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Abstract 
Based on the sustainable growth model of enterprise finance, this paper studies the 
impact of equity incentive plan of real estate listed companies on financial sustainable 
growth by calculating Higgins financial sustainable growth rate and Corey financial 
sustainable growth rate, and using the panel data of listed companies. On the whole, for 
listed companies in the real estate industry, the results calculated by both Higgins 
financial sustainable growth model and Corey financial sustainable growth model show 
that the equity incentive plan has no significant positive impact on the financial 
sustainable growth rate of enterprises. 
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1. Introduction 

Equity incentive plan is one of the most commonly used methods for enterprises to motivate 
employees. At the same time, it is also a long-term incentive mechanism implemented by 
enterprises to motivate and retain core talents. China began to implement the measures for the 
administration of equity incentive of listed companies issued by the CSRC on August 13, 2016. 
After the promulgation of the measures for the administration of equity incentive of listed 
companies, the enterprise equity incentive system has attracted more and more attention of 
Chinese enterprises, and the enterprise equity incentive plan has once again become a hot topic 
in the research of corporate governance in China. In recent years, with the increasing 
importance of enterprise equity incentive in China, especially in the scope of real estate listed 
enterprises. Because China's real estate companies invest more capital in the early stage of 
listing and the payback period of investment is long, the effect of enterprise equity incentive is 
more closely related to the market value. Moreover, the listed companies of listed real estate 
companies generally evolve from family enterprises. The family relationship of managers has a 
great impact on the operation of the company, and senior managers play a key role in the 
production, operation and development of the company. Therefore, it is of practical significance 
to locate the research sample of equity incentive in real estate listed enterprises. This paper 
will focus on the public data of listed real estate companies, and explore the relationship 
between equity incentive plan of listed real estate companies and sustainable financial growth. 

2. Literature Review 

Equity incentive is a long-term incentive method for directors, executives and core employees 
based on the company's stock. The equity incentive of enterprises is based on output. In the 
case of asymmetric information between the company and executives, it can be used as a filter 
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to prompt the management with investment decision-making power to select and implement 
those profitable projects. 
Equity incentive can help enterprises attract better managers, because such excellent managers 
have the ability to choose and effectively implement better investment decisions. Lazear 
believes that the equity incentive of enterprises can not only improve the company's 
performance, but also enable the enterprise to obtain some corresponding benefits, which is 
consistent with increasing the interests of senior management and the company.[1] The 
purpose of implementing equity incentive in enterprise operation is to attract and retain more 
useful talents and reduce the cost of M &amp; A, but the specific scheme is easy to be confused 
with the nature of welfare; From the perspective of Ye Xiaojie, he believes that from the 
perspective of implementation effect, enterprise equity incentive has different effects on 
company performance, innovation behavior and stock price performance. The innovation 
behavior is consistent with the interests of the client, and the new behavior effect can better 
reflect the nature of project incentive and income [2]. Berle thinks that a reasonable enterprise 
equity incentive scheme will help the agent and reduce the agency problem of the enterprise[3]. 
Aboody and kasznik believe that the management maximizes the motivation of enterprise 
equity incentive by means of selective information disclosure [4]. 
After equity incentive, managers' shareholding level has a certain impact on corporate 
performance. Palia solved the problem of enterprise endogeneity by using panel data and 
instrumental variables. His empirical results found that the relationship between managers' 
shareholding level and company value is positive, but not significant [5]. One view is that 
whether the manager's equity is endogenous or not depends on the company's contract 
environment. Demsetz and Lehn believe that if the characteristics of the enterprise are 
controlled, there will be no relationship between the shareholding level of enterprise managers 
and the value of the enterprise[6]. Another view is Jensen's that if the enterprise's management 
holds a certain number of shares of the company, the agency cost faced by shareholders will be 
reduced, the company's performance will be improved, and the compensation contract will be 
more reasonable [7]. From the perspective of Weisbach, when the shareholding ratio of the 
management of the enterprise continues to rise and exceeds a certain threshold, the equity 
incentive of the enterprise will enhance the resistance of the management to the pressure of 
external supervision, they may pursue the maximization of personal interests at the expense of 
the interests of external investors, and the financial performance of the company will decrease 
[8]. 
For the effect of the implementation of enterprise equity incentive. After on-the-spot 
investigation of the relationship between the managers' equity incentive and the improvement 
of business performance, Zhou Jianbo and sun Jusheng concluded that for companies with high 
growth, the improvement of business performance is significantly positively correlated with 
the number of shares increased by the managers due to the enterprise equity incentive[9]. 
Wang Juan believes that enterprise equity incentive has a certain impact on the performance of 
market value management. Although the values of most indicators will increase significantly in 
the short term, if the expected improvement effect is not achieved in the long term, it needs to 
be studied[10]. For those listed companies that implement the enterprise equity incentive plan, 
their organizational capital will be significantly improved in a period of time; Cui Huijie believes 
that this is because there is a certain substitution between the company's internal governance 
mechanism and external governance mechanism and the role of enterprise equity incentive[11]. 
Murphy thinks that many young companies with growth opportunities will use enterprise 
equity incentive to urge the management to choose projects that can make the company 
profitable, and the incentive effect of enterprise equity incentive will become very obvious[12]. 
Lv Changjiang also believes that some listed companies can increase the incentive effect of 
enterprise equity incentive scheme through the improvement of the conditions of enterprise 
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equity incentive and the validity period of enterprise equity incentive[13]. However, the 
research results of defusco, Thomas and Johnson show that equity incentive sometimes can not 
achieve its real effect, but may also lead to short-sighted behavior of enterprise executives[14]. 
Cui Minghui believes that the wealth growth effect caused by the incentive form of stock option 
is greater than that of restricted stock. However, a high proportion of equity incentive of 
enterprises does not necessarily produce a high wealth effect .[15]. 
According to the above analysis, the current research on enterprise equity incentive is generally 
based on the relationship between enterprise equity incentive and company value, and most of 
the research on the company's financial sustainable growth model is carried out separately, but 
there is almost no research on its combination. 

