***
(—3.27) (—4.01) (—4.15)
Solvency —0.605 *** —1.059 ***
(—2.63) (—4.93)
Governance variables
Cross-listing 0
0
Auditing firm —0.105 0.102
(0.74) (0.16)
Controlling shareholder 0.232 ** 0.274 **
(1.93) (2.14)
Second-largest shareholder —0.067 —0.0009
(—0.61) (—0.01)
Board size 0.287 0.187
(1.30) (0.78)
Independent directors —0.102 —0.002
(—0.76) (—0.01)
Chairperson and CEO duality 0.136 0.033
(0.74) (0.16)
No. of firms 86 54 54 44 44
No. of observations 227 127 126 108 108
Hausman test 41.86 49.34 33.97 28.17 50.35
R-sq 0.618 0.696 0.718 0.713 0.676
Wald (Chi-sq) 123.62 112.44 137.06 95.59 72.78

Note: FEM = Fixed Effects Model; z-values are reported in parentheses; * Significance at 0.1 level; ** Significance
at 0.05 level; *** Significance at 0.01 level.
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Tables 4 and 5 also report the results of the Wald Chi-square test (for heteroskedastic-
ity), the Hausman test (to determine fixed or random effects), and the Wooldridge test (for
autocorrelation). The Wald Chi-square test is used to assess the presence of heteroskedas-
ticity in the model. If the null hypothesis is rejected, it indicates that heteroskedasticity is
present. On the other hand, the Wooldridge test is used to detect autocorrelation; rejection
of the null hypothesis indicates the presence of autocorrelation in the model. In all cases,
the p-values for these tests are below 0.05, leading to the rejection of the null hypotheses.
In this study, the Hausman test was applied to determine the most appropriate model.
Under the null hypothesis, the FEM serves as an efficient estimator. The significant p-values
indicate the presence of autocorrelation and heteroskedasticity in the data. To address
these issues, we applied the Prais—Winsten regression using the Stata 18 module xtpcse
[het c(arl)].

Table 5. Regression analysis.

Variable Model FEM 5
Tobin’s Q Coef P SE
Listing history 0.0691 0.566 0.120438
Firm size —0.7345 0.000 0.0934592
ROE 0.0895 0.111 0.0562399
CR —0.0770 0.2111 0.0615767
DER —0.0091 0.922 0.0935102
Leverage —0.1516 0.109 0.0946662
TATO —0.4834 0.000 0.1164236
Controlling shareholder 0.2748 0.033 0.1286467
Second-largest shareholder —0.00094 0.994 0.1178343
Board size 0.1872 0.438 0.2412099
Independent directors —0.0022 0.988 0.1484875
Auditing firm 0.1020 0.625 0.2087649
Chairperson and CEO duality 0.0330 0.876 0.2120663
Constant 12.5729 0.000 1.728036
Hausman test 50.35 0.000 Prob > Chi2
R-sq 0.6766
Wald (Chi-sq) 72.78 0.000
No. of observations 108
P = Standard Error
Fixed effects

Autocorrelation and heteroscedasticity problem corrected with regression of
Prais—Winsten
Variables in natural logarithm

Note: Based on the Models 1 and 4 presented in Table 4, Model 5 (Table 5) presents regression results excluding
variables with correlations such as ROA, solvency ratio and cross-listing.

Some coefficients of all independent variables are positive, others are negative and the
R-squared values show that Tobin’s Q (firm value) is explained by 61.88%, 69.65%, 71.83%,
71.35%, and 67.66% in Models 1, 2, 3, 4, and 5, respectively.

Model 1 presents the regression results, where « represents the intercept; if leverage,
firm size, and listing age are all equal to 0, the firm value is 12.88517. The coefficient 1
shows that an increase in firm size reduces firm value by 0.0722, and 2 reveals that an
increase in listing history lowers firm value by 0.6975. Among these firm-specific variables,
only firm size significantly influences firm value at the 1% significance level. However,
although the coefficient for listing age is negative and its significance values exceed 0.05, it
does not appear to affect firm value.
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Model 2 reveals a statistically significant negative association between firm size and
firm value (p < 0.001). Regarding profitability variables, ROA has a negative effect on firm
value, while ROE has a positive effect, both at a 5% significance level. Listing age does not
impact firm value, as its significance values are greater than 0.05.

Model 3 reports the impact of financial performance on firm value. Leverage, firm size,
TATO (Total Asset Turnover), and solvency ratio exhibit a significant negative relationship
with firm value. The regression results show that ROE positively affects firm value at the
10% significance level, leverage negatively affects firm value at the 5% level, and firm size,
TATO, and solvency ratio negatively affect firm value at the 1% level. Listing history, CR,
and DER ratios do not influence firm value, as their significance values exceed 0.05.

