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STRATEGIC MANAGEMENT OF GROWTH IN
MANUFACTURING COMPANIES IN SUB-SAHARAN AFRICA:
A CASE STUDY OF NIGERIA

Abstract

Our paper aims at assessing strategic managemegtavfth in manufacturing compani@s
sub-saharanAfrica with special reference to Dangote group ofmpanies in Nigeria between
2008-2012. The general objective of the studyp imvestigate the determinants/components of
sustainable growth. R measuredhs the proportion of the variation in the dependeatiable
(GRO) that was explained by variations in the iretegent variables (ROA, CST, TAT, DPR and
CFR).We carried out correlation analysis to show theatiginship among the variables as well
as regression analysis to show the impact/cause effett of independent variables; ROA,
CST,TAT, DPR and CFR on GRO. The result showedlfaincrease in ROA and CFR is
expected to lead to 67.1 % and 18.5% in GRO resdgt In addition, 1% increase in CST,
TAT and DPR led to 1%, 2.3% and 58.1% in GRO rdsgdyg. The result of the correlation
showed that null hypotheses 1, 4 and 5 were rajectdle hypotheses 2 and 3 were accepted.
The overall significance of the model was assebgdtie ANOVA . The result indicated that the
model is significant as shown in the value of Rseabf 30.684 and a P-value of .000 which is
less than 0.05. The effect of the growth compor@migrowth was assessed through regression
analysis. The result showed that there was posi@lationship between GRO and ROA and
CFR. Similarly, there were inverse relationshipvbetn GRO and CST, TAT and DPR. It was
concluded that the overall sustainable growth isharced if ‘target variables’ are well
managed.

Key words: sustainable growth, profitability, dieldd payout , target variables strategic
management.

Introduction

In simple terms and with particular reference tauainess, sustainable growth is the realistically
attainable growth that a company could maintairheut running into problemgAkintoye,
2010).1f a company is growing too quickly, it might findtoo difficult if not impossible to fund

the growth. Similarly, a business that grows ta@w$y or not at all may stagnate. Consequently,
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a sustainable growth rate is the maximum growth tlaét a company can sustain without having
to increase financial leverage. Sustainable gromtidels assume that the business wants to
maintain a target capital structure without iss@ant new equity, maintain a target dividend
payment ratio and increase sales as rapidly asaheokditions allowAkintoye, 2008).

From the foregoing sustainable growth is aptly meie to as how fast a firm can grow while at
the same time striking a balance between its seuacel uses of funds. It states how much
growth a company can achieve with its current profargin, asset efficiency, retained earnings
and leverage. In other words sustainable growtkthésrate of growth that is most realistic
estimate of the growth in a company’s earnings withassumption that the company maintains
its capital structureAkintoye, 2008).

Creation of sustainable growth is pre-occupatiosméll business owners as well as that of big
corporate executives. Evidently, achieving thislgeanot an easy task, in the face of rapidly
changing political, economic, competitive and coneu trend. Each of these tendencies
presents unparalleled difficult tasks to businessdérs looking for the ways of maintaining
sustainable growth. Customer expectations have gethrconsiderably over the last few
generations. Similarly, competition is keen in mheaall industries, which have seen
unprecedented breakdowns in the barriers that filyreeparated them.

The sustainable growth model highlights conflictaoag a firm’s competing objectives. A
higher asset turnover ratio (greater asset effoagiemeans a higher sustainable growth rate. A
lower dividend payout ratio means higher growthywadl as a higher profit margin. A higher
leverage ratio (assets to equity) also means ahigstainable growth rate. If a firm decides to
grow at a rate above its sustainable rate, the firay have higher debt (the firm borrows to
increase its assets to equity ratio) more retainiegs (the firm lowers its dividend payout ratio),
a higher profit margin (the firm cut costs), or Eavassets (the firm makes more efficient use of
its assets. The opposite is the case if a firmd#scto grow at a rate below its sustainable rate.
The sustainable growth rate is a measure that fuses for different purposes, such as to
evaluate the credit worthiness of companies. Ifatteal growth rate in the sales of a company is
greater than the sustainable growth model rat@an@ial institutions are prepared to advance
loans to the company or to assist in the issudalffes in order to provide the capital needed. If

on the other hand actual growth rate of sales msistently lower than the sustainable growth
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rate, the cumulative cash surpluses would neeck tmested and the financial institution may

offer investment products to the company.

