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Abstract This paper introduces the institutional factors in China’s transitional period in-
to the framework of neoclassical investment theories and builds up a model involving private
enterprises, SOEs and the government sector as the three main investment parties. We show
that during China’s transition SOEs" excessive investment and capital accumulation are results
of their not taking profit-maximization as their business goal. We also explain other phenome-
na in the transitional process such as SOE privatization and the emergence of private enterpri-
ses. In the meantime, we find that government investment is a possible source for investment
fluctuation because it does not follow the true return of capital.
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