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ABSTRACT
This paper investigates the relationship between business strategy
and sustainability of Chinese SMEs and how the environmental
uncertainty may affect this relationship. It analyses the impact of
active and passive business strategies on firms’ sustainability and
tests the potential moderating role of economic policy uncer-
tainty in this relationship. The empirical analysis is performed by
employing fixed-effect and GMM estimations on data collected
from 937 Chinese A-share non-financial companies listed on the
Shanghai and Shenzhen stock exchanges from 2010 to 2021. The
results show that the high-risk active business strategy of innov-
ation and new market development is associated with greater
business sustainability, and this relationship is stronger for SMEs
than for non-SMEs in China. Moreover, higher economic policy
uncertainty strengthens the positive relationship between active
business strategy and firm sustainability, implying that in periods
of higher environmental uncertainty firms which pursue active
business strategy achieve greater business sustainability. These
findings are useful for devising business strategy and can assist in
formulating policy initiatives seeking to ensure sustainable devel-
opment of SMEs in China.
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1. Introduction

Small and medium-sized enterprises (SMEs) are the backbone of most economies
worldwide (Ren et al., 2015) and their sustainability is vital for employment generation
and economic growth (Casado-Belmonte et al., 2020). In China, which is world’s
second-largest economy and most typical representative of the developing countries,
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SMEs account for more than 50% of GDP (Sham & Pang, 2014) and they lead in job
creation. Guiding SMEs’ healthy and sustainable growth is critical to increase eco-
nomic, social, and environmental capital, leading to higher overall competitiveness
(Schwab et al., 2017). The sustainable growth of an enterprise is affected by efficacy of
its strategic decisions as well as how well it responds to challenges posed by external
environment. The appropriateness of enterprise’s business strategy is critical for sus-
tainable growth, especially for SMEs considering the scarcity and limitations of their
organizational resources (Gonz�alez-D�ıaz et al., 2021; Islam et al., 2020).

SMEs need to optimally utilize their existing resources and pursue appropriate
business strategies to strengthen their competitiveness and to ensure sustainability
(Wijethilake, 2017). Lack of strategic planning is associated with short life in Chinese
SMEs (Zhang, 2021). While appropriate business strategy is critical for sustainability
(Gali et al., 2020) the choice of business strategy can be related to firms’ risk-bearing
capacity (Miles et al., 1978). Firms pursuing high-risk (active) strategy of innovation
actively seek to develop new products and markets and actively pursue new potential
investment opportunities leading to stable development (Akbar et al., 2017). Zhang
(2021) finds that increasing R&D reduces the fixed asset ratio, improving the com-
pany’s overall financial sustainability. On the other hand, too, firms’ pursuance of
low risk (passive) business strategy, such as hiring more skilled employees to reduce
performance risk and increase operational efficiencies, can contribute to their com-
petitiveness and future stable growth.

Moreover, the efficacy of business strategy would be affected by the challenges
posed by the external environment, such as economic policy uncertainty (EPU here-
after) and economic or political shocks, having adverse ramifications for firms’
growth (Fabu�s et al., 2021; Panousi & Papanikolaou, 2012). Higher environmental
uncertainty can restrict firms’ funding channels and hinder their economic activity
and investment decisions (Baker et al., 2016; Davig & Foerster, 2019), thus diminish-
ing the efficacy of business strategy for business sustainability. This study investigates
how the business strategy may affect the sustainability of firms, particularly SMEs in
China, and whether higher environment uncertainty reduces the efficacy of business
strategy for firms’ sustainability. The extant literature lacks, as per authors’ know-
ledge, such a study, particularly in the context of Chinese SMEs, and there is need to
understand, especially from policy perspective, how Chinese SMEs’ strategy choices
pan out for their sustainable growth when they face high uncertainty in their external
environment.

