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ABSTRACT 

	Aims: To examine how agency costs mediate the relationship between capital structure, corporate governance, and financial performance in the Top 50 publicly listed companies across five ASEAN countries.
Methodology: Uses panel data analysis and the Sobel test to analyze mediation effects. Financial performance is measured by ROA, capital structure by DER, corporate governance by the proportion of independent board members, and agency costs by the operational expense ratio.
Sampling: Covers the Top 50 listed firms from Indonesia, Malaysia, Singapore, Thailand, and the Philippines during 2018–2022.
Result: Findings show that DER negatively affects financial performance but positively affects agency costs. Corporate governance reduces agency costs but does not directly influence financial performance. Agency costs significantly harm performance and mediate both the capital structure–performance and governance–performance relationships.
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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 data suggests a benefit. Ningsih and Utami (2020) discovered debt-to-equity ratio increased performance. These differences illustrate that industry, firm size, and country affect capital structure and performance (Susilawati et al., 2022). ASEAN companies must maintain sustainability and global competitiveness in addition to capital structure (Atmaja and Utami, 2025). Excellent company governance is often considered essential for these purposes. Governance includes transparency, accountability, board responsibility, independence, and fairness in business decision-making (OECD, 2025). Investor trust, operational risk, and long-term financial success improve with good governance.
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). 
Company-level examples demonstrate links' intrigue. Indonesian PT Aneka Tambang (ANTM) was an ACGS "Top 50 Publicly Listed Companies" from 2018 to 2022. Yet corruption issues plagued the company, putting doubt on governance (Trihatmoko and Kuncoro, 2021). ANTM's ROA rose despite governance issues, defying evidence suggests independent directors boost profits. Although its leverage reduced, Eastern Water Resources Development and Management Public Company Limited (EASTW) in Thailand saw a reduction in ROA between 2015 and 2018, corroborating studies that link excessive debt to poor 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. 

2. material and methods 

2.1 Theories
Jensen and Meckling (1976) say agency fees rise when owners don't control the firm. Creditors and shareholders watch management, and debt in the capital structure increases monitoring. The idea shows how owners might maximize wealth while managers achieve organizational goals. Competing interests cost agencies (Sdiq & Abdullah, 2022). According to Irwansyah et al. (2020), managers may put their own interests ahead of shareholders', which might increase agency conflicts and expenses. Spence's (1973) signaling theory emphasizes accurate knowledge-holder communications to minimize insider-outsider imbalance. According to Leland and Pyle (1997), boards of directors may increase a company's value by sharing their business expertise with investors, especially in annual reports. Effective corporate governance shows the market that management control and transparency improve firm performance and shareholder returns, according to Sofyaun et al. (2022).

2.2 Capital Structure
Long-term and short-term debt ratios determine capital structure (Sdiq & Abdullah, 2022). Since debt is cheaper than equity, capital structure theory advises building value with additional debt (Aulia & Gandakusuma, 2020). Business needs local or foreign money, stated Firdaus et al. (2019). To increase financial performance, management must evaluate capital structure (Susilawati et al., 2022). Kurniawati and Yatna (2020) said well-managed capital structures attract investors and enhance finances. Cash flow management with debt management boosts profits and reduces waste. Miller (1977)'s debt-to-equity ratio shows capital structure boosts firm performance and value. Empirical results depend on context. Capital structure and performance influence Iran, Europe, Nigeria, and Indonesia (Ahmed et al., 2023; Li, 2019; Ibhagui & Olokoyo, 2018; Ngatno, 2021). Businesses must pay loan interest (Irwansyah et al., 2020). Increased debt may push managers to protect cash flow and cut agency expenses (Kurniawati & Yatna, 2020). Capital structure—the debt-to-equity ratio—supports operations, investments, and long-term value. 

2.3 Corporate Governance
Corporate governance guides and controls the firm by governing owners, managers, creditors, government, workers, and internal and external partners (Sumatriani, 2017). Effective OECD-compliant corporate governance ensures accountability, responsibility, transparency, fairness, and independence, improving company performance. These five principles foster trust, reduce conflicts of interest, and strengthen managerial control, allowing sustainable growth and firm success (Tjahjadi et al., 2021). 

