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Figure 1. Advances in Monetary and Financial 

Measurement
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Source: MIT Press and the Center for Financial Stability.
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Figure 2. Policy Shift based on Lessons 

Learned in “Real-Time” and over Years
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Money growth and other monetary measures offer central banks 

the opportunity to better incorporate the activities of financial 

institutions, markets, and innovation into its policy calculus.  

Hence, money should:

• Play a vital role in the formulation and communication of policy.

• Provide a complimentary analytic approach to traditional central 

bank assessment methods or a cross check on present strategies 

that are effective, yet have faltered over the last 25 years.

• Advise financial policy committees and / or regulatory and 

supervisor functions on a range of emerging financial stability 

risks – beyond simply a red early warning inflation hot button.
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Figure 3. Assessment of the Role of Money in 

the Era of Big Balance Sheets
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Source: Federal Reserve Board and Center for Financial Stability.
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Figure 4. Assessment of CFS Divisia M4 

Signals versus Conventional Wisdom
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Source: Center for Financial Stability.
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• "Does Money Matter?" -
3/28/01
• "Deflation: Making Sure 'It' 
Doesn't Happen Here" - 11/21/02
• Deflation: Determinants, Risks, 
and Policy Options - 4/40/03

No Deflation
in sight.

The Fed ceases 
publication of 
M3 - 3/23/06.

Early signal of 
rates "too 
low for too 
long."

Open Letter to 
Ben Bernanke
on currency 
debasement 
and inflation 
risks - 11/15/10.

Inflation was 
nowhere in 
sight.

Inflation reflects 
transitory factors -
4/28/21 to 11/30/21.

Data and 
CFS research 
in real time 
differed.

Early warning 
signs of 
macro-
financial 
risks, 
damaging 
SVB -
11/18/21.
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Advisory message after FOMC 
meeting on 3/17/21, "the Fed 
will run it hot.  The lift of 
inflation will be greeted 
almost enthusiastically and it 
is simply a 'transitory effect'.

First Fed mention 
of "transitory" on 
4/28/21 at FOMC 
meeting.  

Vice Chair Clarida first mention 
of "transitory factors" 5/12/21.  

Chair Powell first speech
"transitory" 6/22/21.  

Pres 
Williams 
first speech
"transitory" 
9/8/21.  

Chair Powell retires
"transitory" 11/30/21.  

CFS WSJ Op-Ed correctly 
noted how misdiagnosis 
risked "reversal of soaring 
stock market and record 
low real interest rates". 

Figure 5. Communication of “Transitory” 

Despite Data Suggesting Otherwise
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Source: Google Analytics, Federal Reserve Board and Center for Financial Stability.
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Figure 6. Communication and Assessment: 

What is missing from the policy framework?

7

Fed 

Policy

Banks 

and 

NBFI’s

Financial

Markets
Economy

Monetary Base CFS Divisia Measures
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Financial Institutions, Markets, and Innovations
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