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ALTERNATIVE VIEW OF THE BUDGET
DEFICIENCY PROBLEM
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Research methodology. The research is based on the following methods: abstraction method to
define “budget deficit” and “government debt”; system approach to consider economy as interrelated
and interactive element of a society; logical and historic approach to determine interconnection
between the amount of budget deficit and dynamic of GDP; comparison to study the amount of budget
deficit and governmental debt in different countries.

Results. The historic experience of financial sphere regulation in different countries showed that
problems of managing budget deficit and governmental debt cannot be solved through the application
of only on macro-economic model. The budget policy has to take into account a range of factors
connected with historic conditions of development in a state and its place in international division of
labour, economic potential, specific regulatory mechanisms, and the quality of institutions.

Novelty. The main discrepancy of budget policy is determined being the inability to lever the budget
policy for both economic growth and balanced state budget. The necessity of practical utilization of the
functional finances concept opting for stabilization rather than balanced budget maintenance is
justified.

Practical value. The results of the research can be used in the teaching process to form the scientific
understanding of the nature of interconnection of budget policy and economic growth, and to develop
measures of macro-economic stabilization.

Keywords: fiscal policy, government deficit, government debt, nominal and real government debt,

closed economy. national savings, national investment.
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