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Abstract 

Sales growth is one indicator of company performance, but too high growth does not 

guarantee to provide higher value for shareholders;  on the contrary, low or declining sales 

growth is sales growth actually achieved by companies with certain funding sources to 

support sustainable growth (SUS_GR). Sustainable Growth Rate (SUS_GR) is a simulation 

of sales growth which should be achieved with retained earnings policy,such as internal 

funding and constant external funds. Certainly this is important for shareholders, as a 

navigation control on managerial performance as to how much the role of internal funding 

sources will be able to have an impact on how maximum sales growth can be achieved with 

internal funding.The research samples are 103 manufacturing firms in Indonesia with panel 

time-series data from 2012 to 2018 amounting to 721 N data observations. Pair T-Samples 

Test results show that there are significant variances between Actual  Growthof 

Sales(AGoS) and Sustainable Growth Rate ( SUS_GR). This is an indication that retained 

earnings policy is not entirely rational for investment needs in relation to supporting sales 

growth. Furthermore, panel data regression models have been tested using the Chow Test 

and Hausman Test, showing that the model of fixed effect is a more suitable model. The 

multiple panel regression model and  the least-squares fixed-effect method proves that 

corporate risks include business risk, operating risk,and financial risk, as well as assets 

growth negatively affect SUS_GR, while inventory turnover and sales growth have a 

significant positive influence on SUS_GR.This finding implies that, if a company makes an 

effort to achieve SUS_GR, then business risk, operating business, financial risk and asset 

growth become the main obstacles in increasing SUS_GR, withInventory Turnover (ITO) 

and Actual Growth OfSales (AGoS) as  supporting factors. Thus, the SUS_GR can be used 

as a navigation control of the company, toward the policy of "go public" manufacturing 

companies in Indonesia, which generally have the behavior of holding retained earnings as 

an investment, but not in line with the increase in actual sales, as indicated by the significant 

slack between SUS_GR and AGoS. 

 

Keywords: Sustainable Growth Rate, Actual Growth Sales, Corporate Risk, Asset 

Growth and Inventory Turnover 

 

I. METHODOLOGY 

The main problem for companies to increase sales is 

that they are generally limited by the availability of 

funding. It is not uncommon for company behavior 

to hold profits or increase debt as grounds for 

increased sales. The company retains earnings, not 

onlyas a precautionary motive, also for the purpose 

of dealing with a very competitive market in the 
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condition of recession and uncertainty [37]. In 

general, the use of retained earnings for company 

operations in the short term or maintaining cash at a 

certain level to maintain sales growth, does not rule 

out the possibility of companies to place retained 

earnings as a long-term investment funding [11]. 

Some studies showing the effect of retained earnings 

on sales[23] found no relationship between the 

plowback ratio and sales growth. This is in line with 

[7], who states dividend policy is more sensitive to 

market characteristics than investment needs to 

maintain the target capital structure. The relationship 

of dividend policy with firm value is still a debate in 

the field of corporate finance as to its relationship 

with corporate value [36]. Most researchers talk 

more about dividend payout policy than the 

plowback ratio. Although the two interact with each 

other, as in dividend and retained earnings models, 

both serve as a basis to explain the concepts of 

growth, investment and saving. For example, [19] 

uses the optimal dividend policy model that Gordon 

has introduced, to determine investment needs for 

future growth opportunities. Besides explaining the 

relationship between retained earnings with dividend 

growth for returns to shareholders in the form of 

return on equity, some financial literature uses the 

term sustainable growth rate [6] [27] [5], which 

shows the sales growth target that can be achieved 

with a constant capital structure after calculating 

four ratios, among others, profit margin, plowback 

ratio (retention ratio), assets turnover and financial 

leverage ratio, although [5] uses different 

measurements, but with relatively the same results 

to explain sustainable growth. So, the concept of 

sustainable growth rate is relevant for the interests 

of shareholders as a tool for controlling managers, as 

research shows that internal funding is the basis for 

increasing realistic income based on operational and 

financial performance [53]. Sustainable growth is 

also an important parameter to assess the success or 

failure of a company, and enlighten managers and 

investors [4]. 

