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Abstract :

This paper clarifies the current situations of Japanese economy by a neoclassical growth
model and the issues of Japanese government budget deficit by a simple Keynesian effective
demand model. According to the modified growth model Japanese economy has fallen in a
steady state with stagnant labor force since 1990’s. The theoretical analyses suggest that, as
long as primary balance of Japanese budget, an increase in consumption tax rate is effective.
However, the long-run improvement in cumulative government deficit needs a positive growth

rate that is contradictory in steady state with negative growth in labor force.
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