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JIM:   Recently I visited Washington, D.C. to visit with several Congress people on both sides of the aisle, both Republicans and Democrats.  One of the Congress people that I visited with was Senator Ron Johnson from Wisconsin and one of the things that he has made his mission as a Congressman is to try to get people on both sides of the aisle to admit we have a problem when it comes to our deficit spending and our large national debt that is ever expanding.  What he asked of us is if we could help spread the word with our clients to get after their Congress people to get serious about balancing our budget and balancing our checkbook.  With that, I invited Ron to be a guest on our show.  I would encourage each and every one of you to take what Ron is going to share with us today, share it with your family and friends so that we as Americans can keep America strong.  With that, I would like to welcome Senator Ron Johnson.  Welcome, Ron.
:59

SENATOR RON JOHNSON:  Hello Jim, how are you doing?
01:02

JIM:  I am doing fantastic.  Hey, Ron, you really inspired me.  I am a financial planner by trade and I am always working with people with budgets, cash flow, taking care of their bills today but anticipating the future and always planning to put away some money for the future.  Even those in retirement, we have to put away a little extra so that we have more money with inflation and everything so that they can live comfortably in retirement, but it seems like it is something that runs on deaf ears when it comes to our governments.  Now on local governments, I have seen a change.  We have seen some changes on the state side with a lot of states, getting to where they were getting in trouble and now they are back to a balanced budget, but it seems like in D.C. it is just business as usual.  When I see the trillion dollar deficits on the spending side and our rising national debt, it definitely does concern me.  You shared some words and even though you are on the Republican side of the aisle, I think math, when it comes to not spending more than you make, this should not be a political issue.  We are all Americans; we should be working within our means.  Just share with our audience what you shared with us when we were in D.C.
02:07

SENATOR RON JOHNSON:  Sure.  Again, you mentioned state and local governments, so let’s start there.  The reason local and state governments are having to come to terms with their financial challenges is because they do not have a printing press.  They are not the world’s reserve currency.  They actually have to face reality and in Washington, D.C., we are not facing reality.  The way I normally start my presentations, particularly to a bipartisan crowd and I try to get as many bipartisan crowds as possible, is first state what I think is the obvious, but I do not think necessarily everybody believes this.  I do.  We share the same goal here in America and we all want a prosperous America or prosperous Wisconsin or a prosperous community in terms of where you live. I am concerned about every American, every Wisconsinite.  I am sure the people on the other side of the aisle are as well.  We all want every American and every Wisconsinite to have the opportunity to build a good life for themselves or family.  We have enormous fiscal and financial challenges facing this nation as we at least begin to address those.  It is a good place to start not questioning each other motives, but as a manufacturer and as a business guy myself; I have had to solve a lot of problems.  In manufacturing, when you start solving problems, you always start with a root cause analysis.  You can address a symptom, but you are far better off, for example if you have a leaky motor, change the gasket.  That is the root cause.  I think most people have heard of 12 step problem solving processes.  The first step is always you have to admit you have a problem.  Hopefully you admit it before you hit rock bottom and then of course you have to properly define it.  What I have been engaged in here for the last three years here, particularly on the Budget Committee, is trying to get America, trying to get Administration officials, trying to get my colleagues here in Congress to first recognize and admit the extent of the problem.  Then we have to properly define it.
Let me start with the definition.  It is not a 10-year budget window problem.  All the debate in Washington, D.C. is always around a 10-year budget window.  That is how this Congressional Budget Office scores everything.  We do not have a 10-year budget window problem.  We do, but that is not the problem that is not the big problem, the big problem is we have a 30-year demographic problem.  We have the baby boom generation.  They are retiring at the rate of 10,000 people per day.  Politicians of both parties have for decades made all these promises to the baby boom generation, but we do not have any way to pay for it and that is the truth.  If you want to start with, for example Social Security, I truly encourage people to be saving for their own retirement because the promises made in Social Security and Medicare right now we do not have the capacity to pay for them.  Our kids will not be able to pay for them, not without totally destroying their financial future.  
Jim, let me lay out the figures for the listeners.  Social Security, depending on whose estimate you use, either the Social Security Trustees or Congressional Budget Office, will pay out somewhere between $12.7 trillion to $14.6 trillion more in benefits than they take in the payroll tax over the next 30 years.  Let me repeat that, over the next 30 years, $12.7 trillion to $14.6 trillion more in benefits than we take in the payroll tax.  Of course, you have politicians of both parties lying to the American public saying that Social Security is solvent until the year 2033.  It is not.  That lie is based on the falsehood that the Trust Fund, the Social Security Trust Fund, actually has value to the Federal government.  It does not.  It has value to the Trustees, but it is their asset to the Trust Fund, but that asset is U.S. Treasury Bonds, which are a liability to the Treasury, but you consolidate the books of the Federal government and that is what we are talking about, the Federal government having to honor those promises.  You have an asset offset by a liability and it equals zero.  You can just put that out of your mind, the Trust Fund has no value.  They are not assets that can be utilized to pay the benefits.  It is just a bookkeeping gimmick and what you have to really look at is the fact that Social Security will hemorrhage $13 trillion to $15 trillion in additional benefits over the payroll tax over the next 30 years.  I realize that has been a pretty long filibuster, so I will take a breath.  I need people to have that basic fact sink in.  I have more depressing data and quite honestly, Americans have to wake up and understand the severity of our financial situation.  
06:04