3. Theoretical Analysis and Research Hypothesis 

3.1. Enterprise Equity Incentive Promotes the Sustainable Growth of 
Enterprise Finance 

Enterprise equity incentive has a positive impact on enterprise financial sustainable growth. 
Enterprise equity incentive plan is one of the most commonly used methods to motivate 
enterprise employees. It is also a long-term enterprise incentive mechanism implemented by 
enterprises to motivate and retain core talents[16]. For listed enterprises, there are three main 
forms of equity incentive in China, namely: restricted stock, stock option and stock appreciation 
right. The main purpose of enterprise equity incentive is to play a certain incentive, restraint 
and welfare role for employees[17]. The financial sustainable growth of an enterprise means 
that the enterprise should consider not only the current development needs, but also the future 
development needs. Its current development should not be traded at the expense of future 
interests[18]. Financial sustainable growth is the core of enterprise financial sustainable 
growth strategy. Financial sustainable growth rate is an important index for analyzing 
enterprise finance [19]. Moreover, the financial sustainable growth rate has the characteristics 
of comprehensiveness, systematicness and operability. It is usually used as an indicator to 
measure the company's sustainable development ability. As a way to attract employees, equity 
incentive stabilizes the flow of employees to a certain extent. After all, enterprise equity 
incentive is a move to reduce the financial level, and the implementation effect of enterprise 
equity incentive not only makes up for the reduction of financial level to a certain extent, but 
also reduces the risk of enterprise equity incentive. Therefore, this paper puts forward the 
following assumptions: 
H1: enterprise equity incentive has a positive impact on the sustainable financial growth of 
enterprises. 

3.2. Company Size Inhibits the Sustainable Growth of Enterprise Finance 
Company size may also have a negative impact on the sustainable financial growth of 
enterprises. The negative impact of this paper refers to the slowdown or decline of sustainable 
financial growth due to the increase of company scale. In recent years, due to the separation of 
ownership and control, a key agency problem has emerged between the internal management 
and the owner, which has become one of the most difficult problems in enterprise management. 
With the increase of company scale, enterprise equity incentive is becoming more and more 
important in China, especially in real estate enterprises. China has also issued a series of policies, 
which has greatly promoted the implementation of enterprise equity incentive, and the number 
and strength of incentive policies have also been greatly developed and promoted. The 
empirical results show that the listed real estate enterprises are generally in a state of rapid 
growth and are greatly affected by the macroeconomic environment and policies; The overall 
rate of return on capital invested by listed real estate enterprises is consistent with the cost of 
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capital, which ensures the preservation and appreciation of investors' investment capital; 
There are some unreasonable aspects in the financial strategy implemented by listed real estate 
enterprises: the dividend payment rate of companies lacking value creation cash is too high, 
and the capital growth rate of companies lacking harmful value cash is too high. In addition, Liu 
Xiaoning thinks the financial strategy implemented by listed real estate enterprises is 
reasonable with other policies[20]. Gao Juan believes that the financial sustainability of China's 
listed real estate companies is slowing down, mainly because the financial sustainability of 
enterprises is growing too fast or insufficient; The growth rate is mainly caused by the 
endogenous management factors of enterprises [21]. The assumptions put forward in this 
paper are as follows: 
H2: company size has a negative impact on the sustainable financial growth of enterprises. 