The problem of retained earnings for the purpose of 

firm growth is still debated as in practice there are 

still many anomalies [49]. Several previous 

empirical studies showed an inconsistency between 

increased funding and sales growth, where 

companies that have high sustainable growth  also 

have high debt [63]. Some studies also show that 

there is a relationship between Return on Asset and 

Price to Book Value toward actual growth and 

sustainable growth gap [2]. This is in contrast to 

research [2] which shows that sustainable growth 

has a positive relationship with low performance and 

risk. Previous research results also show that 

internal financing has a positive effect on growth, 

with high levels of productivity and limited external 

funds, [22]. [15] developed a sustainable growth 

dynamic model that shows that the optimization of 

firm value can be determined by the interaction of 

optimal growth rates with the covariance between 

profitability and dividend payout that unites 

investment decisions and dividend policies. [12] 

uses various methods to estimate growth regarding 

the financing mix, which shows that company 

characteristics have a significant influence on 

forecasting dividend errors and sales growth, 

whereas [18] shows that sustainable growth could be   

a model for determining financial and operational 

decisions. 

Various studies on the phenomenon of sustainable 

growth have given new inspiration in this study. 

Most of the previous studies paid more attention to 

the behavior of dividend policy, funding decisions 

and investment decisions. This study discusses the 

relationship between sustainable growth with 

various company risks. This consideration is based 

on the reason that however sales growth targets are 

to be achieved, they will be influenced by external 

factors. Thus, sustainable growth, as a managerial 

control tool by shareholders, is also inseparable 

from the various risks that will be faced by the 

company in an effort to pursue salesgrowth. 

Therefore, information on the relationship of 

sustainable growth and corporate risk will 
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complement each other, which will be used for the 

benefit of shareholders more realistically. 

The concept of sustainable growth has been 

introduced by several authors [6] [64] [5], which 

shows the maximum sales growth that can be 

achieved by maintaining funding policies that are 

based on operational targets, debt and dividend 

policies. However, several studies show other 

characteristics that affect sustainable growth, such as 

[44] showing a negative relationship between asset 

quality, operational efficiency and sustainable 

growth. In line with [59], [21] shows that 

operational decisions affect sustainable growth 

business. Operational and asset characteristics are 

also determinants that will determine risk [8] [48]. 

Based on several previous studies, it is very relevant 

to study the relationship between operational risk 

and sustainable growth. 

While business risk is a measure of risk caused by 

external factors, for example, the existence of 

economic complexity, which is interpreted as 

dynamic risk affects sustainable growth in the 

telecommunications industry [40]. In line with 

research [58], economic risk has a negative effect on 

growth. Even financial market conditions affect 

sustainable growth as a profitability risk [30]. This is 

certainly a systematic risk that can affect every 

business. In the macro view, sustainable growth is 

related to volatility, uncertainty and risk [43] and 

also related to the business life cycle [62] [50] and 

inflation [28] [33]. 

The relationship between sustainable growth and 

financial risk has been very clearly discussed in 

financial strategy literature, which uses the debt to 

equity ratio indicator as financial risk or financial 

distress [51] [42] [38], which consistently explains 

the interests of shareholders through growing return 

on equity [14] [63]. This is in line with [55], who 

shows that Debt to Equity Ratio has a positive effect 

on sustainable growth, while [55] shows that 

sustainable growth is relatively no different from the 

different capital structures in various ASEAN 

countries. Although there are still differences in the 

results of research on the effect of debt on firm 

value, [35] shows a positive relationship between 

debt and firm value, in contrast to [47] and [45] who 

show there is a negative relationship between debt 

on firm value and operational performance. 

