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CHALLENGES FACING CENTRAL BANKS:
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Growth of NBFI sector & interlinkages
with traditional banking sector

Role of central banks in a tokenized
financial ecosystem

Modernization & simplification

Robust policy under high uncertainty




ROBUST MONETARY POLICY UNDER HIGH UNCERTAINTY




SCENARIOS: A TOOL OF DISCUSSION & COMMUNICATION

Why do we need them?

4 )
* Knightian Uncertainty -
modal projections likely

misguided.

* Under fat-tailed risks -
balance of risks and
asymmetry of policy
mistakes are crucial.
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CURRENT ENERGY SHOCK IS A HISTORICAL TAIL EVENT
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OIL REAL PRICES
(% CHANGE AFTER 2 WEEKS)

frequency

Iraq (1990):
29% (percentile 99)

Iran war (2026):
42% (percentile 99)
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Based on historical price data from 1984 to 2026



SCENARIOS: A TOOL OF DISCUSSION & COMMUNICATION
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Why do we need them? We face three trade-offs:
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* Internal governance: role of staff vs GovC
* Knightian Uncertainty -
modal projections likely

misguided. * External communication: Openness vs prudence
\

* Number of scenarios: richness vs complexity

* Under fat-tailed risks =

balance of risks and i

asymmetry of policy and a challenge:

\.

mistakes are crucial.
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 How to construct them:

\_ J




CHALLENGE - DEFINE SCENARIOS: MUST COVER FULL RISK SPACE

Scenario Narrative

Market-based

More intense shock

Significantly more
intense & persistent,
+ additional shocks
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OIL PRICE SCENARIOS IN MARCH ECB FORECAST

,. N “SEVERE” SCENARIO
N (95t perc. impact, 75t perc. persistence)
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“ADVERSE"” SCENARIO
(75t™ perc impact, converges
to futures in 1 year)
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CENTRAL (futures prices, cutoff: 11 March)

Q1 Q2/Q3/ Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

2025 2026 2027 2028



INCLUDE ADDITIONAL CHANNELS AT TAILS

Scenario Narrative Agents’ reaction

Market-based Regular elasticities

Stronger impact via

More intense shock | - Jitional channels

Significantly more Add
intense & persistent, asymmetries,
+ additional shocks non-linearities




POLICY REACTION MAINLY FOR INTERNAL DISCUSSIONS

Scenario

Narrative

Agents’ reaction

Monetary/fiscal policy reaction:

Market-based

Regular elasticities

FOR INTERNAL DISCUSSION:
analyze alternative policy reactions in
all scenarios

More intense shock

Stronger impact via
traditional channels

Significantly more
intense & persistent,
+ additional shocks

Add
asymmetries,
non-linearities
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POLICY REACTION FOR INTERNAL DISCUSSION ONLY

INTEREST RATE
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=" IN LINE WITH MARKET EXPECTATIONS

Two 25bp hikes (Jun & Dec 2026)

2025

Q1 Q2 Q3 Q4

Q1 Q2 Q3 Q4
2026

Q1 Q2 Q3 Q4
2027

Q1 Q2 Q3 Q4
2028

Monetary/fiscal policy reaction:

FOR EXTERNAL COMMUNICATION:

No monetary policy change assumption
beyond technical assumptions

When feasible, a well-designed fiscal
policy reaction




SCENARIOS AS A GUIDE TO NAVIGATE THE POLICY DILEMMA
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HOW TO CONFRONT THE DILEMMA IN PRACTICE?

[ Quickly changing situation ] I::> _

[ Does it validate the baseline? ]

/ BROADLY UNCHANGED LONG-TERM INFLATION EXPECTATIONS
(5y5y swaps)
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HOW TO CONFRONT THE DILEMMA IN PRACTICE?

[ Quickly changing situation ] I:> _

[ Does it validate the baseline? ]

PROBABILITY OF END OF WAR BY EACH DATE

L A I

. 315t December
90/0 [ 30th'dun’e """"""""""""""""""""""""""""""""""""""""""""""""" |
A T it U -SSR~ A, A —

,I
70% - N\F X e Nl N ] bl
A L Y T
AN ' - .
N -.A4 {6 Probability of a quick
W\ 0 0
P W A — P resolution dominates
N/ A ! since agreed ceasefire

BO0%  [--rereeeeeeree e O B

* 3ot Apriv N\ |1
7 L il i
N "'l Ceasefire

? announcement

0% 1 1 1 1 1 1 1 1 1 1

3 Mar 7 Mar 11 Mar15 Mar19 Mar23 Mar27 Mar31 Mar 4 Apr 8 Apr 12 Apr



HOW TO CONFRONT THE DILEMMA IN PRACTICE?

[ Quickly changing situation ] I:> _

Does it validate the baseline?
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SCENARIOS: BALANCING UNCERTAINTY AND CLARITY

A GOOD SCENARIO DESIGN MUST REFLECT UNCERTAINTY
AS PERCEIVED BY THE DECISION-MAKING BODY

HOW TO COMMUNICATE TO THE PUBLIC?

74 Ny
[ voorweenos ] [ roomwwrecons ]

d Underrepresent the risk distribution d The main narrative is hard to identify
 Create false precision J More perceived indecision

d Policy adjustments may appear as surprises 4 Overwhelm non-expert audiences

d Credibility may suffer if outcomes move d Complicate expectation formation

outside the narrow scenario set

INTERNAL DETAIL MUST BE FILTERED FOR EFFECTIVE COMMUNICATION.
SCENARIOS SHOULD BE CLEAR AND ACTIONABLE, NOT OVERWHELMING
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Thank you for your attention

BANCODEESPANA

Eurosistema
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