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Abstract 

The failure of enterprises' growth is often caused by the blind pursuit of high-speed 
growth and overestimation of their sustainable growth ability, which leads to the failure 
of the company's financial resources, thus causing enterprises to fall into financial crisis. 
The concept of financial sustainable growth does not require the actual growth rate of 
enterprises to be absolutely consistent with the sustainable growth rate, but requires 
that when the actual growth rate is inconsistent with the sustainable growth rate, the 
financial strategy should be adjusted accordingly to balance the financial growth and 
financial resources of enterprises. The purpose of this paper is to combine the theory of 
sustainable growth with the actual operation of enterprises based on the financial 
perspective, and to guide the strategic decision-making and management of specific 
enterprises with the theory of sustainable growth, so as to provide a new management 
idea and train of thought for managers. 

Keywords 

Financial Management; Sustainable Growth; Enterprise. 

1. Introduction 

In today's economic globalization, development is one of the themes of the present era. 
Sustainable development is the theme of the theme. Since the reform and opening up, China's 
economy has developed at a high speed. In this fast-growing economic situation, many 
enterprises have developed blindly. From a financial point of view, they have neglected the 
sustainability of financial resources and made a leap-forward development, which eventually 
led to the break of the capital chain and financial difficulties, and the bankruptcy crisis of 
enterprises has since emerged [1]. In our country, there are countless short-lived enterprises, 
which were once brilliant, but disappeared in just a few years and withdrew from people's 
vision. 

It can be seen that although enterprises should pursue growth, while pursuing growth, they 
should also consider the sustainability of enterprise growth. Only sustainable growth is 
valuable and meaningful to enterprises [2]. This paper studies the sustainable growth of 
enterprises from the perspective of finance, and brings the sustainable growth of enterprises 
into the perspective of financial research, which is not only of great theoretical value but also 
of great practical significance to ensure the sustainability of enterprise growth. 

2. Financial management objectives and influencing factors of sustainable 
growth of enterprises 

2.1. Financial management objectives based on sustainable growth of 
enterprises 

There have been many different opinions about the choice and determination of financial 
management objectives, which has not yet formed a generally accepted view in theoretical and 
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practical circles. Among them, the most representative and influential viewpoints are: profit 
maximization, stakeholder benefit maximization, shareholder wealth maximization and 
enterprise value maximization, etc. On the basis of commenting on the above viewpoints, this 
paper will establish the financial management goal of sustainable growth of enterprises. 

2.1.1. Profit maximization 

In microeconomics, although some people have questioned that profit maximization is the only 
goal of manufacturers, it is undeniable that profit maximization is still the goal hypothesis used 
in microeconomic analysis. Many economists insist that it is reasonable to take the pursuit of 
maximum profit as the basic assumption or starting point of analysis, because if an enterprise 
does not have any profit, it will only go bankrupt. However, profit maximization has not been 
determined as a reasonable financial management goal by financial management scientists. 

2.1.2. Maximize the interests of stakeholders 

Maximizing stakeholders' interests refers to individuals and groups who have one or more 
kinds of interests with an enterprise, regardless of whether the interests are direct or indirect, 
the interests of these individuals and groups can be maximized. However, in reality, it is almost 
nonexistent for multiple objectives to reach the optimal state at the same time, which will make 
the financial management objectives lack operability [3-4]. Therefore, the maximization of 
stakeholders can't be an ideal financial management goal, let alone a financial management goal 
to realize the sustainable growth of enterprises. 

2.1.3. Shareholder wealth maximization 

Maximizing shareholders' wealth means that enterprises increase as much wealth as possible 
for shareholders through reasonable operation and scientific management methods, taking into 
account the time value and risk value of capital. The purpose of shareholders' starting a 
business is to gain wealth. Under the condition of joint-stock economy, shareholders' wealth is 
determined by the number and price of stocks. The higher the stock price, the greater the 
shareholders' wealth. 

2.1.4. Maximizing enterprise value 

The goal of maximizing enterprise value puts the long-term stable development of the 
enterprise in the first place, emphasizing the satisfaction of various interests in the growth of 
enterprise value. Enterprise value maximization is a forward-looking, consistent and realistic 
enterprise objective function. Only by properly handling the financial relationship between the 
enterprise and all aspects can the enterprise effectively improve its operating efficiency, 
increase its value and make the interests of all stakeholders reach the Pareto optimal state. 

2.2. Influencing factors of sustainable growth of enterprises 

2.2.1. Financial factors 

The financial factors affecting the sustainable growth of enterprises are: profitability. The 
profitability of an enterprise refers to its ability to obtain profits and cash flow in a certain 
period of time. Investment ability. Investment ability shows whether an enterprise can put 
limited funds into projects that can maximize cash flow [5]. Financing ability. Financing ability 
refers to the ability of enterprises to obtain funds from various sources of funds, which focuses 
on the quantity and quality of funds that enterprises can raise in a certain period of time. 
Dividend policy. There are two sources of funds needed for enterprise growth, one is 
endogenous funds obtained through retained earnings of enterprises, and the other is 
exogenous funds obtained through external financing of enterprises. 

