An American Family Meets Standard & Poor’s
Tom McGuigan, CFP
September 2011
Earlier this year, I wrote of an American family that earns $50,000 annually but spends $80,000.
They have $208,000 of credit card debt, which is estimated to grow to $400,000 because of
promises they’ve made. When asked how they’d pay for it all, the reply was they’ll leave the debt
to their children. After all the promises made to the kids, they won’t need an inheritance.
Readers may remember that this family is you and me collectively and these figures represent our
federal budget, just scaled down, so you and I can get our arms wrapped around them. It’s just too
hard for us to envision $14 trillion of debt.
The article ended with this thought: “We may debate how to best fix this issue, but we must first
all acknowledge the extent of the problem. It is real. It is severe. And, it threatens our future.”
Well, the future is here. On August 5, Standard & Poor’s, a rating agency, stripped the United States of its AAA credit
rating. The reaction has been swift, painful, and, in some cases, thoughtless.
The swift and painful came from worldwide markets. The first trading day after the announcement saw a 600 point, 5.5
percent drop in the Dow Jones Industrial Average. Even the price of oil tumbled.
The thoughtlessness came from those who sought to lay blame on the “other guys.” It’s akin to the father of our American
family blaming the mother for all of the spending racked up over decades. Others blamed the messenger: Standard &
Poor’s. We can quibble about whether they should have downgraded the debt or just put out a warning. But really, did
they tell us anything we didn’t already know?
What is needed is an old-style family meeting with the parents and kids. The first step is to get everyone to understand the
facts. No more posturing. As Sergeant Joe Friday used to say in the TV series Dragnet, “Just the facts, ma’am, just the
facts.” Our collective family needs to know how revenue is raised, how it is spent, and how unsustainable our favorite
programs have been. This is nothing new. My ecology professor in the 1970s showed us how the math behind Social
Security would eventually lead to failure.
It’s time to address our American family’s budget in a way that is constructive and healthy. The time is right for our
leaders to lead and for the rest of the family to encourage that leadership by showing a sincere interest in solving the
problem.
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