This study finds that pursuing active business strategy (of innovation and market
development) is associated with greater business sustainability, and this relationship
is stronger for SMEs than for non-SMEs in China. And, in periods of higher eco-
nomic policy uncertainty, the firms pursuing active business strategy are associated
with greater sustainability than the firms pursuing passive business strategy.
Moreover, higher economic policy uncertainty strengthens the positive relationship
between active business strategy and firm sustainability, implying that in periods of
higher environmental uncertainty firms which pursue active business strategy
achieve greater business sustainability. The findings of this study contribute to
fledgling literature on business strategy and environmental uncertainty in multiple
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ways. Firstly, it offers guidance for corporations in devising effective business strat-
egy and it underscores the importance of business strategy in navigating environ-
mental uncertainties. Secondly, it establishes that active business strategy is more
conducive for SMEs’ sustainability in the face of higher external environment
uncertainties in China. Thirdly, the findings of this study may guide in devising
appropriate governmental policy initiatives seeking to ensure sustainable develop-
ment of SMEs in China.

The rest of the paper is structured as follows: Section 2 reviews relevant literature
and develop testable hypothesis. Section 3 delineates the research design of the study.
Section 4 contains results and analysis. And section 5 concludes this study.

2. Literature review and hypothesis development

2.1. Corporate business strategy and sustainability

The corporate business strategy provides the direction and goal for the enterprise’s
future development and is an essential basis for enterprises to pursue stable growth
(Parnell et al., 2015). Successful strategic behavior fortifies corporate competitiveness
and financial performance (Kumar et al., 2012), and helps enterprises to adapt to the
environment and deal with foreseeable difficulties. In pursuing sustainable growth
firms may differ in their strategic risk tolerance. Firms with higher strategic risk toler-
ance pursue high-risk strategies of innovation and market expansion to get sustain-
able competitive advantage (Liu & Atuahene-Gima, 2018). A firm’s competitive
advantage, as per resource-based theory, can be associated with internal resources.
However, acquiring new and inimitable resources can provide firms with a strategic
edge in long-term development (Barney et al., 2021). By increasing investment in
innovation and expanding into new markets firms try to enhance their performance
and pursue sustainable growth (Akbar et al., 2017; Wijethilake, 2017). In contrast,
enterprises with low strategic risk tolerance adopt low-risk strategies (Linton & Kask,
2017) and are more motivated to take advantage of the current product market and
pay attention to services and efficiency to put themselves in an advantageous position
(Bentley et al., 2013).

SMEs’ strategic risk tolerance and innovation performance has recently been
focused in China (Zheng et al., 2021). The high-risk strategic behavior, as manifested
through higher R&D expenditure and market expansion, is conducive to improving
market share and stable development of enterprises (Jankelov�a & Joniakov�a, 2022). In
contrast, the strategic behavior of risk avoidance, such as by increasing the proportion
of highly skilled employees, can help enterprises reduce overall performance risks by
reducing human error, thus enhancing the efficiency of enterprise operations and
becoming the power source of sustainable development (Bilan et al., 2020). Hence,
we hypothesize that:

H1a: High-risk (active) business strategy is positively associated with the sustainability of
Chinese firms.

H1b: Low-risk (passive) business strategy is positively associated with the sustainability
of Chinese firms.
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2.2. Environmental uncertainty, corporate business strategy, and sustainability

In an uncertain economic environment, the sustainable development of enterprises may
waver due to increased probability of conflict in managerial outlook (Kaplan, 2008).
Furthermore, economic policy uncertainty (EPU) increases firms financial & oper-
ational risks (Gilchrist et al., 2014) and the cost of financing (Bradley et al., 2016).
According to the real-option theory, when the investment is irreversible, the uncer-
tainty of economic policy increases the value and attractiveness of the firm’s option to
wait, forcing firms to halt or reduce investments (Hambrick, 1983). Therefore, it is
important to consider how the interaction of environmental uncertainty and corporate
strategy affects enterprise sustainability. An increase in uncertainty resulting from eco-
nomic or political shocks can have a direct impact on the long-term growth and sus-
tainability of businesses (Panousi & Papanikolaou, 2012) by raising the danger of
strategy failures (Ahsan et al., 2021). Baker et al. (2016) and Xu et al. (2021) show that
a higher economic policy uncertainty leads to a fall in the enterprise economy.

