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Abstract: This study aims to evaluate the application of the Pecking Order Theory in 

corporate finance through the analysis of articles indexed in Scopus over the past 

decade. The study was conducted using the Systematic Literature Review (SLR) 

method, covering articles from 2014 to 2024. The findings show that 64% of the 

research focuses on capital structure, which underscores the relevance of this theory 

in understanding companies' preferences for financing sources. Additionally, 25% of 

the articles discuss its application in corporate finance, while its contribution to the 

fields of social and management is relatively limited, reaching only 8% and 3%, 

respectively. The publication trend shows spikes in certain years, particularly 2016, 

2021, and 2022, each with two articles published. This research suggests the 

development of studies in less explored areas and the integration of this theory with 

modern financial technology innovations, in order to expand its relevance in the 

digital era. This study makes an important contribution to understanding the 

dynamics of the Pecking Order theory in the context of corporate finance and its 

future development direction. 

Keywords: Pecking Order Theory, Systematic Literature Review, Capital Structure, 
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Introduction  

In the field of corporate finance, decisions regarding capital 

structure are one of the important factors that influence the 

performance and survival of the company. The pecking order 

theory, introduced by Myers and Majluf in 1984 (MYERS, 1984), 

is one of the commonly used theories to explain a company's 

choices in determining funding sources. This theory reveals that 

companies typically follow a certain order in the financing process, 

starting with utilizing internal resources, then debt, and finally 

equity.  

This phenomenon arises as a reaction to the information 

asymmetry present between the company's management and 

external investors. When information is not evenly distributed, the 

use of internal funds is considered more efficient, as it does not 

require the disclosure of additional information that could 

influence investor perceptions. On the other hand, the issuance of 

new shares is often avoided because it can lead to ownership 

dilution and send negative signals to the market.  

The application of the pecking order theory in corporate finance is 

becoming increasingly important, especially amidst market 

changes and global economic challenges. Wrong decisions in 

financing can affect the capital cost structure, company value, and 

competitiveness in the industrial sector. Therefore, it is important 

to understand the elements that influence funding preferences 

according to this theory, both for practitioners and academics.  

This article aiims to eixaiminei thei aipplicaition of thei peicking ordeir 

theiory in thei conteixt of corporaitei finaincei, with ain eimphaisis on 

how compainieis maikei deicisions reigairding fuinding souirceis whein 

faicing both inteirnail aind eixteirnail conditions. Throuigh this reiseiairch, 

it is hopeid thait reiaideirs cain gaiin deieipeir insights into thei reileivaincei 

of this theiory in contemporary business practices.  

Literature Review 

Corporate Finance 

Corporaitei finaincei is ai fieild of stuidy thait focuiseis on how 

compainieis mainaigei finainciail reisouirceis to aichieivei theiir primairy 

goail, which is to maiximizei thei compainy's vailuiei. In this conteixt, 

theirei airei threiei maiin deicisions thait airei thei corei of corporaitei finaincei 

stuidieis: inveistmeint deicisions, finaincing deicisions, aind divideind 

deicisions. Theisei threiei deicisions airei inteirreilaiteid aind haivei ai 

significaint impaict on thei peirformaincei aind suistaiinaibility of thei 

compainy.  
 

Investment Decision  

Inveistmeint deicisions eincompaiss thei ainailysis aind seileiction of 

projeicts or aisseits thait airei eixpeicteid to aidd vailuiei to thei compainy. 

Thei aipproaicheis commonly uiseid in inveistmeint eivailuiaition incluidei 

Neit Preiseint Vailuiei (NPV) ainailysis, Inteirnail Raitei of Reituirn (IRR), 

aind Paiybaick Peiriod (Purwoko et al., 2023). Theisei deicisions 
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reiquiirei consideiraition of eixpeicteid risks aind reituirns, ais weill ais ain 

eivailuiaition of thei uinceirtaiinty in thei buisineiss einvironmeint (Fairooq 

eit ail., 2022). 

Finaincing Deicisions  

Finaincing deicisions reilaitei to how ai compainy obtaiins fuinds to 

finaincei its opeiraitions aind inveistmeints. (Lubis, 2018; Loncain, 

2023). Thei maiin theiorieis in finaincing deicisions incluidei: This 

pheinomeinon airiseis ais ai reiaiction to informaition aisymmeitry thait  

 Caipitail Struictuirei Theiory: This theiory eixplaiins thei 

optimail combinaition of deibt aind eiquiity thait cain 

minimizei caipitail costs aind maiximizei thei vailuiei of thei 

company (Mahdaleta, 2016, Natalia, 2018). Thei 

Modigliaini Milleir aipproaich seirveis ais thei fouindaition of 

this theiory, which thein eivolveid by consideiring faictors 

suich ais taixeis, bainkruiptcy costs, aind informaition 

aisymmeitry. 

 Peicking Ordeir Theiory: This theiory staiteis thait compainieis 

haivei ai hieirairchy in choosing souirceis of fuinding. Theiy 

teind to uisei inteirnail fuinds first, thein deibt, aind finailly 

eiquiity, to minimizei thei costs aissociaiteid with aisymmeitric 

informaition. 

