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Stock Market Reaction to Green Innovation:

Evidence from GEM Firms
FANG Xianming and NA Jinling
( Economic School Nanjing University)
Summary: Green innovation is a key measure for promoting sustainable development which is of great significance to a

” into its

transitional economy such as China. In recent years China has incorporated “Greenness” and “Innovation’
concepts for national development and has issued a series of policies to encourage green innovation behaviors. Since August
2017 green patent applications are available for review from the Chinese National Intellectual Property Administration
( CNIPA) . However although they are the main force of innovation firms have not participated extensively in green patent
applications. Thus how to effectively induce green innovations by firms has become an important topic. Prior studies have
provided abundant research on green innovation incentives in terms of environmental regulation fiscal subsidies and credit
market support but few have analyzed the supporting role of the capital market in promoting the green innovation of listed
companies. Green innovation can promote a company’s value growth and enhance its reputation. A company’s progress and
achievements in this area may attract the attention of the capital market. Based on the panel data of listed GEM companies
from 2009 to 2018 and the number of green patent applications and authorizations this paper tests the existence and
formation mechanism of green innovation premiums in listed companies.

Internally green innovation can reshape a company’s production process and management mode reduce various costs
and increase green competitiveness. Externally it can enhance the environmental evaluation of stakeholders thus
improving the company’s market performance. Nevertheless green innovation involves great uncertainties in the R&D-
Practicality-Commercialization process and it is difficult to determine whether green innovation achievements can be
translated into economic performance in the short term. Thus it is unclear whether green innovation can result in stock
premiums for listed companies in the GEM market which aims to promote independent innovation. If the green innovation
premium exists is it influenced by the company’s green characteristics? How is the premium formed? Are there differences
in premiums with different innovation types? This paper aims to answer these questions.

This study shows that GEM listed companies can obtain green innovation premiums-that is the more applications and
authorizations there are the higher the cumulative excess return and average weekly excess return of the company’s stock.
Belonging to a high — pollution industry can reduce the green innovation premium of the company and the disclosure of
environmental responsibility has no obvious effect on the green innovation premium. Promoting the growth of company value
and attracting the attention of securities analysts and institutional investors can result in a green innovation premium but
ordinary investors have no obvious reaction to green innovations. The increase in green patent applications leads to
premiums through both mechanisms and the increase in green patent authorizations leads to premiums through the market
attention mechanism alone. This study also finds that the increase in invention patent authorizations and utility model patent
applications can lead to green innovation premiums and that the latter can lead to premiums in the next year by attracting
the attention of institutional investors. Therefore in the process of economic transformation and upgrading we should
remain on the path of green innovation promote the standardization of green innovation information disclosure and
strengthen the supervision of polluting industries.

This paper makes substantial contributions to the literature on green innovation. First we expand the research on
green innovation incentive mechanisms in the capital market. Second prior studies focus on patent applications or
authorizations alone. In contrast we consider their different features and market impacts. Third based on internal and
external perspectives we introduce a dual mechanism to interpret the green innovation premium. Fourth we examine the
heterogeneity of green innovation premiums to avoid a simple dichotomy.

Keywords: Green Innovation; Excess Return; Value Growth; Market Attention
JEL Classification: G14 030 Q50
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