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ABSTRACT - An issue on sustainability is one of area that received more comprehensive 
attentions by managers, and investors to handle and invest their business investment. 
Sustainable growth rate (SGR) is a pivotal indicator to the firm in gauging their business 
prosperity performance. The existing SGR models are fit to non-shariah firm since the element 
included in their model equation was not parallel with the maqasid al-shariah. These diverse 
indicators in the existing models mentioned become main objective of this study to be 
conducted. In addition to that, most of the public listed firms in Malaysia are going for shariah 
compliance. Thus, the development of the iSGR model is very useful in enhancing their 
business performance as regards to profitability, leverage, dividend and liquidity. Furthermore, 
iSGR model can gauge the future business prosperity and as benchmarks for Shariah 
Securities Compliance Firms based on shariah compliant requirements.  
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INTRODUCTION 
Sustainable growth attaches great importance due to increasing the value of company into one comprehensive measure 

by combining operating and financial (Jagadish, 2011). The combination of operating and financial such as profit margin, 
asset efficiency, and capital structure and retention rate that mostly have association with sustainable growth (Amouzesh 
et al, 2011). Previous studies describe four growth rate models such as Van Horne’s model, Higgen’s model, Zakon’s 
model and a simple model. Research study by Philips et al (2010) stated that some of financial dynamics affecting firm 
growth is capital structure; and earnings growth is one of the key valuation models.   

 In the long term, the company used to finance by mix of debt and equity known as capital structure. Therefore, the 
company’s capital structure will remains the same by determining the sustainable growth. Furthermore, the company’s 
capital structure will consistent by maintaining the earnings and increasing its owners’ equity, even though there will be 
slight year to year deviations in the actual capital structure. Then, sustainable growth will be affected when the company’s 
capital structure changes such as if financial leverage increase, it will increase the sustainable growth and if financial 
leverage decrease the sustainable growth also decrease (Jagadish, 2011). Sometimes too much growth rate causes financial 
stress to the company (fonseka et al, 2012). Consequently, firm will face higher costs, financial losses, higher debt, 
declining market share and bankruptcy. But, growth will give benefit in a certain level and can improve the financial 
condition of company. At the same time, firm can sustain their growth for strategic planning.   

 LITERATURE REVIEW  
 Sustainable growth rate in a business context is defined as the maximum pace at which a company can grow revenue 

without depleting its financial resources (Higgins, 1977). It is seen as a valuable because it combines a company’s 
operating (profit margin and asset efficiency) and financial (capital structure and retention ratio) elements into a single 
measure.  

 Nasrollah Amauzesh, et. al (2011) examined the relationship between sustainable growth rate with liquidity and firm 
performance. The study used a linear regression to examine 54 listed companies in the Iran financial market. The result 
shows the deviation of actual growth rate from sustainable growth rate is having relationship with return on assets (ROA) 
and price to book ratios. Instead of sustainable growth rate, Bivona (2000) in his study looked at the relationship between 
sustainable growth policies in a changing market with profitability performance. A sustainable growth policies companies 
were represented by combining three main elements such as structure in terms of resources, management activities and 
operational activities. The study found that to assess business growth strategies, a feedback approach could useful support 
small business entrepreneurs. Then, this feedback approach can comply with profitability level, a desired balance financial 
structure and external key factors’ requirements.  
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 Taking into consideration for firm leverage to proxy the sustainable performance and enhance the business prosperity, 
Korteweg (2009) concludes that the market expects them to lever up in the future to capture the benefits of leverage. 
Shaikh Salman (2010) stated that leveraged firms can increase their returns in booms, but in slumps, they lose the edge 
and can even go bankrupt and make both their shareholders and creditors suffer. In economic booms, leveraged companies 
are more profitable than non-leveraged companies, but in recessions, leveraged companies are less profitable and hence 
riskier than nonleveraged companies. Thus, leveraged companies are depending on the assumption that the economic 
boom will last indefinitely.   

