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{Abstract>

An Empirical Analysis on Trade-off Theory and Pecking Order Theory
for Medical Institutions's Capital Structure

Jai Myung Kim , U Sang Ham''
College of Business Adminstration, Kangwon National University
The Institute of Management Research, Kangwon National University”

Based on the findings of a study focused on medical institutions(Fama & French,
2002), this study determined possible causality between determinants of capital structure
and liability level, while estimating targeted debt ratio. Moreover, it also examined hy-
potheses about the adjustment of targeted debt ratio and the of fundraising patterns, so
that it verified the relative priority of trade-off theory and pecking order theory.

First, profitability had positive(+) relationships with liability level, while investment op-
portunities had negative(-) relationships with liability level. This finding supported peck-
ing order theory, and non-liability tax shield effects had negative(-) relationships with li-
ability level as estimated in both trade-off theory and pecking order theory.

Next, this study verified trade-off and pecking order theory at once by means of re-
gression analysis about the variation of liability level in associations with disparity from
targeted debt ratio and short-term fluctuation of profit and investment. As a result, it
was noted that liability level became mean-reversed to targeted liability ratio but slowly,
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so it was difficult to assert that such mean reverse may support trade—off theory.
However, the finding that most of short-term fluctuations of profit and investment are
absorbed into liabilities supported pecking order theory.

On the other hand, it was found that the larger scale of medical institutions is more
supportive of pecking order theory in the associations between liability level and profit-
ability and the fundraising patterns than trade-off theory.
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