Model 4 examines the impact of corporate governance variables on firm valuation. The
results include the effects of eight variables: cross-listing, auditing, CEO-chairman duality,
controlling shareholder, independent director representation, second-largest shareholder
and board size. Among these, only the controlling shareholder variable is statistically
significant (p < 0.05). Therefore, out of the eight corporate governance variables, only one
shows a significant effect, while the others do not.

Ultimately, the findings indicate that concentrated equity ownership, reflected in the
presence of a controlling shareholder, positively and significantly influences firm valuation.

After conducting the respective regressions, we proceeded to use the final model
(FEMS5) to explain the hypotheses proposed in this study. Due to high correlations, the
variables’ ROA, solvency ratio, and cross-listing were omitted from the analysis.

The Effect of Profitability on Firm Value:

The Z-test results for the profitability variable (ROE) reveal a regression coefficient
of 0.08956 and a significance value of 0.1. Since the significance value is smaller than
the acceptable threshold of 0.1 and the coefficient is positive, it can be concluded that
profitability influences firm value, leading to the rejection of the null hypothesis (H1a).
Specifically, the regression analysis indicates that ROE positively impacts firm value at a
10% significance level. Overall, this suggests that profitability is a significant determinant
of firm value. Previous studies by (Purba & Africa, 2019; Arifianto & Chabachib, 2016) also
found a positive relationship between profitability and firm value.

The Effect of Liquidity Ratio on Firm Value:

The Z-test result for liquidity ratio—CR (Current Ratio) and firm value—shows the
following regression coefficient: —0.0770. The analysis shows that liquidity ratio has a
negative effect on firm value. This ratio did not show statistical significance and did not
affect firm value.

The Effect of Efficiency Ratio on Firm Value:

The Z-test result for the efficiency ratio—TATO (Total Asset Turnover) and firm size—
shows the following regression coefficient: —0.4834. The analysis shows that the Total
Asset Turnover (TATO) and firm size negatively affect firm value at a 1% significance
level. This is in contrast with the principles of this activity ratio. A negative TATO value
may be related to the industry in which the firm operates. In companies with low profit
margins, the market tends to interpret this negatively, leading to a reduction in firm value.
A high TATO may also reflect a very limited asset base, indicating low investment in fixed
assets or outdated technology. This can be perceived as a lack of growth potential, limited
operational capacity, or infrastructure deterioration, which raises concerns among investors.
Therefore, statistically, Hypothesis 1c is rejected.

The Effect of Capital Structure on Firm Value:

The Z-test results for the capital structure variables (Debt-to-Equity Ratio, DER and
leverage) and firm size indicate a regression coefficient of —0.0091. According to trade-off
theory, capital structure choices are influenced by agency costs, taxation, and the potential
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costs of financial distress. As debt increases, it impacts the company’s value. This study’s
results align with prior findings by Purba and Africa (2019), Tarigan et al. (2018), and
Hirdinis (2019), who identifies a negative relationship between capital structure and firm
value. Although the analysis suggests a negative relationship between DER and firm
value, the effect is not statistically significant (p > 0.05) and does not affect firm value.
A statistically significant negative effect of leverage on firm value is observed, with a
coefficient of —0.1516.

The Effect of Corporate Governance on Firm Value:

Only the controlling shareholder variable was statistically significant (p < 0.01). There-
fore, this corporate governance variable aligns with the detailed hypothesis. Since the
coefficient is positive and the significance value is less than 0.05, it indicates that owner-
ship concentration has a significant positive effect on firm value. This finding supports
Hypothesis 2a, suggesting that controlling shareholders’ presence influences firm value.
This is aligned with prior researches of (Ang, 2000; Edmans et al., 2013; Bonaventura et al.,
2017; Thomsen et al., 2006; Basu & Rahnamaei, 2016; Khan et al., 2005), who explore that
controlling shareholders may establish monitoring mechanisms to mitigate agency conflicts
and protect minority shareholders from wealth expropriation.

Conversely, the remaining corporate governance variables did not show statistical
significance (p > 0.05) and did not affect firm value. The empirical results suggest that
factors such as firm structure and managerial concentration do not significantly influence
firm value.

5. Conclusions

This study examined the impact of key financial performance and corporate gover-
nance variables on firm value in the context of small and medium-sized enterprises (SMEs).
The findings reveal that profitability, measured by Return on Equity (ROE), exerts a positive
and statistically significant effect on firm value at the 10% level. This aligns with previous
studies (Purba & Africa, 2019; Arifianto & Chabachib, 2016) and reinforces the importance
of firm profitability as a key driver of investor perception and firm valuation. Additionally,
the results support signaling theory, as they show that the market responds favorably to
firm profitability, with investors using this information to guide their investment decisions
(Ho & Wong, 2001; Spence, 1974).