China is a rapidly evolving economy characterized with frequent adaptations of eco-
nomic policies to the changing environment and governmental priorities (Guo et al.,
2020). Mirza and Ahsan (2020) show that environmental uncertainty makes Chinese
enterprises more worried about future profitability, leading them to reduce risk-taking
and increase precautionary cash holdings. In conformity with real options theory, we rea-
son that as the economy becomes more uncertain the companies which initially pursued
high-risk expansion plans may be inclined to cut back on investment and hence weaken-
ing the linkage between business strategy and sustainability. Thus we hypothesize that

H2: Environmental uncertainty reduces the impact of corporate business strategy on
firm sustainability.

H2a: Environmental uncertainty reduces the impact of high-risk (active) business
strategy on firm sustainability.

H2b: Environmental uncertainty reduces the impact of low-risk (passive) business
strategy on firm sustainability.

2.3. Environmental uncertainty, corporate business strategy and sustainability
in SMEs versus Non-SMEs

The fundamental difference between SMEs and non-SMEs lies in resources (Gerlach-
Kristen et al., 2013). Resource-based theory illustrates that organizational resource dif-
ferences are an important factor affecting strategy and performance (Yuchen &
Fangjie, 2019). Wenzel et al. (2020) find that management teams of SMEs with an
entrepreneurial spirit, risk-taking, and innovation willingness are more likely to for-
mulate tactical strategies to improve performance. The corporate risk-taking is though
often considered a strategic goal in many firms, Gilmore et al. (2004) suggest that
some SMEs leaders think differently and view behaviors such as investing in R&D
and expanding markets as a risk rather than a strategic goal. For such small and
medium-sized enterprises, although they do not actively research and develop the
market, they can save resources in the value creation activities vital to the organiza-
tion’s survival through cost control and other means (Rosenbusch et al., 2011).
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However, SMEs usually have greater flexibility and quickly respond to external
shocks due to their relatively smart decision-making structures and they better opti-
mize existing resources within the company, alleviating the challenges brought by
environmental uncertainty (Gali et al., 2020). In contrast, large companies usually
have more complex organizational structures, greater inertia, and have a specific deci-
sion lag. They may be slower in adapting newer technologies and methods and they
may suffer from the adverse ramifications of external shocks for relatively longer peri-
ods (Aguilar-Fern�andez & Otegi-Olaso, 2018).

Moreover, when facing external environmental shocks, SMEs that implement low-
risk strategies deliberately slow down the implementation speed due to limited
resources. Their primary purpose is to overcome temporary difficulties to sustain
long-term development (Cardoza et al., 2015). In contrast, large enterprises can rely
on attracting institutional attention to obtain government privileges, particularly in
China, when the external environment is challenging their sustainable development.
Because they often exhibit the unique characteristic of being "too big to fail" (Narooz
& Child, 2017). Hence, we hypothesize that.

H3: Business strategy has stronger effects on sustainability for SME’s than for non-SMEs.

H4: Environmental uncertainty weakens the impact of corporate business strategy on
firm sustainability more for Chinese SMEs than for non-SMEs.

3. Research design

3.1. Data and sample selection

This paper uses data from 937 Chinese non-financial companies listed on the
Shanghai and Shenzhen stock exchanges between 2010 and 2021. The required finan-
cial data is sourced from the China Securities Market and Accounting Research
(CSMAR) database. Firms marked as ST (special treatment), �ST (special treatment
with delisting risk), and PT (particular transfer) are excluded from the sample. The
small and medium-sized enterprises (SMEs) are organizations with a code beginning
with "3" on the GEM (Growth Enterprise Market) board. Corporate strategy is quan-
tified using the Bentley et al. (2013) discrete strategy comprehensive measurement
model, a comprehensive index constructed utilizing six index scales, as shown in
Table 1. This paper adopts the comprehensive index of sustainable growth used by
Ahsan et al. (2021) and others to assess an enterprise’s capacity for sustainable
growth (see Table 2). And following Baker et al. (2016) and Mirza and Ahsan (2020)
this study uses Economic Policy Uncertainty (EPU) as a proxy for environmental
uncertainty and its standardized index is taken from www.policyuncertainty.com.