 Traidei-Off Theiory: This theiory combineis thei beineifits aind 

costs of uising deibt. Thei compainy will aichieivei ain optimail 

caipitail struictuirei by bailaincing thei taix beineifits of deibt aind 

thei risk of bainkruiptcy.  

Divideind Deicisions 

Divideind deicisions reilaitei to thei distribuition of profits to 

shaireiholdeirs aind thei compainy's policy to reitaiin or reiinveist thosei 

profits. Somei aipproaicheis uiseid to deiteirminei divideind policy 

incluidei: 

 Divideind Irreileivaincei Theiory: Modigliaini aind Milleir 

airguiei thait divideind policy doeis not aiffeict thei vailuiei of thei 

compainy in ai peirfeict mairkeit. 

 Taix Preifeireincei Theiory: Shaireiholdeirs maiy preifeir 

compainieis thait reitaiin profits for reiinveistmeint beicaiuisei 

caipitail gaiins haivei ai loweir taix raitei compaireid to 

divideinds. 

 Signailing Theiory: Divideind paiymeints airei consideireid ai 

positivei signail reigairding thei compainy's finainciail heiailth 

to thei mairkeit.  

EIxteirnail Faictors AIffeicting Compainy Finainceis 

In aiddition to inteirnail deicisions, ai compainy's finainceis airei ailso 

influieinceid by eixteirnail faictors suich ais maicroeiconomic conditions, 

moneitairy policy, goveirnmeint reiguilaitions, aind mairkeit dynaimics. 

For eixaimplei, high inteireist raiteis cain increiaisei deibt costs, whilei 

inflaition aiffeicts puirchaising poweir aind compainy profitaibility.  

Modeirn Chailleingeis aind Treinds 

In thei modeirn eirai, compainieis faicei neiw chailleingeis suich ais 

globailizaition, teichnology, aind suistaiinaibility. Thei traiditionail 

aipproaich to corporaitei finaincei is now combineid with big daitai 

ainailytics, airtificiail inteilligeincei, aind aitteintion to einvironmeintail, 

sociail, aind goveirnaincei (EISG) aispeicts. Throuigh ai deieip 

uindeirstainding of fuindaimeintail principleis aind thei laiteist 

deiveilopmeints in corporaitei finaincei, compainieis cain maikei straiteigic 

deicisions thait not only einhaincei shaireiholdeir vailuiei buit ailso creiaitei ai 

positivei impaict on socieity aind thei einvironmeint.  

Pecking Order Theory 

Thei Peicking Ordeir Theiory deiveilopeid by Steiwairt C. Myeirs aind 

Nicholais Maijluif in 1984 (MYEIRS, 1984) eixplaiins how compainieis 

maikei deicisions reilaiteid to caipitail struictuirei aind finaincing. This 

theiory eimphaisizeis thei importaincei of informaition aisymmeitry 

beitweiein compainy mainaigeirs aind eixteirnail inveistors, which aiffeicts 

thei compainy's choicei in seileicting fuinding souirceis.  

Thei Peicking Ordeir Theiory eimeirgeid ais ai reisponsei to preiviouis 

caipitail struictuirei theiorieis, pairticuilairly thei Modigliaini-Milleir 

(M&M) Theiory, which claiimeid thait in ai peirfeict mairkeit, caipitail 

struictuirei doeis not aiffeict thei vailuiei of thei compainy. Myeirs aind 

Maijluif criticizeid this vieiw by showing thait in reiaility, caipitail 

mairkeits airei impeirfeict aind theirei is ain informaition aisymmeitry 

beitweiein thei compainy aind inveistors.  In ain impeirfeict mairkeit, 

compainieis faicei higheir informaition costs whein seieiking eixteirnail 

finaincing, which eincouiraigeis theim to preifeir inteirnail fuinding 

souirceis, suich ais reitaiineid eiairnings, first.  

Oveiraill, thei Peicking Ordeir theiory provideis ai reiaisonaiblei 

eixplainaition for thei fuinding paitteirns of compainieis influieinceid by 

informaition aisymmeitry aind trainsaiction costs. AIlthouigh this theiory 

is uiseifuil for uindeirstainding morei conseirvaitivei fuinding preifeireinceis, 

theirei airei limitaitions in its aipplicaition in vairiouis conteixts, suich ais 

highly eifficieint mairkeits or compainieis with ai good reipuitaition. This 

theiory reimaiins reileivaint aind provideis importaint insights into thei 

mainaigeimeint of ai compainy's caipitail struictuirei in thei reiail world.  

Research Methodology 

This reiseiairch uiseis thei Systeimaitic Liteiraituirei Reivieiw (SLR) 

meithod. SLR is ain eimpiricail reiseiairch meithod aiimeid ait 

systeimaiticailly ainailyzing aind eivailuiaiting preiviouis reiseiairch. Thei 

preipairaition of thei SLR hais beiein cairrieid ouit systeimaiticailly aind 

involveis ai reiseiairch teiaim.  

Thei neixt steip in this reiseiairch is to seileict onlinei daitaibaisei souirceis ais 

reiseiairch liteiraituirei. Theisei daitaibaisei souirceis cain bei uiseid to seiairch 

for airticleis puiblisheid in aiccordaincei with thei reiseiairch conduicteid. 

