
An Investment Vignette- QEII     
  

Have you been hearing the term QEII in the news lately?  Following is a brief 
description. Hopefully, the next time you hear someone say “QEII” you will have a better 
understanding of what it means and why it is of interest.   
 
What does QEII mean? - QE stands for quantitative easing and the II refers to the 
second round of quantitative easing.  QE, very simply, is "money printing" by the 
government; specifically, the U.S. Treasury department at the direction of the U.S. 
Federal Reserve (Fed).  
  
How does QEII work? - The U.S. Treasury issues new debt, called treasuries, and those 
treasuries are purchased by the Fed with the newly printed money.  Because the 
government can print money, this process increases the overall money supply in the 
economy.  The idea is that more money circulating in the economy will reignite the 
country’s economic growth. 
  
Background - It is not uncommon for the U.S. Treasury to issue debt.  In the recent past, 
they have been doing it to the tune of about $100 billion per month.   
 
When the U.S. Treasury issues debt and it is purchased by someone other than the Fed, 
that person or entity has to come up with cash for the purchase. This takes money out of 
the economy.   
 
To explain, let's say that MOSERS buys $100 of new issue treasury debt.  In this 
example, the Treasury has $100 more cash and MOSERS has $100 less cash, thus no 
increase in the money supply.  In contrast, if the Fed is the buyer of the $100 of new debt 
and makes the purchase with newly printed money, then Treasury has $100 more cash 
but there is no corresponding decrease of money supply. 
  
If the Fed could buy endless amounts of treasuries with newly printed money and without 
any side effects that would be great; however, there is a problem.  The Fed can’t do that 
without, ultimately, touching off inflation causing the value of the dollar to collapse or 
both.  Thus, the Fed is in a very difficult trick box.  They feel the need to do what they 
can to get the economy going again, however, the more money printed, the greater the 
risk that foreigners (like China) will start selling the U.S. treasuries they already own, out 
of fear that the value of those treasuries will fall because the supply is increasing.  If 
foreigners start selling the U.S. treasuries they hold, that puts upward pressure on interest 
rates which will tend to choke off the very economic growth that the Fed is trying to 
orchestrate. 
  
The reality is, the Fed is doing the only thing it can to jump start the economy, however, 
the probability of what they are doing backfiring is as great as the probability of it 
working.  The financial markets have become very volatile as the mood shifts between 
believing QE will work and believing that it won’t. There is not much in the way of 
history to guide the Fed's decisions here, which just adds to the uncertainty. 


