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The purpose of this paper is to clarify the motive of taking stock
in the Lovell type inventory investment function. To do this, first we
distinguish between the production smoothing motive and the buffer-stock
motive, and then investigate the formation of production adjustment
which exists behind the Lovell type inventory investment function.

Furthermore, we derive the Lovell type inventory investment function
from the profit maximization behavior of the representative firm. As a
result, we show whether target inventory level increase or decrease in
response to increase of the demand depends on the relative strength of

the production smoothing motive and the stock-out avoidance motive.
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