 As claimed by Park & Jang (Shawn) (2013) debt leverage is an efficient way to reduce free cash flows and enhance 
firm performance. Their results revealed a positive influence on firm performance by debt leverage, which supported the 
signaling effect theory (Ross, 1977). However, Anderson & Nyborg (2011) have an inverse argument that leverage is 
negatively related to growth and profitability performance. Similar result indicated by prior study, Dhanapal & Ganesan 
(2010) found that there have negative relationships between growth rate and financial leverage but has positive 
relationship with operating leverage.   

 The recent global crisis has sparked interest in the relationship between income inequality, credit booms, and financial 
crises (Bordo & Meissner, 2012) as indicator to consider firm sustainability was affected. As proposed by two previous 
study, Rajan (2010) and Kumhof & Rancière (2011) rising inequality led to a credit boom and eventually to a financial 
crisis in the US in the first decade of the 21st century as it did in the 1920s. Data from 14 advanced countries between 
1920 and 2000 suggest these are not general relationships. Credit booms heighten the probability of a banking crisis, but 
we find no evidence that a rise in top income shares leads to credit booms. Instead, low interest rates and economic 
expansions are the only two robust determinants of credit booms in their data set. Anecdotal evidence from US experience 
in the 1920s and in the years up to 2007 and from other countries does not support the inequality, credit and crisis nexus. 
Rather, it points back to a familiar boom-bust pattern of declines in interest rates, strong growth, rising credit, asset price 
booms and crises.  

 Park and Jang (Shawn) (2010) studied on understanding the growth patterns of an industry is essential for establishing 
sustainable growth strategies. However, until recently little had been known about restaurant firm growth patterns. Thus, 
this study examined the growth patterns of restaurant firms in association with firm size class and internationalization, 
after controlling for total and long-term debt leverage, retained earnings, and growth opportunity. Overall, the results of 
this study showed that small restaurant firms grow faster than large restaurant firms but the growth rate decreases as firm 
size increases. Furthermore, the growth rate of large firms decreased more slowly than small firms.  

 The SGR is represent by the Zakon’s model from Zakon (1989) as stated below:  

SGR = D/E. (R-i).p+R.p (1) 

where:  

SGR =sustainable growth rate   

D/E = debt / equity ratio   

R =ROA   

i=interest rate (1- taxation rate) p=retention ratio  

iSGR = ROE . (R-pr).p+R.p (2) 

where: iSGR =syariah sustainable growth rate  ROE = iNet income / shareholders’ equity   

R =ROA   

Pr =profit rate (1- taxation rate) p=retention ratio  

 RESEARCH METHOD  
 The sample consists of 450 public-listed companies under shariah compliant securities for ten-year period from 2004 

to 2014. Non-shariah compliant companies are excluded because they are governed by non- shariah rules. This study 
gathered secondary data from Bloomberg software from Bursa Malaysia. Data has been analyze by using IBM SPSS.   

Table 1. List of variables  
 Variable    
Dependent  SGR(LGRWTH)  
Independent  
  

DPS CR  
NPM  
LNTA  

Control  Sector  
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RESULTS AND ANALYSIS  
The Durbin–Watson statistic is a test statistic used to detect the presence of autocorrelation (a relationship between 

values separated from each other by a given time lag) in the residuals (prediction errors) from a regression analysis. The 
Durbin-Watson statistic is always between 0 and 4. A value of 1.926 means that there is no autocorrelation in the sample. 
Values approaching 0 indicate positive autocorrelation and values toward 4 indicate negative autocorrelation. As can be 
seen from Table II, the value of our R2 is 0.135, which means that 13.5 percent of the total variance has been ‘explained’. 
Not very impressive, but not bad either compared with the R2 values one tends to get in analyses of social survey data.  

Table 2. Model Summaryb  

Model R R 
Square 

Adjusted R 
Square 

Std. Error 
of the 

Estimate 

Change Statistics  
R 

Square 
Change 

F 
Change df1 df2 Sig. F 

Change 
Durbin-
Watson 

1 .135a .018 .017 1.41227 .018 13.523 4 2934 .000 1.926 
a. Predictors: (Constant), LNTA, NPM, CR, DPS  

b. Dependent Variable: LNGROWTH 

ANOVA value will help you determine if your condition means were relatively the same or if they were significantly 
different from one another. Put differently, this value will help you determine if your IV had an effect. In this table, the 
Sig. value is 0.00. You can conclude that there is a statistically significant difference between your three conditions. You 
can conclude that the differences between condition Means are not likely due to change and are probably due to the IV 
manipulation.   

