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ABSTRACT 

	Aims: This study aims to analyze the direct and indirect effects of capital structure and corporate governance on financial performance through agency cost as a mediating variable in ASEAN-5 countries for the period 2018–2022.
Study design:  This is a quantitative study that uses a panel data regression analysis to test the relationships between variables.
Place and Duration of Study: The study was conducted on publicly listed firms in the Top 50 of ASEAN-5 countries (Indonesia, Malaysia, Singapore, Thailand, and the Philippines) from 2018 to 2022.
Methodology: The study used a purposive sampling method, resulting in a sample of 113 firms and 565 observations. Data was sourced from annual reports. Analysis was performed using SPSS Version 25, including descriptive statistics, classical assumption tests (normality, multicollinearity, heteroscedasticity), and mediation tests (causal step and Sobel test).	Comment by Anonim: In quantitative research, the term purposive sampling is not used. Use census sampling (saturated sampling) with specific criteria instead, because purposive sampling is only applied in qualitative research.
Results: Regression analysis showed that capital structure has a significant negative effect on financial performance and a significant positive effect on agency costs. Corporate governance did not have a significant direct effect on financial performance but had a significant negative effect on agency costs. The Sobel test confirmed that agency costs significantly mediate both the relationship between capital structure and financial performance and the relationship between corporate governance and financial performance.
Conclusion: The study concludes that both capital structure and corporate governance indirectly affect financial performance by influencing agency costs. Stronger governance systems reduce agency costs, thereby improving financial outcomes, while higher debt ratios intensify conflicts of interest that increase agency costs and harm performance.
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1. INTRODUCTION 

Certain financial parameters may indicate a company's financial capability (Alamsyahbana, 2024). A business does well when it maximizes earnings and meets short- and long-term responsibilities (Rahayu, 2020). However, long-term ASEAN financial performance growth patterns have often been ignored (Vo and Ho, 2025). Financial results drive success and survival, especially in competitive emerging economy marketplaces. Companies must employ resources effectively to overcome economic issues and market volatility and thrive sustainably (Atmaja and Utami, 2025). This paper examines such dynamics using current financial performance data from ASEAN nations in the ASEAN Corporate Governance Scorecard (ACGS), a framework produced by the ASEAN Capital Market Forum. These include Indonesia, Malaysia, Singapore, Thailand, the Philippines, and Vietnam (ADB, 2021). Vietnamese data is scarce, so the research concentrates on Indonesia, Malaysia, Singapore, Thailand, and the Philippines.
Today, ASEAN is a worldwide industrial and commerce powerhouse and one of the fastest-growing consumer regions. Despite tremendous expansion, member nations' development differs. However, financial performance metrics often fall. Between 2011 and 2019, ASEAN enterprises' return on equity (ROE) fell by eight percentage points in Indonesia, the Philippines, and Singapore and five percentage points in Malaysia and Thailand. Return on assets fell similarly. Vietnamese non-financial enterprises were most profitable, followed by Thai and Indonesian corporations (OECD, 2023). Debt patterns also vary among ASEAN. Listed corporations in Singapore, the Philippines, and Thailand had debt-to-asset ratio rises of eight percentage points between 2006 and 2020. Malaysia rose four points, but Indonesia and Vietnam fell. The debt-to-EBITDA ratio showed even greater rise, with profit levels declining over the previous decade not with standing asset expansion (OECD, 2023). These findings indicate continued financial strains on ASEAN-5.
Financial performance is affected by capital structure. Vietnamese researchers observed a negative relationship between capital structure and financial performance (Phuong and Nguyen, 2019). Other research found that debt lowers performance (Aulia and Gandakusuma, 2020; Sdiq and Abdullah, 2022). However, some evidence shows a beneficial association. For example, Ningsih and Utami (2020) found that debt-to-equity ratio improved performance. These discrepancies show that capital structure and performance differ by industry, business size, and nation (Susilawati et al., 2022). In addition to capital structure, ASEAN enterprises must ensure company sustainability and global competitiveness (Atmaja and Utami, 2025). Excellent corporate governance is typically considered a critical technique for achieving these goals. Governance practices include corporate decision-making openness, accountability, board responsibility, independence, and fairness (OECD, 2025). Strong governance structures increase investor trust, lower operational risk, and enhance long-term financial results.
Board independence ensures impartial supervision, prevents conflicts of interest, and balances stakeholder demands, according to the G20/OECD Principles of Corporate Governance (OECD, 2023) Independent directors provide effective oversight, according to agency theory (Jensen and Meckling, 1976). Adding independent directors has been found to increase profits in various cases. In Vietnam, independent boards have not always improved performance and have even hurt it (Bich and Uyen, 2020; Nurhidayanti et al., 2023). Governance boosts market efficiency and risk management throughout ASEAN, according to the OECD (2023). Stronger governance helps companies weather economic storms and attract overseas investment. According to the ASEAN Corporate Governance Scorecard Country Reports and Assessments 2019 (ADB, 2019), Thailand led governance practices, followed by Malaysia and Singapore, while Vietnam improved the most at 32%. Financial success is also positively correlated with governance rankings (Utami and Pernamasari, 2019). However, inconsistencies occur. Singapore's rating dropped in 2019 despite good governance rankings.
Company-level examples show these linkages' complexity. PT Aneka Tambang (ANTM) of Indonesia was among the ACGS' "Top 50 Publicly Listed Companies" from 2018 to 2022. Yet the corporation was involved in various corruption scandals, casting doubt on governance (Trihatmoko and Kuncoro, 2021). Despite governance flaws, ANTM's ROA increased significantly, refuting studies that independent directors drive profitability. Even though its leverage dropped, Eastern Water Resources Development and Management Public Company Limited (EASTW) in Thailand had a fall in ROA between 2015 and 2018, confirming research that correlates high debt with inadequate performance (Aulia and Gandakusuma, 2020). These discrepancies represent shareholder-manager agency issues. These conflicts produce agency costs to supervise managers and align their interests with shareholders, according to agency theory (Jensen and Meckling, 1976). Transparency, accountability, and monitoring in corporate governance may lower agency expenses (Chaudhary, 2022). Governance's impact on performance reliance on the company's agency expenses. Governance becomes more crucial in limiting managerial opportunism as agency costs grow (Sofyaun et al., 2022).
This study explores agency costs as a mediating element in the link between capital structure, corporate governance, and financial performance in ASEAN-5 listed businesses from 2018 to 2022. The study examines how capital structure, corporate governance, agency costs, and indirect effects of capital structure and governance on performance through agency costs.This research should make two contributions. From a theoretical standpoint, it shows how debt-to-equity ratio and board independence affect agency costs and financial results. Strong performance reflects governance and capital choices and indicates to investors the company's capacity to control conflicts of interest, according to signaling theory. The results could help ASEAN business management optimize capital structure and governance to reduce agency costs and improve performance. The analysis shows that organizations with robust capital structures and governance frameworks are more likely to produce better returns and lower risks, making investments safer. 