In contrast, liquidity, as measured by the Current Ratio (CR), showed a negative but
statistically insignificant relationship with firm value.

The efficiency ratio, represented by Total Asset Turnover (TATO), had a strong negative
and statistically significant effect on firm value at the 1% level. This counterintuitive result
may be industry-specific. In sectors with low profit margins or minimal investment in fixed
assets, a high TATO may indicate underinvestment or limited capacity, leading to investor
concern and reduced valuation. It also suggests that high turnover does not necessarily
equate to value creation, particularly if it compromises long-term growth potential.

Regarding capital structure, the Debt-to-Equity Ratio (DER) displayed a negative but
statistically insignificant relationship with firm value. While the sign of the coefficient
aligns with the trade-off theory and previous research (e.g., Purba & Africa, 2019; Hirdinis,
2019), the lack of significance implies that the firms in the sample may not be sensitive to
debt levels. However, leverage indicates the opposite. It is statistically significant, leading
us to suggest that there is some evidence that a leverage may decrease firm value.

In the domain of corporate governance, the only variable with a significant impact was
the presence of controlling shareholders, which had a positive and statistically significant
effect on firm value. It can be concluded that the presence of a controlling shareholder en-
hances firm value. This supports the notion that ownership concentration can reduce agency
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conflicts and improve oversight (Edmans et al., 2013; Thomsen et al., 2006). Furthermore,
our findings contribute to agency theory by highlighting the positive impact of concen-
trated ownership on firm value, which in turn reduces agency costs. Shareholders are
incentivized to bear the costs of monitoring managers and can influence firm decisions,
ultimately improving firm performance (Bonaventura et al., 2017; Thomsen et al., 2006;
Basu & Rahnamaei, 2016; Edmans, 2014; Khan et al., 2005).

Other governance variables—such as firm structure and managerial concentration—
did not show a significant effect, suggesting their limited relevance in the Spanish SME
context or possible measurement limitations.

This study contributes to the understanding of how financial performance and gov-
ernance structures affect firm value, particularly within SMEs. The results indicate that
profitability, capital structure and ownership concentration are key determinants of firm
value, reinforcing the importance of operational performance and effective shareholder
oversight. Conversely, liquidity, efficiency and other governance mechanisms such as firm
structure and managerial concentration do not show significant effects, highlighting the
need to consider firm-specific and industry-specific contexts when evaluating value drivers.

The findings of this study can be extended to companies with similar characteristics.
Firms in Germany, France, Portugal, and Italy share common characteristics such as own-
ership concentration, insider-oriented governance, and a prevalence of family firms, but
notable distinctions remain. France stands apart with a corporate governance model closer
to the Anglo-Saxon system, emphasizing transparency and regulatory rigor, particularly
among large publicly listed companies. Meanwhile, Italy, Spain, and Portugal exhibit
stronger family ownership traditions and more concentrated board control. These similar-
ities and differences highlight the importance of contextual factors in shaping corporate
governance practices across European countries.

This study has some limitations. First, endogeneity presents a notable methodological
concern. The application of year-firm fixed effects is intended to mitigate potential endo-
geneity issues. Second, the data were collected within a single geographic context (Spain),
which may restrict the external validity and limit the generalizability of the findings to
other regions or institutional environments. Third, the sample size is relatively limited, ap-
proaching the minimum threshold required for statistical representativeness of the broader
population. Fourth, while the study seeks to minimize omitted variable bias through the
inclusion of widely used control variables, it is recognized that additional, unobserved
factors may influence firm performance but are not captured in the analysis. The use of
year-firm fixed effects further contributes to addressing this potential source of bias.

A possible avenue for future research is to examine the relationship between corporate
governance variables and firm valuation in non-listed small and medium-sized enterprises
(SMEs). Additionally, extending the analysis to other developed economies with compa-
rable ownership structures and board compositions, such as Germany, France, and Italy,
would be valuable, and eventually conducting cross-country comparisons at a global level
may yield further insights, despite notable differences in corporate governance systems
across jurisdictions. Other comparative studies could investigate the specific effects of
the Anglo-Saxon-like governance system in France versus the insider-oriented, family-
controlled governance prevalent in Italy, Spain, and Portugal. Additionally, research might
examine how regulatory environments and cultural factors influence governance practices
and their effectiveness in these countries.
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