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The flexible acceleration mechanism of China’ s capital adjustment:

based on ISH.M model with anticipation

SU Peng' SUN Wei®
(1. School of Management China University of Mining and Technology Xuzhou 221116 China;
2. Center for Quantitative Economies Jilin University Changchun 130012 China)

Abstract: Under an IS-LM framework with anticipation this paper constructs a new flexible acceleration model of invest—
ment and analyzes the adjustment mechanism of capital stock in China by means of the state space model and the error correc—
tion model. The results show that China’ s demand-oriented flexible adjustment market mechanism has been formed but the
adjustment coefficient is only 0.22 which is small and shows a decreasing trend. At the same time the capital reset rate is
0.429 which shows that China has low capital efficiency. Finally the error correction model results show that the impact of
the interest rate on the investment is not significant in the short term so the enterprise is easy to ignore the investment cost in
the case of soft constraints. Therefore for our country’ s capital optimization especially in the process of reducing excess pro—
duction capacity it is not realistic to rely solely on the market in the short run because the ability of the market to adjust the
capital is limited at the present stage. We should also adhere to the long-term orientation of the market and strive for the steady
growth of the market adjustment mechanism.

Key words: capital adjustment; flexible acceleration; IS-LM; state space; error correction



