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ROADMAP

The argument in one sentence

Al compresses information frictions:

shocks are transmitted faster; structural effects should be

distinguished from impact on elasticities of demand and supply to
policy rates.

Wider information set Faster decision mapping Policy response
Firms, households and Al accelerates the conversion of Data dependent strategy: use data
policymakers observe richer, new information into pricing, to update models and adapt
timelier signals. spending and portfolio decisions. responses based on new

information.

Source: Esposito et al. (Banca d’Italia), preliminary notes, 2026
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GENERAL ASSESSMENT

Where Al can reshape monetary policy

Operational framework

Reserve demand shifts left and steepens in normal
times; stress periods may generate abrupt, state-
contingent liquidity needs.

Real sector

Lower menu costs can steepen the Phillips curve. From
supply side to shift also of the demand; Transmission
lags can shorten as agents become more forward-
looking (led by better forecast accuracy). Al-driven
instability can spill into activity.

Credit & financial markets

Deposit channel dampened by more competition. Borrower
balance sheets channel rely less on collateral and more on soft
indicators. Risk-taking channel is ambiguous: non-bank
competition versus better risk-return matching. Financial
market liquidity can improve as information processing
becomes more efficient. Algorithmic synchronization may
amplify instability under stress.

Reaction function & r*

Better nowcasting and risk-scenario design, but the
natural rate may shift with uncertain magnitude and
transition. Data dependence necessary.

General lesson: Al is not simply a productivity story; it changes the information structure of policy transmission.

Source: Esposito et al. (Banca d’Italia), preliminary notes, 2026

transmission.
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GENERAL ASSESSMENT

Al and credit market: General conditions on credit market

Lending rate rp,

E 3
"L, AT

A

Loan Demand

Downward shift (expansion) Upward shift (expansion)

1 Higher competition from non- 1 Higher firms’ demand for
banks; fall in entry costs investment growth, intangibles
2 [Downside risk: tighter regulatory 2 [Downside risk:improved
| requirements] cash management]
| | Flatter slope Flatter Slope
: L% : 1 Better screening and 1 Demand elasticity rises: lower
I* Toans L monitoring by banks search frictions (consumers
find it easier to look for the
best price).

General lesson: Total lending rises unambiguously; Effect on interest rates is a-priori ambiguous.

Source: Esposito et al. (Banca d’Italia), preliminary notes, 2026 05



GENERAL ASSESSMENT

Credit market: Implications for MP

Al-intensive
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Al will likely dampen MP
transmission

gAI,MP

P 1 MP shock: upward shift in credit
i supply
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2 Al flattens loan supply:
any induced negative shift in
credit supply has stronger effect
on lending volumes (and rates)

3 Alchanges the impact ofa MP
shock on loan supply:a given
MP tightening could translate
into a smaller upward shift of
the loan supply

The speed of transmission may however increase (Algorith

Source: Esposito et al. (Banca d’Italia), preliminary notes, 2026
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GENERAL ASSESSMENT

Implication: medium-term orientation, richer state contingency

What changes

Shorter lags

Markets, prices and balance sheets may react more
quickly to policy news.

Richer information

Nowecasting and risk-scenario design improve, but can
but can also induce over-reactions.

More state-contingency

Reserve demand, credit supply and financial stability risks
become more dependent on stress regimes.

Source: Esposito et al. (Banca d’Italia), preliminary notes, 2026

What remains pivotal

Anchor medium-term expectations

Forward-looking agents make communication more
valuable, not less.

Recalibrate rather than replace strategy

The reaction function needs better inputs and clearer
contingencies.

Data dependence approach

The reaction function use data to update models.
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FOCUS OF THE RESPONSE

Monetary policy responses to an Al-
driven technology shock:
insights from model-based simulations

:

Lucia Esposito, Andrea Fabiani, Elia Moracci, Andrea Papetti, Massimiliano Pisani




MODEL-BASED FOCUS

The policy debate is about timing: supply gains vs demand boom?

DISINFLATIONARY FORCE

Fed Vice Chair Philip Jefferson (February 2026) : “a more
immediate increase in demand associated with Al-related
activity could raise inflation temporarily”

Kevin Warsh (op-ed, November 2025) “Al will be a significant
disinflationary force, increasing productivity [...]".

Harvard Professor Jason Furman (February 2026):

“ What we do have today is extraordinarily high
expectations of productivity growth, already
reflected in equity prices and business investment,
boosting demand well ahead of any realized supply
gains”

The response depends on whether supply expands before demand, or demand runs ahead of supply.

Fed Governor Michael Barr (February 2026) “I expect that the
Al boom is unlikely to be a reason for lowering policy rates”

Source: Esposito et al. (Banca d’Italia), preliminary notes, 2026
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MODEL-BASED FOCUS

Model setup: three Al-like shocks, three policy rules, no structural changes in parameters

Simulated shocks Policy-rule specifications
Sudden permanent TFP increase Tracks r* period by period
+1% above initial level; supply moves immediately. Policy rate responds to the evolving natural-rate path.
Gradual permanent TFP improvement Responds to long-run r* only
Adoption unfolds over 20 quarters; demand anticipates Policy discounts the transition and reacts to the new
anticipates gains. steady state.
Gradual rise in labour-productivity growth Long-run r* + stronger inflation response
%¥8v‘</\ﬁ1hrises from 1% to 1.3%; long-run r* permanently A stronger inflation coefficient substitutes for explicit r*
increases. tracking.

