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Abstract

Financial performance is a critical indicator of a company’s ability to manage
resources effectively and achieve sustainable business objectives. In the basic
materials sector, companies face challenges related to commodity price
fluctuations, economic uncertainty, and post-pandemic pressures that may affect
their financial performance. This study aimed to examine the effects of capital
structure, leverage, and firm size on the financial performance of basic materials
companies listed on the Indonesia Stock Exchange during the 2019-2024
period. A quantitative approach was employed using secondary data obtained
from companies’ annual financial statements. The sample consisted of 24
companies selected through purposive sampling. Data were analyzed using panel
data regression with the Fixed Effect Model (FEM). The findings reveal that
capital structure, measured by the Debt to Equity Ratio (DER), has a negative
and significant effect on financial performance. Leverage, measured by the Debt
to Assets Ratio (DAR), has a positive and significant effect on financial
performance, whereas firm size does not have a significant effect. The study
concludes that financing structure and debt management are more decisive in
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shaping financial performance than organizational scale. These findings
contribute to corporate finance literature by providing sector-specific evidence
on the determinants of financial performance in Indonesia’s basic materials
sector. Practically, the study implies that companies should formulate optimal
financing policies and allocate debt productively to enhance profitability and
support long-term business sustainability.

Keywords: Capital Structure; Leverage; Firm Size; Financial Performance; Basic

Materials Sector

INTRODUCTION

The increasingly competitive business environment requires companies to maintain
sustainable performance through effective financial management practices. Economic
instability and market uncertainty significantly affect corporate performance, particularly in
sectors dependent on industrial demand and global economic conditions (Febiola & Susanti,
2024). Financial performance is commonly used to evaluate a company’s effectiveness in
managing assets, liabilities, and profitability to achieve organizational objectives
(Rahmansyah & Helliana, 2023). Strong financial performance reflects managerial
effectiveness and supports business sustainability in a competitive environment
(Satriawibawa & Sitinjak, 2024). Financial performance also serves as an important source of
information for investors in assessing business prospects and financial risks (Syarofi, 2010).
The basic materials sector plays a strategic role in supporting industrial activities and national
economic development because it provides essential raw materials for infrastructure and
manufacturing industries (Yuliani et al., 2025). This sector includes mining, cement, chemical,
and metal industries that contribute significantly to economic growth (Riyadi & Winingrum,
2024). However, firms in this sector are highly vulnerable to commodity price fluctuations,
inflationary pressure, and disruptions in global trade (World Bank, 2025). During the
COVID-19 pandemic and post-pandemic recovery period, many companies in the sector
experienced declining profitability due to weakened industrial demand and increasing
production costs (Adventy, 2024). Similar pressures were also observed globally, where
commodity-based firms experienced declining earnings due to lower market demand and

price instability (Reuters, 2024).

Financial performance is influenced by several internal factors, including capital

structure, leverage, and firm size (Amalia & Khuzaini, 2021). Capital structure reflects the
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proportion of debt and equity used to finance corporate operations and investments
(Gunawan et al., 2022). Appropriate financing decisions are expected to improve operational
efficiency and increase profitability (Kusniawati & Amin, 2024). Companies with an effective
financing composition are generally more capable of maintaining financial stability and
competitiveness (Lestari & Effriyanti, 2024). However, previous findings concerning the
relationship between capital structure and financial performance remain inconsistent. Some
studies indicate a positive and significant effect because debt financing may improve
investment capacity and profitability (Sembiring et al., 2024). Conversely, other studies reveal
negative effects due to financial burdens and increasing debt obligations (Febiola & Susanti,
2024). Additional evidence also suggests that capital structure may negatively affect firm
performance when debt levels exceed optimal capacity (Le & Phan, 2017). Similar findings
are reported in other international studies highlighting the negative consequences of
excessive debt financing (Tesema, 2024). Leverage is another important factor frequently
associated with financial performance because it reflects the extent to which firms depend
on external financing (Makhdalena, 2014). Proper leverage management may improve
profitability by increasing firms’ ability to expand operational activities (Maharani & Hanah,
2023). However, excessive debt usage may expose firms to financial distress and reduce profit
sustainability (Anandayama & Suwardi, 2021). Some empirical studies report a positive
influence of leverage on financial performance due to efficient debt utilization (Safira et al.,
2025). Nevertheless, other studies reveal negative effects because increasing debt obligations
may weaken financial performance (Rizky et al., 2024). Similar findings are also reported in
mining and manufacturing industries, where leverage increases financial risk and operational

pressure (Hasti et al., 2022).

