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The mediating effects of sustainable growth rate:
evidence from the perspective of
Shariah-compliant companies

Nur Ainna Ramli?, Norfhadzilahwati Rahim?®*, Fauzias Mat Nor! and Ainulashikin Marzuki®

Abstract: We aim to investigate the sustainable growth rate that mediate the
relationship between the firm specific factors and share price performance. The
existing literature provides inadequate findings on the relationship between the firm
specific factors and share price performance; there is an implicit assumption that
this relationship is direct. An alternative perspective that has received less attention
in the literature posits that this relationship can be mediated by the sustainable
growth rate, especially from the perspective of Shariah-compliant companies. Using
STATA software, we conducted structural equation model (SEM) to analyse data
from 181 Shariah-compliant companies in Malaysia collected from 2007 to 2016.
According to our results, the Shariah-compliant sample meets SEM requirements,
such that the sustainable growth rate shows a significant relationship with share
price performance. According to mediation effect results, capital structure, dividend
policy, profitability and firm size are considered “indirect-only mediator”. These
results demonstrate that certain factors influence the sustainable growth rate,
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Issues of sustainability are among the areas that
have been receiving more comprehensive atten-
tion from managers and investors when handling
their business investment. Handling financial
(capital structure and dividend policy) and oper-
ating activities (profitability and company effi-
ciency) becomes an important factor that can
influence the sustainable growth of the company.
The role of the sustainable growth rate (SGR)
must be considered, as it is a future-oriented
measure of firm performance that may have

a significant impact on firm share price perfor-
mance (SPP). Due to the potential ability of SGR to
act as a mediator, this study investigated the
mediating effect of SGR between firm specific
factors (capital structure, dividend policy, profit-
ability, company efficiency and firm size) and the
SPP of firms. The findings showed indirect-only
mediators for capital structure, dividend policy,
profitability and firm size. The result indicated
that an increase or decrease in firm specific fac-
tors can increase the SGR and lead to an increase
in SPP.
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including the planning and managing of a firm’s financial and operational activities.
The sustainable growth rate is important for helping firms to manage, guide, control
and plan their operating and financial strategies. The sustainable growth rate can
also improve financial performance and assist managers with financing decisions.
The findings of this study can be used as a reference for future studies that examine
other aspects of the sustainable growth rate, especially across sectors, to determine
how firms can more successfully manage financial and operating activities.

Subjects: Economics; Finance; Business, Management and Accounting

Keywords: Sustainable growth rate; share price performance; capital structure; dividend
policy; profitability; company efficiency; firm size; Shariah-compliant companies

1. Introduction

The sustainable growth rate (SGR) is considered a factor that is strongly related to firm performance and
that plays an important role in maximizing growth rates without increasing firm debt or issuing new
equity. SGR is a key indicator that firms use to gauge their business profitability performance. According
to Higgins (1977), sustainable growth in a business context is the maximum platform or benchmark
required for a company to grow its revenue without reducing its financial resources. It depends on the
earnings retention rate (R) and the return on equity (SGR = ROE X RR). The combination of a company’s
operating elements (i.e., profit margin and company efficiency) and financial elements (i.e., capital
structure and retention ratio) into a single measurement is a very valuable financial performance
measurement for every company. Based on a previous study by Srinivasa (2011), the combination of
operating and financial elements in a comprehensive measurement is of great importance to sustain-
able growth because this can increase the value of a firm. According to pecking order theory, a company
is required to fund financial resources by retaining earnings at first. However, when the company
experiences financial problems, it must raise funds on debt, followed by equity. Based on the trade-
off theory, growth causes firms to shift their financing from new equity to debt to reduce agency
problems. Handling financial leverage, dividend policy, profitability, and company efficiency become
important and can influence the sustainable growth of a company. Therefore, the monitoring of firm
performance is very important and can solve a company’s financial problems to sustain its growth.

According to Johnson and Soenen (2003), a company’s strategic planning in handling its limita-
tions and policy constraints (referring to leverage and dividend payouts) can help the company to
sustain its growth. A higher profit margin, a higher debt-to-equity ratio, a lower dividend payout
ratio, and a lower assets-to-sales ratio can increase the SGR (Arellano & Higgins, 2007). Amouzesh
et al. (2011) noted that the combination of operating and financial elements, such as profit
margin, company efficiency, and capital structure and retention rate, are associated with SGR.
The four main factors that influence the SGR are (1) financial leverage, (2) dividend policy, (3)
profitability, and (4) asset efficiency (Higgins, 1977). However, the firm specific factors are unclear.

A new revised Shariah screening methodology of two-tier quantitative assessment for activity-
based screening benchmarks and the newly- formulated financial ratio benchmarks, while the
qualitative assessment remains the same has been formulated by Shariah Advisory Council (SAC)
of Securities Commission (SC). The efficient of the system in the equity market could generate
better income to the country’s economy when the screening methodology has classifies the
Shariah and non-Shariah stocks. Due to that fact, one of the important elements to ensure the
possible income to the economy is that the classification of the particular stock would affect the
performance of the volume of the stock trading and as well as the share prices (Fauzias et al,
2019). In Malaysia, particularly as a Muslim country, the status of a particular stock would affect
Muslim investor’s decision to invest in Shariah stocks.
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In addition to focusing on factors that influence the SGR, it is also unclear whether the SGR
mediates the relationship between firm specific factors and share price performance (SPP). Based
on a previous study, the role of the SGR must be considered, as it is a future-oriented measure of
firm performance that may have a significant impact on firm stock price (Arora, Kumar, Verma
et al,, 2018a). Moreover, increased costs are not limited to the usual cost variety but also include
the impact on the share price of employing what management believes to be excessive debt or
distributing what is believed to be too little in dividends (Higgins, 1977). Thus, managing
a company’s financial and operating activities can increase its value and SPP. However, it is unclear
whether firm specific factors directly affect SPP and whether SGR is significantly related with SPP?

Several studies have also investigated the relationships between capital structure (Welch, 2004),
dividend policy (Hashemijoo et al., 2012; Hussainey et al., 2011; Khan, 2012; Sharif et al., 2015),
profitability (Buzzell et al., 1975) and asset efficiency (Beccalli et al., 2006) and SPP. To the best of
our knowledge, only Sutjiati (2017) has investigated how the SGR mediates the effect of invest-
ment in fixed assets and dividend policies on company value (price book value). However, no
studies have studied the SGR as a mediator of the relationship between firm specific factors and
SPP. Due to the potential ability for the SGR to act as a mediator, the present work examines the
mediating effect of the SGR on firm specific factors (capital structure, dividend policy, profitability,
and company efficiency) and the SPP of Malaysian Shariah-compliant firms. However, it is unclear
whether SGR mediates the relationship between the firm specific factors and SPP. The four
objectives of this research are as follows.

(1) To examine the direct relationship between firm specific factors and SPP.
(2) To examine the direct relationship between firm specific factors and the SGR.
(3) To investigate the significant relationship between the SGR and SPP.

(4) To determine mediating effects of the SGR on the relationship between firm specific factors
and SPP.

To address the above research questions and research objectives, we use a quantitative
approach to collect data from the Thomson Reuters Database. We study 181 Malaysian Shariah-
compliant companies from 2007 to 2016. We apply a Structural Equation Model (SEM) using STATA
software for our data analysis.

This paper is intended to contribute to the additional knowledge in the existing literature by
focusing on the issues of mediation effect of sustainable growth rate between the firm specific
factors and share price performance in the context of Malaysian public-listed Shariah-compliant
firms. The research will provide understandings related to the issues and challenges that are faces
by Malaysian Public-listed Shariah-compliant firms in the view of SGR and SPP. The research
relevance for management teams of companies to monitor and efficiently manage financial and
operating activities of the firms. The research can provide financial information concerning the
usage of debt in a firm’s capital structure, the payment of dividend, firm’s profitability, company’s
efficiency, and larger or smaller firms that could lead to a higher or lower SGR and SPP.