The main thrust of this paper is to find out redlaship between strategic management tools and

sustainable growth.This is specifically tested examining the extentrelationship between

sustainable growth and profitability, finding obietrelationship between sustainable growth and

capital structure, investigate relationship betwemmporate growth and asset utilization,

determining the relationship between sustainalevtir and cash generated from operation and

finally assess the relationship between sustairgioth and dividend payout.

Research Hypotheses

To provide answers to the above research questibedpllowing are the research hypotheses

formulated in null form:

Hol: There is no significant relationship betweerntaungble growth rate and profitability.

Ho2: There is no significant relationship betweertangble growth rate and capital structure.

Ho3: There is no significant relationship betweertanable growth rate and asset utilization.

Ho4: There is no significant relationship betweenansble growth rate and dividend payout.

Ho5: There is no significant relationship betweentaunsble growth rate and cash generated
from operation.

Conceptualization of variables

Sustainable growth is a function of profitabilityapital structure, assets utilization, dividend

payout and cash generated from operation. Thisaakhip is shown below:

Y=£(X)

Where:

Y= Sustainable growth rate measured as a produtieafeturn on equity and earnings retention

(GRO).

X=f (X1, X2, X3, X4, Xs5)

x1= Profitability measured as return on capital enpptb(ROA) = EBT/ASSETS (PRO).

Xp,=Capital structure measured as Debt/Equity(CST).

X3= Assets Utilization measured as Sales/Total ALF&3I).

X4 = Dividend payout measured as Dividend paid/Egsewvailable to equity holders(DPR)

xs= Cash generated from operation measured as Funsdlaged from operation/ Total Sources

of fund (CFR).
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The relation is as follows

Y=Bo+B1X1+PaXo+PaXa+PaXstPeXste

where:

Bo is theintercept of the model. It is the level of sustaileagrowth the companies can  sustain
when profitability, capital structure, assets mtition, dividend payout ratio and cash generated
from operation are considered irrelevang; (i = 1, 2,3, 4, 5,) are the coefficients of the
respective components of sustainable growth bygdnepaniese is the  stochastic variable
introduced into the model to accommodate the anfaes of other variables that may
shape sustainable growth rate of the companiewhigh are not explicitly included in the
model.

Empirical Evidence

Conceptual frame work

The concept of sustainable growth model that was kmewn is that of the Boston Consulting
Group (BCG Model) (Zakon, 1986). This was followlegl Higgins1977. He demonstrated that
the financial policies of many companies might beaiance with their growth objective. Other
authors like Van Horne (1998), Ross et al (2008) idasrollah (2011) contributed to concept of
sustainable growth.

The sustainable growth of any company is determibgdhe following factors: (1) profit
margin, (2) asset utilization, (3) financial polid#) dividend policy (Nasrollal et al.,2011, Ross
et al.,1993 and De Wet,2004). Another importantdias cash generated from operation.

Theoretical frame work

Sustainable growth model rate

Over the years, a number of authors had developeteis on sustainable growth. These models
can be grouped into two areas: traditional (defity) determined and cash flow- determined
models. The traditional growth rate model use tlbtdequity or debt: total assets (as
determined in the balance sheet). The grow rateapfital intensive companies are best
determined with traditional model (Nasrollah, ZaBr&ahra, 2011 in Chen, Gupta, Lee & Lee,

2011)

Five models have been described in this study dowpto the dates the model was developed:
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Zakon Model

A well known model is that of the Boston Consult@goup’s Model (BCG)
SG=[D/E.(R-i).p]+R.p

Where: SG=sustainable growth rate; D/E=debt/equatio; R = ROA; i = interest rate (1-
taxation rate); and P =retention ratio.

The above sustainable growth is based on the asgumygf additional debt but no additional
equity issues (Hamman,1996).