Firm size is also considered an important determinant of financial performance
because larger firms generally possess stronger financial capacity and broader access to
resources (Diana & Osesoga, 2020). Companies with larger total assets are often assumed to
have stronger operational capabilities and financing flexibility (Mudjijah et al., 2019). Large
firms may also benefit from economies of scale and wider market access (Purwanti, 2021).
Nevertheless, firm size does not always guarantee better financial performance because
operational complexity and managerial inefficiency may reduce effectiveness (Rambe, 2020).
Previous studies show inconsistent findings regarding firm size, where some studies report
positive and significant effects on financial performance (Ad’hani et al., 2024). In contrast,

other findings reveal insignificant effects, suggesting that larger size alone is insufficient to
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improve firm performance (Afridayani & Putren, 2025). Similar inconsistencies are also
observed in studies examining firm size and financial sustainability across industries (Sharfina
et al., 2023). Based on these contradictory findings, the research gap of this study lies in the
inconsistency of empirical evidence concerning the effects of capital structure, leverage, and
firm size on financial performance (Amalia & Khuzaini, 2021). Existing studies also tend to
focus on manufacturing or mining sectors with different periods of observation (Fajar et al.,
2025). Limited studies specifically investigate the simultaneous effect of these variables
within Indonesian basic materials companies during the 2019-2024 period, despite the sector

facing post-pandemic economic pressure and commodity fluctuations (Yuliani et al., 2025).

The novelty of this study lies in its focus on basic materials companies listed on the
Indonesia Stock Exchange during 2019-2024 and its integration of capital structure, leverage,
and firm size as determinants of financial performance. This study adopts Pecking Order
Theory, Trade-Off Theory, and Agency Theory to explain the relationship between financing
decisions, debt use, and corporate resource management on financial performance. Pecking
Order Theory explains corporate preferences in choosing funding sources (Myers & Majluf,
1984), Trade-Off Theory explains the balance between the benefits and costs of debt use
(Kraus & Litzenberger, 1973), while Agency Theory explains the relationship between
owners and management in managing corporate resources to improve financial performance
(Jensen & Meckling, 1976). Positive financial performance may strengthen investor
confidence, whereas poor performance may weaken market perceptions (Fachrurrozi et al.,
2024). Therefore, this study aims to analyze the effects of capital structure, leverage, and firm
size on the financial performance of basic materials companies listed on the Indonesia Stock
Exchange during 2019-2024. The findings are expected to contribute to financial
management literature and provide practical implications for investors and company

management in making financial decisions.

METHODS

This study employed a quantitative approach with an explanatory research design to
examine the effects of capital structure, leverage, and firm size on the financial performance
of basic materials companies listed on the Indonesia Stock Exchange (IDX). A quantitative
approach was applied because the study relied on numerical data analyzed statistically to test

relationships among research variables and evaluate the proposed hypotheses (Sugiyono,
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2019). The study focused on financial performance as the dependent variable, while capital
structure, leverage, and firm size were treated as independent variables. Financial
performance was measured using Rezurm on Assets (ROA), which reflects a company’s ability
to generate profit through the effective utilization of total assets (Rahmansyah & Helliana,
2023). Capital structure was measured using the Debt o Equity Ratio (DER), which indicates
the proportion of debt relative to equity in corporate financing (Sari et al., 2023). Leverage
was measured using the Deb? o Assets Ratio (DAR), representing the extent to which company
assets are financed through debt (Makhdalena, 2014). Meanwhile, firm size was measured
using the natural logarithm of total assets (ILn Total Assets) to represent the scale of business

operations (Rambe, 2020).