3.3. The Proportion of Independent Directors Has a Positive Impact on the 
Sustainable Financial Growth of Enterprises 

The so-called independent director means that although he does not work in the company, he 
is a director of the company and has no important business or professional contact with the 
company's managers. He also needs to make his own judgment on the company's affairs. The 
state also clearly stipulates that the proportion of independent directors of listed companies 
cannot be less than 1 / 3. Independent directors need to supervise the strategic changes made 
by the general manager of the enterprise and damage the company's performance during 
execution[22], research on the relationship between the proportion of independent directors 
and enterprise performance, Most of them focus on the positive role of independent directors 
in reducing agency costs, and the reduction of agency costs will also improve the company's 
performance to a certain extent [23]. From the perspective of building social capital, some 
scholars summarize the advantages of three types of resources that independent directors of 
enterprises can bring to listed companies as commercial resources, politically related resources 
and technological resources, which correspond to the capital of commercial society, the capital 
of political society and the capital of technological society .[24] Therefore, this paper puts 
forward the following assumptions: 
H3: the proportion of independent directors has a positive impact on the sustainable financial 
growth of enterprises. 

3.4. The Average Salary of Executives will Inhibit the Financial Growth of 
Enterprises 

According to the viewpoint of strategic compensation, the company should formulate executive 
compensation in combination with its own strategic characteristics and environment. 
Executive compensation needs to be highly consistent with the company's strategic orientation 
[25]. In state-owned enterprises, the executive excess compensation caused by political 
connection is significantly negatively correlated with the company's future operating 
performance; In non-state-owned enterprises, the excess compensation caused by political 
connection is significantly positively correlated with the company's future operating 
performance [26]. The compensation contract associated with executive compensation and 
corporate performance can effectively reveal the private information of agents, so as to achieve 
incentive compatibility[27]. However, the expansion of executive pay gap will bring some 
unexpected consequences, such as unproductive behaviors such as slack, hindering 
cooperation, high turnover rate, etc[28]. With the increase of policy strength, the negative 
impact of policy implementation on enterprise market performance has increased, and the 
negative impact on enterprise financial performance has weakened, which indicates that the 
stricter executive compensation restriction policy will promote enterprises to make decisions 
more biased towards short-term interests, and will damage the long-term interests of 
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enterprises to a certain extent[29]. This paper studies that real estate enterprises belong to 
non-state-owned enterprises. Therefore, this paper puts forward the following assumptions: 
H4: the average salary of senior executives is negatively related to corporate finance. 

4. Research design 

4.1. Selection of variables 
(1) Explained variable. This paper defines:  

RSGR=SGR-g                                                                      (1) 
Among them, RSGR represents the degree that the actual growth rate of the enterprise deviates 
from the financial sustainable growth rate, G represents the growth rate of operating revenue, 
and SGR represents the financial sustainable growth rate. 
There are four kinds of financial sustainable growth models generally accepted by scholars. 
Here, Higgins sustainable growth model based on Accounting caliber and Corey sustainable 
growth model based on cash flow caliber are selected respectively. PS represents the net 
interest rate on sales, Tat represents the total asset turnover, EM represents the equity 
multiplier (assets / beginning shareholders' equity), and RP represents the retained earnings 
rate (retained earnings / net profit). The Higgins sustainable growth model is as follows: 

SGR=PS×TAT×EM×RP                                                              (2) 
If Na represents the investment amount, T represents the income tax rate, I represents the 
interest amount, EBIT represents the profit before interest and tax, D represents the total 
liabilities, and e represents the owner's equity at the end of the period. Corey's sustainable 
growth model is as follows: 

SGR=
( )( )( )( )

( )( )( )( )
                                                    (3) 

(2) Control variables. This paper selects two kinds of variables as control variables. One is the 
variable reflecting the characteristics of the company, that is, the size of the company; The other 
is corporate governance variables, that is, the proportion of independent directors and the 
average salary of corporate executives. 
(3) Explanatory variable. This paper selects the shareholding ratio of the company's 
management as the explanatory variable, and the definitions of all variables are shown in Table 
1. 
 