The phenomenon of sustainable growth is still 

interesting to study, especially in Indonesia with the 

attributes of risk: (1) operating risk that can be 

reflected from the variance of net operating margin 

at a certain time; (2) business risk originating from 

external factors that can be reflected by variance in 

sales within a certain period of time; and (3) 

financial risk, which can be reflected from high 

external funding. It is important to distinguish 

between operating risk, business risk, and financial 

risk, because each risk has a different handling 

problem. This study aims to empirically examine the 

difference between sustainable growth and actual 

growth and how operating risk, business risk, and 

financial risk, as well as other variables such as asset 

growth, inventory turnover and actual sales, growth 

affect sustainable growth. Another factor that can 

affect sustainable growth rates is asset growth, 

whether it contributes to the achievement of 

sustainable growth rates, it is not uncommon for 

companies to accumulate assets through debt and 

retained earnings, which are only used as corporate 

savings, which results in low Return on Assets, thus 

giving signals negative for shareholders to increase 

stock returns [17]. 

Besides the various risks that can affect sustainable 

growth, management policies in managing assets 

can be reflected from sales effectiveness, for 

example, with an inventory turnover indicator. 

Besides that, sales growth will not fully reflect 

sustainable growth rates; this can also be explained 

by how the relationship between inventory turnover 

and sustainable growth is achieved. Inventory 

turnover is a variable that can directly affect 

sustainable growth, due to the higher inventory 

turnover should be in line with the level of sales 

growth and increased profitability [39] [3]. 
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However, it is not the same as asset growth and what 

might happen is high asset growth, but low 

inventory or asset turnover. This is an indication of 

asset optimization or low asset effectiveness. Some 

researchers also point out that the lower the 

operational costs, the higher the sustainable growth 

rate [34]. 

How can sustainable growth rates be used as 

navigation for shareholders?[26] states that 

excessive growth has an impact on financial 

problems, due to the tendency of companies to 

increase debt capacity. Therefore, it is important to 

anticipate the gap between actual sales growth and 

sustainable growth, for the benefit of shareholders. 

To bridge the interests between managers and 

shareholders, sustainable growth rates can be 

arranged as a control tool, especially on dividend 

policy and capital structure control. This is one way 

to overcome the problem of conflicts of interest 

between managers and shareholders. For example 

managers prefer to use debt to obtain incentives, 

while shareholders prefer to use internal funds in the 

hope that earnings will increase. But, in reality, 

retained earnings often do not reflect sustainable 

growth rates that can be realized. 

Therefore, this study not only empirically examines 

the gap between sustainable growth and actual 

growth sales, but also examines the factors that 

affect the sustainable growth rate of several 

variables, including business risk, operating risk and 

financial risk as overall company risk, and other 

variables such as inventory turnover, asset growth 

and sales growth.. 

II. LITERATURE REVIEW 

Since the 1960s, the concept of retention ratio has 

been widely discussed in the literature of corporate 

and economic finance, which, at that time, was more 

aimed at explaining the relationship between saving 

and business expansion. Based on the theory of the 

firm, several authors have explained the relationship 

between profit, sales maximization, and growth 

from savings as measured by retained earnings [61] 

[65]. The behavior of companies to place the 

retained earnings function in corporate financing is 

much discussed, whether as cash flow or 

replacement cost added with a number of 

depreciation. The retention function can be an 

investment function or a saving function in case of 

uncertainty. However, both roles are still oriented 

toward efforts to increase sales growth to maximize 

the value of the company. However, recently, the 

retention ratio function as internal funding to 

maintain maximum sales targets with relative 

limitations on external funding has begun to be 

taken into account. Although this really depends on 

the stages of the business life cycle, because, after 

all, in the company that has highly sufficient 

retained earnings, the condition of the company is at 

the stage of growth or maturity. Conversely, at the 

time of maturity, the company will tend to pay out a 

dividend ratio that is greater than the retention ratio. 

So that this study becomes interesting when 

formulating interactions between retention ratios, 

liabilities, asset turnover and profit margins in 

pursuit of growth targets and is called as sustainable 

growth. 