2. material and methods 

2.1 Theories
Jensen and Meckling (1976) claimed that agency expenses rise when owners lack direct control over the company. Since creditors watch management behavior in addition to shareholders, debt in capital structure improves monitoring. The idea illustrates how principals (owners) maximize wealth while agents (managers) pursue their own goals. Conflicting interests cause agency costs (Sdiq & Abdullah, 2022). Irwansyah et al. (2020) add that managers may prioritize personal rewards above the company's main goal of growing shareholder value, worsening agency conflicts and costs. Signaling theory, established by Spence (1973), emphasizes knowledge holders sending credible signals to diminish insider-outsider asymmetry. According to Leland and Pyle (2012), boards of directors are driven to disclose their better understanding of the business to prospective investors, especially via annual reports, hence increasing firm value. Effective corporate governance sends favorable signals to the market, signaling that strong management control and transparency will increase business performance and maximize shareholder rewards (Sofyaun et al., 2022). 	Comment by Anonim: In this study, the author uses two theories, namely Agency Theory and Signaling Theory. Please add an explanation specifying which model is explained by Agency Theory and which model is explained by Signaling Theory.	Comment by Anonim: not listed in the references

2.2 Capital Structure
Long-term and short-term debt proportions must be considered when determining a firm's capital structure (Sdiq & Abdullah, 2022). Capital structure theory shows that debt is typically cheaper than equity, encouraging organizations to use more debt to build value (Aulia & Gandakusuma, 2020). Firdaus et al. (2019) state that enterprises must maintain an appropriate capital structure supplied locally or externally to support operational operations. Capital structure composition is a key management issue for increasing financial performance (Susilawati et al., 2022). Kurniawati and Yatna (2020) add that well-managed capital structures boost a firm's finances and may attract investors. Debt management improves financial performance and controls free cash flow, reducing waste. Miller (1977) also found that capital structure improves business performance and value, emphasizing the relevance of debt-to-equity ratio. 	Comment by Anonim: not listed in the references
However, empirical outcomes vary by situation. Capital structure and performance have good and negative effects in Iran (Ahmed et al., 2023), Europe (Li et al., 2019), Nigeria (Ibhagui & Olokoyo, 2018), and Indonesia (Ngatno et al., 2021). Debt utilization requires set interest payments for enterprises (Irwansyah et al., 2020). However, increasing leverage may discipline managers to prevent squandering free cash flow and reduce agency costs (Kurniawati & Yatna, 2020). Therefore, capital structure is the ratio of debt to equity that facilitates operational operations, investments, and long-term value generation for the organization. 