Table 1. Definition of variables 
classification Variable name Symbol definition 

Explained 
variable 

Higgins sustainable growth 
deviation 

RSGR1 Based on Accounting caliber 

Deviation degree of Corey's 
sustainable growth 

RSGR2 Based on cash flow dimension 

Explanatory 
variable 

Shareholding ratio of 
management 

DIR Total shares held by senior managers / 
total shares 

Characteristic 
variable 

Size of the company SIZE Natural logarithm of total book asset 
value at the end of the year 

Governance 
variables 

Proportion of independent 
directors 

OS Number of external directors / total 
number of directors 

Average executive 
compensation 

MIS Natural logarithm of the average annual 
salary of senior executives 
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4.2. Definition of Variables 
This paper studies the relationship between equity incentive and financial sustainable growth 
of listed real estate enterprises. It is planned to select 113 listed real estate enterprises listed 
in China, among which the enterprises that have continued to carry out equity incentive in 
recent five years. Because there are few samples of companies that meet the requirements, and 
in order to make the research results just convincing, we need to select the data of several 
companies for research. Therefore, the research period was revised from the last five years 
(2016-2020) to the last two years (2019-2020). Finally, seven qualified companies were 
selected for sample data collection, namely Sunshine City (000671), Zhongnan Construction 
(000961), zhaoshang Shekou (001979), Poly Real Estate (600048), Blu ray Development 
(600466) and Dima Co., Ltd (600565) and Guanghui logistics (600603). The data in this paper 
are from CSMAR and the annual financial statements of each company. 
(1) Financial sustainable growth rate. There are four financial sustainable growth models 
commonly used in financial sustainable growth rate itself, and each model has its advantages 
and disadvantages. Generally speaking, it can be divided into two categories: one is based on 
Accounting caliber and the other is based on cash flow caliber. Higgins's financial sustainable 
growth model is selected for accounting caliber, and Corey's sustainable growth model is 
selected for cash flow caliber. The results are shown in Table 2: 
 

Table 2. Higgins and Corey model results 

code name 
Higgins Corey 

2020 2019 2020 2019 
000671 Sunshine City 0.3150 0.2787 -3.5928 -1.6623 
000961 Central South Construction 0.4612 0.5638 -1.7705 5.6323 
001979 Merchants Shekou 0.0359 0.5810 -1.0002 -1.0001 
600048 Poly Real Estate 0.5328 0.5274 -1.1167 -1.1285 
600466 Blu ray Development 0.2955 0.2938 -1.4507 -3.0111 
600565 Dima Co., Ltd 0.3224 0.2865 -1.6402 -1.2244 
600603 Guanghui logistics 0.6774 0.6996 0.8474 0.0951 

 
(2) Panel data model. The models based on panel data are usually divided into mixed model, 
fixed effect model and random effect model. The characteristic of mixed regression model is 
that the regression coefficient is the same for any individual and interface, as shown in equation 
(7). The individual fixed effect model is shown in equation (8), CI is a random variable 
(indicating that the individual has I different intercept terms), and its change is related to the 
variable data. The random effect model is equation (9), in which UI is a random variable, its 
distribution has nothing to do with the variable data, and the regression coefficients of different 
individuals are the same. 

RSGRI,T=β0+β1SIZEI,T+β2OSI,T+β3MISI,T+β4 DIRI,T+εI,T                           (4) 
RSGRI,T=cI+β0+β1SIZEI,T+β2OSI,T+β3MISI,T+β4 DIRI,T+εI,T                       (5) 
RSGRI,T=uI+β0+β1SIZEI,T+β2OSI,T+β3MISI,T+β4 DIRI,T+εI,T                      (6) 

5. Empirical Results and Analysis 

Due to the short time series of sample data in line with the purpose of this study, the results of 
unit root test for all variables using Cui Ren test are not convincing, so unit root test is not 
carried out. However, because the variables selected in this paper have basis to follow, it can be 
considered that the data is stable and can be modeled. For the selection of three models, F test 
is used to distinguish between mixed effect model and fixed effect model, LM Test is used to 
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distinguish between mixed effect model and random effect model, and hosman test is used to 
distinguish between individual random effect model and individual fixed effect model. After 
using F-test and hosman test, this paper selects the mixed estimation model, namely formula 
(5). 
Since two kinds of financial sustainable growth rates are calculated in this paper, RSGR1 is 
defined as the deviation calculated using Higgins sustainable growth rate, and RSGR2 is defined 
as the deviation calculated using Corey sustainable growth rate. The analysis results are shown 
in Table 3 and table 4: 
 