3.2. Measurement of variables

3.2.1. Firm’s sustainable growth
Following Ahsan et al. (2022), this study develops a measure of company’s capacity
for sustainable growth by employing factor analysis. Nine financial indicators across
four dimensions, i.e., profitability, operating capacity, solvency, and solvency, are
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synthesized using factor analysis (see Table 2 for details). The higher value of thus
generated factor indicates the greater capacity for sustainable growth. Kaiser–Meyer–
Olkin (KMO) and Bartlett tests are used to confirm the suitability of individual varia-
bles for factor analysis.

3.2.2. Measuring corporate strategy
Corporate business strategy is measured using the discrete strategy comprehensive
index developed by Bentley et al. (2013). The values of six indicators (see Table 3)
are averaged over five years. Firms with index value above mean are categorized as
firms pursuing high-risk (active) business strategy whereas firms with index value
below mean are categorized as firms pursuing low-risk (passive) business strategy.
Businesses with active strategies are continually developing new products and
technology to identify new market opportunities and adapt to economic changes

Table 1. Variable definitions.
Variable type Variable name Variable code Variable description

Dependent
variable

Sustainable
Growth Rate

SUSTit Firm’s Sustainable Growth Evaluation Index. A firm’s
sustainable growth ability is measured by four
dimensions (profitability, operating capacity, solvency,
and development capacity) and nine financial indicators
(Specific segmentation indicators are shown in Table 2)

Independent
variable

Corporate Business
Strategy

STRAit Strategic Compound Measurements Index is calculated by
six indicators (See Table 3 for concrete indicators). Note:
Firms with above-average index value are considered
pursuing high-risk (active) strategies (ASit) and firms
with below-average index value are considered pursuing
low-risk (passive) strategies (PSit).

Moderating
variable

Economic Policy
Uncertainty

EPUt Economic policy uncertainty (EPU) index as employed by
BBaker et al. (2016) and MMirza and Ahsan (2020)
obtained from www.policyuncertainty.com.

Control
variables

Green Office GFit Funding for green projects/firms using green business
operations; take 1 if companies take the green office
practice, otherwise 0

Tobin’s Q TOBQit The average of Tobin’s Q of a firm
Size SIZEit The log of the total assets of a firm
Leverage LEVit Total liabilities divided by total assets of a firm
State Ownership SOEit Dummy variable assuming value 1 for state owned firms

and 0 otherwise.
Number of employees NUMOEMit Total number of employees of a firm

Source: CSMAR and www.policyuncertainty.com.

Table 2. Firm’s sustainable growth evaluation index.
Evaluation Indicator Measurement

Profitability Return on Assets Net income divided by total assets
Return on Equity Net profit divided by net asset

Operating Capacity Total Asset Turnover Ratio of operating income to total assets
Accounts Receivable Turnover Ratio of revenue to accounts receivable

Solvency Current Ratio Current assets divided by current liabilities
Quick Ratio (Current assets - Inventory) divided by current liabilities
Cash Ratio Cash and cash equivalents divided by current liabilities

Development Ability Growth Rate of Total Asset (End-of-year total assets - total assets at the start of the
period) / total assets at the start of the period

Growth Rate of Net Asset (End-of-year net assets - net assets at the start of the
period) / net assets at the start of the period

Source: CSMAR and www.policyuncertainty.com.
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(Liu & Atuahene-Gima, 2018). They are distinguished by their commitment to prod-
uct differentiation and rapid expansion (Monios & Bergqvist, 2017). These businesses
typically operate on a "high risk, high reward" basis. Companies with a passive strat-
egy minimize risks and do not actively pursue new products or market development
prospects (Linton & Kask, 2017). These firms are generally steady, and they are more
likely to maintain an established product market, owing to their organizational stabil-
ity (Monios & Bergqvist, 2017).