2.3 Corporate Governance
Corporate governance governs the rights and responsibilities of shareholders, managers, creditors, government, employees, and internal and external parties while guiding and controlling the company (Sumatriani, 2017). Effective corporate governance guarantees accountability, responsibility, openness, fairness, and independence in accordance with OECD standards, which improves business performance. These five key principles promote trust, reduce conflicts of interest, and increase management control, enabling sustainable development and improving company results. 	Comment by Anonim: Add a citation. Whose work is this sentence taken from?

2.4 Proportion of Independent Board Members
Good Corporate Governance (GCG) relies on the number of independent commissioners on a company's board to supervise management and protect minority shareholders' interests. According to Financial Services Authority Regulation No. 33/POJK.04/2014, public businesses in Indonesia must have at least 30% independent commissioners on their boards (Otoritas Jasa Keuangan, 2014). Their participation should reduce conflicts of interest, increase transparency, and increase accountability. According to the Forum for Corporate Governance in Indonesia (FCGI, 2001), independent commissioners are crucial to strategic decision-making free from controlling shareholders. Different ASEAN nations have different definitions and standards. Malaysia requires at least half of its boards to have independent non-executive directors under its 2017 Corporate Governance Code. The 2012 Corporate Governance Code in Singapore requires one-third independent director. Thailand requires at least one-third independent director with a minimum of three members, whereas the Philippines requires two independent directors or 20% of the board. 	Comment by Anonim: not listed in the references
Independent commissioners may not always improve corporate performance, according to empirical research. Nurhidayanti et al. (2023) identified a negative association between independent commissioners and financial performance in Indonesia, claiming that inadequate monitoring may fail to solve agency issues and raise agency expenditures. Despite legal governance structures, Bich and Uyen (2020) found that independent directors in Vietnam did not improve performance and often hurt it. Such results show that independent boards' efficacy depends on proportionate representation, competence, dedication, and organizational culture. Thus, although the rules emphasize independent directors' normative relevance, their actual efficacy relies on their integrity and quality. 
2.5 Financial Performance
Financial ratios show how well a corporation meets its financial goals. According to Firdaus et al. (2019), financial performance measures the company's financial success. It measures internal and external stakeholder decision efficiency and effectiveness (Sdiq & Abdullah, 2022). Financial success is measured by the company's resource management across operations, finance, and investment. Financial reports are used to evaluate performance, while non-financial factors include human resource usage. Financial indicators are more popular because they are measurable and easy to examine, with profitability ratios being significant measurements (Aulia & Gandakusuma, 2020). 	Comment by Anonim: not listed in the references
Profitability indicates resource efficiency and business sustainability, making it an important financial metric. Profit increase shows good management and boosts investor confidence (Sinaga & Wangdra, 2021). Their analysis shows that persistent profit growth increases business value and indicates good governance and operations. However, other research shows that capital structure hurts financial success. For example, Ngatno et al. (2021) observed that high debt ratios hurt performance. Agency expenses can lower financial performance since greater debt-to-equity ratios raise interest commitments and squeeze corporations (Zulvia & Serly, 2020). This shows that capital structure equilibrium is essential for financial success. 	Comment by Anonim: not listed in the references

2.6 Agency Costs
Agency costs arise from principals and agents' conflicting interests in a business. These expenses may include stock options, performance bonuses, or other financial incentives to match management behavior with shareholder goals, according to Ain et al. (2021). Jensen and Meckling (1976) note that management choices generally entail salary, commission, and operational expense trade-offs that increase agency costs. Managers may emphasize personal gains above shareholder value, resulting in these expenditures (Sdiq & Abdullah, 2022). Principals spend money on monitoring and incentives to resolve disagreements, but overuse may hurt financial results. Muchlas (2018) emphasizes that incentives and monitoring promote management alignment, whereas Mursidah et al. (2021) emphasize that growing agency costs lower company performance. Similarly, Pujawati and Surasni (2019) suggest that needless monitoring costs reduce financial efficiency. 
Agency expenses including excessive management incentives, expensive oversight, and wasteful expenditures hurt the firm's finances. On the other hand, signaling theory suggests that managers may use debt to convey confidence in future prospects (Spence, 1973). By increasing leverage, managers show investors optimism. Due to bankruptcy concerns, a larger debt ratio forces managers to work more effectively and reduce waste (Hutapea & Sulistyowati, 2024). Thus, although agency expenses might hurt financial performance, debt financing can indicate and discipline.

2.7 Data Types and Sources
This research uses quantitative data, which is numerical values ​​for each variable. The researcher used secondary data from available sources. The statistics are from the 2018–2022 annual reports of the Top 50 publicly listed firms in Indonesia, Malaysia, Singapore, Thailand, and the Philippines. The official stock market websites of each nation provided credible and consistent financial and governance data for this study's research. 	Comment by Anonim: Explain why the author uses the observation period from 2018 to 2022 and why the study focuses only on the Top 50 publicly listed firms in Indonesia, Malaysia, Singapore, Thailand, and the Philippines.