The population consisted of 109 basic materials companies listed on the Indonesia
Stock Exchange during the 2019-2024 period. The sample was selected using a non-probability
sampling method through a purposive sampling technique based on specific criteria, including
firms consistently listed on the IDX and firms reporting profits during the observation
period. Based on these criteria, 24 companies were selected as research samples (Sugiyono,
2019). This study used secondary data derived from audited annual financial reports obtained
from the official Indonesia Stock Exchange website (wwmw.zidx.co.id) and each company’s
official website. Data collection was conducted through documentation techniques by
identifying, collecting, and reviewing financial reports relevant to the variables examined
(Sugiyono, 2019). Data analysis employed panel data regression because the study combined
cross-sectional data across firms and #mze-series data from 2019 to 2024. The analysis began with
descriptive statistics to summarize research data characteristics (Ghozali, 2018).
Subsequently, panel regression estimation was conducted using the Common Effect Model
(CEM), Fixed Effect Model (FEM), and Random Effect Mode/ (REM). Model selection was
determined through the Chow Test, Hausman Test, and Lagrange Multiplier Test (Basuki &
Prawoto, 2016). To ensure statistical reliability, classical assumption tests involving
multicollinearity, heteroscedasticity, and autocorrelation were performed before hypothesis
testing (Ghozali, 2018). The final stage included panel regression analysis, coefficient of
determination (R?), model feasibility testing (F-zes?), and partial hypothesis testing (#zes?) to
evaluate the effects of capital structure, leverage, and firm size on financial performance

among basic materials companies listed on the Indonesia Stock Exchange.
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RESULTS
1. Descriptive Statistical Analysis

The results of the descriptive statistical analysis processed using Eviews-12 are presented in

the following table

Tablel Descriptive Statistical Analysis Result

Y X1 X2 X3
Mean 0.050443/0.550440|0.310859 | 22.52246
Median | 0.04745210.493970/0.330642|22,31980
Maximum 0.278721]4,561358|0.820188|28.82613
Minimum | 0.00539810.038491|0.037065|13.74701

Std. Dev. [0.034726/0.521883|0.155744|4.935973
Source: compiled by the researcher (2026)

Table2 Descriptive Statistical Analysis Result shows Financial performance measured
by Return on Assets (ROA) has a mean value of 0.050443 with a standard deviation of
0.034720, indicating relatively stable variation. The lowest ROA was recorded by PT Semen
Baturaja Tbk in 2019, while the highest was reported by PT Bintang Mitra Semestaraya Tbk
in 2022. Capital structure measured by the Debt to Equity Ratio (DER) shows a mean of
0.550440 and a standard deviation of 0.521883, with values ranging from PT Sinergi Inti
Plastindo Tbk (2024) to PT Bintang Mitra Semestaraya Tbk (2020). Leverage proxied by the
Debt to Assets Ratio (DAR) has an average value of 0.310859 and a standard deviation of
0.155744, while firm size measured by Ln Total Assets records a mean of 22.52246 and a
standard deviation of 4.935973. Overall, the standard deviation values are lower than the
mean values, indicating relatively stable data distribution.

2. Panel Data Model Estimation
a. Common Effect Model/ (CEM)

The initial stage of this research was data processing using the Common Effect
Model or Pooled Least Squares method. The results of the data processing obtained using
EViews-12 are presented as follows:

Table 3Panel Data Regression Common Effect Model

Variables B SE |t-statistic| Sig.
C 0.021054 |0.017010| 1.237745 |0.2179
X1 0.008872 10.010625| 0.835047 |0.4051
X2 -0.007431/0.036129|-0.205678 | 0.8373
X3 0.001191 |0.000604| 1,970604 |0.0507

Source: compiled by the researcher (2026)
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Table 2 the panel data regression results using the Common Effect Model (CEM) shows
as the initial estimation model. The table presents the regression coefficients, standard errors,
t-statisties, and significance values of capital structure (X7), leverage (X2), and firm size (X3)
on financial performance. The results indicate that firm size tends to show a marginal effect,
while capital structure and leverage do not demonstrate significant effects under the CEM
estimation. These findings provide an initial overview before determining the most

appropriate panel data regression model through model selection tests.
b. Fixed Effect Model (FEM)