JIM:  Again, it is on both sides of the aisle as you mentioned.  What you said in the meeting in D.C. is you wanted help with having Americans reach out to their Congressmen, whether it is Republican or Democrat, and start saying we need to deal with these issues.  Now it is tough, if you as a family have had some tough times where you are spending more than you make and a lot of us got in that trap with credit card debt and other things back in the 90s and early 2000s.  You saw a lot of people just drowning in that debt because with credit cards, they had the benefit of seeing what 18% or 27% interest rates are.  Right now, our government is humming along and a lot of that is because the rates are so low they are able to wrack up these bills, but when rates go up that is going to be another challenge.  Now Ron you talked about trillions of dollars of deficit and just maybe to clarify things when you talk about the balance sheets and things like that, the way I have always explained it to clients is you have one government agency borrowing from another and they are giving IOUs.  That is what those Treasury Bills are, it is one agency saying, “We will take all this money from the Social Security Trust Fund, we will use it for all these other government projects, and we, the government, will pay you back someday”, but they do not have the money to pay it back.  You have the debt on one side where they do not have the money to pay and you have this balance sheet item, it adds up to zero, so there is going to be significant challenges ahead.  The longer we wait, the bigger the challenges are.
07:26

SENATOR RON JOHNSON:  The analogy I use to drive it home is if you have $20 as an individual and you spend it and by the way, all those surpluses that were paid into the Social Security Trustees that money has been spent.  It is long gone.  As an individual, if you have $20, you spend it, and then you take out a piece of paper and write yourself a note, it says $20, and you stuff it in your pocket and say, “I have $20”, but no you do not.  You have a piece of paper that you are going to have basically presented to another citizen and hopefully they will give you a real $20 in exchange for that promissory note.  That is really exactly what has happened to the Social Security Trust Fund.  People need to understand that basic dynamic.
07:59

JIM:  We are going to take a short break and when we come back, let’s talk further about some of the issues that are facing us as Americans because we just talked about Social Security.  Let’s talk about another sweet spot for people going into retirement, and health insurance is always a big issue, what is going on with Medicare.  Please stay tuned.

[BREAK]
09:13

JIM:  Welcome back as we continue to visit with Wisconsin Senator Ron Johnson.  He is a senator that I met not so long ago.  I met with several different Congress people on both sides of the aisle and one thing that really struck a chord being a financial planner is talking about if we could help him get the word out to other American citizens to talk to their Congress people to get them to start looking at reality and dealing with the problem that we have in Social Security and Medicare because these are great programs that could continue on, they just cannot continue on the way they are.  Ron, why don’t you talk to us a little bit about Medicare and how that is going to affect baby boomers and future generations.
09:51

SENATOR RON JOHNSON:  We talked about Social Security, the numbers I threw out for Social Security are pretty solid, and that is just basically actuarial math.  We know the population, we know demographically what the age is and we know the promises we made.  Medicare is a little more difficult to estimate because it really depends on what is the cost of health care over time.  Because we are nationalizing health care and we are certainly on that path, it is not going to solve the cost problem; only the free market can do that.  If you take a look at current estimates on Medicare, it is almost double or three times worse than the Social Security deficit.  The numbers we are looking at show that in the next 30 years Medicare will pay out about $35 trillion more in benefits than Medicare takes in during the payroll tax.  Maybe a way to personalize it is people need to understand that for every dollar they pay in the Medicare system, the way the program is structured right now, they are going to receive about three dollars in benefits.  Okay, now it sounds great.  You can understand why Americans are so supportive of a program that they had put a buck in and they get three dollars out, but I think that proves the absolute unsustainable nature of Medicare as it is currently construed.
10:49