2.8 Population and Sample
The Top 50 publicly listed firms in Indonesia, Malaysia, Singapore, Thailand, and the Philippines from 2018–2022 are the population of this study to ensure accuracy and relevance. Purposive sampling was used to select a non-probability sample from this group depending on research goals. First, the company must be in the Top 50 publicly listed firms in the respective ASEAN-5 countries from 2018 to 2022. Second, it must consistently remain in the Top 50 ranking over the five years. Third, it must publish its annual reports in full and in English to ensure data accessibility and comparability. This method allows the selection of a representative sample that fits research needs while ensuring financial and governance information availability and quality. 

2.9 Operational Definitions of Variables
The operational definitions of this study's variables are unambiguous to prevent data collecting errors. The return on assets (ROA) ratio measures financial success. ROA is used to evaluate managerial efficiency and agency costs by showing how well management uses corporate assets to make money. This technique follows Astuti et al. (2021), Atmaja and Utami (2025), Ningsih and Utami (2020), and Sdiq and Abdullah (2022). The debt-to-equity ratio measures capital structure, the first independent variable. DER is significant because excessive leverage may cause conflicts of interest between shareholders, creditors, and management, raising agency costs. Related research by Astuti et al. (2021), Gborogen and Toluwa (2023), and Kurniawati and Yatna (2020) used this measure. Corporate governance—proxied by board independent commissioners—is the second independent variable in this study. 
This metric provides efficient, accurate, impartial, and objective decision-making, which is excellent company governance. The percentage of independent directors has also been used to measure governance excellence by Bich and Uyen (2020) and Obeid and Sundarasen (2017). This research uses agency costs as a mediating variable to relate capital structure, corporate governance, and financial performance. The operational expense ratio is a good proxy for agency costs since it includes management discretionary spending that may not coincide with shareholder objectives. According to Sdiq and Abdullah (2022) and Zulvia and Serly (2020), this ratio indicates how much management choices cost the business. The variables used in this study are operationalized using measures from earlier literature to guarantee validity and reliability in capturing the connections under examination. 
2.10 Data Analysis Methods 	Comment by Anonim: it would be better to include a diagram of the research model.

Iba and Wardahana (2023) define analysis as an organized and logical approach to research goals. It starts with setting objectives, identifying issues, creating a theoretical framework, establishing hypotheses, and choosing the best data gathering and analysis methodologies. SPSS version 25 is used for multiple regression analysis in this investigation. Data is organized and evaluated using descriptive statistical analysis. Panel data combines cross-sectional and time series data from a defined period, justifying SPSS version 25. This integration enhances understanding of variable connections, making regression approaches more trustworthy. 
Summary and interpretation of data features depend on descriptive statistical analysis. Descriptive statistics help decision-making by evaluating datasets and identifying relevant trends, according to Iba and Wardahana (2023). This technique uses means and standard deviations to evaluate data quality. A dataset is high-quality if the mean surpasses the standard deviation, according to Yamashita (2020). The frequency distributions and statistical parameters mean, minimum, maximum, and standard deviation in SPSS version 25 make this procedure easier. This accurately represents the dataset and gives insights into each variable, improving research accuracy and clarity. 
Traditional assumption checks are also necessary for regression analysis validity. Iba and Wardahana (2023) underline that these tests verify if the dataset meets regression model criteria to ensure findings believability. In panel data regression, not all classical assumptions must be verified since panel data reduces the chance of some breaches. According to Basuki (2021), only normality, multicollinearity, and heteroscedasticity tests are carried out. Using the normality test, data distribution is compared to a normal curve. This is usually assessed using the Kolmogorov-Smirnov test, where a significance value above 0.05 indicates normal distribution and below 0.05 indicates non-normal distribution (Iba & Wardahana, 2023). 	Comment by Anonim: not listed in the references
Another assumption test, multicollinearity, checks for substantial connections between independent variables. According to Iba and Wardahana (2023), multicollinearity makes regression results unstable and hard to understand, making it hard to identify each predictor. Tolerance values ​​and VIF are used to identify multicollinearity. If the VIF is less than 10 and the tolerance is over 0.01, the dataset is multicollinearity-free. Testing for heteroscedasticity is essential for determining if residuals vary unequally across data. Marwan et al. (2023) define heteroscedasticity as independent variable significance below 0.05 and homoscedasticity above 0.05. SPSS 25 is used to run this test, assuring accuracy. 
To evaluate mediation, regression with mediating variables is used. A mediating variable must substantially alter the link between independent and dependent variables, either totally or partly, according to Baron and Kenny (1986). Testing three regression equations—one relating the independent variable to the dependent variable, one to the mediator, and one to both independent and mediating variables—is necessary. Mediation is complete when the independent variable loses significance when the mediator is added, and partial when the influence drops but remains significant. To verify indirect effect strength, the Sobel test is used. According to Abu-Bader and Jones (2021), the Sobel test determines if the product of the regression coefficients from the independent variable to the mediator (a) and mediator to the dependent variable (b) is statistically significant. Mediation is confirmed by a Sobel statistic over 1.96 and p-value below 0.05. The Sobel test requires 50–100 observations (Abu-Bader & Jones, 2021), although the Sobel calculator may help (Adnan & Kiswanto, 2017). This work addresses its research aims with methodological rigor and robustness using regression analysis, classical assumption tests, and mediation testing. 

