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		Abstract

		This research paper tests the pecking order theory of capital structure on the textile firms listed on the Karachi Stock Exchange (KSE) covering a period of six years from 2004â€“2009. The basic pecking order model predicts that firms follow a pecking order of financing, preferring internal finance to external finance and debt to equity. The paper shows that firms do indeed prefer internal financing to external financing. However, the role of preferring debt to equity is ambiguous and requires further research on empirical fronts as well as theoretical fronts. Nevertheless, this article shows that the pecking order theory provides more convincing explanation about the firmsâ€™ financing behavior then the conventional leverage factors.    

The results indicate that the pecking order theory by itself is rejected empirically. However, when compared to a contending regression based on conventional leverage factors it does display much more explanatory power then the conventional leverage regression. The addition of financing deficit to a conventional leverage regression significantly adds to the explanatory power of the model suggesting a greater support towards the pecking order theory. 
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