2.4 Proportion of Independent Board Members
Good Corporate Governance (GCG) uses a company's board's independent commissioners to oversee management and safeguard minority shareholders. Financial Services Authority Regulation No. 33/POJK.04/2014 requires public companies in Indonesia to have at least 30% independent commissioners on their boards (Financial Services Authority, 2014). Reduce conflicts of interest, enhance transparency, and raise accountability. The Forum for Corporate Governance in Indonesia (FCGI, 2001) advocates independent commissioners for strategic decision-making without shareholder control. ASEAN countries set and follow standards. The 2017 Malaysian Corporate Governance Code requires 50% of its boards to have independent non-executive directors. The 2012 Singapore Corporate Governance Code requires one-third independent directors. Thailand requires one-third independent directors with three members, whereas the Philippines only two independent directors or 20%. Independent commissioners may not improve corporate performance, according to research. Nurhidayanti et al. (2023) concluded that independent commissioners hurt Indonesian financial performance because inadequate oversight may fail to fix agency issues and raise agency expenses. Bich and Uyen (2020) found that independent directors in Vietnam impeded performance not with standing legal governance. Results show proportionate representation, expertise, dedication, and corporate culture impact independent boards' efficacy. Thus, although the rules emphasize independent directors' normative relevance, their success relies on their honesty and quality. 
2.5 Financial Performance
Financial ratios show how well companies achieve their goals. Firdaus et al. (2019) say financial performance measures firm success. We assess internal and external stakeholder decision efficiency and effectiveness (Sdiq & Abdullah, 2022). Financial success depends on operations, finance, and investment resource management. HR utilization is non-financial, whereas financial measures performance. Quantifiable and easy-to-analyze profitability ratios are desirable financial indicators (Aulia & Gandakusuma, 2020). Resource efficiency and business sustainability depend on profitability. Good management and profits improve investor confidence (Sinaga & Wangdra, 2022). They found that constant profit growth increases organizational value and implies excellent governance and operations. Another study indicates capital structure harms financial success. Ngatno et al. (2021) found high debt ratios impair performance. Agency expenditures may hurt financial performance since higher debt-to-equity ratios increase interest costs and strain businesses (Zulvia & Serly, 2020). Capital structure balance is necessary for financial success. 

2.6 Agency Costs
Conflicting founder and agent interests cost agencies. Stock options, performance bonuses, and other financial incentives may align management with shareholder goals, according to Ain et al. (2021). Jensen and Meckling (1976) say compensation, commission, and operational expenditure management trade-offs enhance agency costs. Managers may spend money for themselves, not shareholders (Sdiq & Abdullah, 2022). Misuse may cost principals money for monitoring and dispute resolution. Mursidah et al. (2021) claims agency expenditures hurt business performance, whereas Muchlas (2018) says incentives and monitoring align management. Surasni and Pujawati (2019) say excessive monitoring hurts budgets. Executive compensation, expensive oversight, and wasteful expenditure damaged the company. Signaling theory suggests managers may use debt to demonstrate future confidence (Spence, 1973). Managers please investors by increasing leverage. Managers work harder and reduce waste with higher debt ratios due to bankruptcy concerns (Hutapea & Sulistyowati, 2024). Debt financing may show and control agency expenditure, damaging finances.

2.7 Data Types and Sources
Specifically, this study makes use of quantitative data, which consists of numerical values ​​for each variable. The researcher made advantage of secondary data sources that were readily accessible. The numbers are from the annual reports of the Top 50 publicly traded companies in Indonesia, Malaysia, Singapore, Thailand, and the Philippines for the period of 2018–2022. For the purpose of this study's research, the official stock market websites of each country offered data that would be considered reputable and consistent in terms of governance and finances. 

2.8 Population and Sample
The 2018–2022 Top 50 publicly listed companies in Indonesia, Malaysia, Singapore, Thailand, and the Philippines are included. Purposive non-probability sampling chose research-compliant firms. The chosen businesses must (1) be in the Top 50 publicly listed corporations in each ASEAN-5 nations from 2018 to 2022, (2) continue in the Top 50 for five years, and (3) offer comprehensive, English-language annual reports for data accessibility and comparison. This selection procedure ensures that the sample firms satisfy the study's aims with consistent performance and reliable disclosure. 2018–2022 was chosen for study on financial and governance changes after ASEAN corporate governance reforms and post-pandemic recovery. We selected the Top 50 publicly listed companies in each ASEAN-5 countries to include large, notable organizations with high transparency and data availability, which are more likely to have full financial statements and governance disclosures. This method makes ASEAN capital market findings more comparable, trustworthy, and representative.

