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Abstract: Based on the neoclassical model and NBS database over the period 1999—2007 this paper uses GMM dynamic
panel method to estimate the price sensitivity of business investment in China and checks whether market-oriented reforms
significantly increase the response of SOE’ s investment to its capital cost. The results show that: (1) The capital cost
sensitivity of investment is significantly negative but very small compared to the net cash flow coefficient. ( 2) Investments
of private and foreign enterprises are sensitive to capital cost while the state-owned and collective enterprises’ are yet not.
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