Higgen’s Model

SGR=(P)(1-R)(1+L)/A-(P)(1-R)(1+L)

Where: P=Profit margin on Sales After Taxes; R=B@rof Profit Returned to Owners; L=Debt
to Equity Ratio

SGR=b(NP/S)(1+D/Eq)/(A/S)-b(NP/S)(1+D/EQ)

Where: A/S =rate of total assets and sales; NPASaroét rate; b=retained profit;

D/Eqg= ratio of debt and equity; and S=sales inrdoent year (Huang, Liu, 2009).

Van Horne’s Model

Van Horne (1998) defined sustainable growth ratthasmaximum annual percentage increase
in sales that can be achieved based on targettomgrdebt and dividend-payout ratios. Going
by this definition, a company can determine if thaiojected sales are a realistic goal. This

model developed by Van Horne is the quantitativecdptive of the sustainable growth rate
which is the variance of the sales income, i.e. 8)@%‘1

SGR=b(NP/S)(1+D/Eq)/(A/S)-b(NP/S)(1+D/EQ).

Where profits, A/S is the rate of the total assetd the sales, NP/S is the net profit rate, hest
retained profits (1-b) the dividend ratio, D/Ecthe ratio of the debt and equity, S is the sales in
the recent year, arbis absolute variance of
the sales in the recent year ( Huang, Liu, 2009)

Ross,Westerfield and Jordan Model

The following formula to calculate sustainable gtiowate was developed on the assumption that
the firm is operating at full capacity, balanceethiiems and net profit margin change over time
proportionally with change in sales and variabddility is not a source of internal financing and,
and at the same time, it is not a part of debt.

SGR=ROExh100
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1-ROExb
Where: SGR= Sustainable growth rate; ROE= ReturBquity; and b= Retention ratio.
This formula adopted the Percentage of Sales Apgbrd®OSA). Another problem of this
version of sustainable growth rate formulationhattif the effect of Debt/Equity ratio is to be
examined return on equity (ROE) will have to becakdted with new set of data.
Simple growth model
The simple model for calculation of sustainablengtois:
g= ROExRR
Where
g=Sustainable growth rate;
ROE=Return on Equity; and
RR= Retention Rate
Sustainable growth can be associated with fundaahéattors of the corporate performance
and financial condition using the Du Pont break doim the Du Pont analysis of the return on
equity, it is discovered that return on equityhis product of the net profit margin, the total &sse
turnover and equity multiplier.
Robert (2011), addresses the nature and magnifuelears generated in calculating sustainable
and internal growth rates by mismatching returrassets (ROA) or return on equity (ROE) with
a model dependent upon the method used to calaetaten on assets or return on equity. In the
study conducted by Nasrollah, Zahra and Zahra (RGlktainable growth rate and firm
performance: evidence from Iran Stock Exchangesthdy revealed that the deviation of actual
growth rate from sustainable growth rate is hawiekgtionship with return on asset, price to
book ratio and liquidity ratio. A comparative argly of sustainable growth pattern was
conducted by Guoli and Shujum. In this study foxiseng sustainable growth models were
compared. The study revealed the advantages ari@tlons of the four existing sustainable
growth models in logic and practice respectively.the same vien,Fonseka, Constantino and
Gao-liang (2012) carried out a study to analyzethérethere is a significant difference among
widely used Higgins model and affected by variagionthe Van Horne model and whether these
two competing sustainable growth models estimaterdences in ways that are systematically
related to variations in common financial chardstms. It was discovered that Higgin's

sustainable growth rate when it was used as camigand dichotomous variables is more
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affected by variations in financial characteristiban Van Horne’s model. The study therefore
confirmed that Higgins and Van Horne’s models aralitatively and approximately the same in
relation to most common financial characteristita irm. Firer concluded that the concept of a
sustainable growth rate addresses the strategicalpprtant question of whether or not the
firm’s proposed plans can be funded within its #xgsfinancial parameters.

Clark, Clark and Verzilli (1985), Platt, Platt althen (1995) used different models without
adequate explanations as to why and obtaining #&meesresult. Ashta (2008) conducted a
comparative analysis of two growth models whichivst from Higgin's (1997; 1981) model.
The conclusion was that sustainable growth rate elsodork consistently and there is no
significant difference. However, he used a simpld Hictitious classroom kind of illustration”
and his figures were also hypothetical. Hence, @&ynbe inadequate for broad scientific
explanations. Firer (1995) offered a brief discassbn various sustainable growth rate models
that existed in the literature. In his study, hiethhowever, to explain any difference among the
models and when and where managers can apply thedels for the computation of a firm’s
sustainable growth model.