JIM:  When you look at these programs, I know what Social Security, when they designed that program I went to a conference once where they said they designed it off the oldest pension plan in America.  It was designed 50 years prior to that for a New York City Fire Department.  Well back in the 1880s, the life expectancy of a fireman in New York City, I would beg to say was probably less than the average life expectancy of early 40s for the general population.  Well Social Security looked at that and they had an age of 65 that they picked.  When Social Security started then, it was really designed as a safety net for someone who lived to a really old age, because back then people were working their bodies hard in the mines, in the farm fields or whatever, and now we are more of a society that we have machines that can do a lot of that hard labor stuff and we are not having to wear out our bodies working.  
11:37

SENATOR RON JOHNSON:  Jim, it is important to understand when they passed Social Security, you are right, they set the retirement age at 65.  Life expectancy back then was 62.  They called it Old Age Survivor Disability Insurance.  It was not a retirement plan, it was literally insurance in case you were lucky enough to exceed your life expectancy by three years and get into retirement.  Now fortunately, where Americans are living well past 80, I think average life expectancy is a little under 80, and we have not adjusted these programs.  Of course, Medicare was just structured the same way Social Security done decades later.  We are not recognizing the reality situation that the fact that these programs are structured in a way that they are simply not sustainable.  We have to figure out some way to save these programs, restructure them so there are the advantage of those benefits and certainly, not only for our future generations but even for baby boom generations, it is just not sustainable.
12:26

JIM:  Are there suggestions coming on either side of the aisle other than maybe you taking the bully pulpit, are there some real suggestions out there or are we just kicking the can down the road?
12:38

SENATOR RON JOHNSON:  Again, I would say there are plenty of solutions that have been proposed, but they do not have a chance of being enacted until America collectively admits we have a problem and we really understand the depth of the problem.  Otherwise, it is just going to be political demagoguery.  You told me you have had Paul Ryan on.  Well, Paul, whether you like it or not has proposed at least some reforms for Medicare.  We do not discuss the financial liability of those reforms.  Instead, what we do is the other side of the aisle runs a political ad that shows a Paul Ryan look-alike pushing Granny off the cliff and that is, I guess, what substitutes for real political discussion and debate in this country.  We are not going to solve problems with that type of demagoguery.  It is just simply not going to work.  You know, Jim, the solution to the problem, the number one component has to be economic growth.  If you want a strong middle class and we all do, we share that goal and you need a robust economy.  

You know as a business guy, I have done a lot of strategic planning.  You start with a reality check; it is called a SWAT analysis, your strengths, your weaknesses, your opportunities and threats.  The strengths of America, we are still the world’s largest economy.  Manufacturers want to be close to their customers.  We also by the way have relatively cheap energy prices.  If you want to manufacture things, you need power.  Cheap power is better than expensive power.   It is a competitive advantage.  We do not want to compete on labor cost; we want Americans to make strong salaries, so we actually have cheap energy.  Here is what we need to do conceptually and it is pretty simple.  We need to make America, Wisconsin or your community an attractive place for business risk taking, investment, and expansion and job creation.  How do you do that?  Well let’s make sure that we have a competitive tax environment.  Right now, we do not.  If you are a global manufacturer and you want to come and manufacture close to your customer, are you going to site your plant in Toronto with the top tax rate of 15% or Detroit at 35%?   Are you going to want to come and subject yourself to a regulatory burden that costs $1.8 trillion per year to comply with?  Let me quick put that in perspective, only 10 economies in the world, Jim, are larger than $1.8 trillion.  That is what we are burdening job creators each and every year because of Federal overregulation.  We need some regulation, but we do not need $1.8 trillion worth.  This is not rocket science so let’s keep energy prices low.  Let’s do tax reform so we have a competitive tax environment.  Let’s do regulatory reform so we are not crushing businesses with this regulatory burden.  Let’s take advantage of what we have going for us, low energy costs.  Let’s not artificially drive the price of energy up.  As President Obama said, he said because of his energy policies, electricity rates would necessarily skyrocket.  That is crazy!  That is bad policy.  More Americans need to come to understand that.  
15:16