3.3. Econometric model

To examine the effect of business strategies on the sustainability of Chinese firms (i.e.,
to test hypotheses H1a and H1b) we estimate the following regression equation (1):

SUSTit ¼ b0 þ b1STRAit þ b2CONTit þ YRt þ li þ eit (1)

Where SUSTit denotes sustainability for the ith firm at time t, and STRAit denotes
business strategy for the ith firm at time t. CONTit denotes firm-specific control vari-
ables (see Table 1) for the ith firm at time t. YRt is the time fixed effects and li is
the firm fixed effects, eit accounts for the idiosyncratic effects.

Further, to investigate the moderating effects of economic policy uncertainty (EPU)
on the hypothesized relationship between business strategy and sustainability of
Chinese firms (i.e., to test hypotheses H2, H2a, and H2b) we estimate equation (2).

SUSTit ¼ b0 þ b1SUSTit�1 þ b2SUSTit�2 þ b3STRAit þ b4EPUt þ b5STRAit�EPUt

þ b6CONTit þ YRt þ li þ eit

(2)

Because current sustainability is likely not independent of past periods hence, we
incorporate two lags of sustainability in the equation (2) and employ GMM estima-
tions to account for endogeneity. EPUt is economic policy uncertainty at time t.
STRAit�EPUt is the interaction term between strategy and EPU, capturing the moder-
ating effects of EPU in the relationship between business strategy and sustainability.
Finally, to test hypotheses H3 and H4, this study categorizes the sample firms into
SMEs and non-SMEs and re-estimates equations (1) and (2) separately for each sub-
group.

Table 3. Strategic compound measurements index.
Indicator Description

1 The Tendency to Develop New Products R&D Investment / Operating Income
2 Productivity Operating Income / Number of Employees
3 Historical Growth Level Growth Rate of Operating Income
4 Marketing Efforts (Cost of SalesþManagement Fee) / Operating Income
5 Organizational Stability Rate of Employee Volatility
6 Intensity of Fixed Assets Net Fixed Assets / Total Assets

Source: CSMAR and www.policyuncertainty.com.
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4. Results and analysis

4.1. Descriptive statistics

Table 4 presents descriptive statistics for overall sample in panel A and the same for
subsamples of SMEs and non-SMEs are presented in panel B and panel C respect-
ively. Corporate sustainability (SUST) has maximum and minimum values of 631.593
and �607.767 respectively, with a standard deviation of 16.328. SUST exhibit suffi-
cient variation in overall as well as subsamples of SMEs and Non-SMEs. The average
value of STRA is 2.376, with standard deviation of 0.445. Its maximum value is 3.178
and, as the variable is logarithmically transformed, its minimum value is 0.
Greenoffice (GF) has an average value of 2.376, with 0 and 1 being the minimum
and maximum values respectively. Tobin’s Q (TOBQ) has mean value of 1.899 with a
standard deviation of 1.644. Leverage (LEV) has a mean value of 0.502 with min-
imum and maximum values 0.012 and 1.484 respectively. The median firm in our
sample has 4372 employees. The mean value of SOE is 0.22, implying that in about
22% of the observations the firms are owned by the state. The mean value of eco-
nomic policy uncertainty (EPU) is 205.077, with maximum and minimum values of
390.388 and 92.114, respectively, indicating that during our sample period the envir-
onmental uncertainty was high and there was sufficient fluctuation in the level of
uncertainty. The descriptive statistics for SMEs and non-SMEs also reveal sufficient
variation in variables. The average value of SUST is higher (5.797) for SMEs than
that in non-SMEs (4.391). SMEs on average have lower leverage (0.398) than that in
non-SMEs (0.531). And SMEs on average have higher value of Tobin’s Q (2.476)
than those in non-SMEs (1.834). SMEs outperform non-SMEs in green energy

Table 4. Descriptive statistics.
Panel A: Complete sample: No. of firms ¼ 937; No. of firm-year observations: 6424