2.9 Operational Definitions of Variables
The operational definitions of this study's variables are clear to avoid data collection mistakes. The ROA ratio assesses financial performance. ROA measures managerial efficiency and agency costs by measuring how successful management makes money from business assets. This method follows Astuti et al. (2021), Atmaja and Utami (2025), Ningsih and Utami (2020), and Sdiq and Abdullah (2022). Debt-to-equity ratio measures capital structure, the first independent variable. DER matters because excessive leverage may trigger shareholder, creditor, and management problems, rising agency costs. These studies employed this measure: Astuti et al. (2021), Gborogen and Toluwa (2023), and Kurniawati and Yatna (2020). The second independent variable in this research is board independent commissioners' proxy for corporate governance. 
Company governance is improved by this metric's efficient, accurate, unbiased, and objective decision-making. Using the proportion of independent directors, Bich and Uyen (2020) and Obeid and Sundarasen (2017) measured governance quality. Agency costs mediate capital structure, corporate governance, and financial performance in this study. The operational expense ratio is a fair proxy for agency expenses since it incorporates management discretionary expenditure that may not meet shareholder goals. Sdiq and Abdullah (2022) and Zulvia and Serly (2020) say this ratio shows how much management decisions cost the firm. This research operationalizes variables using measures from previous literature to ensure validity and reliability in capturing the linkages under inquiry. 
2.10 Data Analysis Methods 

Iba and Wardahana (2023) say analysis is a methodical approach to inquiry. Set objectives, identify challenges, develop a theoretical framework, create hypotheses, and determine the best data gathering and analysis techniques. This multiple regression research utilizes SPSS 25. Statistical descriptive analysis organizes and assesses data. Panel data combines cross-sectional and time series data from a set period, justifying SPSS 25. Variable connections improve regression reliability. Summary and interpretation use descriptive statistics. Descriptive statistics help decision-making by analyzing datasets and finding patterns, according to Iba and Wardahana (2023). Data quality is assessed using means and standard deviations. High-quality data is mean > standard deviation, per Yamashita (2020). 
Acceptance of regression analysis involves standard assumption testing. These tests verify that the dataset meets regression model criteria, according to Iba and Wardahana (2023). Panel data regression needs not prove all classical assumptions since it reduces breaches. Basuki and Prawoto (2021) examine just heteroscedasticity, multicollinearity, and normality. We compare data distribution to a normal curve using the normality test. Kolmogorov-Smirnov tests show normal distribution with a significance value above 0.05 and non-normal distribution below 0.05 (Iba & Wardahana, 2023). The multicollinearity assumption test searches for significant independent variable connections. Iba and Wardahana (2023) claim that multicollinearity makes regression conclusions unstable and hard to explain, making predictor identification challenging. VIF and tolerance identify multicollinearity. Multicollinearity-free datasets have VIFs under 10 and tolerances over 0.01. Test for heteroscedasticity to see whether residuals vary unequally across data. Marwan et al. (2023) define heteroscedasticity as independent variable significance below 0.05 and homoscedasticity above. This test utilizes SPSS 25 for accuracy. 
Regression analysis using mediating variables and Baron and Kenny (1986) and Preacher and Hayes (2004) adjustments examines mediation. Baron and Kenny mediation analysis requires a significant independent variable (X) effect on the dependent variable (Y). Preacher and Hayes (2004) think mediation may occur with little effect. Evaluating indirect impact (X → M → Y) is crucial, since concentrating just on individual routes may ignore mediation effects. The independent variable's impact on the dependent variable, its relationship with the mediator, and the independent and mediating factors' combined effect are evaluated using three regression equations. Mediation is full when the mediator makes the independent variable irrelevant and partial when its coefficient lowers but remains significant. Abu-Bader and Jones (2021) recommend the Sobel test to assess indirect impact severity. The Sobel test tests the statistical significance of the product of the regression coefficients between the independent variable and mediator (a) and mediator and dependent variable (b). Mediation is significant if Sobel > 1.96 and p value of 0.05. The Sobel test works for 50–100 observations (Abu-Bader & Jones, 2021), although a calculator (Adnan & Kiswanto, 2017) streamlines calculations. We use regression-based causal stages and formal indirect effect testing to evaluate agency costs' mediating role in capital structure, corporate governance, and financial performance. 
2.11 Research Framework
This research builds a conceptual framework to show how capital structure, corporate governance, agency costs, and financial performance relate based on the hypotheses developed previously. Agency Theory and Signaling Theory describe how corporate finance and governance choices impact business performance directly and indirectly via agency costs. The framework reflects this theory. This conceptual model allows evaluating how independent factors affect ASEAN-5 financial results from 2018 to 2022.
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Figure 1. Model 1
Figures above show the paths examined in this investigation. These models aim to experimentally test whether agency costs mediate financial and governance systems' impacts on business profitability and efficiency.