This paper is organized as follows. The following session provides a literature review of firm
specific factors, the SGR and SPP. This is followed by the research methodology, sample and
variable measurements used. The following section then analyses the research findings and
provides conclusions and implications for future research.

2. Review of the literature
2.1. Sustainable growth rate

Sustainability is an issue that has attracted more attention from managers and investors in
managing their business investment. In financial contexts, the term of sustainability refers to
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the SGR. The SGR is the maximum growth rate a firm can achieve without having to increase its
financial leverage or sell new equity. According to Higgins (1977), sustainable growth in a business
context can be defined as the maximum platform or benchmark from which a company can grow
its revenue without reducing its financial resources. The literature has identified several factors
that influence the SGR. A widely known framework for the SGR was developed by Higgins (1977)
and identifies four main factors that influence the SGR: capital structure, dividend policy (under
financial constraints), profitability, and asset efficiency. According to a previous study by
Amouzesh et al. (2011), a firm’s SGR depends only on its earnings’ retention rate (r) and return
on equity. The calculation of the SGR refers to the retention ratio of multiple return on equity.
Capital structure, profitability (profit margin), asset efficiency and the retention ratio are asso-
ciated with the SGR and reflect a combination of operating and financial elements. The combina-
tion of a company’s operating (i.e., profit margin and asset efficiency) and financial elements (i.e.,
capital structure and retention ratio) into a single measure then becomes a very valuable financial
performance measure for every company. Vasiu and Ilie (2018) found that asset turnover has
a negative effect on the SGR. They also claimed that an increase in revenue is measured by an
increase in efficiency in the usage of its assets. This reduces the need to increase the asset base in
order to support revenue growth, and thus leads to an increase in the SGR.

For firms, SGR results can guide the growth strategies of financially distressed firms and firms
attempting to reduce their leverage. For firms with access to financial markets, the SGR formula
indicates whether they will need to raise new funds to achieve a sales growth level in excess of
their SGR (Platt et al., 1995). Moreover, Harkleroad (1993) stated that the SGR serves as an
analytical framework that helps identify which elements of a firm’s operating and financial
structure management to focus on to improve its financial performance. SGR also enables analysts
to compare performance over time to quickly identify the key elements of a competitor’s strategy
so that they can focus on identifying the competitor’s strengths and weaknesses. The SGR is also
an imperative tool in helping managers make major corporate financial decisions (Guilford, 1970).
Arora, Kumar, Verma et al. (2018a) noted that the SGR can be useful to managers in balancing
their operational and financial strategies. The SGR has been cited as a practically applicable
concept in modern financial management contexts that can be used as a strategic planning and
controlling tool for a firm (Fonseka et al., 2012). Pham et al. (2021) found that a positive relation-
ship between corporate sustainability and financial performance (earnings yield, return on asset,
return on equity and return on capital employed).

Higgins (1977) also mentioned that the SGR model is a useful tool for evaluating alternatives and
for ensuring that internal financial, operating, and growth strategies adopted are consistent. The
final policies adopted by a firm and their implementation are dependent on firm management.
Moreover, Kanani et al. (2013) state that important factors shaping financial information include
a firm’s growth and level of risk facing a company. In this case, the decision-making process and
investment guidance are influenced by financial information. Sometimes, a growth rate that is too
high places financial stress on a company, thereby subjecting a firm to higher costs, higher debt,
bankruptcy, financial losses, and declining market shares (Fonseka et al., 2012). Therefore, the SGR
is a very important tool in helping a firm manage, guide, control and plan operating and financial
strategies to improve its financial performance and help its managers make financing decisions.
This study focuses on the importance of the SGR for firms.

2.2. Firm specific factors, SGR and SPP

The SGR must be evaluated with specific measures of a company’s performance. This measure-
ment can be described by determining the factors that affect a firm’s SGR to help stakeholders
(either internal or external management teams or customers) make the right decisions. According
to Hartono and Utami (2016) and R&ddsanu (2015), the SGR is influenced by four factors: (1) the
profitability ratio, where an increase in the profitability ratio increases the generation of internal
funds with direct impacts on achieving growth; (2) the asset turnover ratio, where an increase in
this ratio causes an increase in sales generated per asset unit, which reduces the need for
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additional assets for an increase in sales and which results in an increase in the SGR; (3) financial
policy, where an increase in total debt provides additional resources and increases the SGR; and (4)
dividend policy, where an increase in the retention rate increases the growth of capital and
implicitly the SGR. According to Vasiliou and Karkazis (2002), the SGR is not only applicable to
firms but can also be used for banks. The authors showed that banks must determine the
maximum annual rate to increase total assets that can be supported by internally generated
equity capital.

Hartono and Utami (2016) and Rdddsanu (2015) stated that the profitability ratio where an
increase in the profitability ratio increases the generation of internal funds with direct impacts on
achieving growth. Lim and Rokhim (2021) found strong and positive relationship between liquidity
and sustainable growth rate with profitability as measured by return on equity, return on assets
and earning per share, except earnings per share for liquidity. Therefore, more profitable firms
would give higher SGR? In relation between firm size and SGR, Wang et al. (2019) measured the
size of firm as its normal logarithm of total company assets. They found that the relationship
between the sustainable growth rate and the size of the company is positive and significant. Xu
and Wang (2018) also found that firm size has a significant and positive impact on SGR. In
contrast, Huang et al. (2019) found that firm size is significantly negative and suggested that
the higher of the value, the lower the sustainable growth of firm. Similarly, Mamilla (2019) the
results show that firm’s size and debt-equity ratio has significant negative relationship with SGR.
Thus, firm’s size can have a positive and negative impact on the SGR of firm.

Moreover, Lockwood and Prombutr (2010) investigate the association between sustainable
growth and stock returns for 1964-2007 using monthly stock prices. They obtained significant
results using Time-Series Regressions, Cross-Sectional Regressions, and Firm-Level Regression
Tests. They found that firms experiencing high levels of sustainable growth tend to experience
low default risk, book-to-market ratios, and subsequent returns. In addition, the net profit margin
is a major determinant of subsequent returns relative to each SGR component. The SGR is main-
tained after controlling asset and capital expenditure growth. Another analysis stated that the
sustainable growth effect is attributable to risk and not to mispricing. These results are consistent
with a discussion on rational pricing by Fama and French (1995), who found that low-profit firms
tended to have high BE/ME ratios and high required returns. In this case, the authors mention that
low profitability reflects a high level of distress risk, which in turn should be related to high required
returns.

Furthermore, Chandra et al. (2019) indicated that capital structure has no effect on the stock
returns of companies listed on the compass index 100 in Indonesia. They stated that their
results are not in line with the research conducted by Khan (2012) who found a positive effect
of capital structure on stock returns. Ali et al. (2017) stated that dividend per share and retention
ratio have an insignificant relationship with share market prices, but dividend payout ratio has
a significant positive relationship with share prices. Similarly, Hashemijoo et al. (2012), whose
results did not show a significant relationship between stock price volatility and dividend policy
in Malaysian consumer products firms. They also found a significant negative relationship
between stock price and dividend yield and between stock price volatility and payout ratio.
This is because dividend policies implemented across different industries tend to vary; hence,
it is not surprising that different results are attained for Malaysian industrial product firms.
Dzikevi¢ius and Saranda (2011) found no significant relation between assets turnover and
stock returns. The non-significant finding is consistent with the recent findings of Lyroudi
(2018), who stated that there was no evidence of a statistically significant strong linear relation-
ship between the assets turnover ratio and stock returns. Yang et al. (2010) indicated that small
firms tended to earn higher average stock returns than large firms (Banz’s “size effect”, 1981).
The results, consistent with Fama and French (1995), stated that small firms may suffer a long
earnings depression that bypasses big firms, thereby suggesting that size is associated with
a common risk factor that leads to the negative relationship between size and stock return.
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Several studies have investigated the relationship between capital structure (Welch, 2004),
dividend policy (Hussainey et al., 2011; Hashemijoo et al., 2012; Khan, 2011; Sharif et al., 2015),
profitability (Buzzell et al., 1975) and asset efficiency (Beccalli et al., 2006) and SPP. However, few
studies have examined the SGR as a mediator of the relationship between firm specific factors and
SPP. Therefore, the present work determines the mediating effect of the SGR on the relationship
between firm specific factors and SPP. Table 1 shows the summary sample of studies on the
sustainable growth rate.