3. results and discussion

3.1 Research Objective Overview
This study focuses on publicly listed firms in the TOP 50 Publicly Listed firms in Indonesia, Malaysia, Singapore, Thailand, and the Philippines from 2018 to 2022. Companies that participate in the ASEAN Corporate Governance Scorecard (ACGS) and have English annual reports for each observation year are selected. Purposive sampling selects firms based on researcher-set criteria to guarantee data meets study goals. Companies that consistently ranked in the TOP 50 Publicly Listed in Indonesia, Malaysia, Singapore, Thailand, and the Philippines from 2018 to 2022 and published complete annual reports in English are the criteria. Due to these constraints, the sample includes 113 firms and 565 observations spanning five years. 
Countries having firms include 25 from Indonesia, 20 from Malaysia, 25 from Singapore, 20 from Thailand (one omitted due to lack of English reports), and 23 from the Philippines. The dataset for statistical analysis includes 113 businesses from 2018-2022, yielding 565 observations (113 × 5). Annual reports offer all the financial and governance data needed to assess the study's primary factors. Capital structure (DER) and company governance (independent directors) are independent factors. Financial performance—ROA—is the dependent variable, whereas agency costs are the mediating variable. All data are examined using panel data statistical techniques and SPSS Version 25 to investigate direct and indirect connections between variables.	Comment by Anonim: The measurement of agency cost has not been clearly explained in this paper.
3.2 Descriptive Statistical Test Results
To summarize each variable in this research, the descriptive statistical test was performed. Mean, median, minimum, maximum, standard deviation, skewness, kurtosis, and total observations are descriptive statistics. This study included 565 observations of 113 firms across the effective observation period. The average capital structure variable (X1) value was 1.502, with a wide range from -4,000 to 11,400. This high dispersion implies significant capital composition disparities across sample enterprises. The huge standard deviation of 1.798 underscores the capital structure's considerable variability, demonstrating that enterprises' financial leverage differs much from the norm. 
The average corporate governance value (X2) was 0.5067, reflecting modest governance procedures throughout the sample. The minimum and highest values ​​were 0.143 and 1.000. The standard deviation of 0.170 shows that corporate governance procedures are clustered around the average value. The mean agency cost (Z) was 0.236, indicating a low average. However, with a standard deviation of 0.193, the distribution varied from 0.004 to 1.294, demonstrating substantial diversity across organizations. Finally, the financial performance variable (Y), evaluated by return on assets, averaged 0.046, indicating that most enterprises had positive but small returns. However, the range was large, from -0.468 to 0.556, with a standard deviation of 0.074, demonstrating that financial performance concentrated around the average but varied throughout the sample.
3.3 Classical Assumption Test
To validate the regression analysis, normality, multicollinearity, and heteroskedasticity tests were performed. According to the Kolmogorov-Smirnov technique, data must have a significance value larger than 0.05 to be deemed regularly distributed. According to our data analysis, the Asymp. Sig. (2-tailed) value was 0.094, above the 0.05 criterion, showing that the study variables—capital structure, corporate governance, agency costs, and financial performance—follow a normal distribution. To find correlations between independent variables, tolerance and Variance Inflation Factor (VIF) values ​​were assessed in the multicollinearity test. The tolerance values ​​over 0.10 for capital structure, corporate governance, and agency costs: 0.943, 0.970, and 0.951. The independent variables' VIF values ​​of 1.060, 1.031, and 1.051 are significantly below 10, showing the lack of multicollinearity (SPSS Version 25, 2025). 
Homoskedasticity, which ensures error term variance, was tested using the heteroskedasticity test. Heteroskedasticity is absent if independent variables have statistical significance greater than 0.05 versus absolute residual values. The value for capital structure (0.142), corporate governance (0.647), and agency costs (0.526) exceed 0.05. These data show that none of the independent variables substantially impact the residuals, suggesting a constant error variance and a heteroskedasticity-free regression model (SPSS Version 25, 2025). The traditional assumption tests show that the model fulfills statistical assumptions and is suitable for analysis.
3.4 Causal Step Test