After conducting the Common Effect Model analysis, the next step is to process it
using the Fixed Effect Model method with the following results:

Table 4Panel Data Regression Fixed Effect Model

Variables B SE tstatistic| Sig.
C 0.035238 |0.244611 | 0.144057 |0.8857
X1 10.029621 0011340 -2.6120640.0102
X2 0.112924 [0.052959 | 2,132288 0.0351
X3 -0.000160 0.010814 | -0.014755 0.9883

Source: compiled by the researcher (2026)
Table 3 the panel data regression results shows using the Fixed Effect Model/ (FEM).

The results indicate that capital structure (X7) has a negative and significant effect on
financial performance, while leverage (X2) has a positive and significant effect. Meanwhile,
firm size (X3) does not show a significant effect on financial performance. These findings
suggest that financial performance in basic materials companies is more influenced by

financing and debt management than by company size.
c. Random Effect Model (REM)
After conducting the Fixed Effect Model analysis, the next step is to process it using

the Random Effect Model method with the following results:
Table 5Panel Data Regression Random Effect Model

Variables B SE |t-statistic Sig.
C 0.004710 [0.025599 | 0.183991 |0.8543
X1 -0.0167600.009928 -1.688259 |0.0936
X2 0.067912 [0.039679 | 1,711527 |0.0892
X3 0.001503 |0.000978 | 1,536780 |0.1266

Source: compiled by the researcher (2026)
Table 4 the panel data regression results shows using the Random Effect Model (REM).

The results indicate that capital structure (X7), leverage (X2), and firm size (X3) do not have

significant effects on financial performance because their significance values exceed the 0.05
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level. However, capital structure shows a negative relationship, while leverage and firm size
indicate positive relationships with financial performance. These findings provide an

alternative estimation before determining the most appropriate panel data regression model.
3. Classical Assumption Test

a. Multicollinearity Test
The results of the multicollinearity test calculations obtained using EViews-12 are as
follows.

Table 6Multicollinearity Test Results
X1 X2 X3
X111.000.000 | 0.848302 | -0.043627
X2 0.848302 | 1.000.000 | -0.175480

X31-0.043627 | -0.175480 | 1.000.000

Source: compiled by the researcher (2026)
Table 5 multicollinearirity test results shows in the table above all correlation values

between variables X1, X2, and X3 are less than 0.90, thus concluding that the regression
model does not exhibit multicollinearity. This indicates that there is no strong relationship

between the independent variables in the model.

b. Heteroscedasticity Test
The results of the heteroscedasticity test calculations obtained using EViews-12 are as
follows.

Table 7Heteroscedasticity Test Results

Variables B SE |t-statistic| Sig.
C -0.0826440.221409 | -0.373262 | 0.7096
X1 0.003892 10.005330 0.730211 |0.4667
X2 -0.03732310.036566 | -1.020687 |0.3095
X3 0.034512 10.070478 | 0.489687 0.6253

Source: compiled by the researcher (2026)
Table 6 heteroscedasticity test result shows the probability values of X1, X2, and X3

are greater than 0.05. Therefore, it can be concluded that Ho is accepted and Ha is rejected,
which means the model is free from heteroscedasticity symptoms.
c. Autocorrelation test

The autocorrelation test was conducted using the Durbin—W atson test to determine
whether there is a correlation between residuals in period #and period (=7) (Ghozali, 2016).

The test results show a Durbin—Watson value (d) of 1.9373, with JU = 1.7704 and 4 — dU =
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2.2296. Since dU < d < 4 — 4U (1.7704 < 1.9373 < 2.22906), the regression model indicates

no autocorrelation.

4. Panel Data Regression Analysis

The appropriate model to use in panel data estimation in this study is the Fixed Effect

Model. The following are the results of the Fixed Effect Model analysis.