SUST STRA GF TOBQ SIZE LEV SOE NUMOEM EPU

Mean 4.913 2.376 0.321 1.899 23.229 0.502 0.224 12847.100 205.077
STD. 16.328 0.445 0.467 1.644 1.407 0.197 0.417 32840.500 112.557
Median 4.352 2.441 0.000 1.463 23.098 0.515 0.000 4372.000 129.314
Min. �607.767 0.000 0.000 0.713 18.892 0.012 0.000 13.000 92.114
Max. 631.593 3.178 1.000 65.484 28.510 1.484 1.000 552810.000 390.388

Panel B: SMEs: No. of firms ¼ 274; No. of firm-year observations: 1337

SUST STRA GF TOBQ SIZE LEV SOE NUMOEM EPU

Mean 5.797 2.559 0.447 2.476 22.510 0.398 0.358 6579.055 234.502
STD. 8.739 0.398 0.497 1.544 1.098 0.183 0.480 16497.630 115.671
Median 4.508 2.639 0.000 2.015 22.440 0.390 0.000 2911.000 206.639
Min. �30.482 0.000 0.000 0.789 19.852 0.012 0.000 110.000 92.114
Max. 142.187 3.178 1.000 14.609 26.309 0.847 1.000 229154.000 390.388

Panel C: non-SMEs: No. of firms ¼ 171; No. of firm-year observations: 1306

SUST STRA GF TOBQ SIZE LEV SOE NUMOEM EPU

Mean 4.113 2.355 0.312 1.834 23.534 0.531 0.191 13197.050 192.729
STD. 23.856 0.460 0.463 2.418 1.290 0.207 0.394 18201.960 109.204
Median 4.391 2.398 0.000 1.368 23.439 0.562 0.000 5846.500 125.715
Min. �607.767 0.000 0.000 0.734 19.648 0.016 0.000 13.000 92.114
Max. 76.471 3.178 1.000 65.484 28.214 1.484 1.000 134897.000 390.388

Source: CSMAR and www.policyuncertainty.com.
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conservation and industrial return on investment. Non-SMEs have a larger scale
(SIZE) and more employees (NUMOEM) than SMEs. Finally, the EPU on average
has lower value (192.729) in subsample of non-SMEs than that for SMEs (234.502). It
implies that in subsample analysis more observations of non-SMEs belong to periods
of lower economic policy uncertainty.

4.2. Pairwise correlation matrix

Table 5 presents the pairwise Pearson correlation among variables. As expected, sustain-
ability (SUST) has significantly positive correlation with strategy (STRA). And SUST
has significantly negative correlation with economic policy uncertainty (EPU), indicat-
ing that external uncertainty adversely affects the business sustainability. Moreover,
SUST is significantly positively correlated with SIZE and significantly negatively corre-
lated with leverage (LEV). Interestingly, strategy (STRA) is not significantly correlated
with economic policy uncertainty. The maximum value of VIF is 1.11, suggesting that
all variables are suitable for regression estimation and face no risk of autocorrelation.

4.3. Regression analysis

4.3.1. Firm business strategy and sustainability
Table 6 presents the regression estimations of equation (1) for entire sample (in col-
umns 1 to 3) as well as for the subsamples of SMEs (in columns 4 to 6), and non-
SMEs (in columns 7 to 9). The business strategy, which is our primary independent
variable, is used in three forms. Firms having value of business strategy index (Baker
et al., 2016) above the mean value are categorized as having high-risk active business
strategy (AS) and firms having value of business strategy index below mean are cate-
gorized as having low-risk passive business strategy (PS). Moreover, an overall meas-
ure of business strategy is computed by logarithmic transformation of firms business
strategy index score (LNS).