In this research, mediation factors are used to test the hypothesis that agency costs tie independent variables to financial performance. The causal step approach, introduced by Baron and Kenny (1986), is used with the Sobel test to analyze the mediating effect. The causal step approach uses three structural equations for mediation analysis stages. The first stage measures the independent variable's direct impact on the dependent variable, the second its influence on the mediator, and the third its combined effect on the dependent variable. This sequence shows if agency costs mediate capital structure or corporate governance and financial performance.The first regression model examines how capital structure affects financial performance. Regression analysis yields ROA = 0.204 – 0.083DER + e. When capital structure (DER) is zero, financial performance (ROA) is positive at 0.204. However, the capital structure coefficient is -0.083, indicating a strong negative association. A significance level of 0.003, below 0.05. Higher capital structure values, or debt-to-equity ratios, lower financial performance. Debt may raise financial obligations and lower profitability and efficiency. This shows a substantial adverse relationship between capital structure and financial performance, laying the groundwork for mediation effect analysis. 
Capital structure and agency costs are examined in the second regression model. The regression equation is AC = -2.091 + 0.409DER + e. Agency cost is negative when capital structure is zero because -2.091 is constant. More crucially, the capital structure coefficient is positive at 0.409 with a significance level of 0.000, suggesting a substantial positive connection. The capital structure increases agency costs. According to agency theory, high debt consumption may cause conflicts of interest between shareholders, creditors, and management, increasing monitoring and control costs. The data suggests that highly leveraged organizations have higher discretionary spending due to agency charges. These dynamics suggest agency costs may mediate the capital structure-financial performance link. 
The third regression equation examines how capital structure and agency costs affect financial performance. ROA = 0.013–0.059DER–0.074AC + e. Capital structure and agency costs both have a negative impact (-0.059, significance 0.034 and -0.074, significance 0.000). Including agency costs in the model reduces the direct impact of capital structure on financial performance from -0.083 to -0.059, implying some mediation. This demonstrates that agency cost mediates capital structure-financial performance. Capital structure negatively affects financial performance indirectly via agency costs. These findings show that agency cost is an intermediate mechanism in how financial leverage impacts profitability and efficiency. The mediation study then examines corporate governance. This pathway's initial equation is ROA = 0.131 – 0.020GCG + e. Corporate governance has no significant effect on financial performance, the coefficient of -0.020 and p-value of 0.602. Financial performance is favorable when corporate governance is nil, but the absence of statistical significance means that corporate governance does not directly affect profitability. However, the second regression demonstrates that corporate governance strongly affects agency costs: AC = -2.047 − 0.334GCG + e. Greater governance systems lower agency costs with a negative coefficient of -0.334 and a significance level of 0.005. This supports the theory that independent boards and stronger governance structures restrict executive discretion, reduce agency costs and unnecessary spending. 
The pathway's final equation is ROA = 0.013 – 0.057GCG – 0.074AC + e. Agency costs negatively impact financial performance (-0.074, significance 0.000), while corporate governance does not directly impact financial performance when agency costs are reduced (-0.057, significance 0.136). These data show that agency costs cannot mediate corporate governance and financial success. Governance structures seem to lower agency costs but not financial performance in the observed sample, unlike mediation in the capital structure route. The study concludes that agency cost somewhat mediates the connection between capital structure and financial performance and does not mediate corporate governance and financial performance. These results provide light on how agency expenses affect ASEAN organizational outcomes. 
3.5 Sobel Test
This study used the Sobel test to supplement the causal step approach, which evaluates mediation effects through a series of regression analyzes that may oversimplify causal relationships (Preacher & Hayes, 2004). The Sobel test was used to assess whether agency costs (Z) mediate the association between capital structure (X1), corporate governance (X2), and financial performance (Y). The Sobel test outperforms the Baron and Kenny technique in statistical power as part of the product of coefficients strategy (Preacher & Hayes, 2004). This test evaluates the indirect influence of The test results are in Table below. 
Table 1. Sobel test result
	Relationship
	Sobel Test
	P-Value/Prob

