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This study investigates the mechanism of the financial instability process a la H.
P. Minsky by using Keynesian dynamic macro-models. Our results are summarized as follows. First, if inves
tment responds strongly to retained profits, a decrease in the retention ratio reduces the long-run rate o
f capital accumulation and raises the debt-capital ratio. Second, if a negative shock makes the debt-capit
al ratio sufficiently high, then the economy becomes unstable and the financial structure of firms moves f
rom sound position called the Speculative finance to the more risky position called Ponzi finance. Third,

if we consider_the long-run case where labor supply constraints influence economic growth, then the financ
ial position circulates between the Speculative finance and Ponzi finance regimes.
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