Table 3. ANOVAa  
Model  Sum of Squares df Mean Square F Sig. 

1 Regression 107.884 4 26.971 13.523 .000b 
 Residual 5851.873 2934 1.995   
 Total 5959.757 2938    

a. Dependent Variable: LNGROWTH  
b. Predictors: (Constant), LNTA, NPM, CR, DPS  

In the coefficient table, the coefficient for dividend per share (DPS) is -0.653.  So, for every unit increase in DPS, a 
0.653 unit decrease in company growth is predicted, holding all other variables constant. The coefficient for current ratio 
(CR) is -0.006.  So for every unit increase in CR, a 0.006 unit decrease in company growth is predicted, holding all other 
variables constant. The coefficient for net profit margin is 0.  So for every unit increase in NPM will not give any impact 
in company growth is predicted, holding all other variables constant. The coefficient for loan to total asset (LNTA) is -
0.085.  So for every unit increase in LNTA, a 0.085 unit decrease in company growth is predicted, holding all other 
variables constant.   

 Table 4. Coefficientsa  

  Unstandardized 
Coefficients 

Standardized 
Coefficients   

Model  B Std. Error Beta t Sig. 
1 (Constant) 4.239 .119  35.537 .000 
 DPS -.653 .147 -.083 -4.428 .000 
 CR -.006 .005 -.024 -1.331 .183 
 NPM .000 .000 .039 2.139 .032 
 LNTA -.085 .020 -.080 -4.273 .000 
       

a. Dependent Variable: LNGROWTH  

Referring to the correlations table, LNTA has a strong negative correlation with company growth while net profit 
margin has a weak positive correlation with company growth in sharia compliance companies. Looking at the correlation 
for CR and DPS, both has strong negative correlations with company growth. Loan to total asset were indicate two tails 
significant at 0.01 level while NPM and DPS were indicate two tails significant at 0.05 level.   

 

 

 



Abdul Manaf et al. │ International Journal of Industrial Management │ Vol. 4, No. 1 (2018) 

journal.ump.edu.my/ijim  19 

 Table 5. Correlations  
LNGROWTH  Pearson Correlation LNGROWTH LNTA NPM CR DPS 
   -.097** .037* -.021 -.100** 
 Sig. (2-tailed) 1 .000 .046 .255 .000 
 N 2954 2939 2954 2954 2954 
LNTA  Pearson Correlation -.097** 1 .015 -.068** .235** 
 Sig. (2-tailed) .000  .269 .000 .000 
 N 2939 5259 5259 5259 5259 
NPM  Pearson Correlation .037* .015 1 .027* .023 
 Sig. (2-tailed) .046 .269  .049 .101 
 N 2954 5259 5284 5284 5284 
CR  Pearson Correlation -.021 -.068** .027* 1 .028* 
 Sig. (2-tailed) .255 .000 .049  .039 
 N 2954 5259 5284 5284 5284 
DPS  Pearson Correlation -.100** .235** .023 .028* 1 
 Sig. (2-tailed) .000 .000 .101 .039  
 N 2954 5259 5284 5284 5284 

**. Correlation is significant at the 0.01 level (2-tailed). *. Correlation is significant at the 0.05 level (2-tailed).  

CONCLUSION  
This study would like to demonstrate the new compatible of financial model for firm’s sustainable growth in their 

business performance that meets the shariah compliance objective and requirement. Therefore, this results comply with 
the Stakeholder theory that can create as much value as possible for stakeholders and to be sustainable over time aligned 
in the same direction based on Shariah Compliance for prosperity business performance.  

A new model develop serves as a benchmarking to strengthen the firm’s Shariah companies financial stability and 
sustainability in facing the stiff challenges of the current global economy specifically in Emerging Market. The concerns 
of shareholders as one of the owner of the firm towards shariah compliance benchmarking as an assessment by regulators 
in Malaysia such as Security Comission, Bank Negara Malaysia, and Bursa Malaysia.   
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