Table 8Panel Data Regression Analysis

Variables B SE |t-statistic| Sig.
C 0.035238 |0.244611| 0.144057 |0.8857
X1 -0.029621|0.011340|-2.612064 |0.0102
X2 0.112924 10.052959| 2,132288 |0.0351
X3 -0.000160/0.010814|-0.014755 |0.9883

Source: compiled by the researcher (2026)

Table 7. Panel data regression analysis result shows indicates that financial
performance is negatively affected by capital structure (X1 = -0.029621) and company size
(X3 = -0.000160), while leverage (X2 = 0.112924) positively affects financial performance,

with a constant value of 0.035238, assuming other variables remain constant.

5. Coefficient of Determination (R ?)

The results of the coefficient of determination (R2) in this study can be seen in the

following table:

Tabel 8. coefficient of Determination
R-Squared | Adjust R Squared

0.534935 0.431587
Source: compiled by the researcher (2026)

Table 8 the coefficient of determination (R*) shows value of 0.534935 (53.49%)
indicates that capital structure, leverage, and company size explain 53.49% of the variation

in financial performance, while the remaining 46.51% is influenced by other factors outside

this study.
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6. Model Feasibility Test (F Test)

The results of the analysis of the F test can be described by the following curve:

Ho Rejection Region

-

() Ftable [ ] Fstatistic
2.6693 5.176063

Ho, Acceptance Region

Figure 1F-Test Curve

The figure 1 f-test curve shows that the calculated F statistic of 5.176063 is within
the Ho rejection region, so Ha is accepted. Therefore, it can be concluded that the regression

model used is appropriate and can be used to estimate the research sample

7. Hypothesis Test (t-Test)
The results of the t-test in this study can be seen in the following table:

Table 9Summary of t-Test Results

Variables | t table | t-statistic | Sig. |Information
X1 1.65581 | -2.612064 | 0.0102 | Ha Rejected
X2 1.65581 | 2,132288 | 0.0351 | Ha Accepted
X3 1.65581 | -0.014755 | 0.9883 | Ha Rejected

Source: compiled by the researcher (2026)

Table 9 summary of t-Test Results Show that capital structure (X1) has a significant
negative effect on financial performance (t-statistic = -2.612064; Sig. = 0.0102 < 0.05),
leverage (X2) has a significant positive effect (t-statistic = 2.132288; Sig. = 0.0351 < 0.05),
while company size (X3) has no significant effect on financial performance (t- statistic = -

0.014755; Sig. = 0.9883 > 0.05).
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a. First hypothesis testing

The image of the t-test curve for the capital structure variable is as follows:

Ho, Rejection Region

Ho Acceptance Region

Tstatistic = -2,612064 trable = 1,65581
Figure 22t-Test Curve of Capital Structure Variable

Figure 2 t-test curve of capital structure variable result shows illustrates that the t-
statistic value (-2.612064) falls within the Ho acceptance region, indicating that the capital
structure variable does not have a significant positive effect on financial performance, so Ha

is rejected.

b. Testing the second hypothesis

The image of the t-test curve for the leverage variable is as follows:

Ho Rejection Region

Ho Acceptance Region

tiable Tstatistic
1,65581 2,132288

Figure 3t-Test Curve of Leverage Variable

Figure 3 t-test curve of leverage variable result shows the calculated t-statistic of
2.132288 is within the Ho rejection region, thus Ha is accepted. Therefore, it can be
concluded that the second hypothesis, which states that leverage has a positive and significant effect
on financial performance in basic materials sector companies listed on the IDX in 2019-2024, is

accepted.
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c. Third hypothesis testing

The image of the t-test curve for the firm size variable is as follows:

Ho Rejection Region

Ho, Acceptance Region

Tstatistic Ttable
-0,014755 1,65581

Figure 4t-Test Curve of Company Size Variable

Figure 4 t-test curve of company size variable result shows, the calculated t-statistic
of -0.014755 is within the Ho acceptance range, so Ha is rejected. Therefore, it can be
concluded that the third hypothesis, which states that company size has a positive and
significant effect on financial performance in basic materials sector companies listed on the IDX

in 2019-2024, is rejected.