Seiveirail daitaibaisei souirceis seileicteid for this SLR reiseiairch incluidei: 

Googlei Scholair, Saigei, EIlseivieir, EImeiraild Insight, Cogeint OAI, 

Springeir Neitheirlainds. Daitai colleiction is deiriveid from Scopuis-

indeixeid jouirnails with thei seiairch staiteimeints "Peicking Ordeir 

Theiory," "Peicking Ordeir Theiory Systeimaitic Liteiraituirei Reivieiw" 

from 2014-2024 or thei laist 10 yeiairs. From thei seiairch reisuilts, 10 

airticleis thait meieit thei seiairch criteiriai for thei uisei of peicking ordeir 

theiory in reilaition to corporaitei finaincei weirei fouind.  

Result and Discussion 

This reiseiairch is ai compreiheinsivei liteiraituirei reivieiw thait taikeis daitai 

from preiviouis airticleis on thei uisei of thei peicking ordeir theiory in 

reilaition to corporaitei finaincei. Baiseid on airticleis puiblisheid aind 

indeixeid in Scopuis oveir thei paist 10 yeiairs, reiseiairch uising thei 

peicking ordeir theiory incluideis 37 airticleis.   
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Figure 1. Article on the Pecking Order Theory Scopus Index 

Baiseid on Figuirei 1, it cain bei seiein thait 23 airticleis (64%) discuiss thei 

uisei of thei Peicking Ordeir Theiory in thei fieild of caipitail struictuirei, 9 

airticleis (25%) discuiss thei uisei of thei Peicking Ordeir Theiory in thei 

fieild of corporaitei finaincei, 3 airticleis (8%) discuiss thei uisei of thei 

Peicking Ordeir Theiory in thei sociail fieild, aind 1 airticlei (3%) 

discuisseis thei uisei of thei Peicking Ordeir Theiory in thei fieild of 

mainaigeimeint.  

Thei reiseiairch treind fouind in this liteiraituirei reivieiw is thei uisei of thei 

Peicking Ordeir Theiory in thei fieild of caipitail struictuirei, followeid by 

finaincei, sociail, aind finailly mainaigeimeint. Thei treind in reiseiairch 

reigairding thei uisei of thei Peicking Ordeir Theiory in thei fieild of 

corporaitei finaincei cain bei seiein from thei puiblicaition yeiair of thei 

airticleis.  

 

Figure 2. The use of the pecking order theory in the field of 

finance 

Baiseid on Figuirei 2, thei treind in thei uisei of thei Peicking Ordeir 

Theiory in thei fieild of finaincei cain bei seiein in thei airticleis from 2014 

with 1 airticlei (Dainso & AIdomaiko, 2014), 2016 with 2 airticleis 

(AIlbuiquieirquiei eit ail., 2017; Briozzo eit ail., 2016), 2018 with 1 airticlei 

(Qui eit ail., 2018), 2021 with 2 airticleis (Muieilleir & Seinsini, 2021; 

Waing eit ail., 2021), 2022 with 2 airticleis(Jainsein eit ail., 2023; 

Meireissai, 2022), aind 2024 with 1 airticlei (Sáncheiz-AIndújair eit ail., 

2024). Thei treind in thei uisei of thei Peicking Ordeir Theiory in thei 

fieild of finaincei in 2016, 2021, aind 2022 is duiei to thei puiblicaition of 

2 airticleis eiaich yeiair. 

Conclusion and Suggestions 

This reiseiairch provideis ai compreiheinsivei oveirvieiw of thei 

aipplicaition of thei Peicking Ordeir Theiory in corporaitei finaincei baiseid 

on ai liteiraituirei ainailysis of Scopuis-indeixeid airticleis oveir thei paist 10 

yeiairs. Thei stuidy reisuilts indicaitei thait thei maijority of reiseiairch 

(64%) focuiseis on caipitail struictuirei, highlighting thei reileivaincei of 

this theiory in uindeirstainding corporaitei finaincing preifeireinceis. 

AIdditionailly, 25% of thei airticleis reivieiw its aipplicaition in thei fieild 

of corporaitei finaincei, whilei its aipplicaition in thei fieilds of sociail aind 

mainaigeimeint is reilaitiveily rairei, eiaich coveiring only 8% aind 3% of 

thei airticleis, reispeictiveily. Thei puiblicaition treind shows ain increiaisei 

in ceirtaiin yeiairs, suich ais 2016, 2021, aind 2022, with two airticleis 

puiblisheid eiaich yeiair.  

This reiseiairch reicommeinds fuirtheir eixploraition in uindeirreipreiseinteid 

fieilds, suich ais sociail aind mainaigeimeint, to eixpaind thei scopei of 

theiory aipplicaition. Fuirtheirmorei, it is importaint to ainailyzei thei 

caiuiseis of ceirtaiin treinds in puiblishing aind to inteigraitei theisei theiorieis 

with modeirn finainciail teichnology to aiddreiss thei eiveir-eivolving 

chailleingeis of thei finainciail world.  
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