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Uncertainty of business environment and enterprise innovation:

a perspective of dual uncertainty in macroeconomy and local policy

BIAN Zhigiang' TANG Songlin' GUO Jianfeng”
(1. Economic School Shandong Technology and Business University Yantai 264005 China;

2. Institutes of Science and Development Chinese Academy of Sciences Beijing 100190 China)

Abstract: There is still a significant debate about whether uncertainty in the business environment “promotes” or
“inhibits” enterprise innovation. In this paper the uncertainty faced by enterprises in their business environment is divided into
macroeconomic uncertainty and local policy uncertainty. Based on the data of Chinese listed companies from 2000 to 2018  this
paper analyzes the influence of these two types of uncertainty on enterprise innovation. The results show that macroeconomic
uncertainty positively affects enterprise innovation and the growth option effect plays a leading role. The channel of action
results from the fluctuation of business performance and the decline in the rate of return on investments caused by the
uncertainty of market prospects forcing enterprises to pursue self-improvement and development through technological
innovation. Local policy uncertainty negatively affects enterprise innovation and the real option effect plays a leading role. The
causal channel follows from the reduction of government subsidies and credit incentives triggered by local policy uncertainty
forcing enterprises to reduce innovation activity. By analyzing the differences in innovation decisions among heterogeneous
enterprises we verify the dominant mechanisms for the influence of two kinds of uncertainty on innovation. The conclusions
have policy relevance. Macroeconomic uncertainty presents enterprises with challenges and opportunities and technological
innovation is key to coping with global trade friction the COVIDH9 pneumonia pandemic and other uncertainties. It is
critical to accelerate the construction of service-oriented government and create a supportive business environment and to
address the “uncertainty” of the macroeconomic environment by ensuring the “certainty” of local policy.

Key words: macroeconomic uncertainty; local policy uncertainty; enterprise innovation; real option effect; growth

option effect