DISCUSSION

The findings of this study demonstrate that capital structure, leverage, and firm size
exhibit different relationships with the financial performance of basic materials companies
listed on the Indonesia Stock Exchange during the 2019-2024 period. These findings
indicate that financial performance is not influenced by a single determinant but rather by a
combination of financing strategies, debt utilization, and organizational characteristics that
shape corporate financial outcomes. The study contributes to understanding how firms
within the basic materials sector respond to economic fluctuations, financial risks, and

operational challenges through financial decision-making.

The first finding indicates that capital structure, measured using the Debt to Equity
Ratio (DER), has a significant negative effect on financial performance proxied by Rezwrn on
Assets (ROA). This result suggests that an increase in debt relative to equity tends to reduce
the profitability of firms in the basic materials sector. In practical terms, companies with
excessive dependence on debt financing may face higher financial burdens, particularly

interest expenses and repayment obligations, which reduce operational efficiency and
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profitability. Since ROA measures the firm’s ability to generate earnings through asset
utilization, an increasing debt burden may weaken a firm’s capacity to maximize returns
generated from available resources. Therefore, the finding implies that ineffective financing
structures may negatively affect corporate financial sustainability. The negative effect of
capital structure on financial performance may also be explained by the characteristics of the
basic materials sector, which is highly sensitive to macroeconomic uncertainty, commodity
price fluctuations, and cyclical industrial demand. During the observation period, companies
in this sector experienced economic disruptions caused by post-pandemic instability,
increasing production costs, and fluctuations in export demand, making firms with high debt
dependency more vulnerable to financial pressure. Under such circumstances, firms with
excessive leverage may experience declining profitability because debt obligations continue
to increase even when operational earnings weaken. From the perspective of pecking order
theory, this finding shows that funds originating from debt have not been utilized optimally
to generate greater profits than the costs incurred (Myers & Majluf, 1984). Investors may
perceive excessive debt as an indication of increased financial risk, which weakens confidence
in a company’s long-term profitability and sustainability. Consequently, firms with more
balanced financing structures are likely to be viewed as financially healthier and more capable

of maintaining stable financial performance.

This result is consistent with previous studies reporting that capital structure
negatively influences financial performance because excessive debt financing increases
financial obligations and limits firms’ ability to maximize earnings (Febiola & Susanti, 2024).
Similar conclusions were also identified in studies showing that high debt dependency tends
to weaken operational efficiency and profitability due to increasing financing costs (Le &
Phan, 2017). These findings reinforce the argument that inappropriate financing composition
may reduce corporate performance, particularly in industries exposed to substantial financial
volatility. However, this result differs from studies arguing that debt financing positively
contributes to profitability because firms may utilize external capital to expand investment
and operational activities (Sembiring et al., 2024). The inconsistency suggests that the effect
of capital structure depends heavily on industrial context, managerial efficiency, and firms’

ability to convert financing into productive outcomes.

The second finding reveals that leverage, measured through the Deb? o Assets Ratio
(DAR), has a positive and significant effect on financial performance. This result indicates

that firms capable of utilizing debt effectively to finance productive assets tend to achieve
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higher profitability. Unlike the negative effect identified in the capital structure variable,
leverage in this context appears to function as a strategic financing instrument enabling firms
to optimize operational capacity and increase financial returns. The finding implies that debt
utilization may contribute positively to financial performance when firms successfully
allocate borrowed resources into productive investments. The positive effect of leverage may
reflect the operational characteristics of firms in the basic materials sector, which often
require substantial capital to support large-scale industrial production, infrastructure-related
activities, and resource-intensive operations. Since operational expansion frequently
demands significant financial resources, firms may rely on debt financing to strengthen
production capacity and improve competitiveness. When managed efficiently, leverage may
increase the productivity of corporate assets, leading to stronger profitability and financial
performance. This finding can also be interpreted through trade-off theory, where the
primary benefit of using debt is the tax shield, which reduces the tax burden because interest
costs can be deducted from taxable income. This benefit can increase after-tax profits and
ultimately have a positive impact on a company's financial performance (Kraus &
Litzenberger, 1973). Investors may interpret moderate and productive debt utilization as
evidence that management possesses confidence in the firm’s future performance and
growth potential. In this sense, leverage becomes not merely a source of financial obligation

but also an indicator of strategic financial management capable of generating higher returns.

