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Capital Budgeting Strategy and the Pecking Order Theory: A Fresh Look from the Field
Stephen Aro-Gordon’, B. Venkatrajaz, Mohammed Al-Sakiti’
' Department of Business and Accounting, Muscat College, MUSCAT, Sultanate of Oman
ZDepartment of Economics, SDMIMD, MYSORE, India
3Department of Business Studies, The University of Technology and Applied Sciences, IBR],
Sultanate of Oman

Abstract
Purpose — While the pecking order model of capital structure is associated with information

asymmetry and postulates that firms prioritize internal financing over external financing, tests of
the theory have been unable to establish that it is the first-order importance in determining a
company’s capital structure, hence this is revisited in this paper based on a new dataset.
Design/methodology/approach — A structured questionnaire was distributed to 202 financial and
project managers and experts working in publicly quoted companies in Muscat. The data analysis
was performed with IBM SPSS. A board of experts and Cronbach’s Alpha coefficient determined
the instrument's validity and reliability. Outputs from a focus group discussion held in May 2022
were integrated with the survey results.

Findings — Internal financing accounts for 36.6%, and debt sources, including Islamic financing,
account for 24.4%. The balance of 39% is attributed to the government and other funding sources.
It was inferred that the pecking order theory holds good to the extent that firms prefer internal
financing and debt over new equity issuance.

Research limitations/implications - The research was limited to big firms. The study’s results
include 26.2% unspecified “other” funding sources. Future studies may revalidate the current
findings by including a financial statement analysis of sample firms and extending the project to
smaller businesses.

Practical implications — How capital projects are financed significantly affects a firm’s sustainable
cost of capital, profitability, leverage, dividend policy and valuation. Markets where firms are wary
of issuing traditional funding instruments, such as debt securities and new equities, need a high
level of creativity and innovation to deepen their capital markets.

Originality/value — The paper represents a valuable addition to applied corporate finance literature
with a new dataset for empirical testing of the pecking order theory of a firm’s capital structure.

Keywords: Capital budgeting, Financial economics, Financial strategy, Government policy,
Pecking order model.
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