Figure 1 of the research framework shows that certain facets of the SGR (capital structure,
dividend policy, profitability, and company efficiency) might influence SPP. In addition, it is
hypothesized that the SGR may mediate the relationships between firm specific factors (capital
structure, dividend policy, profitability and company efficiency) and SPP.

Table 2 summarizes the hypotheses and steps of the data analysis. The research framework
used for this study was developed based on gaps identified in the literature. The mediation effects
analysis is based on the SEM procedure proposed by Zhao et al. (2010).

3. Research methodology

Structural equation modeling (SEM) was applied to estimate direct and indirect effects with the
STATA software (Hussain et al,, 2017; Gu et al,, 2019). We adopted this approach as a suitable
means to answer our research questions.

We employed panel unit root tests to determine whether the variables included in the model are
stationary. As the data series are in panel form and unbalance. We used Fisher (augmented
Dickey-Fuller (ADF); Dickey & Fuller, 1979) and PP-Fisher methods (Philips & Perron, 1988) as the
most appropriate methods for unbalanced data testing. We in turn test the null hypothesis of unit
roots (or stationary) in panel datasets. After confirming that all of the variables are stationary and
multicolinear, SEM is conducted. The stages of the analysis are illustrated in equations (1-4).

Step 1:

SPP;; = fo + p1LEV1; + B,DPR; ¢ + p3NPM; + B,STA; + psSIZE;+ + &t (1)
Step 1:

SGR;; = Po + P1LEVL; ¢ + B,DPR; + 4 p3NPM; ¢ + B, STA; ¢+ + fsSIZE;; + it (2)
Step 1:

SPPi¢ = Bo + P15GR; ¢ + €it (3)
Step 1:

SPP;; = By + p1SGR; ¢ + p,LEVL;t + B3DPR; ¢ + BNPM; ¢ + BsSTA; ¢ + BeSIZE;+ + €t (4)

4. Sample and variable measurement

The data of Malaysian listed Shariah-compliant firms from 2007 to 2016 were collected from the
Thomson Reuters Database. Table 3 shows the full dataset used for the study, which includes 181
firms. Listed companies from financial sectors are excluded from the sample due to unique facets
of their financial statements and business activities (M. M. Ali et al., 2009).

In addition, outliers (i.e., observations with large residuals) are measured using Cook’s distance

test. If D > 1, then there is a substantial outlier problem, and the outliers are removed from the
dataset. After removing outliers, we are left with 1731 final observations (refer to Table 3).
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Figure 1. Research framework.

Sustainable

/ growth rate

Firm Specific Factors

‘ Capital structure ‘

Dividend policy .
Share Price
Profitability > Performance
Asset efficiency
‘ Firm’s Size ‘
Table 2. Hypotheses and step by step of analysis
Step Hypotheses Details Analysis
Step 1 Hypothesis 1 Firm specific factors and | Firm specific factors have
SPP (Hla—H1e). a significant relationship
with SPP.
Step 2 Hypothesis 2 Firm specific factors and | Firm specific factors have
SGR (H2a—H?2e). a significant relationship
with SGR.
Step 3 Hypothesis 3 SGR and SPP (H3). SGR of firm has
a significant relationship
with SPP.
Step &4 Hypothesis 4 Mediating effects (H4a- SGR has an mediating

Hée).

effect on the relationship
between firm specific
factors and SPP.

Table 3. No. of final observations by using cook’s distance test

Type No. of observation
No. of companies 181
No. of observations 1810
No. of final observations (removing outliers based on 1731

cook’s distance test)

Table 4 lists the variables used in this research with the measurements for each variable. In this
study, SPP is defined as an endogenous variable, while the SGR is used as a mediating variable.
Exogenous variables include financial leverage, dividend policy, profit margins, company efficiency,

and firm size.

Previous studies have used the Higgins model to calculate the SGR (Amouzesh et al., 2011;
Cahyo Hartono & Rahmi Utami, 2016; Chen et al., 2013; Escalante et al., 2009; Fonseka et al., 2012;
Hafid, 2016; Molly et al., 2012). We use the Higgins model equation to calculate the SGR of Shariah-
compliant firms in Malaysia. The SGR is generally based on information provided in a firm’s annual
report and takes the following form: SGR = ROE X (1-DPR). There are a range of alternative SGR
measures (Higgins, 1977) with variations found in both the measurement of returns on equity and
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Table 4. Variables used in the measure of firm specific factors, SGR and SPP

Variable Symbol Measurement

Capital Structure TDTE Total debt/Total equity

Dividend Policy DPR Dividend per share/Earnings per
share

Profitability NPM Net income/Sales

Company Efficiency STA Sales /Total assets

Firm’s size Log TA Logarithm of total assets

Sustainable Growth Rate SGR Return on equity x Retention ratio

Share price performance SPP Initial stock price minus ending
stock price and divided by ending
stock price

the measurement of the dividend payout ratio selected for calculation. SPP determined based on
a previous study by Lockwood and Prombutr (2010).

5. Empirical results

This section reports the results of our estimations of mediation effects based on an SEM
employed using Stata Software for the datasets described above for 2006 to 2017. The follow-
ing discussion describes our descriptive statistics, unit root tests and four-stage mediation
effects analysis.

(1) Descriptive statistics

Table 5 presents the descriptive statistics for the Shariah-compliant firms. The average dividend
policy (DPR), firm size (TA) and sustainable growth rate (SGR) for Shariah-compliant companies are
31.66%, 20.31 and 4.81%, respectively. The minimum SGR is —1.25% and the maximum is 55%
with 8.79% as the standard deviation. The minimum DPR and TA are -774% and 17.42, respec-
tively, while the maximum DPR and TA are 1453% and 25.61, respectively. The average capital
structure (TDTE), net profit margin (NPM), company efficiency (STA) and share price performance
(SPP) values are 37%, 8%, 2.29 and 8.6%, respectively. The minimum and maximum TDTE are
-306% and 1296%, respectively. The standard deviation of NPM and STA are 20% and 51%,
respectively, and the standard deviation of SPP is 39%.

Table 5. Descriptive statistics

Standard
Variable Mean Minimum Maximum deviation
Capital structure 0.3727 -3.0576 12.9581 0.5795
Dividend policy 0.3166 -7.7389 14.5349 0.6593
Profitability 0.0808 -2.0249 2.7807 0.2006
Company’s 2.2922 0.0143 4.7004 0.5073
efficiency
Firm size 20.3126 17.4224 25.6129 1.2946
Sustainable growth 0.0481 -1.2493 0.5479 0.0879
rate
Share price 0.0863 -1.1654 1.9189 0.3935
performance
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Table 6. Panel unit root tests

Variable Result

Capital Structure 1006.1538 (0.0000)
Dividend policy 1516.7811 (0.0000)
Profitability 851.4333 (0.0000)
Company efficiency 733.6917 (0.0000)
Firm size 519.4135 (0.0000)
SPP 1137.3662 (0.0000)
SGR 2557.9258 (0.0000)

5.1 Panel unit root test and goodness of fit test

Panel unit root tests were also adopted to confirm that the variables are stationary at I(0) to avoid
making incorrect inferences should this condition not be met. Table 6 shows the panel unit root
tests of unbalanced data by using Fisher (augmented Dickey-Fuller (ADF; Dickey & Fuller, 1979) and
PP-Fisher methods (Philips & Perron, 1988). We find that most of the variables are stationary at I(0)
or have stationary characteristics since nulls of the unit root are rejected. This allows us to further
estimate direct and indirect effects by performing SEM.