2.2.2. Non-financial factors 

Non-financial factors affecting the sustainable growth of enterprises are: macroeconomic 
environment. The so-called economic environment refers to the social and economic conditions 
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and national economic policies that constitute the survival and development of enterprises. The 
influence of industry choice. Any enterprise must carry out business activities in a specific 
industry environment. Although the enterprise-related environment has a wide range, 
including social and economic factors, the most critical part of the enterprise environment is 
the industries in which enterprises enter into competition. Innovation ability [6]. Innovation 
means that enterprises constantly create new means and methods of production and 
management, create new ways of resource allocation and production organization, make 
enterprise resource allocation more efficient, and create new products and services that meet 
consumers' needs. The life cycle of an enterprise. The development of enterprises can be 
divided into different life cycles, and different life cycles show different characteristics. 

3. Sustainable growth model based on financial perspective 

3.1. Traditional financial indicators for evaluating enterprise growth 

At present, the management and other stakeholders' evaluation of the company's operation and 
development ability is basically synchronized with the performance evaluation of the 
established cycle, which is based on the financial statement data of a certain period, and 
evaluates the production and operation process and results from the aspects of profitability, 
asset management level, risk management and control ability, etc., involving many indicators. 

3.1.1. Profitability index 

Profitability indicators mainly include return on net assets, return on total assets and net profit 
margin of sales. Return on net assets, also known as return on owner's equity, return on equity 
capital or return on shareholders' equity, is the ratio of net profit to owner's equity, reflecting 
the profitability of shareholders' investment. The higher the index, the stronger the profitability. 

3.1.2. Debt paying ability index 

Solvency is the basis for enterprises to borrow or continue to be able to borrow. Although debt 
can be incorporated into funds to meet the needs of production and operation, it has an upper 
limit. Excessive debt will increase the financial risks of enterprises, and excessive debt will 
eventually make creditors refuse to add credit. 

3.1.3. Asset turnover index 

The turnover of assets reflects the operating efficiency of enterprises, and the expansion of 
assets reflects the increasing financial strength and competitiveness of enterprises. Therefore, 
the turnover of assets directly affects the profitability and solvency of enterprises. 

3.1.4. Growth bidding 

Growth indicators mainly include sales growth rate, asset growth rate, net asset growth rate, 
etc. Under the condition that the profit rate of sales is unchanged or increased and the dividend 
distribution policy is unchanged, the assets, net assets and sales income of enterprises change 
in the same direction. If an enterprise can maintain a high growth rate of income, assets or net 
assets in a long time span, such as five or ten years in a row, it is an enterprise with good 
financial growth, otherwise it can be judged as poor financial growth. 

3.2. Dynamic model 

The steady-state model is based on the ideal assumption of balanced growth, with accurate 
similarity of financial ratios, stable financial policies and no new shares issued. However, in 
practical work, enterprise management is not always in a balanced state, and the balance is 
relative [7]. 

In order to predict the change of the sustainable growth model when all variables change, Van 
Horn loosens the assumption that the steady-state model "does not increase new shares", 
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introduces base-period sales 𝑆𝑜 and base-period shareholders' equity 𝐸𝑜, and reconstructs the 
dynamic model by taking them as the basis of establishing the model. 

The assumptions of the dynamic model are: 

(1) Equity growth and sales growth are unbalanced in the whole period; 

(2) The company allows the issuance of new shares to raise equity capital, and the dividend 
payment is expressed in absolute amount (𝐷𝑖𝑣); 

(3) It is allowed to sell common shares within a given period of time. 

Under the above assumptions, the variables that determine the financial sustainable growth 
rate are shown in Table 1 below: 

 

Table 1. Variables determining financial sustainable growth rate 
Variable Describe 
𝐸𝑞𝑜 Opening owner's equity 

𝑁𝑒𝑤𝐸𝑞  New equity capital 

𝐷𝑖𝑣 Absolute amount of annual dividend payment 
𝑆/𝐴 Sales/total assets 

𝑁𝑃/𝑆 Target sales net profit rate 
𝐷/𝐸𝑞 Liabilities/shareholders' equity 

 

The dynamic sustainable growth equation is: 

𝑆𝐺𝑅 =
(𝐸𝑞𝑜+𝑁𝑒𝑤𝐸𝑞−𝐷𝑖𝑣)(1+𝐷/𝐸𝑞)(𝑆/𝐴)

1−[(𝑁𝑃/𝑆)(1+𝐷/𝐸𝑞)(𝑆/𝐴)]
                                                   (1) 

The above formula shows the different financial sustainable growth rates in different years 
under the changed environment of financial ratio, equity fund raising and dividend payment. 
This ratio is calculated according to the relevant indicators changed every year, and only 
represents the state at a certain point in time. 