The term sustainable growth [27] is not only 

Higgins property, but has been widely discussed in 

various financial literature since the 1960s in the 

context of explaining the theory of the firm [60] [64] 

and the function of sales maximization. But Higgins 

is more popular to explain the term sustainable 

growth in the context of financial strategy literature. 

Furthermore, financial writers developed [64] [56] 

in several books. Sustainable growth is growth with 

internal financing with relatively unchanged 

leverage [26] [16]; this term might be more 

appropriate if it is referred to by how much internal 

funding has a double effect on sales growth. As an 

illustration, quoting from [27], the Sustainable 

Growth Rate can be determined as shown in the 

figure below. 
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Scheme: 1. The Illustration of Sustainable 

Growth [27] 

Sustainable growth rate is a sales growth target that 

can be written with the notation (Ƌs / s) that can be 

achieved by a company with internal funding 

sources (ф) through additional earnings notated; 

𝑆𝑢𝑠𝐺𝑟 = (Ƌs/s)    (1) 

ф = (1-dt)     (2) 

dtis dividendpayout ratio for time t, or through 

additional debt (ƋL). This will have an impact on the 

interaction between net profit margin (ƥ) and 

retained earning or with debt, with equations as 

follows: 

Ƌs

s
= ƥ(𝑠 + Ƌs)(ф)   (3) 

or 
Ƌs

s
=  ƥ 𝑠 + Ƌs (ф)(ƋL)  (4) 

 

For achieving additional sales, (Ƌs) needs additional 

new assets for supporting sales increase and then 

sales with additional assets (ƋT) becomes 

(Ƌs)( ƋT),which can  be formulated as follows: 

(Ƌs)( ƋT)= ƥ 𝑠 + Ƌs (ф) + ƥ 𝑠 + Ƌs (ф) ƋL (5) 

Therefore, sustainable growth rate Sus_GR can be 

written as the following: 

𝑆𝑢𝑠𝐺𝑅 =
Ƌs

s
=

ƥ(ф)(1+ƋL)

ƋT−ƥ ф +(1+ƋL)
   (6) 

This formula explains that, to achieve sales targets, 

this is determined by net profit margins(ƥ), the 

number of internal (ф)or external (ƋL)and 

additional investment (ƋT) to support increased 

sales. 

A company's decision to use internal funding 

sources through a plowback ratio to achieve sales 

targets has become a financial strategy issue. 

However, it is still relatively rare to study growth 

opportunities from internal funding as part of equity 

funding.The consequences of internal financing 

investment decisions will have an impact on 

dividend payout policy, and vice versa, although 

[41] shows that, in a perfect market, dividend policy 

does not affect firm value, and some studies also 

question whether dividend policy is important for 

firm value. [52] shows that there is a positive 

relationship between dividend payout and firm 

value, but cannot draw conclusions to explain the 

reasons for dividend payments. Besides, dividend 

policy is also part of the company's strategy, 

especially its relationship with the business life 

cycle, which will affect investment decisions [29] 

[9]. But, in practice, simultaneously, the company 

sets a low dividend payout ratio policy while 

increasing debt. Although the dividend payout ratio 

policy and capital structure policy complement each 

other, as explained in the pecking order theory [20, 

most companies use internal financing first rather 

than debt for investment financing[1]. The 

relationship between dividend policy and investment 

decisions becomes important when linked to future 

sales targets, because this is a variable that bridges 

between managerial and shareholder interests. 

Dividend and funding policies place more emphasis 

on risk issues for shareholders, while the sales target 

is a company operational issue that is more in the 

managerial interests, which both interact with each 

other. 

This is based on the asymmetry theory, which 

explains the information gap received between two 

parties (in this case between managers and 

shareholders), which can cause transactional 
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inefficiency or financial slack in investment 

decisions [46]. Factually, in general, managers have 

more knowledge and information about the 

company than shareholders. Besides that, 

management has more interest in the company's 

growth because it will obtain more incentives, while 

shareholders have more interest in earnings per 

share and high dividend payouts. Several studies 

have shown a relationship between dividend policy 

and corporate value [25]. 