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. 
3.2 Descriptive Statistical Test Results
This research summarized factors using descriptive statistics. Descriptive statistics include mean, median, minimum, maximum, standard deviation, skewness, kurtosis, and total observations. The effective observation period saw 565 observations of 113 companies: The capital structure variable (X1) averaged 1,502 from -4,000 to 11,400. A broad dispersion shows that sample enterprises' capital processes vary greatly. This capital structure shows extraordinary financial leverage, as indicated by its large standard deviation of 1,798 times. The sample has modest corporate governance, as demonstrated by the average score of 0.5067 (X2). Minimum and highest values ​​were 0.143 and 1.000. Corporate governance approaches cluster around the average, with 0.170 standard deviation. Low average agency cost (Z) was 0.236. The distribution varies from 0.004 to 1.294, showing the business's versatility. Standard deviation was 0.193. Finally, the financial performance variable (Y) measured by return on assets had an average value of 0.046, indicating that most enterprises had moderate positive returns. Despite a considerable range of -0.468 to 0.556 and a standard deviation of 0.074, the sample's financial performance was average but varied by region.
3.3 Classical Assumption Test
To validate regression, normality, multicollinearity, and heteroskedasticity tests were run. Kolmogorov-Smirnov requires data to have a significance value greater than 0.05 to be normally distributed. Our data analysis shows that capital structure, corporate governance, agency costs, and financial performance follow a normal distribution. The Asymp. Sig. (2-tailed) value was 0.094, above the 0.05 requirement. The multicollinearity test examined tolerance and VIF values ​​to determine independent variable correlations. Capital structure, corporate governance, and agency expenses have 0.943, 0.970, and 0.951 tolerances over 0.10. The independent variables' VIF values ​​of 1.060, 1.031, and 1.051 are below 10, indicating no multicollinearity (SPSS Version 25, 2025). Heteroskedasticity evaluated error term variance homoskedasticity. Independent variables with statistical significance greater than 0.05 vs absolute residual values ​​do not exhibit heteroskedasticity. Capital structure (0.142), corporate governance (0.647), and agency expenses (0.526) surpass 0.05. None of the independent variables significantly affects the residuals, indicating a constant error variance and heteroskedasticity-free regression model (SPSS Version 25, 2025). Traditional assumption tests verify the model meets statistical assumptions and is acceptable for analysis.
3.4 Causal Step Test
The idea that agency costs link independent variables to financial performance is tested using mediation factors. The causal step technique by Baron and Kenny (1986) is employed with the Sobel test to investigate mediating influence. Three structural equations are used for mediation analysis in the causal step technique. First, the independent variable's direct effect on the dependent variable, then on the mediator, and finally on the dependent variable combined. Agency expenses may affect capital structure, company governance, and financial performance. The first regression model investigates capital structure and financial performance. Regression gives ROA = 0.204 – 0.083DER + e. Zero capital structure (DER) yields 0.204 positive ROA. However, the capital structure coefficient is -0.083, showing a substantial negative correlation. Significant at 0.003, below 0.05. High debt-to-equity ratios damage finances. Debt may raise expenses and reduce efficiency. This suggests a substantial negative relationship between capital structure and financial performance, allowing mediation effect studies. 
Agency expenditures and capital structure 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, showing a strong positive association. Capital structure increases agency costs. Agency theory implies that high debt consumption may conflict shareholders, creditors, and management, increasing monitoring and control costs. Agency charges increase discretionary spending in highly indebted enterprises, says the research. These patterns illustrate agency fees affect capital structure-financial performance. 
The third regression equation assesses capital structure and agency costs on financial performance. ROA = 0.013–0.059DER–0.074AC+e. Capital structure harms agency costs (-0.059, significance 0.034 and -0.074, significance 0.000). Include agency costs in the model to reduce capital structure's direct effect on financial performance from -0.083 to -0.059, implying mediation. Agency cost mediates capital structure-financial performance. Capital structure's agency costs affect financial performance. This illustrates that agency costs mediate financial leverage's profitability and efficiency implications. The mediation study examines corporate governance. This route begins with ROA = 0.131–0.020GCG + e. Financial performance is unaffected by corporate governance, -0.020, p-value 0.602. No corporate governance enhances financial performance, but the absence of statistical significance shows it does not affect profitability. The second regression shows that business governance significantly impacts agency costs: AC=-2.047-0.334GCG+e. Good governance reduces agency costs by -0.334 and 0.005. Higher governance and independent boards reduce CEO discretion, agency spending, and waste. 