For the model fitness test, the results are reported in Table 7. With all of the model level fit
measures considered together, the overall model fits well, meaning that the relationships among
the variables as specified in the path model represent the patterns in the data well. Hence, the
model is appropriated.

5.2. Mediation analysis

One of our main objectives is to examine mediating effects. Therefore, the following analyses
examine (i) the relation between firm specific factors and SPP, (ii) the relation between firm specific
factors and the SGR, (iii) the relation between the SGR and SPP, and (iv) the mediating effect (refer
to Table 8).

5.1.1. Step 1: relation between firm specific factors and SPP

Table 9 shows the relationships between firm specific factors and SPP (Hypothesis 1). The above
results indicate that the direct relationship of all firm specific factors variables are not significant
related with SPP. This finding is consistent with earlier findings for each exogenous variable, i.e.,
capital structure (Chandra et al., 2019), dividend policy (A. Ali et al., 2017; Hashemijoo et al., 2012),
profitability (A. Ali et al., 2017), company’s efficiency (Dzikevi¢ius & Saranda, 2011; Lyroudi, 2018),
and firm size (Ahmad et al., 2013). Capital structure has no effect on stock returns (Chandra et al.,
2019). A. Ali et al. (2017) found that dividends per share and the retention ratio are not

Table 7. Panel unit root tests

Index Goodness of Fit Cut Off Value Result
Chi-Square 0.000. > 0.05 The model is saturated
Probability and perfectly fit the data.
RMSEA 0.000 <0.08 A value of 0.0 indicates
the exact fit of the model.
CFI (comparative fit 1.000 > 0.90 A value close to 1
index) indicates a very good fit.
TLI (Tucker-Lewis index) 1.000 >0.95 A value close to 1
indicates a very good fit.
SRMR (standardized root 0.000 <0.08 Good fit or well below the
mean squared residual) cutoff of 0.08.
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Table 8. Statistically significant value estimates for firm specific factors and SPP

Model Result

Panel A Coef. (B) Std. error CR.
Capital structure » SGR -0.0352 0.0114 -3.08***
Dividend policy » SGR —-0.0147 0.0056 -2.61"**
Profitability ~SGR 0.2079 0.0317 6.57++
Company’s efficiency -0.0025 0.0015 -1.59
->SGR

Firm’s size -SGR 0.0074 0.0019 3.97*+*
Panel B Coef. (B) Std. error CR.
Capital structure »SPP -0.0142 0.0221 -0.64
Dividend policy - SPP 0.0135 0.0095 1.42
Profitability »SPP 0.1073 0.0678 1.58
Company’s efficiency 0.0022 0.0034 0.63
->SPP

Firm’s size » SPP —0.0049 0.0070 -0.70
SGR -»SPP 0.8069 0.1490 5.42%*
R-squared (R?): SGR 0.2933

R-squared (R?): SPP 0.0416

Overall 0.2956

Notes: ***, **, and * denote significant at 1%, 5%, and 10% levels, respectively. The SEM was performed using Stata
software measures the Beta (B) coefficient, standard error and statistically significant values using resampling from
the bootstrapping procedures for a number of samples of 5000 for all sample.

significantly related to share market prices but the dividend payout ratio is significantly and
positively related with share prices.

Hashemijoo et al. (2012) showed that there is no significant relationship between stock price
volatility and dividend policy among Malaysian consumer products firms. With respect to profit-
ability, profit after tax is not significantly related to stock prices, while earnings per share is
significantly and positively related to stock prices (A. Ali et al., 2017). These findings suggest that
firms should regularly pay dividends, as this will spur upward movement in stock market prices.
Regarding a company’s efficiency, Dzikevi¢ius and Saranda (2011) found no significant relation
between asset turnover and stock returns. This finding of non-significance is consistent with the
recent findings of Lyroudi (2018), who found no evidence of a statistically significant, strong linear
relationship between the asset turnover ratio and stock returns. However, firm size is not related to
SPP. Ahmad et al. (2013) found that firm size is not significant, indicating that is has no effect on
stock returns. These findings is not consistent with the theoretical expectation that firm size
affects stock returns. In this case, this result indicates that SPP would not necessarily increase
regardless of higher or lower leverage, dividend policies, profitability levels, company efficiency or
firm size.

Table 9. The direct relationship between firm specific factors and SPP

Hypothesis Description Result
Hla Capital structure to SPP Not significant (-)
H1b Dividend policy to SPP Not significant (+)
Hlc Profitability to SPP Not significant (+)
Hld Company’s efficiency to SPP Not significant (+)
Hle Firm’s size to SPP Not significant (-)
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Table 10. The direct relationship between firm specific factors and SGR

Hypothesis Description Result
H2a Capital structure to SGR Significant (-)

H2b Dividend policy to SGR . Significant (-)

H2c Profitability to SGR Significant (+)

H2d Company’s efficiency to SGR Not significant (-)
H2e Firm size to SGR . Significant (+)

5.1.2. Step 2: relation between firm specific factors and SGR

Hypothesis 2 examines the relationship between firm specific factors and the SGR. According to
predicted sign and significance values for firm specific factors listed in Table 10, we find the same
results for firm specific factors. All variables for Shariah-compliant firms have a significant relation-
ship with the SGR except for company efficiency. Dividend policy is significantly and negatively
related to the SGR. Theoretically, a negative relationship between the payout and growth ratios
means that a high growth firm must reduce the payout ratio and retain more earnings to build up
“precautionary reserves” but that low growth firms are likely to be more mature and to build up
their reserves due to flexibility considerations (Lee et al., 2015).

With respect to capital structure, profitability and firm size, the results show a significant
relationship with the SGR. There is a significantly negative relationship between capital structure
and the SGR. According to Fonseka et al. (2012), a growth rate that is too high causes financial
stress and subjects a company to higher costs, which may lead to bankruptcy, financial losses, and
declining market share. Then, profitability and firm size show a significantly positive relationship
with the SGR consistent with Higgins (1977) who stated that more profitable firms have higher
SGRs due to their effective investment in fixed assets, efficient working capital management, and
higher taxes. Similarly with Wang et al. (2019) and Xu and Wang (2018) found that the relationship
between the sustainable growth rate and the size of the company is positive and significant. In
contrast, Huang et al. (2019) and Mamilla (2019) found that firm size is significantly negative and
suggested that the higher of the value, the lower the sustainable growth of firm.

5.1.3. Step 3: relation between SGR and SPP

Hypothesis 3 predicts a positive relationship between the SGR of a firm and SPP. Table 11 shows
that among the Shariah-compliant sample, there is a significantly positive relationship between
the SGR and SPP (z = 4.72, p < 0.01), indicating that a higher SGR tends to correspond with
stronger SPP.

5.1.4. The mediation effect

Table 12 shows whether the SGR has mediating effect on the relationship between firm specific
factors and SPP. According to Ramli (2014), Ramli and Nartea (2016), and (2018), certain require-
ments must be met to confirm mediation, as described by Baron and Kenny (1986), Zhao et al.
(2010), and Iacobucci and Duhachek (2003) and Maackinnon et al. (1995). Prerequisites to the
mediation effect are shown in Figure 2 and Figure 3. First, the indirect path between “a” and “b”
should be significant. Second, the relationship between path coefficients of firm specific factors
and the SGR can be significant or non-significant (path c’). Finally, patch c (total direct effect) does
not need to be significant.