Besides, dividend policy is also used to avoid 

conflicts of interest between managers and 

shareholders, which can be explained by agency 

theory [32]. It is further explained that management 

is more focused on growth targets while 

shareholders will prioritize wealth [31], which 

argues that sales growth does not fully increase 

value for shareholders, and whether managers will 

pursue sales growth or generate cash flow for 

shareholders is highly dependent on the relationship 

sales growth and free cash flow. This is in line with 

the research [13] [52]. 

III. RESEARCH METHOD 

Research was conducted on 103 companies listed on 

the Indonesia Stock Exchange from 2012 to 2018, 

meaning that there are 721 panel sample data. To 

prove whether there is a difference between 

Sustainable Growth (SUS_GR) and Actual Growth 

Sales (AGS), a Paired Sample T test is performed on 

panel data as well as multiple regression test with 

the General Linear Model Panel Least Squares 

Method. To test the suitability of the model as to 

whether random effects or fixed effects models are 

used, the Hausman Test and Chow Test are used. 

For testing multiple regression models, all panel 

data variables are transformed in the form of 

logarithms with the reason to streamline data 

dispersion which has very high data range intervals 

between cross-section variables. This technique 

makes it possible to minimize the distribution of 

data by not eliminating data information. 

IV. DATA ANALYSIS AND VARIABLE 

DEFINITION 

To measure the Sustainable Growth Rate (SusGR) 

using the Higgins (1997) model, which is a sales 

growth target with relatively constant internal 

funding and external funding sources, it can be 

formulated as follows: 

𝑆𝑢𝑠𝐺𝑅 =
Ƌs

s
=

ƥ(ф)(1+ƋL)

ƋT−ƥ ф +(1+ƋL)
  (7) 

Ƥ = Net Profit Margin Existing Sales After Taxes 

ф = Retention ratio = (1-The Target 

DividendPayout Ratio) 

ƋL = Tambahanhutang 

ƋT = The ratio of total assets to net existing sales 

S = Sales at the beginning of the year 

Ƌs = Increase in sales during the year 

Firstly, it is tested whether there is a significant 

difference between actual sales growth and 

sustainable growth rates. This test uses the method 

of comparing mean paired sample t-test. This study 

also tested the causal relationship between the 

predictors of business risk, operating risk, financial 

risk, inventory turnover, asset growth, and actual 

sales growth to sustainable growth rates. The test 

uses multiple regression estimation models with the 

E-Views program. Estimation analysis techniques 

used the Panel Estimation General Least Squares 

(EGLS) method with the following models: 

𝑙𝑔𝑆𝑈𝑆𝐺𝑅 = ∝ +𝜕𝑡 + 𝛽1𝑙𝑔𝐵𝑅𝑖𝑠𝑘𝑖𝑡 + 𝛽2𝑙𝑔𝑂𝑝𝑅𝑖𝑠𝑘𝑖𝑡 +

𝛽3𝑙𝑔𝐹𝑅𝑖𝑠𝑘 𝑖𝑡
+ 𝛽4𝑙𝑔𝐼𝑇𝑂𝑖𝑡 + 𝛽5𝑙𝑔𝐴𝑠𝑠𝐺𝑟𝑖𝑡 + 𝛽6𝐴𝐺𝑂𝑆𝑖𝑡 + 𝑒 (8) 

The use of logarithms for the measurement of each 

variable is for the reason of minimizing data 

dispersion that is too wide. This is due to variations 

in data with fairly high sample data intervals, risk 

calculation with time series data variance for seven 

(7) years (2012-2018) for each risk variable  

a) lgSUSGR = Sustainable Growth Rate is 

computed using equation (7) 
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b) lgBRisk = Business Risk is the average standard 

deviation of net sale of firm   i for 7 years. 

