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Let me start by congratulating the Euro50 Group on its 25th anniversary: since the start of the euro,
the Euro50 Group has convened many important discussions about the development of the euro area

as a monetary union and the euro as a single currency.

Looking back at the first quarter of a century of the Euro50 Group naturally invites speculation about

the next 25 years: what will we be discussing at the 50th anniversary of the Euro50 Group?

Let me list four major structural factors that look set to shape the next 25 years:[l] (a) the next wave of
technological change (digitalisation, artificial intelligence, automation, robotification);[Z] (b) climate
change, nature degradation and the green transition;! (c) the shifting configuration of geo-economics

and geo-politics;*! and (d) demographic trends (increasing longevity, low fertility, migration patterns).l!
Of course, these structural factors interact with each other in many ways, such that it is essential to
adopt a holistic approach in assessing their implications for societies, economies, political systems,

governments, institutions — including central banks — and policymakers. !

Before turning to how a central bank should respond to these structural changes, | want first to
emphasise that the common nature of these structural trends means that international coordination
and collective action is the best approach to navigating these challenges. At the European level, there
is considerable scope to work together as a European Union. In terms of economic and financial
policy, the recent Draghi and Letta reports show how further integration can improve both the
dynamism and the resilience of Europe, which would make it much easier to deal with the challenges |

have just mentioned.[d This includes the high potential gains in stepping up progress in relation the
capital markets union and the banking union. !

First, a basic task is to analyse these developments: strong analytical foundations are a precondition
for good policymaking. Of course, the primary focus of the analytical work should be to assess the
implications of these structural trends for the central bank. This spans not only the implications for
inflation dynamics but also the role of money in the economy and the financial system and the
modalities of monetary policy implementation. The full arsenal of analytical firepower needs to be
deployed: research projects to uncover evidence about structural change in the incoming data; a

greater use of surveys to find out how households, firms and financial intermediaries are coping with



structural change; and the tracing-out of various scenarios in the “laboratories” provided by
macroeconomic models.]

Second, a forward-looking central bank should update and modify the tools and modalities of how it
underpins the monetary system and implements monetary policy.

In relation to the former, the digital euro project is devoted to ensuring that the euro area can benefit
from the full potential of a digitised financial system while preserving, even in the new digital world, the

security and freedom provided by central bank money.[m] The gains from a digital euro extend far
beyond the personal benefits that will be reaped by individual European citizens from a digital currency
that can be used wherever digital payments are accepted, throughout the euro area. The digital euro
will also introduce an alternative to the currently-dominant international payment solutions, both
reducing our external dependencies and lowering costs for merchants. And it will provide the
underlying infrastructural platform and acceptance network that can level the playing field for euro area
banks, payment providers and payment schemes in offering a wide range of financial services across

the euro area.
In relation to the latter, the ECB is working to ensure that its policy toolkit and implementation

framework are aligned with the EU policy commitments to the green transition.[] It goes without
saying that we closely assess the various elements of this work programme to make sure these do not

compromise our commitment to delivering our primary mandate of price stability.l'2]

Third, a central bank should work through the implications of structural change for price stability.
Structural changes can affect not only inflation dynamics, but also the natural rate of interest, and

therefore can have important consequences for the central bank’s price stability mandate.['8] At a
heuristic level, it is important to differentiate between different pathways. Without trying to be

comprehensive, let’'s consider a few scenarios:

Scenario A: This may have little impact on inflation: loosely speaking, if demand and supply adapt at
the same speed, the net impact on inflation is limited.

Scenario B: news arrives about a future structural shift. If the news is good — future supply capacity
improves — this can stimulate investment and raise consumption today, in line with the permanent
income hypothesis. Since demand improves but short-run supply is limited, this may create a burst of
short-run inflation. In the other direction, if the news is bad — future supply capacity declines — this
constitutes a negative demand shock today, which is disinflationary. In either case, whether monetary
policy should respond will depend on the expected size and duration of the inflation shock, together
with an assessment of the fragility of the inflation anchor to the shock.

Scenario C: a disruptive event occurs today. This could be an adverse disruptive event (a pandemic, a
trade war, an actual war) that generates an unexpected contraction in supply capacity. In the other
direction, it could also take the form of a faster-than-expected roll-out of a general purpose technology,
such as the 1990s internet boom in the United States). In the case of an adverse shock, supply falling
more quickly than demand creates inflationary pressure; in the case of a positive shock, supply
increasing more quickly than demand eases inflationary pressure. Of course, both types of disruptive



event may also have implications for financial stability, in view of the associated implications for asset
pricing.

In essence, the challenge for central bankers will be to calculate and re-calculate the appropriate
monetary policy stance that is robust to the emergence of these various scenarios or combinations of
scenarios: at any given time, there may be elements of scenarios A, B and C operating in different

sectors and in different countries, given the wide variety of structural changes that are underway.[ﬂ]
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