Table 11. The direct relationship between SGR and SPP

Hypothesis Description Result
H3 SGR to SPP Significant (+)
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Figure 2. Mediation effect.

X: cogent.-business & management

Table 12. SGR play as mediator between the firm specific factors and SPP

Mediating Bootstrapping

effects " A

analysis Coef. Std. error Critical ratio Sobel Test Result
Capital -0.0284 0.0097 —2.93* —-2.6823"** Significant (-)
structure » SGR
- SPP
Dividend policy -0.0118 0.0048 —2.45%* -2.3302** Significant (-)
- SGR -» SPP
Profitability - 0.1678 0.0380 4477 4.1758*** Significant (+)
SGR » SPP
Company’s -0.0020 0.0013 -1.55 -1.5929 Not significant
efficiency » SGR (-)
- SPP
Firm size » SGR 0.0060 0.0017 3.43% 3.1619** Significant (+)
- SPP

Notes: ***, **, and * denote significant at 1%, 5%, and 10% levels, respectively. The SEM was performed using Stata
software measures the Beta (B) coefficient, standard error and statistically significant values using resampling from
the bootstrapping procedures for a number of samples of 5000 for all sample.

Share Price

Firm Specific Factors c » Performance
Sustainable
growth rate
a b

»| Share Price

Fi ific F
irm Specific Factors - Performance

The sampled of Shariah-complaint companies incorporated into the mediation model show that
the independent variable (firm specific factors) influences the mediator (the SGR), which in turn
influences the dependent variable (SPP). According to Table 12, mediating effects of all of the
variables reveal a significant mediation effect. The results are also confirmed via Sobel t-statistics.

The results of the mediation effect are based on the typology of mediation by Zhao et al. (2010), Ramli
(2014), and (2018); refer Table 13 for details). Table 14 shows summary results for mediation effect by
type of mediation. From path c, none of the variables are significant. All variables are considered indirect-
only mediator variable except for company efficiency. An indirect-only mediator variable denotes that
an indirect effect (a X b) is significant while a direct effect (c) is not significant. Direct effects (c) for capital
structure and dividend policy show an insignificant relationship, path a shows a negatively significant
relationship, path b shows a positively significant relationship, and path c shows a significant relation-
ship. Therefore, a decrease in capital structure can increase the SGR and lead to an increase in SPP. This
result complies with trade off theory. Then, the direct effect (c) for profitability and firm’s size shows an
insignificant relationship, path a shows a significantly positive relationship, path b shows significantly
positive relationship, and path ¢ shows a significant relationship.

These results indicate that enhanced company efficiency and a larger firm size result in a higher

SGR for firms and stronger SPP. This finding also shows that an increase in profitability can increase
the SGR and lead to improvements in SPP.
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Table 13. A typology of mediations

Types of mediation

Description

Complementary mediation

The indirect effect (path: a x b) and direct effect (path
¢) both significant and the signs pointing in the same
direction.

Competitive mediation

The indirect effect (path: a x b) and direct effect (path
¢) both significant and the signs pointing in the
opposite direction.

Indirect-only mediation

The indirect effect (path: a x b) significant, but direct
effect (path c) is not significant.

Direct-only non-mediation

The indirect effect (path: a x b) is not significant, but
direct effect (path ¢) is significant.

No-effect non-mediation

Neither the indirect nor the direct effect is significant.

Source: Zhao et al. (2010), Ramli (2014), and (2018)

Table 14. Summary results of mediation effect with the typology of mediation

Paths Description Result Decision
a H2a: Capital structure » | Significant (-) Indirect-only mediation
SGR
b H3: SGR » SPP Significant (+)
C H1a: Capital structure » Not significant (-)
SPP
c H4a: Capital structure » Significant (-)
SGR - SPP
a H2b: Dividend policy » Significant (-) Indirect-only mediation
SGR
b H3: SGR » SPP Significant (+)
C H1b: Dividend policy - Not significant (+)
SPP
c H4b: Dividend policy - Significant (-)
SGR » SPP
a H2c: Profitability > SGR Significant (+) Indirect-only mediation
b H3: SGR » SPP Significant (+)
c H1c: Profitability » SPP Not significant (+)
c Héc: Profitability > SGR - | Significant (+)
SPP
a H2d: Company’s Not significant (-) No-effect non-mediation
efficiency » SGR
b H3: SGR » SPP Significant (+)
c H1d: Company’s Not significant (+)
efficiency » SPP
c H4d: Company’s Not significant (-)
efficiency -» SGR - SPP
a H2e: Firm size » SGR Significant (+) Indirect-only mediation
b H3: SGR » SPP Significant (+)
C H1le: Firm size » SPP Not significant (-)
c Hé4e: Firm size » SGR ~» Significant (+)

SPP

5.3. Robustness test

The following analysis discusses in details the empirical results for six industries such as consumer
products, industrial products, construction, trading and services, properties, and plantation.
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Figure 3. Mediation effect on
this research.
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Understanding the growth patterns of the industry is essential for establishing sustainable growth
strategies (Park & Jang, 2010). In addition, the different industries have different characteristics
and business activities. Table 15 shows the results of the significant influence between the firm
specific factors, SGR, and SPP by each industry.

The results on the Step 1 (the relationships between the firm specific factors and SPP) indicate that
leverage, dividend policy, profitability, company’s efficiency, and firm’s size are not significantly
related to SPP for all industries, but that only certain variables have a significant influence on the
SPP in certain industries. The findings show that profitability has a positive influence on SPP in
Construction, while company’s efficiency influence the SPP in Trading and services. Moreover, firm
size has a significant influence on the SPP in Properties. This finding indicates that higher or lower SPP
would not necessarily be influenced by leverage, dividend policy, profitability, company’s efficiency, or
firm’s size. These findings are consistent and support the earlier findings for each exogenous variable,
i.e. capital structure has no effect on stock returns (Chandra et al., 2019); dividend policy has no effect
on stock returns (A. Ali et al,, 2017; Hashemijoo et al., 2012); profitability has no effect on stock
returns (A. Ali et al., 2017); Company’s efficiency has no effect on stock returns (Dzikevi¢ius & Saranda,
2011; Lyroudi (2018); and firm size has no effect on stock returns (Ahmad et al., 2013).

Regarding on the Step 2 (the relationships between the firm specific factors and SGR), profit-
ability has a positive significant influence on the SGR for the firms in all the industries. Firm size is
reported to be positively related to the SGR in Consumer products, Trading and services, and
Properties. The finding consistent with Higgins (1977) who mentioned that more profitable firms
have a higher SGR due to effective investment in fixed assets, efficient working capital manage-
ment, and higher taxes. Leverage is found to be negatively related to a SGR in Industrial products
and Construction but the same factor is positively related to a SGR in Properties. The prosperity of
companies is much related to how managers manage their capital structure. The use of debt is
limited as companies will face the prospect of bankruptcy. Under the pecking order theory,
a company requires funding, financial resources by retained earnings at the beginning, but, if it
still has financial problems, it is necessary for the company to raise funds on debt followed by
equity. Based on the trade-off theory, growth causes firms to shift financing from new equity to
debt to reduce agency problems. This is also related to whether the manager borrows money
under long-term debt, short-term or equity in addition to improving company’s growth. Moreover,
the use of debt can have an impact on the company earnings.

Page 18 of 30



Cod
.