c) lg_OpRisk = Operating Risk is the average 

standard deviation of net profit margin of firm   i 

for 7 years.  

d) lg_F_Risk = Financial Risk is computed from 

Debt Equity Ratio. 

e) lgITO = Inventory Turnover 

f) lgAssGr= Asset Growth is the change of assets 

of firm i at year t compared to previous year.  

g) lgAGOS = Actual Growth Of Sales is the 

growth of sales, that is the change of sales for 

firm i at year t compared to previous year. 

h) Period t is seven year and i is the total firms, 

which is 103 firms 

V. RESULTS AND DISCUSSION 

Descriptive analysis shows that the average of the 

panel data is in the range of 0.02 percent to 3.9 

percentwhile the average sales growth rate ranges 

from -0.9 percent to a maximum of 1.27 percent in a 

high-risk and volatile business environment. This 

can be seen from the high number of business risk, 

operating risk and financial risk. Table 1 presents 

the descriptive statistics of thevariables. 

The existence of sales growth and negative asset 

growth is a phenomenon of companies experiencing 

growth decline even though, on average, from year 

to year, there is an increase in risk variables, which 

indicates lower business risk compared to financial 

risk and operating risk. As explained above, 

business risk is the standard deviation of average net 

sales; this reflects how external conditions also 

affect the company's business cycle. Descriptive 

statistical results show an average business risk of 

around 0.5 percent with a standard deviation of 

around 1.6 percent, meaning that sales conditions 

are not too volatile. In contrast to very high 

operational risk, the average is 7.2 percent with a 

standard deviation of 16.32 percent. As previous 

studies have shown that operational operational 

characteristics can determine a company’s risk [8] 

[48], another example is the existence of inflation, 

which can affect operational risk and sustainable 

growth [28]. 

 

Table 1 : Descriptive Statistics 

Variable 
N Minimum Maximum Mean 

Std. 

Deviation 
Variance 

Statistic Statistic Statistic Statistic Std. Error Statistic Statistic 

SusGr 721 .0201 3.95 1.027 .0209 .5636 .318 

B_Risk 721 .0016 32.05 .507 .0632 1.6977 2.882 

Op_Risk 721 .0380 161.41 7.241 .6079 16.3249 266.503 

F_Risk 721 .0412 13.67 1.294 .0552 1.4836 2.201 

ITO 721 .0035 33.50 5.824 .1382 3.7118 13.778 

AssGr 721 -.9990 1.72 .110 .0077 .2086 .044 

AGoS 721 -.9989 1.27 .072 .0085 .2290 .052 

 

This is also supported by the average inflation rate 

in Indonesia, ranging from 4 to 6 percent (Central 

Bureau of Statistics, 2018). Meanwhile, financial 

risk has an average rate of around 1.29 times with a 

standard deviation of about 1.48 times. Financial 

risk is the risk caused by funding sources, as 

measured by the debt to equity ratio. The higher the 

DER, the greater the financial risk faced by the 

company because it has the potential for financial 

distress [51] [42] [38]. The average financial risk is 

quite good, although there are companies that have a 

DER of more than 13 times the ratio of debt to 

equity. 
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Statistical test results comparing mean paired 

samples t-test showed that there were significant 

differences between actual growth of sales (AGoS) 

and sustainable growth rate (SusGR). As some 

literature has explained, the difference between sales 

growth with sales targets that should be achieved by 

companies with additional sources of funding from 

retained earnings (retained earnings) with other 

funding sources is relatively constant [27] [64] [56]. 

In this case, there should be no real difference 

between actual growth of sales and sustainable 

growth. If there are real differences, it is an 

indication there is a problem in dividend policy. 

Some research also shows that there is a relationship 

between ROA and Price to Book Value to the gap 

between actual growth and sustainable growth [2]. 

