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Interpreting the Financial Instability Hypothesis from the
Perspective of Profit Realization: A Critical Assessment of
Post-Keynesian Criticism on Minsky

Sun Xiaoyu

Abstract: Minsky successively proposed the accelerator-multiplier model and the theory

of investment as the theoretical foundations of financial instability hypothesis (FIH),

@ Marc Lavoie, “Loanable Funds, Endogenous Money and Minsky's Financial Fragility Hypothesis”, in Avi
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but he didn’t integrate the two theories in a consistent way. This flaw of Minsky has
affected the post-Keynesian evaluation of FIH, Some post-Keynesians critically interprets and
reflects on FIH from the perspective of profit realization, especially emphasizing that it
commits the fallacy of composition by generalizing the microeconomic analysis directly
to macroeconomics in the formal exposition of the theory of investment. This paper argues that
the post-Keynesian critique seems to be justified only in terms of the Minsky’s theory of
investment. However, they haven't made the same examination of the basic model and
conclusions of the accelerator-multiplier model from the perspective of profit realization. The
paper considers the problem of profit realization. Besides from the accelerator-multiplier
model If Minsky’s theory of investment is placed in the macroeconomic context set by
the accelerator-multiplier model, this theory may be exempt from the post-Keynesian
criticism to a certain extent, and the two theoretical foundations can thus be integrated
into a consistent analytical framework of FIH.
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