&

Ramli et al., Cogent Business & Management (2022), 9: 2078131

cogent--business & management

/10.1080/23311975.2022.2078131

//doi.org

https:

(panuiuod)

€7l

99600

96800

€8€T°0

8¢°0

9710

8¢0

SIvT0

G%750°0

ddS « ¥9S
< Ayigoayoid

90'1-

€1100

ST'1-

S0T00

0¢100-

8¢€'0—

65100

6€0-

#5100

09500°0-

ddS
« ¥os « Aonod
puspIAlQ

00100

80100

9900°0—

LLT0°0

S/10°0

9900°0—

ddS « 495
« 9JN12NA1S
Joudo)

10449 °pPIS

10449 °p1S

3903

10449 °pPIS

10449 °p1S

3903

159 3

3q0S

buiddp,

1353009

159 I3

3q0S

buiddp

(:2)s1skjpup
[FEEITE)
11syodgipipapy

S9JIAIR

s pup buippi]

uoijdny

3suo) Ansnpug

0S00°0

05000

91000

«89'1

89000

«SLT

99000

S1100

ddS «
¥9S « 9zIs Wiy

JAS

8€00°0

«LLT-

§G€000

1900°0-

16°0-

#5000

88°0—

95000

6%00°0—

ddS « ¥9S
« fouapiye
s Aupndwo)

<781

L2210

«x66'T

€e1to

LSCC0

#xL9°C

1s%1°0

#xx£9°C

1o

9/8€°0

ddS « 495
« Aqoioid

oT'1-

£900°0

71 1-

#9000

7£00°0-

0T'1-

00€00

LT'T-

¢8¢0°0

0€€00-

ddS
« ¥05 « Adrjod
puspinid

16¢00

15200

G¢S00-

%7000

10¢00

£L910°0-

ddS « d49S
« 2Innis

1o3dp)

10449 °pP1S

10419 ‘P3IS

J90)

10449 *p1S

10449 °pPIS

J90)

1531 13q0S

buiddnaysyoog

153 19908

Huiddpnaysyoog

(.2) siskjpun
S109}9
Bunoipaw

39npo.d |p14ISNpuf

19Npoid 12WNSU0)
10123s a3 Aq ddS pup S10319Dj di4d3ds WUl 3y} UaaM}aq 103pIpaw Sb Yos ‘9T 3qo]

Ansnpug

Page 19 of 30



Cod
.

&

Ramli et al., Cogent Business & Management (2022), 9: 2078131

cogent--business & management

/10.1080/23311975.2022.2078131

//doi.org

https:

's9)dwibs ||p 10} sa1dwips 0QS 404 saanpadoid buiddpiisiooq ayy wouy bundwpsas buisn san)pa Jupdubis
A)IDJ13SIIDIS PUD JOLI3 PIDPUDIS ‘JUDIYD0D (g) DIBF Y3 INSDAW 0] IDMOS DINIS Buisn pawoyad som WIS Y| “AjA1Ndadsal ‘S|aAd) %OT PUD ‘%G ‘9T dYl 1D IUDDIYIUBIS SI0UP , PUD *4y yex :SOION

8¢°0

£5S00°0

£S00°0

000

«EL°T

16000

«8L°T

68000

LS10°0

dds «
¥OS « 82is Wil

09°0-

9€00°0

9€00°0

¢c000-

¢so0

§¢000

¢s0

GC000

€1000

ddS « ¥9S
« fouapiye
s Aupdwo)

7%80°0

§780°0

0cito

«+E1°C

18¢C°0

«01°C

C1eco

L9870

ddS « 495
< Aqoiyoid

ell-

#1200

60'T-

1¢¢00

7¢0°0-

61'1-

01100

71 1-

ST100

1€10°0-

ddS
« ¥os « Aonod
pusping

¢610°0

6100

6500°0-

€¢e00

G1€00

80500

ddS « ¥9S
« 2In1dNAs

jo3do)

10113 'pas

10113 'pPIS

J90)

10113 ‘pas

10113 'pPIS

J90)

(,2)s1sAjpup

159 19905

buiddn,

u3sjoog

159 19905

buiddn

[FEEITE)
J3syodginpipapy

uopp3u

ID1d

saipadoid

Ansnput

9€00°0

9€00°0

GS000

60°0—

60000

60°0—

60000

1000°0-

ddS «
¥9S « 9zIs Wiy

7€00°0

€000

8¢00°0-

01000

11000

0000

ddS « 495
« fouapiye
sAundwo)

10449 °*pP1S

10449 °pPIS

390D

10449 *p1S

10449 °pP1S

390D

159 19905

buiddpnaisyoog

159 19905

Huiddpniysyoog

(.2) sisKjpun
FEETE)
Bunoipaw

39npo.d |p14ISNpuf

JONpoid 12wnsuo)

Ansnpug

(panunuo)) "9131qp]

Page 20 of 30



Cod
.

&

Ramli et al., Cogent Business & Management (2022), 9: 2078131

cogent--business & management

/10.1080/23311975.2022.2078131

//doi.org

https:

(panunuo))
(+) 3updYIUbIS ddS « Y9S « 9ZIS Wi 9% ¢H A
(-) 3uodYIUBIS JON ddS « 9zIs Wil4 :3T¢H >
(+) JupdKIUbIS ddS « 49S ‘€H q
uonpipaw Kjuo-32341puf (+) 3uDdIUBIS DS « 971 Wl4 :DZ'ZH o)
(-) 3ubdKIubIS J0N ddS « 495 « Aouspys sAundwo) :py zH o)
(-) updKIUbIS JON ddS « Aduapiyya sAuodwo) p1zH b)
(+) uodHUbIS ddS « 495 :€H q
UOI}DIPAW-UOU 303443-0N (-) 3ubdKIUbIS J0N 4oS « Aduapyys sAundwo) pzzH D
(+) WUDdYIUBIS ddS « 495 « AMIgoiyold 4°ZH 2
(-) 3updhIubIs 10N ddS « Aigoiyoid DT°ZH B)
(+) odYIubIS ddS « 495 €H q
uonpipaw Ajuo-3a.1pul (+) WUDdYIUBIS ¥9S « AMgoyoid D7 ZH 0
(-) 3updKIubIS JON ddS « 495 « Aonjod puspiaiq G4 ZH o)
(+) 3UDdIUBIS 10N ddS « Aonod puspiaig (g1 zH b}
(+) uodHIUbIS ddS « 495 :€H q
UOIIDIPaW-UOU 103443-0N (-) updKIUbIS JON 495 « Adnjod puspinid :qz zH D
(-) 3uDdKIUbIS 0N ddS « ¥9S « 24npnis 1pudo) 04 ZH )
(-) 3UDdKIUbIS 10N ddS « an1dnas 1pudo) :DT°ZH b}
(+) JupdYIUBIS ddS « 495 €H q
UOIIDIPAW-UOU 123449-0N (-) 3uDdKIUbIS 10N DS « 2in1onJis 1pado) 07 ZH )
uoisidaq Hnsay uonduasaqg syind
uoisidaq ynsay uonduasaqg syind
uoisideq Hynsay uonduasaqg syind
uoisidaq nsay uondudsag S4ind

sjonpoid Jawinsuod 10) uonpipaw jo A6ojodA} aya Yam 30944a uonpIpaw jo synsa4 Lipwwns °/£T 3)1qD)

Page 21 of 30



Cod
.