Methodology

Van Horne (2007) and Pickett (2008) pointed out taaiables used in a sustainable growth rate
model (SGR) are called “target variables” which amnsidered as accounting ratios. The
calculated SGR therefore provides snapshot of gpaanis financial situation. Target ratios are
industry specific and more care was taken not topare the SGR of firms in different industry.
From the foregoing, industry in the consumer gowdh companies belonging to Dangote
companies under this sector was selected for tihy/s

The data utilized in this study is secondary estéd from the financial statements of the
selected companies (Owolabi and Obida (2012); Gew@ad Alayemi (2013); Alayemi (2013).
The methodical reasons for using secondary datasafellows: Secondary data, if reliable and
accurate, provides opportunity for replication. Taeilability of data over time enables the
researcher to employ longitudinal research desilgnsiproves measurement by expanding the
scope of independent variables employed in the abip@alization of concepts. Finally,
secondary data can be used for triangulation,ithaicreasing the validity of research findings
obtained with primary data (Frankfort-Nachmias &lathimias,2009). On economic reason, it is

cheaper to use existing data rather than to calleet data.
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Data Analysis

Correlation Analysis

Prior to regression analysis, it is important tedhthe correlation between different variables
on which the analysis was built. Correlation expdanow two variables react to each other. For
the purpose of this study, Pearson Correlation Munaas used. From table 1, it showed that
GRO has positive relationship with ROA at 5% sigaift level and CST but negative
relationship with TAT, DPR and CFR at 5% significével respectively.

The overall correlation results implied that thél ilypotheses 1, 4 and 5 were rejected as there
is existence of significant relationship betweestauable growth and profitability, dividend
payout ratio and cash generated from operationgvilypotheses 2 and 3 were accepted.

The absolute value of the correlation result ingédbis low with the highest value of 0.403 thus
showed absence of multi-collinearity among variabls values exceeding 0.80 are considered

as indicator of multi-collinearity.

Table 1 Pearson Correlation Moment

GRO ROA CST TAT DPR CFR
GRO Pearson correlationl
Sig. (2-tailed)
ROA Pearson correlation .376* 1
Sig. (Zailed .000
CST Pearson correlation191 .064 1
Sig. (2-tailed) |.420 .789
TAT Pearson correlation-.386 -.240 -.355 1
Sig. (2-tailed) |.093 .309 011
DPR Pearson correlation-.409 -277 |-300 |.349 1
Sig. (2-tailed) | .004 237 .198 .047
CFR Pearson correlatioh-.486 -.423 .060 403 .200 1
Sig. (2-tailed) |.030 .063 .802 .708 .025

**correlation is significant at the 0.01 level (2ad)
*correlation is significant at the 0.05 level (2i¢a)

Regression Analysis

A major weakness of Pearson Correlation is that tteenot allow identification of causes from
consequences. Therefore, to overcome this weakregggssion analysis was employed to
investigate the impact of ROA, CST, TAT, DPR andRCBn GRO. The results were as



245 presented below in table 2 and 3 and 4 is the medelmary. The model was recalled for
246  emphasis: YBot+P1X1+P2Xo+PBaXsHPaXatPsXste.

247  The regression results were shown in table 2, 44afddble 2 in the Model summary. R-square
248 measured the proportion of the variation in theethelent variable (GRO) that was explained by
249  variations in the independent variables (ROA, CBAT, DPR and CFR). In this study, 96.6%
250 of the variation (and not the variance) was exgdiwhile 7.4% was unexplained. Adjusted R-
251 square measured the proportion of the variancehén dependent variable (GRO) that was
252  explained by variations in the independent variglfROA, CST, TAT, DPR and CFR). In this
253 case it was revealed that 88.7% of the variance exptained while 21.3% was unexplained.
254  Durbin-Watson test was used to find out whethernot there was autocorrelation in the
255  residuals. The values of Durbin- Watson have areuppit of four and lower limit of zero. If
256 the value is equal to two, then there is no autetation. In this case the value of Durbin-
257  Watson was 2.084 which showed that there was no e@utrelation in the residuals (Kohler,
258  1994).

