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Intergenerational Redistribution and Monetary
Policy with Asset Bubbles

Byeong Mook Sung® - Kyung-woo Lee*™ - Kwang Hwan Kim™***

Abstract

This paper analyzes the optimal policy mix when asset bubbles
exist in an overlapping-generations model with nominal rigidity.
Government redistributes income across generations through an
asset tax and transfer payments, and the central bank adjusts the
interest rate in response to asset prices. We find that if both the
government and the central bank minimize the volatility of bubble
assets prices, the interest rate should move one—for-one with
bubble prices, but in opposite directions, whereas the
redistribution policy depends on the source of the bubble price
volatility. However, when the government minimizes the welfare
loss due to consumption volatility, it reduces the consumption gap
between the young and the old through the redistribution policy.
Finally, if both policy makers minimize the welfare loss, the
monetary policy should take into account both direct and indirect
effects of the bubble price volatility. Moreover, the redistribution
policy should consider the generational consumption gap in
addition to those effects.
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