&

Ramli et al., Cogent Business & Management (2022), 9: 2078131

cogent--business & management

/10.1080/23311975.2022.2078131

//doi.org

https:

(penunuo))
(+) JuodHIUBIS JON ddS « ¥9S « 97Is Wil 3%'¢H el
(-) updIUbIS JON ddS « 97Is Wil :_dTCH 2
(+) JupdKIubIS ddS « ¥9S ‘€H q
UOIIDIPaW-UOU 103)49-0N (+) JuDdLIUbIS 10N DS « 971 W4 :D7'ZH D
(-) upPdIUbIS JON ddS « 495 « Aduapiyya sAuodwo) py'zH Po)
(-) 3updKIUbIS JON dds « Aouanyys sAupdwo) p1-zH b
(+) JupdKIUbIS ddS « d9S ‘€H q
UOIIDIPaW-UOU 109}}9-0N (-) updIUbIS 495 « Aouapiyye sAuodwo) :pg'zH )
(+) WupdYIUBIS ddS « ¥9S « Aniqoiyoid 4'ZH el
(-) 3uodYIubIS 30N ddS « Auigpyold DT'ZH b)
(+) JUDdYIUBIS ddS « ¥9S €H q
uonpipaw Ajuo-3a41pu] (+) Jup2yIUBIS ¥9S « AIgpIyoId DZZH D
(-) updtubis 10N ddS « ¥oS « Adnod pusping :qy'zZH 2
(+) 3UDPdLIUBIS 10N ddS « Aonod puspiaig :qT ZH b}
(+) updy1ubIS ddS « 495 :€H q
UoiDIPIWI-UOU 199}49-0N () 3updyIubIs 30N ¥os « Aoijod pusping :qz zH D
() JuodyIubIS ddS « ¥9S « a4npn3s [pyudpd 0% ZH e
(+) 3UDdLIUBIS JON ddS « an1dna3s joydo) :dT'ZH b
(+) JupdYIUbIS ddS « ¥9S ‘€H q
uonpipaw Kjuo-33341pui (-) uDdyIUbIS 49S « 24n3dnJis 1pudo) 07 ZH D
uoisidaq Hnsay uonduasaqg syind
uois1daqg ynsay uonduasaqg syind
uoisidaq ynsay uonduseqg syind
uoisiaq 1nsay uondussag S4ind

(panunuod) £ 131901

Page 22 of 30



Cod
.

&

Ramli et al., Cogent Business & Management (2022), 9: 2078131

cogent--business & management

/10.1080/23311975.2022.2078131

//doi.org

https:

(panuiuod)
(-) 3uodYIubIS 30N ddS « ¥9S « dzIs wilq 2%'ZH 2
(+) JupdKIUbIS JO0N ddS « 9ZIS Wi ®T'ZH b)
(+) updyIubIs 10N ddS « ¥9S ‘€H q
UOIIDIP3W-UOU 123449-0N (-) 3updKIUbIS 10N DS « 97IS Wil 197 7H D
(+) JupdKIUbIS J0N ddS « 495 « Aduapiyya sAuodwo) py'zH Po)
(-) 3updKIUbIS JON dds « Aouanyys sAupdwo) p1-zH b)
(+) 3updKIUbIS 0N ddS « 498 :€H q
UOIIDIPaW-UOU 1234J9-0N (+) JupdLIUbIS JON oS « Aduaniye sAupduwlo) :pz zH D
(+) updyIubIs 10N ddS « ¥9S « Aniqoiyoid 4'ZH 2
(+) 3uDdYIUbIS ddS « Auigpyold DT'ZH >
(+) 3uodIUbIS 10N ddS « ¥9S ‘€H q
uolpipaw-uou Ajuo-129.1q (+) 3uDdyIubIS 49S « A)Igp3yoId D7 ZH o)
() 3updyIubIs 10N ddS « 495 « Adrjod puspinig G4 ZH ol
(+) uDdHIUbIS 10N ddS « Aonod puspinig [qT°zH 8]
(+) updyIubIs J0N ddS « ¥9S ‘€H q
UOIDIPAL-UOU 1394§9-ON () JupdyUbIS 495 « Aaod pusping 9z zH D
(-) 3updHIubIS 10N ddS « ¥9S « ain3dniis joydo) Y ZH A
(-) 3updKIUbIS 10N ddS « @in31donJ3s |pydo) DT ZH b]
(+) 3uodIUBIS 10N ddS « ¥9S ‘€H q
UOIIDIP3W-UOU 103443-0N (-) 3uDdIUbIS DS « 2injonays 1pudo) D7 ZH D
uois|29q }nsay uondusaqg syind
uois129q }nsay uondisaqg syind
uois|29Qq }nsay uondussag syind
uoisiaq 1nsay uondussag Suind

(panunuod) £ 131901

Page 23 of 30



Cod
.

&

Ramli et al., Cogent Business & Management (2022), 9: 2078131

cogent--business & management

/10.1080/23311975.2022.2078131

//doi.org

https:

(+) uodHIUbIS ddS « ¥9S « 97Is Wil 3%'¢H el
() 3updyIubIs ddS « 97Is Wl 9T°CH )
(+) JupdIUbIS ddS « 495 ‘€H q
uonpipaw anedwo) (+) JupdKIubIs DS « 9IS W4 7' ZH D
(+) JupdKIUbIS J0N ddS « 495 « Aduapiyya sAuodwo) py'zH Po)
(+) 3up2LIubIS 30N dds « Aouanyys sAupdwo) p1-zH b)
uonoipaw (+) JupdBIUbIS ddS « 495 ‘€H q
-UOU 129}49-ON (+) 3UDPdLIUBIS 10N 495 « Aouapiyye sAuodwo) :pg'zH o)
(+) JupdyubIS ddS « ¥9S « AMIqoIYoId D4 TH 2
(-) 3uodYIubIS 30N ddS « Auigpyold DT'ZH b)
uonpIpaWw (+) JUDdYIUBIS ddS « ¥9S €H q
Kuo-123.1pug (+) 3uDdYIubIS ¥9S « AIgpIyoId DZZH D
(-) updtubis 10N ddS « ¥oS « Adnod pusping :qy'zZH 2
(+) 3UDPdLIUBIS 10N ddS « Aonod puspiaig :qT°ZH b}
uoDIpaW (+) JupdYIUBIS ddS « 495 :€H q
-UOU 199}43-ON (-) 3uDdKIUbIS 10N 4DS « Aonod puspinig :qz ZH o)
(+) uodHIUbIS JON ddS « ¥9S « ainnis joydo) oy ZH 2

b d
(+) JuUDDIIUDIS 10N ddS « 24n1oNna3s 103dp) DT ZH b}

4] d
uoppIpaWw (+) JuDdYIUBIS ddS « ¥9S :€H q
fuo-y1oaa1pu (+) updKIUbIS DS « 2injonays 1pudo) D7 ZH D
uoisidaq Hnsay uonduasaqg syind
uois1daqg ynsay uonduasaqg syind
uoisidaq ynsay uonduseqg syind
uoisiaq 1nsay uondussag S4ind

(panunuod) £ 131901

Page 24 of 30



Ramli et al., Cogent Business & Management (2022), 9: 2078131 O;K-: cogent P b us | Nness & mana ge me nt

https://doi.org/10.1080/23311975.2022.2078131

As for company’s efficiency, it is negatively related to the SGR in Industrial products and dividend
policy is negatively related to a SGR in Construction. Theoretically, to increase the SGR, a company
will reduce the payment of dividend to its shareholders when real growth is higher than the SGR.
Then, the reduction in dividend payment can affect stock prices. Aligned with the signalling
hypothesis, the effect of dividend policy will make changes to the stock prices, and the stock
prices will go up or down. A negative relationship between the payout and growth ratios means
that high growth firms need to reduce the payout ratio and retain more earnings to build up
precautionary reserves, but low growth firms are likely to be more mature and build up their
reserves for flexibility (Lee et al., 2015). Moreover, company’s efficiency has a positive significant
relationship with a SGR. Higher asset efficiency tends to lead to a higher SGR. There is a significant
negative relationship between leverage and SGR. According to Fonseka et al. (2012), a growth rate
that is too high causes financial stress, and, therefore, the company will face higher costs, which
may lead to bankruptcy, financial losses, and a declining market share.

There is positive relationship between the SGR of the firm and SPP (under step 3) for all industries
(p < 0.01) but insignificant results for Trading and services. The results indicate that a higher SGR
tends to lead to higher SPP. This finding is consistent with the previous analysis by Fama and
French (1995) with rational pricing. The significant influence between the firm specific factors, SGR
and SPP (under step 4) for each industry based on bootstrapping and the Sobel test in the
mediation model is presented in Table 16. The results of Trading and services and Plantation
shows that there is no-effect non-mediation for all variable. Table 17 shows the summary results
of the mediation effect with the typology of mediation only for Consumer products, Industrial
products, Construction, and Properties.