3.3. Rappaport 's sustainable growth model 

Rappaport studies sustainable growth from the perspective of cash flow. He believes that 
sustainable growth should be consistent with the continuous value creation of enterprises, and 
the value he defines is shareholder value. He believes that the continuous growth of enterprises 
should bring about the continuous increase of shareholder value. The maximum annual 
business growth of an enterprise under the premise of target asset-liability ratio and target 
dividend distribution rate. He thinks that this can be a standard to measure whether a financial 
plan is feasible or not. 

According to Rappaport 's hypothesis and calculation model, it can be considered that the 
sustainable growth defined by Rappaport is sustainable growth. Rappaport's sustainable 
growth model is based on the following assumptions: 

(1) Do not raise new shares; 

(2) Lock in the gross profit margin of operating profit and the investment growth 
corresponding to the sales growth per yuan, and keep the target asset-liability ratio and target 
dividend distribution rate unchanged; 

(3) Depreciation is used for maintenance expenses. 

The sustainable growth equation is expressed as follows: 

𝐺 =
[𝑁𝐼/𝑆𝑜(1+𝐷/𝐸)(1−𝑏%)]

[(𝐶𝐸+𝑊𝐶)/𝑆𝑜−𝑁𝐼/𝑆𝑜(1+𝐷/𝐸)(1−𝑏%)]
                                                  (2) 

Among them, 𝑁𝐼/𝑆𝑜——Net profit main business income; 

(𝐶𝐸 +𝑊𝐶)/𝑆𝑜——Net cash flow from current investment activities/main business income; 

𝑏%——Dividend payment rate; 
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𝐷/𝐸——Liable shareholders' equity. 

This model takes cash inflow and outflow as the starting point to study the financial sustainable 
growth rate, and combines the operating results of enterprises with net cash inflow, which is 
simple and easy to understand. Paying attention to cash flow will be more conducive to 
improving the quality of sustainable growth of enterprises. 

4. Countermeasures and suggestions on realizing sustainable financial 
growth of enterprises 

4.1. Enhance the ability of enterprises to make profits continuously 

Enterprises should strengthen cost accounting and cost management, strictly control various 
expenditures, and reduce and eliminate all kinds of waste. We should speed up asset turnover 
and reduce capital occupation. For example, we can take measures such as shortening the 
payback period of accounts receivable and speeding up inventory turnover to improve the 
turnover rate of total assets, so as to improve the sustainable growth rate of enterprises. 
Constantly improving the profitability of enterprises is an important source of maintaining the 
growth of their own capital. Only by improving the profitability can we provide a steady stream 
of endogenous capital for the development of enterprises and ensure the long-term sustainable 
growth of enterprises [8]. 

4.2. Financing arrangement 

On the one hand, it is necessary to rationally allocate the structure of assets and liabilities, 
gradually advance the accounts receivable period ahead of the accounts payable period by 
improving the matching degree of accounts receivable and accounts payable, and realize the 
balance of cash flow income and expenditure by continuously optimizing the allocation of 
assets and liabilities, maintain a stable stock of funds, and reduce liquidity risk. On the other 
hand, we should do a good job in financing planning and raise funds through multiple channels. 
Generally speaking, the endogenous retained earnings are the best and lowest source of funds 
for enterprises to raise funds. In the case of insufficient funds, the cash stock of enterprises can 
be increased by means of less or no dividend to meet the development needs of enterprises. 

4.3. Improve solvency 

Enterprises depend on funds for survival, and only when funds are sufficient can enterprises 
operate normally. These funds to maintain the normal operation of enterprises are composed 
of the rights and liabilities of capital holders. Although the interest paid by an enterprise's debt 
can offset part of the income tax, the debt is not the better. On the contrary, if an enterprise has 
too much debt, it must attach a certain amount of principal while repaying the interest. Once 
the enterprise has insufficient capital flow, it will not only fail to maintain normal production 
activities, but also cause a debt crisis due to the inability to repay the debt normally, and 
creditors will lose confidence in the enterprise, which will probably cause the enterprise to 
eventually go bankrupt. 

5. Summary 

Financial sustainable growth is a kind of growth coordinated with the business performance 
and financial policy of enterprises, which aims to keep the dynamic balance between financial 
ability and business growth. Its essence is a new financial planning and forecasting tool with 
high-quality development as its internal appeal. Taking into account the factors such as 
business strength, risk preference and financial ability, we make a scientific and reasonable 
diagnosis and planning for the development speed, and dynamically balance the possible 
growth differences. We must solve the problem of capital demand caused by the rapid growth 
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of enterprises, and choose the appropriate financing method to meet the needs of enterprises 
for capital, which inevitably involves the financing decision-making of enterprises. Only by 
making appropriate financing decisions and choosing reasonable financing structure can 
enterprises maintain sustainable financial growth. 
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