Medium-scale New Keynesian model a la Smets—Wouters, calibrated to the euro area. Use the simulations for qualitative policy
lessons, not mechanical prescriptions.

Source: Esposito et al. (Banca d’Italia), preliminary notes, 2026 09



MODEL-BASED FOCUS

Scenario 1 — Sudden TFP jump: disinflationary supply first

MECHANISM Dutput . Inflation rate

Aggregate supply rises immediately; demand rises more
gradually because habits and investment adjustment costs
slow absorption.
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Policy bias: accommodative if disinflation is supply-led and
demand pressures remain contained.

0 T @
Source simulation panel: sudden permanent TFP increase.

Source: Esposito et al. (Banca d’Italia), preliminary notes, 2026 10



MODEL-BASED FOCUS

Scenario 2 — Gradual TFP improvement: demand can run ahead

MECHANISM

Adoption is gradual, but agents anticipate future productivity
gains. Aggregate demand can rise before supply is fully
realized.

increases temporarily

If R* is tracked, inflation stays close to
target and output gap remains small

If transition in R* is ignored the stance
looks loose; inflation and the policy rate
rise more

If inflation response is stronger: outcomes
resemble r* tracking without relying
exclusively on r* estimates

Policy bias: more restrictive if anticipated Al gains generate
generate demand pressure before supply arrives.

Source: Esposito et al. (Banca d’Italia), preliminary notes, 2026

03

oir

08r
06
04r

s . Irlﬂatilunrah :
I A
0.2 i \
\
0.1 \
A -
—EE0NER 1 T | {PEFIOC-y-ETIOT] A - = =
= = rasp - {ong-nn vas) L I
=——r250. 131" (ong-Tun vaug) & sironger rasp. il
: I L L L ] L o1 1 ) :
10 20 0 40 50 &0 70 80 10 20 k] 40 50 [71] 70 80
Monetary policy raie r‘
T T ] T ] T T :'.5 T T T T L T T
.
0.4
\) 0.2
b
e -
- - 0
1 L L L 0z 1 1 L 1 1 L 1
10 20 0 40 5 & 70 80 10 20 ki) 40 5 (1] Fii] 80
Flex-prices output 04 Quiput gap
0.3
Y
a2l ~ .
0.1 -
:| g
L o1 1
10 20 0 40 50 &0 70 80 10 20 k] 40 50 [71] 70 80

Source simulation panel: gradual permanent TFP improvement.

11



MODEL-BASED FOCUS

Scenario 3 — Higher trend productivity: r* rises, but transition matters

MECHANISM

A gradual rise in labour-augmenting productivity growth
eventually raises the long-run natural rate. The transition path
of r* is the policy problem.

rises on a permanent basis

If policy use immediately the new long-run
r* can be disinflationary and recessionary.

Period-by-period r* tracking avoids
excessive tightening if r* first declines

Use inflation evidence: a strong response to
inflation deviations can stabilize without
over-committing to r* estimates

Policy bias: avoid discounting uncertain future equilibria;
equilibria; update the stance as transition evidence arrives.
arrives.

Source: Esposito et al. (Banca d’Italia), preliminary notes, 2026
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POLICY STRATEGY

Robust response: react to observed pressure, not to ex-ante expected steady state

Diagnose the shock

Separate realized supply gains
from anticipated future gains
and investment-demand
pressure.

Decision logic

Source: Esposito et al. (Banca d’Italia), preliminary notes, 2026

Monitor state variables Set the stance Communicate the contingency
—> —>
Use real-time inflation, activity, Accommodate sudden Anchor medium-term
credit, market and r* indicators; disinflationary supply; lean expectations by explaining the
treat r* as uncertain. restrictive if gradual adoption data that would change the

Sudden realized productivity

Gradual adoption with demand
pressure

Higher trend productivity and r*

creates demand pressure.

inflation lower, supply first

investment and expectations lead supply
supply

endpoint uncertain, transition path
uncertain

stance.

accommodative / stabilize inflation

more restrictive / contain overheating

track evidence / avoid mechanical front-
loading
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CONCLUSION

Takeaways for monetary policy strategy

Al makes the economy more flexible — and more state-contingent.

Lower information frictions increase reactivity in normal times and stress regimes.

Transmission may be faster even when some credit channels are dampened.

Speed and strength should be assessed separately.

Inflation effects of Al productivity shocks are ambiguous.

The decisive variable is the timing of supply, demand and r*.

The robust strategy is disciplined data dependence.

Do not mechanically discount uncertain future equilibria; communicate the contingencies.

The winning strategy is not a new mechanical rule; it is a clearer, faster and better-communicated reaction
function.

Source: Esposito et al. (Banca d’Italia), preliminary notes, 2026
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