Abstract 

Correlations between monetary growth and inflation point to a long run relationship (charts) and Lucas states that this should underpin 'any monetary or macroeconomic theory that claims empirical seriousness’. But recent New Keynesian models c.f. Woodford 2006 money is entirely passive and is practically ignored in central bank policy assessments. Woodford’s critique is 

1) you don’t need a money variable to learn the lessons of the 1960s and 1970s
2) New Keynesian “cashless models” have no role for money, but they are consistent with a passive money demand function 

3) Information from monetary trends is the same as information from inflation trends (money growth and inflation are cointegrated)

4) Monetary growth is not necessarily the best predictor of inflation

5) Monetary cross checks of other economic analysis may not be robust
We respond by examining whether monetary information can explain the actual decisions of two central banks – the ECB, which explicitly refers to monetary growth, and the Bank of England, which makes no particular reference to money. In both cases we find monetary information adds to the predictability of rate changes in probit models. This is the case in-sample and out-of-sample. We take our definitions of monetary indicators from theoretical frameworks proposed by Gerlach and Svensson, 2003, Gerlach, 2003, Neumann and Greiber, 2005, Aoki (2003), AND Nelson (2003). The recent evidence suggests money has a role to play as an information variable c.f. Altimari, 2001, Trecroci and Vega, Gali et al., 2004, Benati, 2005, Bruggemann et al., 2005, 2002, Assenmacher-Wesche and Gerlach, 2006, and Fischer et al (2006).
We contest Woodford’s claims because 

1) monetary growth does give an early warning of inflationary pressures, esp. if financial markets are imperfect. 
2) CBs get this information ahead of other data, and they are easier to read than other signs of asset bubbles.
3) Monetary information adds to predictive ability of rate changes in-sample and out-of-sample. 
4) The use of several monetary indicators suggests that the ‘best’ indicator differs, but this performs consistently well in- and out-of-sample