Column 1 in Table 6 tabulates regression results for overall sample where AS
(active strategy) is employed as measure of business strategy. The coefficient on AS

Table 5. Pairwise correlation.
Variables SUST STRA GF TOBQ SIZE LEV SOE-NonSOE NUMOEM EPU VIF

SUST 1
STRA 0.0767��� 1 1.0000
GF 0.0192 0.1378��� 1 1.0200
TOBQ 0.0688 0.1646��� 0.0627��� 1 1.0400
SIZE 0.0343��� 0.0376��� 0.0171 �0.3705��� 1 1.1100
LEV �0.0707��� 0.1014��� �0.0183 �0.3339��� 0.4949��� 1 1.0900
SOE 0.024 0.1025��� 0.0739��� 0.1109��� 0.1869��� 0.0903��� 1 1.0400
NUMOEM 0.0112 0.0136��� 0.0178 �0.1176��� 0.53��� 0.1568��� 0.093��� 1 1.0400
EPU �0.0219��� �0.0132 0.0402��� �0.0788��� 0.1379��� �0.0608��� 0.0464��� 0.0096 1 1.0300

Note: This table presents pairwise correlation results. SUST is the firm’s sustainable growth evaluation index. STRA is
a strategic compound measurements index. GF is 1 if the companies take green office practice, otherwise takes 0.
TOBQ is the Tobin’s Q of a firm. SIZE is the natural log of a company’s total assets. LEV is total liabilities to total
assets of a firm. SOE is a dummy variable and takes 1 if the companies are state-owned, otherwise takes 0.
NUMOEM is the total number of employees of a firm. EPU is the economic policy uncertainty (EPU) index following
Baker et al. (2016) and Mirza and Ahsan (2020).�p< 0.100 �� p< 0.05 ��� p< 0.01.
Source: CSMAR and www.policyuncertainty.com.
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(0.536) is significantly positive, suggesting that the higher intensity of pursuing active
business strategy is associated with greater business sustainability. Next, in column 2,
where we employ passive strategy (PS) to represent business strategy the coefficient
on PS is positive and highly significant. As the lower values of PS represent the pas-
siveness of business strategy, the positive (0.651) coefficient on PS suggests that lower
passiveness is associated with higher business sustainability. These findings support
our first hypothesis (H1a) that high-risk (active) business strategy is positively associ-
ated with business sustainability. These findings are corroborated when we use LNS
as measure of business strategy (the results are reported in column 3 of Table 6). The
significantly positive coefficient on LNS (2.632) suggest that firms’ pursuance of active
business strategy (i.e., innovation and new markets development) is associated with
greater firm sustainability.

Next, the results from subsample analysis of SMEs and non-SMEs suggest that
overall business strategy (LNS) is significantly positively associated with greater firm
sustainability in SMEs (see column 6 in Table 6) but the same is insignificant for
non-SMEs (see column 9 in Table 6). This lends support to our hypothesis (H3), i.e.,
business strategy has stronger effects on sustainability for SME’s than for non-SMEs.
The results are similar when we us PS as measure of business strategy. However,
when we use AS as measure of business strategy, the coefficient on AS is also signifi-
cant (though on 5%) for non-SOEs. In overall, we conclude that business strategy is
more strongly associated with sustainability in SMEs than in non-SMEs.

4.3.2. Firm business strategy, environmental uncertainty, and sustainability
Table 7 presents the GMM estimations for equation (2) which aim to test the moder-
ating effect of environmental uncertainty, as measured through economic policy
uncertainty (EPU), on the relationship between business strategy and firm sustainabil-
ity. The results are reported for overall sample (in columns 1 to 3) as well as for sub-
samples of SMEs (in columns 4 to 6) and non-SMEs (in columns 7 to 9).

The coefficient on the interaction term between business strategy and environmen-
tal uncertainty (LNS�EPU) is of major concern as it captures the hypothesized mod-
erating effect of EPU in the relationship between business strategy and sustainability.
The reported coefficients (see column 3) on overall business strategy (STRA), eco-
nomic policy uncertainty (EPU), and their interaction (LNS�EPU) are all significantly
positive. It suggests that higher EPU strengthens the positive relationship between
LNS and SUST. It implies that in periods of higher environmental uncertainty firms
who pursue business strategy of innovation and new market development are associ-
ated with higher business sustainability. This goes against our hypothesis (H2), i.e.,
environmental uncertainty reduces the impact of corporate business strategy on firm
sustainability. Instead, it suggests that pursuing high-risk business strategies of innov-
ation and market development increases the likelihood of business sustainability in
periods of higher environmental uncertainty.