Furthermore, the results of the study indicate that the 

average SusGR is far higher than the AGoS. This 

indicates that the company has an adequate source 

of internal funding to increase growth at a certain 

sales level. However, additional internal funds are 

not enough to have contributed to the increase in 

sales. This can also be massaged from a relatively 

small inventory turnover with an average of 5.8 

times per year, and asset growth of 11 percent, 

which shows the internal funds used to increase 

assets   are less effective in generating sales target; 

so, if the company does not reach a certain level of 

sales, a series of policies can be taken to increase 

dividend payments or reduce the level of debt. This 

is in line with [52], as previous research shows that 

companies that have sustainable growth also have a 

high level of Debt To Ratio [63]. This is a problem 

in the behavior of the company's financial strategy, 

as explained by [46], namely the existence of 

financial slack, which causes inefficiency in 

investment decisions. This can occur because of the 

asymmetry of information [20] and the conflict of 

interest of the agency [31]. 

Table 2 :  Paired Samples Test- Paired Differences 

 

Mean 
Std. 

Deviation 

Std. Error 

Mean 

95% Confidence 

Interval of the 

Difference 
t test 

Sig-2 

tailed 

Lower Upper 

lg_SusGR - Lg_AGoS -1.235 .275 .01026 -1.255 -1.215 -120.43 .000 

 

Furthermore, the causal relationship test between 

predictor variables, business risk, operating risk, 

debt to equity ratio, asset turn over, asset growth and 

sales growth to sustainable growth rates is tested 

with the multiple regression equation model, which 

will be explained below. The data used are panel 

data, a combination of time series for seven (7) 

years in the period of 2012 to 2018 and a total of 

103 companies going public in the manufacturing 

industry sector. Therefore, the selection of the GLM 

estimation method at least squares is important as to 

whether the data are random. This is done by testing 

whether to choose fixed effects or common effects 

with the Chow Test. If the results of the chi-square 

cross-section show sig 0.0000 or 0.05 less, then the 

fixed effect is chosen compared to the common 

effect. Because the Chow Test results chose the 

fixed effect, the GLM least square random 

estimation method with Hausman Test was then 

estimated, to choose either the fixed effect or 

random effect. Correlated Random Effects-Hausman 

Test results show a chi-square probability value of 

0.1141. This means that the estimation equation 

model is more suitable using fixed effects. 

Following are the final results of the regression 

model with fixed effects, meaning that all panel data 

have constant constants for all predictor variables, as 

shown in Table 3. 

Table 3Multiple Regression denganEstimasi General Linear Model Least Squares Fixed Effect 
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Dependent Variable: LG_SUSGR 

Periods included: 7 

Cross-sections included: 103: Fixed Effect 

Total panel (balanced) observations: 721 

Variable Coefficient Std. Error t-Statistic Prob. 

C -1.052 0.951 -1.106 0.2688 

LG_B_RISK -0.128 0.016 -7.643 0.0000 

LG_OP_RISK -0.017 0.009 -1.768 0.0774 

LG_F_RISK -0.112 0.020 -5.604 0.0000 

LG_ITO 0.049 0.015 3.237 0.0013 

LG_ASS_GR -8.891 0.679 -13.08 0.0000 

LG_AGoS 9.225 0.629 14.66 0.0000 

R-squared 0.904 Mean dependent var -0.057 

Adjusted R-squared 0.886 S.D. dependent var 0.277 

S.E. of regression 0.093 Akaike info criterion -1.756 

Sum squared resid 5.299 Schwarz criterion -1.025 

Log likelihood 748.08 Hannan-Quinn criter. -1.474 

F-statistic 50.130 Durbin-Watson stat 1.3984 

Prob(F-statistic) 0.0000    

 

Table 3 shows that all risk determination variables, 

including B_RISK, OP_RISK and F_RISK, have a 

negative effect on SUS_GR, as well as the asset 

growth variable (ASS_GR) which has a negative 

effect on SUS_Gr. This proves that increasing 

business risk, operational risk and financial risk 

decreases sales achievement targets. The influence 

of business risk on SUS_GR, as a reflection that 

external factors have a sensitivity toward investment 

decisions so that, in turn, it will affect the capital 

structure policy is in line with the opinion by [7] that 

market characteristics can influence investment 

decisions. 

