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                  Rapid growth in online shopping and business use of the internet will allow the
                  economy to sustain more jobs without igniting inflation, according to Sushil
                  Wadhwani of the Bank of England's monetary policy committee.

                  The committee's newest member last night said fast-growing use of the internet
                  could lower the sustainable rate of unemployment by stimulating competition
                  between retailers.

                  "Traditional bricks-and-mortar retailers will be under increasing pressure to match
                  the prices of e-tailers," said Mr Wadhwani.

                  "The biggest impact might come through cost reduction." Competition from the
                  internet would pressure a curb on wage growth and improve efficiency.

                  Over time, this could lead to a fall in the non-accelerating inflation rate of
                  unemployment, a level of joblessness at which there is no immediate pressure for
                  a change in the inflation rate.

                  Mr Wadhwani's comments strike at the heart of a debate that has split
                  policymakers. With unemployment at its lowest for 20 years, and inflation subdued,
                  some argue there has been a paradigm shift that has changed the relationship
                  between inflation and unemployment.

                  Mr Wadhwani appears to think this way. He said structural changes in the labour
                  market over the last two decades and the impact of globalisation on competition in
                  product markets had lowered the Nairu.

                  His views are consistent with those outlined recently by the Treasury as a reason
                  for raising its estimate of the economy's long-term growth rate. The fall in the Nairu
                  may in part explain why inflation has remained low, despite labour market
                  tightening.

                  Supply-side reforms such as the Labour government's New Deal programme
                  could lower the Nairu further. The extent to which the Nairu fell would depend on
                  how quickly the internet reduced costs and how comprehensive the New Deal
                  became.

                  A fall in the Nairu would mean interest rates could be lower at a given level of
                  unemployment, but only in the short-term, said Mr Wadhwani. Once unemployment
                  fell below the new Nairu level, interest rates would have to return to their original
                  level.

                  Mr Wadhwani said: "A belief that the Nairu has fallen and is likely to fall further
                  does not necessarily imply that one might be complacent about inflation.

                  "The monetary policy committee will have to continue to look at a wide variety of
                  indicators in order to assess inflation prospects."
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