Based on the results in Table 17, the mediation effect result indicates that firm size is considered
as an “indirect-only mediator” in Consumer Products and “competitive mediation” in Properties.
Competitive mediation means that the indirect effect (path: a X b) and direct effect (path c) are
both significant, and the signs point in the opposite direction. For Consumer products, the direct
effect (c) for firm size shows an insignificant relationship (a = -0.0023, z = —-0.09, p > 0.10), path
a shows a positive significant relationship (a = 0.0093, z = 2.00, p < 0.05), path b shows a positive
significant relationship (a = 1.2336, z = 3.16, p < 0.01), and path c shows a significant relationship
(a=0.0115, z = 1.75, p < 0.10). This result indicates that larger firms would have a higher SGR and
better SPP. Ahmad et al. (2013) stated that firm size is not significant to the stock return, which
means that the variable has no effect on stock returns; this result goes against the theoretical
expectation that firm size affects stock returns.

Competitive mediation in Properties appears to cause a negative significant influence between
firm size and SPP. This indicates that the larger the firm, the lower the SPP. This result is in line with
Yang et al. (2010) who indicated that small firms tended to earn higher average stock returns than
large firms (Banz’s “size effect”, 1981). When the two hypotheses H2.2a (path a) and H3 (path b)
are combined in one model (a x b) they have an indirect effect under the complex cause effect
model. Hence, the combination of Hypotheses H2.1a and H3 is needed to develop a complete
mediation model. The complete mediation model establishes hypotheses H2.4, which proposed
that the relationship between firm size and SPP is mediated by the SGR. This result is consistent
with Fama and French (1992) who stated that small firms may suffer a long earnings depression
that bypasses big firms, thereby suggesting that size is associated with a common risk factor that
leads to the negative relationship between size and stock return.

As for the case of leverage in Industrial products (refer Table 17), the mediation effect result in
Industrial products shows that leverage is considered as an “indirect-only mediator”. The estimation
on the relationship between the direct effects (c) for leverage shows an insignificant relationship
(a =0.0014, z = 0.20, p > 0.10), but path a shows a negative significant relationship (a = —0.0497,
z=-2.15, p < 0.01), path b shows a positive significant relationship (a = 1.0578, z = 3.33, p < 0.01),
and path ¢ shows a significant relationship (a = -0.0525, z = —-2.09, p < 0.01). Thus, this study
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Figure 4. Mediation analysis on
the relationship between the
firm specific factors, SGR, and
SPP for each industry.

provides important information in that higher or lower leverage does not directly influence the SPP,
but that leverage may influence the SGR, and that an increase or decrease in the SGR might
influence higher or lower SPP. Based on the trade-off theory, growth causes firms to shift their
financing from new equity to debt in order to reduce agency issues. This is also dependent on
whether the managers borrow long-term or short-term debt, or equity in addition to improving the
companies’ growth. In conjunction, firms with high stock prices and high stock returns tend to use
equity financing rather than debt financing, which is consistent with the market timing theory.
However, the results of the positive influence between capital structure and stock return show that
the more the firms use debt, the higher the stock returns they provide, which results from the
leverage effect and leverage risk compensation (Yang et al., 2010).

Construction is considered for “Direct-only non-mediation” (refer Table 17), the direct effects (c)
for profitability show a positive significant relationship (a = 0.6955, z = 2.10, p < 0.05), and path
a shows a positive significant relationship (a = 0.4756, z = 2.73, p < 0.01), but path b shows an
insignificant relationship (a = 0.1145, z = 0.39, p > 0.10), and path ¢ shows an insignificant
relationship (a = 0.0545, z = 0.38, p > 0.10). Thus, profitability for Construction only has a direct
significant influence on the SPP and SGR. This result is in line with Yang et al. (2010) who reported
that firms with higher profitability earned higher returns, and, thus, a positive relation between
profitability and returns is expected.

Taken together, this finding shows that SGR plays an important role as the mediator variable for
Malaysian Public-listed Shariah-compliant firms. Only three factors are strongly mediated by the
SGR in each industry, and each type of mediation, i.e. profitability (Consumer Products, Industrial

Construction Properties
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Products, and Properties resulted the indirect-only mediator while Construction is Direct-only non-
mediation); leverage (Industrial products is indirect-only mediator); and, firm size (Properties is
Competitive mediation). Figure 4 shows the framework for the mediation results for the relation-
ship between the firm specific factors, SGR, and SPP.

(1) Practical Implications

The results presented could be useful to management and shareholders who are concerned with
the financial and operating activities in the firms. The analysis can assist firms in terms of which
area priority (firm specific factors) should be improve and lead to have higher SGR performance. In
addition, higher SGR can improve SPP, thus, management should focus on SGR performance in
order to have higher SPP. Lower capital structure, lower dividend policy, higher profitability and
larger firms will increase SGR and lead to increase in SPP. The research uses SEM STATA techniques
to estimate the analysis, and the findings confirm that the SGR is one of the important factors that
influences SPP and also plays a role as a mediator variable for Malaysian Public-listed Shariah-
compliant firms. Therefore, it is expected that research on the methodology debate will continue.
The findings of this study can be used as a reference for future studies on other aspects of the SGR
and can help guide sectors on ways to more successfully manage the financial and operating
activities of firms.

6. Conclusions and recommendations

The objective of this study was to determine the influence of firm specific factors on SPP for 181
Shariah-compliant companies in Malaysia for 2007 to 2016. This study also investigated the
significance of the SGR as a mediator of the relationship between firm specific factors and SPP.
The existing literature provides inadequate information on the relationship between firm specific
factors and SPP, as it implicitly assumes that this relationship is direct. An alternative perspective
that has received less attention in the literature posits that this relationship can be mediated by
the SGR. Moreover, no specific studies have explored the SGR as a mediator of the relationship
between firm specific factors and SPP. Therefore, the present study determines the mediating
effect of the SGR on the relationship between firm specific factors and SPP.

Based on our results, a mediation model hypothesizes that the independent variable (firm
specific factors) influences the mediator (SGR), which in turn influences the endogenous variable
(SPP). The mediation effect results appear to show that capital structure, dividend policy, profit-
ability and firm size are “indirect-only mediators”. An indirect-only mediator variable denotes that
an indirect effect (a X b) is significant, while a direct effect (c) is not significant. Only three factors
are strongly mediated by the SGR in each industry, and each type of mediation, i.e. profitability
(Consumer Products, Industrial Products, and Properties resulted the indirect-only mediator while
Construction is Direct-only non-mediation); leverage (Industrial products is indirect-only mediator);
and, firm size (Properties is Competitive mediation).

There are particular limitations that could potentially be addressed in future research such as the
research only focus on Shariah-compliant firms, therefore, future research should focus overall firms
and analyze the differences between Shariah-compliant and non-Shariah-compliant firms. The
research investigate six sectors of Shariah-compliant firms as the sample of study which individual
firm or one sector performance is less explored, therefore, future studies could focus only small group
with longer period. As regards to literature review on sustainable growth rate, many countries started
to focus on the sustainable growth rate performance analysis. Future research should aim to extend
this research among ASEAN countries. In addition, this study focuses only capital structure, dividend
policy, profitability, and company’s efficiency, therefore, future studies can investigate the internal
and external factors (for example, macroeconomic factors) and also, focus on positive earnings or
positive profitability of Shariah-compliant firms that affect the SGR and SPP.
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The results demonstrate that certain factors influence the SGR, including the planning and
managing of a firm’s financial and operational activities. The SGR is important in helping firms
manage, guide, control and plan their operating and financial strategies. The SGR can also improve
financial performance and help managers make financing decisions.
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