JIM:  I know the case on the other side is that it is for protecting the environment.  It is a delicate kind of balance trying to do both sides, so what do you say for people that if the people are listening there, obviously we can grow the economy, but what do we do to solve the problem along the way?  We are still spending more than we make and it seems like a lot of times if we have, I remember under Clinton we had a budget surplus supposedly, but they still did not deal with the issues of Medicare and Social Security.  They kept kicking that can down the road, so how do you get started?  What is the first thing that you would say would be a priority?
15:47

SENATOR RON JOHNSON:  You have to have a more informed electorate.  People need to actually understand these things.  Now listen, I think we are all environmentalists to use that as an example, but the only way you can afford environmentalism and clean environments, you have to have a robust economy.  The fact of the matter is because of a lot of Federal laws; we have actually reduced pollution dramatically in this country.  Go to the EPA website, I think the figure they quote is we have reduced pollutants by 70%.  At some point in time, you hit the law of diminishing returns.  You have to recognize that and just simple things, like building the Keystone Exxon pipeline.  Even the study undertaken by this Administration’s own State Department said that is the most environmentally friendly thing to do in terms of greenhouse gas emissions.  Let’s actually base it on science, recognize the fact that we have had climate change over geologic time.  We are from Wisconsin and 14,000 years ago, we had a glacier covering Wisconsin.  I do not think there were enough campfires back then from whatever human beings existed on Earth to cause climate change that caused those glaciers to melt.  We cannot be so arrogant as to think that it is only man that contributes to climate change or quite honestly that we could throw hundreds of billions, if not trillions, of dollars at the problem and actually solve it.  What makes us think that this is the sweet spot in geologic time in terms of climate that is worth spending trillions of dollars to prevent?  Again, I am an environmentalist.  I am a fisherman.  I get my water out of a well.  I do not want to spoil the environment, I want a pristine environment, but you have to take a look at it realistically.  Let’s not create a state of fear.  Let’s not overstate the case.  Let’s be sensitive to the environment, but let’s also be sensitive to the fact that we need a robust economy so we can afford to clean the environment.
17:18

JIM:  I have used and had clients look at the national debt clock that you can go online and it shows where the deficit is, where the debt is, where the unfunded liabilities are for Medicare and Social Security.  Again, taking politics aside, we definitely have a math problem.  In a dream state, what would you hope that our listeners would do from this message and try to put politics aside, what would be the message that you would give them?
17:45

SENATOR RON JOHNSON:  Get informed and put demagoguery aside.  Recognize we share the same goal.  We all want a prosperous America, we all want a clean environment and in order to do that we have to have strong economic growth.  Let’s start incentivizing success.  Let’s not demonize businesses.  You know, I actually want life-saving new drugs.  I personally drive my gas tank pretty close to zero.  I am glad there are gas stations on just about every corner in a city so I can fill up my tank.  We need to recognize that we are in this thing together.  We need businesses to succeed so they can continue to provide us the products and services that we all value.  They are going to have to make money so they can expand their business and we have to make it an attractive place for businesses to expand to be able to provide high paying jobs.  The way you get high paying jobs is get businesses successful so they are actually competing for labor and not have government force and dictate wage levels that businesses cannot sustain.  The solution does not lie here in the Federal government, it really does not.  It lies in our communities with renewed faith, strength in families and strength in communities.  That is where the solution lies.
18:42

JIM:  Everybody should call their Congressmen, write a letter or email them and tell them to get serious about the budget.  Hopefully we can put some pressure on them; we have fall elections coming up.  Take all the other stuff aside, I think probably the most important thing for the strength of our nation is we have to have a strong balance sheet.
19:00

SENATOR RON JOHNSON:  And a strong economy.  Voters ought to call up their Congressman and demand robust economic growth.  They ought to demand an environment, a business climate environment that is conducive to economic growth, strong job creation and strong economic prosperity.
00:38

JIM:  I agree Ron.  Thanks for joining us and taking some time out of your busy schedule.  We really appreciate it and I hope to visit with you some time in the future as maybe we get closer to elections or after elections and we know who our new Congress might be so we can start getting after them to get serious about our budget, so thanks again.

00:23

SENATOR RON JOHNSON:  Have a great day.

00:20

JIM:  Thanks for joining us this week.  Tune in again next week as we explore another phase of the Real 
Wealth process.  Remember, if anything you heard in today’s show you would like to get more information about, contact your Real Wealth advisor.  If you feel that any of this information would be helpful to a friend or family member, just click the Forward to a Friend button.  
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