Table 3. Summary of RSGR1 estimation results 
Dependent variable:RSGR1 

Var.  Coef.  Std.Err.  T P 

C 0.054931 1.02255 0.053719 0.9583 

SIZE -0.011636 0.045094 -0.258028 0.8022 

OS -2.190749 0.676458 -3.238557 0.0102 

MIS 0.092241 0.106525 0.865907 0.409 

DIR -3.042906 1.300016 -2.340667 0.044 

R-sq 0.564943 D-W 2.783831 

 
It can be seen from table 3 that the goodness of fit of RSGR1 model is general. Since the value of 
DW is near 2, there is no autocorrelation in the series. The proportion of independent directors 
and the shareholding proportion of the company's management are significant at the 
significance level of less than 5%. The specific analysis shows that the scale coefficient of the 
control variable company is negative, indicating that for real estate listed enterprises, the larger 
the company's scale, the less likely it is to deviate from financial sustainable growth, that is, the 
two are positively correlated. The proportion of independent directors is significant. Through 
the test, the estimated coefficient is also negative, indicating that the higher the proportion of 
independent directors, the more conducive to the company's sustainable financial growth, that 
is, the two are also positively correlated. The average salary coefficient of the company's 
executives is positive, indicating that the higher the average salary of the company's executives, 
the less conducive to the company's sustainable financial growth. The explanatory variable is 
that the shareholding ratio coefficient of the management is negative, indicating that the 
enterprise equity incentive plan has a negative impact on the deviation of the listed real estate 
companies from the sustainable financial growth. At the same time, the scale of the company 
and the average salary index of senior executives failed to pass the correlation test, indicating 
that the enterprise equity incentive plan has no significant impact on the sustainable financial 
growth rate of the company. 
It can be seen from table 4 that the explanatory variables of RSGR2 are 91% likely to be 
explained by these explanatory variables. The goodness of fit of the model is high, and there 
may be negative correlation in the DW display sequence. The three parameters of the 
company's size, the proportion of independent directors and the shareholding proportion of 
the company's management are significant at the significance level of 1%, Only the average 
salary of senior executives is significant at a significance level greater than 5%. According to 
the results of E-VIEWS analysis, the results of the relationship between all indicators of RSGR1 
model and RSGR2 model are consistent, and all control variables and explanatory variables of 
RSGR2 model have passed the correlation test. To sum up, the enterprise equity incentive plan 
has no significant positive impact on the company's sustainable financial growth rate. 
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Table 4. Summary of RSGR2 estimation results 

Dependent variable:RSGR2 

Var. Coef. Std.Err. T P 

C 7.674713 1.876234 4.090487 0.0027 

SIZE -0.778754 0.236752 -3.289328 0.0094 

OS -13.03676 2.729047 -4.777037 0.001 

MIS 1.170954 0.520831 2.248243 0.0511 

DIR -33.48584 5.995667 -5.585006 0.0003 

R-sq 0.914891 D-W 3.084033 

6. Conclusions and Recommendations 

As far as the listed real estate enterprises are concerned, whether from the perspective of 
Higgins' financial sustainable growth model or Corey's financial sustainable growth model, 
through the empirical results of this paper, it is found that: 
(1) There is a significant positive correlation between the scale of the company and the 
sustainable financial growth of enterprises. The larger the scale of listed real estate enterprises, 
the stronger the sustainable financial growth ability; 
(2) There is a significant positive correlation between the proportion of independent directors 
and the sustainable financial growth of enterprises. The higher the proportion of independent 
directors, the more conducive to the realization of the sustainable financial growth of the 
company; 
(3) There is a significant negative correlation between the average salary of senior executives 
and the sustainable growth of corporate finance. The higher the average salary of senior 
executives, the more unfavorable it is for the company to achieve the sustainable growth rate; 
(4) There is a significant positive correlation between the shareholding ratio of management 
and the sustainable financial growth of enterprises. The larger the shareholding ratio of 
management of listed real estate enterprises, the stronger the sustainable financial growth 
ability of enterprises. 
Therefore, if corporate finance plays a role in sustainable growth, we still suggest that we 
should continue to carry out the enterprise equity incentive plan. However, the above research 
results show that the incentive role of enterprises is not very strong, This also requires relevant 
departments to try to increase other paths or ways of enterprise equity incentive to maintain 
or even enhance the impact of sustainable growth. It also requires enterprises to reasonably set 
the incentive time, incentive method and incentive amount. 
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