However, when we categorize business strategy into active (high-risk) strategy (AS)
and passive (low-risk) strategy (PS), the coefficients on the interaction of business
strategy and EPU (AS�EPU in column 1 and PS�EPU in column 2) are significantly
negative. The significantly negative coefficient on AS�EPU (-0.0014) in column 1
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implies that, for subgroup of firms pursuing active (high-risk) business strategy, the
relationship between business strategy and sustainability weakens in periods of high
economic policy uncertainty. This is in line with our expectations in hypothesis H2a,
i.e., environmental uncertainty reduces the impact of high-risk (active) business strat-
egy on firm sustainability. Next, the significantly negative coefficient on PS�EPU
(-0.0024) in column 2 implies that, for subgroup of firms pursuing passive (low-risk)
business strategy, in periods of high economic policy uncertainty the relationship
between business strategy and sustainability weakens. This also is in line with our
expectations in hypothesis H2b, i.e., Environmental uncertainty reduces the impact of
low-risk (passive) business strategy on firm sustainability.

In overall, the results in columns 1 to 3 of Table 7 suggest that the effects of both
the active business strategy and passive business strategy weakens for business sus-
tainability in periods of higher economic policy uncertainty, but the firms pursuing
active business strategy of innovation and new market development are associated
with greater sustainability than firms pursuing passive business strategy in periods of
higher economic policy uncertainty.

The results from subsample analysis of SME and non-SMEs (see columns 6 and 9
in Table 7) also report significantly positive coefficient on LNS�EPU. It implies that
in periods of high economic policy uncertainty pursuing active business strategy of
innovation and market development is conducive for business sustainability of SMEs
as well as non-SMEs. However, when we categorize business strategy into active
(high-risk) strategy (AS) and passive (low-risk) strategy (PS), the coefficients on the
interaction of business strategy and EPU (AS�EPU and PS�EPU) are significantly
positive for non-SMEs but are insignificant for SMEs. It implies that environmental
uncertainty does not moderate the effects of Active (or passive) business strategy for
sustainability in subgroup of SMEs. However, for subgroup of non-SMEs, higher
environmental uncertainty accentuates the role of active (or passive) business strategy
for business sustainability. It does not lend empirical support to our hypothesis H4,
i.e., environmental uncertainty weakens the impact of corporate business strategy on
firm sustainability more for Chinese SMEs than for non-SMEs. In overall, the moder-
ation analysis suggests that, contrary to our expectations, the economic policy uncer-
tainty magnifies the positive effects of active business strategy for firms’ sustainability
in China. To ensure the robustness of our findings we performed analysis using alter-
nate estimation techniques and an alternate measure of business sustainability
(obtained from CSMAR). The unreported results conform largely to our reported
findings.

5. Conclusion

This study explores the impact of active and passive business strategies on firms’ sus-
tainability and analyses how external environment uncertainty may affect this rela-
tionship. Based on data of 937 Chinese A-share non-financial companies listed on the
Shanghai and Shenzhen stock exchanges from 2010 to 2021 this study finds that
active business strategy of innovation and new market developments is positively
associated with firms sustainability. And this positive relationship is stronger for
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SMEs than for non-SMEs in China. However, the passiveness of business strategy is
negatively associated with firms’ sustainability in Chinese SMEs. Next, the moderation
analysis finds that economic policy uncertainty strengthens the positive relationship
between active business strategy and firms sustainability in China. It implies that in
periods of high economic policy uncertainty pursuing active business strategy of
innovation and market development is conducive for business sustainability. The
findings of this study are important as it may offer guidance in devising appropriate
business strategy to navigate environmental uncertainties, and it may guide in devis-
ing appropriate governmental policy initiatives seeking to ensure sustainable develop-
ment of SMEs in China. Further, given the prevalence of state-owned enterprises in
China, the future studies may investigate how state-ownership may affect the efficacy
of business strategy for firms sustainability in periods of high external uncertainties.
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