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In this research, I study effects of various government expenditure financing on
economic growth and welfare in the case where money is helpful in reducing firm’s
friction for production. First, I investigate a dynamic property of balanced growth path
equilibrium under money-in-the-production-function model. I next show the effect of
income tax financing and money financing on economic growth and welfare. Moreover,
under the fixed rate of capital tax distortion, there is the welfare maximizing mixture

of level of monetary growth and rate of income tax.
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