	Capital Structure (X1) → Agency Cost (Z) → Financial Performance (Y)
	-3.5811
	0.000

	Corporate Governance (X2) → Agency Cost (Z) → Financial Performance (Y)
	2.478
	0.013



The Z-value for X2 was 2.478, above the 5% significance threshold of ±1.96 with a p-value of 0.013, demonstrating a strong mediating influence of agency costs on corporate governance and financial performance. The Z-value for X1 was -3.5811 with a p-value of 0.000, demonstrating that agency cost mediates the association between capital structure and financial performance.
3.6 Effect of Capital Structure on Financial Performance
With a significance level of 0.003, regression analysis shows that capital structure negatively impacts financial performance, supporting H1. According to agency theory (Jensen & Meckling, 1976), a high debt-to-equity ratio (DER) may cause shareholder-creditor disputes. Creditors typically encourage management to be more cautious and avoid high-risk investments, which prevents the business from exploring lucrative possibilities and maximizing asset utilization for optimum returns (Kurniawati & Yatna, 2020). Susilawati et al. (2022) found that DER significantly affects return on assets. When DER is high, creditors perceive increased financial risk since owners' equity is less security for loans. This view raises the firm's debt, lowering profits. According to Masditok et al. (2024) study across ASEAN nations from 2013 to 2023, larger debt proportions in the capital structure worse financial performance. Debt may provide capital, but excessive or poorly managed leverage increases interest costs and financial risks, reducing net income and profitability (Hertina et al., 2021).
3.7 Effect of Capital Structure on Agency Costs
The regression findings show that capital structure positively affects agency costs with a probability value of 0.000, below the 0.05 threshold, supporting the second hypothesis (H2). According to Jensen and Meckling (1976), traditional agency theory implies that increased leverage improves external creditor monitoring and reduces agency costs via stronger management discipline. However, debt funding generally increases agency expenses. Sdiq and Abdullah (2022) found that agency expenses rise with a firm's debt ratio. Potential conflicts of interest develop when agents seek personal interests or behave opportunistically in ways that contradict shareholder goals. To reduce risk, organizations must balance stock and debt funding. A well-managed capital structure enables managers to spend resources effectively and responsibly, allowing the business to repay debt and interest and satisfy shareholder expectations via dividends (Gborogen & Toluwa, 2023).
3.8 Effect of Corporate Governance on Financial Performance
Regression analysis shows that corporate governance does not affect financial performance, contradicting the third hypothesis (H3), which expected a positive link. This negligible impact is due to the low number of independent directors, who are anticipated to improve monitoring but do not guarantee effective supervision, management, or decision-making (Budiman & Krisnawati, 2021). This finding supports Bich and Uyen (2020), Eksandy (2018), and Handriani and Robiyanto (2018) findings that independent directors do not affect business performance evaluated by return on assets. In Vietnam, Bich and Uyen (2020) found that board size, duality, and independence did not effect financial results. This contradicts Obeid and Sundarasen (2017) in India, Malaysia, and Singapore, Kao et al. (2019) in Taiwan, and Al Farooque et al. (2019) in Thailand, who found that independent boards improve performance. The research implies that independent directors may not increase performance because poor supervision may worsen agency issues. Thus, board independence alone does not improve financial performance; what counts is how well directors monitor and protect shareholder interests (Nurhidayanti et al., 2023).
3.9 Effect of Corporate Governance on Agency Costs	Comment by Anonim: Review the Baron and Kenny method. The Baron and Kenny approach involves certain prerequisites in its procedure. If the effect of X on Y is not significant, the analysis cannot be continued. Therefore, examining the effect of corporate governance on agency cost should not be conducted, as it has already been established that corporate governance has no significant effect on financial performance.
The regression findings support the fourth hypothesis (H4) that corporate governance negatively affects agency costs at 0.005. According to agency theory (Jensen & Meckling, 1976), robust governance procedures reduce manager-shareholder disputes, monitoring costs, excessive incentives, and opportunistic conduct. Prior research, such as Čalopa et al. (2020), Chaudhary (2022), and Sofyaun et al. (2022), has shown that independent commissioners and active audit committees greatly cut agency expenses. Yamasitha (2020) noted that governance efficiency directly reduces internal control costs, whereas Abdullah and Tursoy (2021) noted that IFRS adoption in Germany promoted transparency and accountability, decreasing agency costs. To reduce agency risks, OECD-G20 standards (OECD, 2025) recommend competent and independent supervision systems. Governance reduces agency costs in ASEAN-5 enterprises, especially those with cross-jurisdictional complications. Independent commissioners protect shareholder interests due to their independence from executive management (Mukti & Maulana, 2023). Their independence improves supervision, eliminates opportunism, and aligns choices with shareholder goals, reducing inefficiencies and increasing corporate value (Agarwal & Singh, 2020).
3.10 Effect of Agency Costs on Financial Performance
Agency costs negatively impact financial performance, confirming the fifth hypothesis (H5) that agency costs hurt business performance. According to agency theory (Jensen & Meckling, 1976), monitoring, incentive systems, and internal controls affect operational efficiency and financial results. Due to management inefficiencies, inefficient asset usage, and unnecessary expenditures, Damayanti and Anam (2025) found that agency costs reduce profitability. Mariana et al. (2023) suggested that high agency costs impair organizational interest alignment and profit maximization. International research, including Rashid Khan et al. (2020) in China, Khuyen (2021) and Hoang et al. (2019) in Vietnam, and Houqe et al. (2022) in the US, all corroborate the negative link between agency expenses and financial performance. Kontuš (2021) found lower connections in other European situations, suggests institutional diversity. ROA and other profitability measures drive organizations to maximize asset efficiency to boost profits (Pham, 2022; Seth et al., 2020). Thus, higher agency expenses reduce efficiency and effectiveness.	Comment by Anonim: not listed in the references
3.11 Effect of Capital Structure on Financial Performance through Agency Costs
With a Sobel test value of -3.5811 and a p-value of 0.000, agency costs mediate the effect of capital structure on financial performance, supporting H6 and confirming that agency costs indirectly affect firm performance. Sdiq and Abdullah (2022) found that agency costs mediate the relationship between leverage and firm performance in Iraqi companies, and Apriliyanti and Hidayat (2016) found that debt levels increase interest expenses, which increases agency costs without improving firm outcomes. This agency theory hypothesis states that excessive debt financing increases agency costs due to conflicts between creditors seeking repayment and managers seeking self-interest (Jensen & Meckling, 1976). Conflicts may lead to opportunistic conduct, riskier investments, and resource theft, increasing bankruptcy, litigation, and monitoring expenses (Zulvia & Serly, 2020). High agency costs lower profitability, capital expenses, and company value, but they may also force managers to make more cautious decisions. These results contradict Ahmed et al. (2023), who found that agency costs do not influence capital structure–performance.
3.12 Effect of Corporate Governance on Financial Performance through Agency Costs 	Comment by Anonim: Review the Baron and Kenny method. This section should not be continued because it does not meet the Baron and Kenny requirements.
The seventh hypothesis (H7) is supported by the Sobel test findings, which show that agency costs mediate the impact of corporate governance on financial performance (-2.478, p-value 0.013). This shows that corporate governance reduces agency costs rather than directly affecting business performance. Sofyaun et al. (2022) stressed agency costs as the relationship between governance methods and financial results, whereas Raza et al. (2024) indicated that more independent directors improve management supervision. Independent board members may better represent shareholder interests, limit opportunistic conduct, and improve monitoring due to their impartiality and independence from everyday operations. The inclusion of additional independent directors guarantees more thorough examination of management choices, minimizing self-serving acts that harm shareholders. Strong supervision reduces agency-related expenses like monitoring, aligning management actions with shareholder goals. Thus, business assets are better used, increasing firm value. Thus, the mediation effect emphasizes agency cost reduction's centrality in improving governance procedures and financial performance.

