
Well, Shake It Up, Baby, Now... 
Twist & Shout 
In 1960, a dance craze called The Twist was made popular by a Chubby Checker version of a song by the same name.  The unique 

characteristic of The Twist is that you dance side-by-side instead of face-to-face. 

Also in the sixties, the U.S. economy was growing very slowly. The Federal Reserve  (the Fed) wanted the U.S. Treasury to borrow 

for longer periods of time at lower interest rates. This would allow the government to fund additional spending to kick start growth.  

Instead of dancing face-to-face with the Treasury, the Fed began shifting its financial weight from short-term to long-term maturi-

ties; the U.S. Treasury quickly followed its lead. 

Some records show that the Fed wished for this to be called “the Nudge,” however The Twist’s popularity and its arguably better 

description of the Fed’s actions won out.

THE ANNOUNCEMENTS

In September 2011, the Fed revived Operation Twist with an announcement that it would sell $400 billion of its short-term treasur-

ies and purchase an equal amount of treasuries with maturities from six to 30 years.  On June 20, 2012, the Fed announced it would 

continue this action by committing an additional $267 billion through the end of 2012.  This will effectively eliminate the Fed’s 

short-term treasury holdings through January 2016.  Unlike the 1960’s announcement, there was no mention of a coordinated effort 

with its old dance partner, the U.S. Treasury.

HOW IT WORKS

With this move, the Fed is not actually creating more money to circulate throughout the economy. Instead, it is selling its short-term 

holdings, which are effectively paying 0 percent interest, and buying the government’s longer-term debt. This is creating more de-

mand in the market for longer-term debt. Despite the Fed’s lack of a dance partner declaration, its old twisting partner has once again 

followed suit. That extra demand has allowed the U.S. Treasury to lock-in the lower long-term rates without substantially increasing 

the interest costs of servicing the debt load.  It also allows the U.S. Treasury to not have to refinance the debts for a longer period of 

time.  While this equates to kicking the can down the road, it may give the government more time to deal with the 2012 elections 

and the economy before trying to tackle the more difficult spending problems. 

During the four months ended January 2012, the U.S. Treasury was able to extend its average maturity of new issues from seven years 

to eight years via Operation Twist.  This is a substantial extension in a short time period, but more impressive is that since June 2008, 

the average maturity of new issues has increased by 2 1/2 years or 45 percent.  Of course, the Fed could also start increasing the money 

supply, but given the proximity to the 2012 elections, that may spark more controversy than it cares to deal with.

POTENTIAL EFFECTS OF THESE ACTIONS

As with any action taken by the Fed, the effects can often reverberate throughout the economy in many ways.  The immediate take 

away is that while this may create a positive effect for the precarious situation the government is in, one has to wonder what effect 

this has on investors’ overall confidence in the markets.  



Since many institutional investors look at treasury rates to provide them with a sense of inflation and growth, this manipulation could 

create a sense that long-term expectations are quite low.  With a lower growth assumption in hand, these investors tend to begin over 

valuing investments that carry less risk and/or growth.  An increase in risk averse investments can actually hold back a recovery in the 

equity markets and eat away at the wealth effect that the stock market often provides to the economy.  In a much less hypothetical 

manner, artificially low bond rates are certain to depress the amount of interest income our bond investments will provide and that is 

already a contentious subject for investors.  

One of the underlying theories behind Operation Twist is that businesses, when given the opportunity to borrow at lower rates, may 

be encouraged to purchase new equipment or update factories to enhance long-term profitability.  The purchase of equipment may 

cause manufacturers to hire more employees to produce the orders. Once employees are hired, they begin to spend their money, which 

further stimulates the economy.  It may even encourage companies to issue more debt in order to buy back shares of stock. This may 

increase the share price and cause investors to take the gains and buy additional items. 

An unintended consequence of Operation Twist, however, may be that businesses interpret the low interest rates as an indicator of a 

period of low growth and hoard cash to ensure that they don’t run out of capital.  This holding pattern can keep the United States in 

its current environment of low growth and high unemployment.

THE FACTS

Most people today believe that the U.S. government is drowning in interest payments on its debt. I held this same opinion until I 

examined the facts, which suggest exactly the opposite.  

In 1980, our Gross National Debt was $909 billion or 33 percent of GDP.   By the end of 1992, it was $4 trillion or 64 percent of 

GDP.  However, the facts on our current economic situation get much more interesting as you can see below and on the chart on the 

following page.

   The Gross National Debt is currently around $16 trillion, four times the 1992 levels (top line in the chart on the following page).

   The debt to GDP ratio is hovering around 100 percent.

   The average interest rate is 2.7 percent versus 7.0 percent in 1992.

   The government’s interest payments on its debt are currently less than 2 percent of GDP versus 3.2 percent of GDP in 1992. 

   The government’s gross interest payments as a percent of government spending (bottom portion of chart) are currently 8 percent 

versus 20 percent in 1992.

SO HOW DO I FEEL ABOUT THESE FACTS?

I could not ignore the figures that show we are actually paying less in interest today (relative to the size of the economy and govern-

ment spending) than we did in the 1980’s. So to my complete surprise, the government can cover the cost of its debt better today than 

it could 30 years ago, but that is only because interest rates are so much lower now. 

  

The facts were a crushing blow to what I have always believed, but they did not change the way I feel about the excessive levels of bor-

rowing the government has engaged in over the last 30 years.  Affordability should not give the government a false sense of security 

to continue down a destructive borrowing path, much like the bankers and speculators before the financial crisis. 

 

This stream of easy money is encouraging the government to leverage its bets in a desperate hope that the economy will recover be-

fore the debt comes due.  Instead, the government should be working to find a real solution to the nation’s spending and borrowing 

problems.  



TWIST AND SHOUT

Perhaps the most frustrating result of the extraordinary measures put in place by the Fed is the damage inflicted on those who have 

saved their money over the last 30 years.  In a world where there are both winners and losers, we are watching the government “win” 

the benefits of lower borrowing rates while the lenders continue to “lose” and watch their interest income diminish.

While Chubby Checker, with some help from Dick Clark, might have produced the first popular version of The Twist, the Beatles’ 

Twist and Shout may describe my feelings about Operation Twist more adequately.  As the Fed continues to Twist the long-term 

interest rates down, responsible savers have every right to Shout about the lack of income.  Unfortunately, unlike the teenagers on 

American Bandstand, the savers aren’t shouting in celebration.  
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