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| am pleased and honored to participate to this ECON hearing. | had the opportunity to contribute to
your work on the digital euro already in April, with a briefing paper.’

Let me be clear at the outset. The involvement of the ECB in the discussions and preparations for the
possible launch of a digital euro is useful. The entry of fintech and technological firms into the sector,
especially after the turn of the century, has changed the playing field. Money and technology have
gone hand in hand for centuries,” but the digital technology is different because it involves expertise
and challenges less familiar to central banks.

While all this is good, it does not imply that eventually launching a digital euro is also a good idea. The
arguments on balance would not favor such a decision today, in my view. However, the ECB plans
several years of work before any decision. " There will be time for a careful consideration of the pros
and the cons.

Let me now mention five arguments among those most frequently cited in the debate.
First: The ECB must be ready for the demise of cash.

The vanishing of cash is a mith. In the 22 years of its existence, euro banknotes have increased steadily
in value at a rate of 10% a year." A similar increase, only at slower pace, was observed for other
important currencies like the US dollar, the British pound and the Swiss Franc. Countries where cash
has shrunk, like Norway and Sweden, are exceptions.

Some say that banknotes are used mainly by criminals: smugglers, drug dealers, tax evaders. But this
cannot be true in general. Criminal activities do not grow at such a steady pace. And besides, euro
coins increased in a similar way. It is unlikely that criminals make much use of coins.

What is really diminishing is the use of cash for certain transactions: online and retail store purchases.
This is a welcome manifestation of efficiency of the euro retail payment system, to which | now turn.

Second: The digital euro would increase the efficiency and strategic autonomy of the euro payment
system.

Euro retail payments have undergone big changes in recent years", towards more efficiency and safety.
The use of cash in retail purchases is shrinking, but remains important. Cards and smartphone
applications are spreading. The Single European Payments Area (SEPA) allows free-of-charge bank
transfers within and across the 20 eurozone countries and beyond. Internet platforms are increasingly
used for online commerce. My personal experience is that in the United States, where | am now
speaking, retail payments are in certain respects less user-friendly than in the euro area."

This progress was driven by market competition, under the wise watch of regulators among which the
ECB. A CBDC, a carbon copy of facilities already existing, would not contribute in a significant way.

US networks like MasterCard and Visa have high market shares in Europe, but their dominance is far
from established. In Germany and Italy, for example, important alternatives exist."" Whether policy



intervention is needed to correct this situation is doubtful. At any rate, a digital euro as presently
designed could hardly compete with those networks.

The CBDCs already existing in a few developing and emerging countries, like China, the Bahamas and
Nigeria, have not been very successful. For example, two years after its launch the Chinese CBDC is
little used, in spite of the multiple means of pressure used by the government to prop its success.

Third: Helping financial inclusion.

Financial inclusion is a worthy policy goal in developing and emerging countries. V' However, in the
advanced world financially excluded individuals are a slim part of the population,* and are likely to be
such by choice or necessity; because they lack sufficient funds, or are unwilling to approach a bank. A
digital euro requiring the same actions as opening a bank account would not make a difference.

Fourth: Providing an “anchor” to money in the digital age.

Of all the arguments, this is the most surprising to me as an economist. According to established
monetary theory, ensuring an anchor to money means keeping its value stable in terms of good and
services. This is what “price stability” is about. The ECB provides that anchor using its monetary policy
instruments, interest rates and refinancing operations, regardless of the physical or digital form cash
takes. Even if cash were to disappear — something which is neither happening or planned — the anchor
to money would and should be maintained in the same way.*

Fifth and last: Effects on to financial stability.

The digital euro, as presently designed, is a “retail CBDC”, meaning that individuals would be allowed
to hold it and use it. To open a CBDC account, people would go through the same procedures used
today to open a bank account. CBDC would be identical to bank deposits from a user perspective. Only
they would be on the balance sheet of the central bank (a public entity guaranteeed by the taxpayer),
rather than of a commercial bank (a private entity subject to risk).

Simple-minded reasoning may suggest that this would help financial stability and security, because
CBDCs would be safer than regular deposits.

The opposite is true. The availability of a safe and guaranteed alternative to bank deposits can facilitate
a bank run in a confidence crisis. As funds move out of banks towards the central bank, the banking
crisis may deepen and a credit crunch may more easily ensue. To reduce this risk, the ECB considers
imposing strict limits to the holding of CBDCs.

Conclusion.

Our eurozone payment system is modern and quite efficent. It is privately owned but subject to close
oversight and ruling by the ECB, the Commission and the legislators. A CBDC would upset this balance,
with a regulator (the ECB) becoming also a market participant in competition with others.

An invasive form of public intervention like this one would be justified if clear evidence were to emerge
of malfunctioning of the present system. This is not in sight at the moment. | can therefore restate the
title of my April paper: “Digital Euro: When in Doubt Abstain (But Be Prepared)”.

| thank you for your attention and look forward to your questions.
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