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Abstract:  Discussions of monetary policy rules after the 2007-2009 recession highlight the 

potential ineffectiveness of a central bank‟s actions when the short-term interest rate under its 

control is limited by the zero lower bound.  This perspective assumes, in a manner consistent 

with the canonical New Keynesian model, that the quantity of money has no role to play in 
transmitting a central bank‟s actions to economic activity.  This paper examines the validity of 

this claim and investigates the properties of alternative monetary policy rules based on control 

of the monetary base or a monetary aggregate in lieu of the capacity to manipulate a short-

term interest rate.  The results indicate that rules of this type have the potential to guide 

monetary policy decisions toward the achievement of a long-run nominal goal without being 

constrained by the zero lower bound on a nominal interest rate.  They suggest, in particular, 
that by exerting its influence over the monetary base or a broader aggregate, the Federal 

Reserve could more effectively stabilize nominal income around a long-run target path, even in 

a low or zero interest-rate environment. 
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