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The main purpose of this paper is to explain the relation between the budget
deficit and internal reserve. In a closed economy without government there is no
internal reserve. In a closed economy with government, budget deficit equals to
internal reserve. The decrease of investment is the main cause of the increase of the
budget deficit. In order to decrease the budget deficit policy to increase investment
is important. If it is impossible to increase investment, the increase of corporate tax
and real wage rate is needed to decrease budget deficit. Budget deficit cannot be
eliminated by increasing consumption tax.
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