
SOURCES: Bloomberg, Freddie Mac GRAPHIC BY ALICIA PARLAPIANO/THE WASHINGTON POST

The Federal Reserve is expected Wednesday to announce a plan to pump hundreds of billions of dollars 
into the economy, aiming to energize the economic recovery. Because the Fed cannot cut short-term 
interest rates any further — its targeted rate has been near zero for almost two years — the central bank 
will use a less conventional, and less proven, technique called quantitative easing: 

Although the process is intended to help 
the economy, there are also impacts from 
quantitative easing that could partly, or 
even entirely, o�set those benefits.

�ese e�ects are already 
reflected in financial markets, 
because investors have 
reacted since late August, 
when Chairman Ben S. 
Bernanke said the Fed was 
considering the measure.

�e Fed will probably buy hundreds of 
billions of dollars’ worth of Treasury 
bonds on the open market, using 
money that it creates out of thin air.

�e newly created money is 
intended to energize the
economy several ways:

How it would work

Benefits and risks

INTEREST RATES

Pumping money into the 
bond market should lower 
long-term interest rates.

INFLATION

�e expansion of the 
money supply should 
lead people to expect 
higher future inflation 
than they do now.

STOCK MARKET

�e value of the stock 
market and other risky 
investments should rise, 
as investors respond to 
lower interest rates.

CURRENCY

Lower rates and higher 
expected inflation should 
reduce the value of the 
dollar relative to other 
major currencies.
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PROS  Lower mortgage rates make it 
cheaper for Americans to buy or 
refinance a house. Lower rates for 
corporate loans should give businesses 
greater incentive to invest.

CONS  Lower rates also mean 
Americans, particularly retirees, will 
have less income from their savings.
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Expected inflation

PROS  If individuals and businesses 
think that the money in their bank 
accounts will be less valuable tomorrow, 
they are more likely to spend it today.

CONS  Inflation expectations could rise 
too much if people lose faith that the 
Fed will tighten the money supply when 
necessary. �at would cause interest 
rates to rise.
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PROS  A cheaper dollar makes U.S. 
exporters more competitive, thus 
boosting economic growth. 

CONS  A cheaper dollar makes imports, 
particularly oil and other commodities, 
more expensive. Also, instead of 
declining gradually, the dollar could fall 
precipitously, undermining global 
financial stability.
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PROS  Higher stock prices make it 
cheaper for corporations to invest and 
expand and make investors wealthier 
and more inclined to spend money. 

CONS  If markets end up exceeding 
levels justified by their fundamentals,  
this bubble could pop, causing 
economic pain.
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