4. Conclusion

This research examined how capital structure and corporate governance affect financial performance in ASEAN-5 firms from 2018 to 2022, using agency costs as a mediating variable. Panel data analysis and mediation testing provide numerous findings. First, capital structure has a positive and significant effect on agency costs, indicating that debt financing intensifies conflicts of interest between managers and creditors, increasing monitoring, control, and moral hazard costs. Second, corporate governance has a substantial negative influence on agency costs, showing that efficient governance systems minimize managerial–owner disputes for reduced agency costs. Third, agency costs dramatically reduced financial performance, demonstrating that extensive monitoring, incentives, and opportunistic conduct reduce profitability and efficiency. Fourth, larger debt ratios hindered enterprises via growing interest loads, financial risk, and operational flexibility, which hurt financial performance. Fifth, corporate governance had no meaningful influence on financial performance, demonstrating that board independence does not improve business results. Mediation tests confirmed that agency costs mediate these interactions by showing that capital structure indirectly impacted financial performance via agency costs and corporate governance indirectly affected financial results by lowering agency costs. 
Despite providing useful insights, the study has some shortcomings that should be addressed in future research. Since the investigation only included ASEAN-5 enterprises, breadth and generality are limited. Ownership arrangements and institutional frameworks differ, therefore Indonesian enterprises generally have majority–minority shareholder disputes rather than principal–agent conflicts. Second, proxies may limit measurement precision. Capital structure was examined using the Debt-to-Equity Ratio (DER) and financial performance using Return on Assets (ROA), although other definitions may provide different results, especially if DER covers short- and long-term debt. Independent directors were used to proxy governance, but management and institutional ownership, which might significantly impact agency costs and performance, was ignored. Third, agency costs may be better as a moderating variable than a mediator, since some research revealed no mediation impact. Fourth, the causal step and Sobel tests cannot test causal models concurrently and cannot capture more complicated mediating relationships. These factors may limit validity and complicate causal links. 
Based on these constraints, numerous suggestions are made. First, future studies should include firms from all ASEAN countries or other developing markets to enable cross-market comparisons and institutional influence analysis while controlling for macroeconomic variables such as interest rates, inflation, and stock market conditions that affect performance. Second, future studies should use other proxies to better capture factors, such as DAR with DER or ROE and Tobin's Q alongside ROA. Management and institutional ownership should be included in governance measurements to effectively capture monitoring and incentive alignment impacts. Third, future studies should examine agency costs as a mediator and moderator to reveal its genuine significance in company dynamics and draw more rigorous findings. Finally, sophisticated analytical methods such as route analysis or Structural Equation Modeling (SEM) are needed to investigate mediation effects simultaneously and holistically. These changes would increase dependability and reveal how internal business issues affect financial performance in different settings. 
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