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Inflation, firm characteristics and innovation RD:
An empirical study on the micro-data from China's listed companies

DONG Zhu, PAN Lingyun
(School of Business, Jilin University, Changchun 130012, China)

Abstract: The present study, by adopting the micro-data from China's listed companies from 2006 to 2014, analyzes
how inflation affects firm innovation. The findings are as follows. First, inflation has a significant inhibitory effect on
the innovation activities of firms, and there should be a clear non-linear characteristic of such inhibitory effect. Second,
the relationship between inflation and innovation is influenced by the characteristics of firms. Among state-owned
enterprises, the inhibitory effect is larger, but the inhibitory effect is less in firms with higher equity incentive intensity
and higher accounting information quality. Finally, inflation weakens the “productivity effect” of innovation activities,
which also shows that the inflation hinders the promotion of innovation. Therefore, it is of important realistic and
practical significance for boosting innovation capability of China’s companies to control inflation moderately, to deepen
the reform of state-owned companies, to improve the intensity of equity incentives, and to better the quality of
accounting information.

Key Words: inflation; innovative activities; firm characteristics; firm productivity
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