259  The overall significance of the model was assebsetthe value in the ANOVA table shown in
260 table 3. The result indicated that the model isifigant as shown in the value of F-value of
261  30.684 and a P-value of .000 which is less thak.0.0

Table 2: Model Summary’

Model] R |R Squarq Adjusted R Std. Error of the Durbin-Watson
Square Estimate

1 957 916 .887 .12209 2.084

a. Predictors: (Constant), CFR, CST, ROA, DPR, TAT
b. Dependent Variable: GRO

Table 3: ANOVA?

Model Sum ofl df Mean Square| F Sig.
Squares

Regression [2.287 5 A57 30.684 |.00Q

Residual .209 14 .015

Total 2.495 19

262
a. Dependent Variable: GRO
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b. Predictors: (Constant), CFR, CST, RORR, TAT

The Standardized Beta Coefficients of the varialdleswn in table 4 indicated that all the
predictor variables made contributions to the temmin the dependent variable, however, at
varying degree. This is shown in the result ofrtialel below:
GRO=-.217 +.671ROA - .001CST - .023TAT - .581DPRS85CFR *
The result as shown above indicated that in theradgsof profitability, no capital injected into
the company, assets are not utilized, no cash #ad no dividend is paid, there would be
negative growth, that is no growth which appealsaimmon sense.
There is positive effect of profitability (ROANagrowth which is significant. This means that
as profitability increases there will be increasegiowth, all other things being equal. There is
inverse relationship between GRO and CST although mot significant. This means that the
manner and the way a company is financed has effethe growth of the company. There is
negative relationship between GRO and TAT whicimas significant. The implication is that
assets utilization has bearing on the growth oftttrapany. If the assets are utilized judiciously,
the better for the company, this eventually willnasinate into growth of the company. Similarly,
there is inverse relationship between GRO and DRPiRIwis significant while in the case of
GRO and CFR there is positive relationship whichassignificant.

Table 4: Coefficients

[Model Unstandardized Standardizec t Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) -.2171 118 1.83¢ .088
ROA 671 .074 781 9.107% .00(
1 CST -.001 .108 -.001 -.01( .997
TAT -.023 .056 -.044 -.414 .685
DPR -.581 137 -409  -4.241 .001
CFR .185 .28/ .065 .65] 526

Source: Researchers’ Computation

Hypotheses Testing

The information in table 4 above was used to testiypotheses formulated above.
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Table 5: Hypotheses Testing

Model Coefficient | t-statistics | Sig. Level HypothsgeDecision
ROA 671 9.107 .000 iz ! Do not reject
CST -.001 -.010 .992 da Do not accept
TAT -.023 -414 .685 58 Do not accept
DPR -.581 -4.245 .001 A Do not reject
CFR .185 .651 526 49 Do not accept

Source: Table 4
The result of the hypotheses disclosed that hygathk and 2 were accepted. This means that

there is significant relationship between GRO ardAR and DPR. Furthermore, the result
showed that there is no significant relationshifwleen GRO and CST, TAT and CFR.
Conclusion and recommendation
The cardinality of strategic growth management oafe over emphasized. This is because the
research work showed that the overall sustainatdeity in Dangote companies is enhanced if
‘target variables’ that is profitability, capitalrscture, total asset turnover, dividend payout an
cash flow are well managed.. The result of theythowed that there is significant relationship
between sustainable growth and profitability in drad and significant relationship between
sustainable growth and dividend payout on the oltzgrd. In addition the study showed that
there is no significant relationship between sustiaie growth and capital structure, total asset
turnover and cash flow. Sustainable growth ratepsactically applicable concept in the modern
financial management context which can be usedsasgegic planning and controlling tool of a
firm. Therefore, there is need for management tmigate strategy on policies to be pursued as
it affects all the variables that are connectecbie way or the other with growth vis- a- vis
profitability, capital structure, asst utilizatiodividend policy and management of cash flow.
Further research should be conducted taking intsideration more financial ratios and can as
well be directed towards other industry in the Nige Stock Exchange.
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