Final route: ROA = 0.013–0.057GCG–0.074AC+e. Agency expenditure (-0.074, 0.000) affects financial performance more than corporate governance (-0.057, 0.136). These data imply agency expenditure does not affect company governance or profitability. Governance frameworks reduce agency costs but not financial performance, unlike capital structure mediation. The research found agency costs influenced capital structure and financial performance but not corporate governance. These studies demonstrate how agency expenditure impacts ASEAN. Agency Theory examines how agency costs affect capital structure, corporate governance, and financial performance. Manager-shareholder disagreements cost agencies, according to Agency Theory (Jensen & Meckling, 1976). Despite solid corporate governance, a higher debt ratio (capital structure) raises monitoring costs and lowers efficiency. Agency Theory underpins the mediation model with agency costs. Capital structure affects financial performance according to Signaling Theory (Spence, 1973). Debt may comfort investors about higher-leveraged organizations' profitability and financial health. Openness and reliability in governance may increase organizational performance and investor trust. Capital structure and firm governance impact financial performance, according to Signaling Theory.
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
H1 is supported by regression analysis showing that capital structure hurts financial performance at 0.003. Due to agency theory (Jensen & Meckling, 1976), a high debt-to-equity ratio (DER) may trigger shareholder-creditor conflicts. Creditors advise management to be cautious and avoid high-risk investments, preventing the firm from pursuing attractive opportunities and optimizing asset usage for maximum profits (Kurniawati & Yatna, 2020). DER substantially affects return on assets, say Susilawati et al. (2022). High DER increases creditors' financial risk since owners' equity offers less loan security. This mindset increases corporate debt and lowers profitability. Masditok et al. (2024) revealed that increasing debt levels in the capital structure affected financial performance in an ASEAN study from 2013 to 2023. Debt provides capital, but excessive or poorly managed leverage may increase interest rates and financial hazards, lowering a company's profitable net income (Hertina et al., 2021).
3.7 Effect of Capital Structure on Agency Costs
With a probability value of 0.000, which is lower than 0.05, the regression provides evidence in favor of Hypothesis 2 by demonstrating that capital structure has a positive influence on agency costs. According to Jensen and Meckling (1976), traditional agency theory asserts that increasing leverage enhances the monitoring of external creditors and reduces agency costs via the implementation of organizational discipline. Increasing agency expenditure is the result of debt financing. It has been noted by Sdiq and Abdullah (2022) that the debt ratio of a company leads to a rise in agency charges. Behavior that is either personal or opportunistic and that is in conflict with the aims of shareholders might become problematic. To mitigate risk, organizations need to strike a balance between equity and debt financing. According to Gborogen and Toluwa (2023), capital structures that are well managed enable managers to deploy resources, repay debt and interest, and meet the expectations of shareholders via dividends.
3.8 Effect of Corporate Governance on Financial Performance
The regression analysis disproves H3, which predicted a favorable relationship between corporate governance and financial success. The limited number of independent directors will increase monitoring, but this does not ensure good supervision, management, or decision-making (Budiman & Krisnawati, 2021). This validates Bich and Uyen (2020), Eksandy (2018), and Handriani and Robiyanto (2018) findings that independent directors do not effect return on assets. In Vietnam, Bich and Uyen (2020) found no influence of board size, duality, or independence on financial outcomes. 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 showed independent boards boost performance. Independent directors may not improve performance since inadequate oversight may compound agency difficulties, according to study. Thus, board independence does not boost financial performance; how effectively directors monitor and safeguard shareholder interests does (Nurhidayanti et al., 2023).
3.9 Effect of Corporate Governance on Agency Costs
H4, that corporate governance lowers agency costs, was supported by the regression results at 0.005. Agency theory (Jensen & Meckling, 1976) states that good governance reduces manager-shareholder conflicts, monitoring costs, excessive incentives, and opportunism. Research by Čalopa et al. (2020), Chaudhary (2022), and Sofyaun (2022) indicate that independent commissioners and active audit committees significantly reduce agency expenditures. Yamasitha (2020) said governance efficiency instantly lowered internal control costs, whereas Abdullah and Tursoy (2021) said IFRS adoption in Germany increased openness and accountability, lowering agency costs. OECD-G20 proposals (OECD, 2025) urge competent and impartial oversight to eliminate agency risks. Governance lowers agency costs in cross-ASEAN-5 firms. Commissioners defend shareholders since they are independent of executives (Mukti & Maulana, 2023). Their independence minimizes opportunism, improves monitoring, and aligns decisions with shareholder interests, lowering inefficiencies and enhancing business value (Agarwal & Singh, 2020).
