Case Study: #15 Social Security Insolvency
The Rise and Fall of U.S. Social Security - A Cautionary Tale of Financial Mismanagement
Context and Background

The Social Security Administration (SSA) was established in 1935 as part of President Franklin D.
Roosevelt's New Deal, aiming to provide a safety net for elderly, disabled, and unemployed Americans
during the Great Depression. It was designed as a pay-as-you-go system, where current workers'
contributions funded benefits for current retirees. The system initially focused on old-age benefits, but
later expanded to include disability and survivor benefits.

The Social Security Monetary System

The Social Security system operates through payroll taxes levied on both employees and employers.
These taxes are collected and deposited into the Social Security Trust Fund, which invests in U.S.
Treasury securities. The interest earned on these investments, along with ongoing payroll tax revenues,
is used to pay benefits to eligible recipients.

The Insolvency Problem
Over time, several factors have contributed to the looming insolvency of the Social Security Trust Fund:

e Demographic Shifts: Increasing life expectancy and declining birth rates have led to a growing
number of retirees supported by a shrinking workforce.

e Economic Challenges: Wage stagnation and periods of high unemployment have resulted in lower
payroll tax revenues.

e Political Inaction: Despite numerous warnings, lawmakers have failed to implement comprehensive
reforms to address the system's long-term financial challenges.

According to current projections, the Trust Fund is expected to be depleted by 2033. At that point,
incoming payroll taxes will only be sufficient to cover approximately 77% of promised benefits.

Impact on Society
The potential consequences of Social Security insolvency are significant and far-reaching:

e Reduced Benefits: If no action is taken, beneficiaries could face significant cuts to their Social
Security payments, potentially pushing millions into poverty.

e Economic Hardship: Reduced benefits could lead to increased financial insecurity among seniors,
impacting their ability to afford basic necessities like housing, healthcare, and food.

e Intergenerational Conflict: The burden of supporting an aging population could fall disproportionately
on younger generations, potentially leading to resentment and social unrest.

e Political Instability: The inability to address this critical issue could further erode public trust in
government and contribute to political polarization.

Lessons Learned and Recommendations
The looming Social Security crisis underscores the importance of:

e Long-term Financial Planning: Both individuals and governments need to adopt a long-term



perspective when it comes to financial planning, avoiding short-sighted decisions that prioritize
immediate gains over future stability.

Fiscal Responsibility: Policymakers must address the structural imbalances in the Social Security
system through a combination of revenue increases, benefit adjustments, and other reforms.

Public Engagement: Open and honest dialogue about the challenges facing Social Security is crucial
to building consensus and finding sustainable solutions.

Discussion Questions:

1.

2.

What are the ethical considerations involved in reforming Social Security, balancing the needs of
current and future beneficiaries?

How can individuals take greater responsibility for their own retirement security, given the potential
challenges facing Social Security?

What are the potential economic and social consequences of failing to address the Social Security
insolvency issue?

How can technological advancements, such as Al, be leveraged to help address the long-term
sustainability of Social Security?

What role should public education play in fostering a greater understanding of Social Security and its
challenges?