The finding supports studies reporting that leverage positively affects financial
performance because firms may use debt financing to expand operations and improve
productivity (Safira et al., 2025). Similar findings suggest that debt utilization contributes
positively to profitability when supported by efficient financial planning and strong
operational management (Maharani & Hanah, 2023). Nevertheless, this finding contrasts
with studies emphasizing the negative consequences of leverage, particularly when debt
dependency creates excessive financial pressure and increases bankruptcy risk (Rizky et al.,
2024). Such differences imply that leverage may generate different outcomes depending on
managerial effectiveness, financial discipline, and the economic environment in which firms

operate.

The third finding demonstrates that firm size, measured using the natural logarithm
of total assets (Lz Total Assets), does not significantly affect financial performance. This result
suggests that a larger organizational scale does not necessarily guarantee higher profitability

among firms operating in the basic materials sector. Although larger firms generally possess
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broader access to financial resources, stronger market positions, and larger operational
capacities, such advantages may not automatically translate into better financial outcomes.
The insignificant relationship indicates that the ability to generate profitability depends not
merely on the quantity of assets owned but also on how effectively these assets are managed
to create operational efficiency and financial returns. This finding may be interpreted in
relation to the characteristics of the basic materials sector, where companies often require
substantial fixed assets and capital-intensive operations to maintain production activities. In
such industries, a large asset base may increase operational capacity; however, it
simultaneously raises maintenance costs, operational complexity, and financial risks.
Consequently, firms with larger assets may not necessarily achieve higher profitability if
managerial effectiveness and operational efficiency remain limited. In other words, asset
ownership alone is insufficient to ensure stronger financial performance without efficient

resource management.

From an agency theory perspective, company size is not always a factor that directly
improves financial performance because the size of a company's assets is often accompanied
by increased operational complexity and agency costs (Jensen & Meckling, 1976). The larger
the company, the greater the challenges faced in monitoring and controlling management
actions, making the effectiveness of asset management more important than simply the size
of the company. Therefore, financial petformance is determined more by management's

ability to efficiently manage company resources than by the company's scale itself.

This finding is consistent with studies reporting that firm size has no significant
influence on financial performance because larger organizational scale does not automatically
improve profitability or operational effectiveness (Afridayani & Putren, 2025). Similar
findings also indicate that firms with greater assets may still experience inefficiency due to
managerial limitations, operational complexity, or ineffective asset utilization (Sharfina et al.,
2023). However, the result contradicts studies suggesting that firm size positively influences
financial performance because larger firms possess stronger financial capacity, economies of
scale, and broader access to external financing (Ad’hani et al., 2024). These contradictory
findings further emphasize that the effect of firm size depends on industrial context and
managerial effectiveness in utilizing organizational resources productively. Overall, the
findings of this study demonstrate that financial performance within the basic materials
sector is influenced by financing strategies and debt management rather than organizational