The influence of operational risk on SUS_GR also 

shows a negative relationship, meaning that the 

higher the operational risk, the lower the SUS_GR 

achievement; this proves that the higher the 

volatility of net operating margin, the lower the 

investment of internal funds needed to maintain 

sales targets. This finding is in line with dividend 

growth theory with Gordon Model investment 

opportunities (Fairchild, 2003). In line with 

Mukherjee and Sen (2017) it shows that there is a 

negative relationship between asset quality, 

operational efficiency and sustainable growth, while 

[59] [21] show that operational decisions affect 

sustainable growth business. 

Likewise, the negative relationship between 

financial risk and SUS_GR can be explained that the 

higher the financial risk, the lower the sales target 

with internal funding sources. This means that the 

higher the debt, the company tends to use retained 

earnings to cover the debt, or for additional 

operational costs or to stand guard against business 

uncertainty. This support Amouzes (2011) who 

shows that sustainable growth has a positive 

relationship with low performance and risk. This is 

in line with pecking order theory and trade-off 

theory on the choice of funding sources that have 

implications for capital structure [57] [60] [24] [10]. 

Inventory turnover, on the other hand, has a positive 

effect on SUS_GR as an indication that companies 

that have high inventory turnover and sales growth 

have the potential for higher SUS_GR. This can be 
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interpreted that high inventory turnover supports 

sales growth funded with internal capital, which is in 

line with the results of previous research also 

showing that internal financing has a positive effect 

on growth with high levels of productivity and 

limited external funds [22] [15]. Likewise, high 

sales growth will be able to be financed with internal 

funds, meaning companies can make a series of 

policies to reduce debt. 

The results of this study also prove that there is a 

very significant influence between sales growth with 

sustainable growth, although some studies show no 

relationship between plowback ratio and sales 

growth [23]. Although there is a positive 

relationship between actual sales and sustainable 

growth, there is a descriptive difference between the 

two. This shows that the characteristics of 

manufacturing companies listed on the Indonesia 

Stock Exchange do not have a match or consistency 

between internal funding sources or dividend 

policies with sales growth targets that will be 

maintained on an ongoing basis. Also, it serves as a 

reflection of the need for caution of company 

policies relating to shareholder rights and capital 

structure. 

VI. CONCLUSION 

This study concludes that there is a significant slack 

between sales growth and sustainable growth rates, 

where the sustainable growth rate is much higher 

than the actual growth rate as an indication of the 

inconsistency between internal funding and 

increased sales. This inconsistency is an indication 

of the need for caution regarding dividend policy for 

shareholders. Therefore, managerial behavior is 

controlled by balancing sales targets with retained 

earnings and capital structure policies. This study 

also concludes that there is a negative relationship 

between business risk, operational risk and financial 

risk toward sustainable growth, as an indication that 

any potential risk can have an impact on not 

achieving sales targets. Therefore, it is important to 

consider the level of sales volatility, net operating 

margin and financial limitations in determining 

investment policies with internal funding. This is as 

a guide for determining the dividend payout policy 

ratio. The findings of the negative influence between 

asset growth and sustainable growth explain that the 

ineffectiveness of the company in managing assets 

to generate sales, or use of assets is not optimal. The 

positive influence between inventory turnover on 

sustainable growth shows the factor that determines 

the achievement of sales targets is the effectiveness 

of inventory management, so there is no idle 

capacity. This is in line with sales growth that has a 

positive effect on sustainable growth. 

VII. LIMITATION 

This research has not distinguished the specific 

industry characteristics in the study sample, 

including the stages of the business life cycle of 

each company. Moreover, the sample is limited to 

the manufacturing industry environment, which may 

have differences with other types of companies. This 

research also does not specifically explain the data 

bias because, in the calculation of sustainable 

growth, there is also an endogenous factor obtained 

from the dividend policy that affects investment. 
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