3.10 Effect of Agency Costs on Financial Performance
The fifth hypothesis (H5) that agency expenses harm corporate performance is confirmed. Monitoring, incentive systems, and internal controls impact operational efficiency and financial performance, according to agency theory (Jensen & Meckling, 1976). Agency expenses impair profitability due to managerial inefficiencies, asset misuse, and wasteful spending, Damayanti and Anam (2025) discovered. Mariana et al. (2023) stated large agency costs hinder organizational interest alignment and profit maximization. International studies, including Rashid Khan et al. (2020) in China, Khuyen (2021) and Hoang (2019) in Vietnam, and Houqe (2022) in the US, all show that agency expenditures hurt financial performance. According to Kontuš (2021), lower links in other European settings indicate institutional variety. ROA and other profitability indices encourage asset efficiency to increase profits (Pham, 2022; Seth et al., 2020). Therefore, increased agency costs impair efficiency and effectiveness.
3.11 Effect of Capital Structure on Financial Performance through Agency Costs
A Sobel test value of -3.5811 and a p-value of 0.000 show that agency costs mediate the influence of capital structure on financial performance, supporting H6 and demonstrating that agency costs indirectly affect company performance. Sdiq and Abdullah (2022) observed that agency costs mediate the link between leverage and firm performance in Iraqi enterprises, while Apriliyanti and Hidayat (2016) discovered that debt levels increase interest payments, which raise agency costs without enhancing firm performance. According to this agency theory premise, excessive debt financing increases agency costs since creditors want payback and managers want self-interest (Jensen & Meckling, 1976). Opportunistic behavior, riskier ventures, and resource theft may increase bankruptcy, litigation, and monitoring costs (Zulvia & Serly, 2020). High agency costs reduce profitability, capital spending, and corporate value but may make managers more cautious. This contradicts Ahmed et al. (2023), who found no agency cost effect on capital structure–performance.
3.12 Effect of Corporate Governance on Financial Performance through Agency Costs 
Sobel test reveals agency costs reduce corporate governance's influence on financial performance (-2.478, p-value 0.013), supporting H7. Corporate governance cuts agency costs, not performance. Raza et al. (2024) found that independent directors improve managerial control, whereas Sofyaun (2022) linked governance to agency expenditure and financial performance. Due to their impartiality and independence from operations, independent board members may better represent shareholders, reduce opportunism, and increase supervision. More independent directors review management decisions, reducing shareholder-harming self-interest. Strong oversight lowers monitoring costs and aligns management with shareholders. Asset-efficient company value study. Through agency cost reduction, mediation promotes governance and financial performance.

4. Conclusion

Panel data analysis and mediation testing provide numerous outcomes. Since debt financing increases manager-creditor conflicts, monitoring, control, and moral hazard costs, capital structure positively and substantially influences agency costs. Second, good governance reduces manager–owner conflicts and agency costs. Third, agency expenditures greatly affected financial performance, demonstrating that strict monitoring, incentives, and opportunism reduce efficiency and profitability. Fourth, greater debt ratios damage financial performance by increasing interest costs, financial risk, and operational flexibility. Fifth, corporate governance does not affect financial performance, proving board independence does not increase company success. Mediation studies showed that capital structure indirectly influenced financial performance via agency costs and corporate governance indirectly affected financial outcomes by cutting 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 for 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, DAR with DER, ROE, and Tobin's Q should be used in future research to better capture variables. Institutional and managerial ownership should provide monitoring and incentive alignment. Third, agency expenses should be evaluated as a mediator and moderator to discover their genuine influence on business dynamics and enhance results. Final assessment of mediation effects must be carried out simultaneously and comprehensively using route analysis or SEM. The changes would increase dependability and demonstrate how internal company problems affect financial performance across settings.
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