scale alone. The contrasting effects between capital structure and leverage indicate that debt
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may simultaneously function as a source of opportunity and financial risk depending on how
firms allocate and manage borrowed funds. Excessive dependence on debt relative to equity
may reduce profitability due to increasing financial burdens, whereas productive debt
utilization for operational assets may strengthen financial performance. This finding
highlights the importance of maintaining balanced financing policies capable of supporting
operational sustainability while minimizing financial pressure. Theoretically, this study
contributes to the development of financial management literature by providing empirical
evidence concerning the relationships among capital structure, leverage, firm size, and
financial performance within Indonesia’s basic materials sector. These findings reinforce
Pecking Order Theory, Trade-Off Theory, and Agency Theory by demonstrating that capital
structure decisions, leverage levels, and the effectiveness of corporate asset management are
factors that can influence financial performance. The results of this study indicate that the
use of funding sources and the proper management of corporate resources are important
aspects in increasing a company's ability to generate profits and achieve optimal financial
performance (Myers & Majluf, 1984; Kraus & Litzenberger, 1973; Jensen & Meckling, 1970).
The study also expands previous literature by demonstrating that the influence of financing-
related variables may differ depending on industrial context and economic conditions.
Practically, the findings provide implications for corporate management, investors, and
policymakers. For managers, the results suggest the importance of establishing efficient
financing policies and maintaining optimal debt allocation to avoid excessive financial
pressure while sustaining operational productivity. Firms are encouraged to improve financial
planning and strengthen asset utilization to achieve better profitability. For investors, the
findings imply that investment decisions should not rely solely on firm size or debt
proportion but should also consider managerial effectiveness in utilizing financing resources
productively. Meanwhile, policymakers and financial regulators may use these findings as
supporting evidence for designing policies related to corporate financial resilience and
sustainable industrial performance. Methodologically, this study contributes to empirical
financial research through the application of panel data regression in analyzing financial
performance determinants across firms and over time. The use of panel data enables more
comprehensive analysis because it integrates cross-sectional and time-series dimensions, allowing
broader interpretation of corporate financial behavior during periods characterized by
economic fluctuation and post-pandemic recovery. Despite its contributions, this study has

several limitations that should be acknowledged objectively. First, the study focuses
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exclusively on companies within the basic materials sector listed on the Indonesia Stock
Exchange, limiting the generalizability of findings to firms operating in different industrial
contexts. Second, the research only examines three independent variables—capital structure,
leverage, and firm size—while financial performance may also be influenced by additional
factors such as liquidity, corporate governance, operational efficiency, and macroeconomic
conditions. Third, the observation period between 2019 and 2024 reflects specific economic
circumstances, particularly pandemic disruption and post-pandemic recovery, which may

influence financial performance patterns differently from other economic periods.

Therefore, future studies are encouraged to expand industrial coverage, include
additional explanatory variables, and utilize broader observation periods to obtain more
comprehensive explanations regarding financial performance determinants. Comparative
studies across industrial sectors may also strengthen understanding of how financial
strategies operate under varying organizational and economic conditions. Through these
developments, future research may provide broader theoretical and practical contributions

to financial management studies and corporate sustainability.

CONCLUSION

This study aimed to examine the effects of capital structure, leverage, and firm size
on the financial performance of basic materials companies listed on the Indonesia Stock
Exchange during the 2019—2024 period. Based on panel data regression analysis using the
Fixed Effect Model (FEM), the findings reveal that capital structure, measured by the Debs 7o
Egquity Ratio (DER), has a negative and significant effect on financial performance proxied
by Return on Assets ROA). This result indicates that excessive dependence on debt relative to
equity tends to reduce profitability because higher financial obligations and financing costs
may weaken firms’ ability to optimize asset utilization. In contrast, leverage, measured using
the Debt to Assets Ratio (DAR), shows a positive and significant influence on financial
performance, suggesting that effective debt utilization may support productive asset
management and improve corporate profitability. Meanwhile, firm size, measured through
the natural logarithm of total assets, does not significantly affect financial performance,
implying that larger organizational scale alone does not necessarily ensure greater profitability

without effective resource management.
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The findings successfully address the research objectives by demonstrating that
internal corporate factors influence financial performance differently depending on financing
strategies and managerial effectiveness. This study contributes theoretically by strengthening
empirical understanding of the relationships among capital structure, leverage, firm size, and
financial performance within Indonesia’s basic materials sector, while emphasizing the
importance of efficient financing management over organizational scale alone. From a
practical perspective, the findings may assist corporate managers in formulating more
effective financing and asset management policies to improve profitability and financial
sustainability. Future studies are recommended to expand research coverage by including
additional industrial sectors, extending observation periods, and incorporating other
variables such as liquidity, asset growth, corporate social responsibility (CSR), investment
decisions, or macroeconomic factors to provide broader explanations regarding the

determinants of financial performance.
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