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Idle Capacity, Unemployment &

Heterogeneous Capital Goods

by Hiroshi Tanakae

In this paper, we are concerned with capital stock and investment function in the Keynes’
theory. It is often pointed out that depressions are accompanied by idle capacity as well as
involuntary unemployment. As is well known, Keynesian models deal with involuntary unem-
ployment; but don’t take idle eapacity into account at the same time. :

Investment function used by Keynes has an inherent logical inconsistency. Besides that, its
criterion is inconsistent with maximization of the present value of the firm, as Alchian and
Hirshleifer pointed out. ' , '

In thi‘s paper, I will try to show another version of Keynes model and to overcome these
difficulties under the following assumptions—heterogeneity of capital goods, ex—ante substitutability
and ex—post fixed proportions between machinery and labor.

In section two, some propositions of the “extensive” marginal principle are shown. Investment
function is derived from maximization of the net discounted value of the expected revenues.
In the neoclassical model, some machines are left unused because labor supply is insufficient. In
the Keynes model of our version, it is shown that some laborers and associated machines are
left unemployed because demand is insufficient. The actual pattern of employment of labor and
machinery in use’depends upon the composition of technical co-efficients embodied in the existing
stock of machines and the level of output, which is in turn determined by total demand. If total

demand is increased, more idle machines and laborers come into use only through reduction of

the real wage rate. This is different ffom Kuh-Tanaka-Nikaido’s conclusion, that is, additional-

increase of employment of capital stock and laborers is possible with the real wage rate remain-

ing constant.
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