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Abstract: Using a sample of Chinese A-share listed firms from 2008 ~2019, this study investi-
gates the impact of capital market pricing efficiency on firms” innovation inputs and the mechanism of
action. It is found that for each standard deviation increase in capital market pricing efficiency, firms’
innovation investment intensity increases by 8%. Capital market pricing efficiency enhances firms’ in-
novation investment through three mechanisms: helping firms to better identify investment opportuni-
ties, improving corporate governance and reducing financing constraints, specifically the above rela-
tionship is more pronounced among firms with higher investment opportunities, poorer corporate gov-
ernance and higher financing constraints. Further research also finds that the promotion effect of cap-
ital market pricing efficiency on firms’ innovation activities is more pronounced in private firms, in-
dustries with a higher share of foreign capital, and regions with lower GDP growth pressure, sugges-
ting that the capital market resource allocation function is more effective in environments with higher
levels of marketization.
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