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Analyzing the Equity and Efficiency Effects of the United States Social Security System

Social security systems are essential in securing economic benefits for citizens, especially
during the retirement phase of life. In several places, like the United States, the social safety net
provides important support to retirees, disabled individuals, and survivors of former employees.
The equity and efficiency levels significantly impact how effectively the system meets the needs
of a population with differing socioeconomic classifications and the sustainability of the
program. The impacts of equity and efficiency on the social safety net system in the U.S. will be
assessed, specifically, the benefits formula, the age of eligibility, the private investment
provision, and the current cost-of-living adjustments (COLA).

Overview of the United States Social Security System

The U.S. Social Security system was established in 1935 and is a retirement, disability,
and survivors program. It is funded through a payroll tax imposed on income through the Federal
Insurance Contributions Act (FICA) (Hyman, 2020). The workers put a part of their earnings into
the system, and they become eligible to receive benefits after reaching a specific age, disability,
or death. The system operates on a pay-as-you-drive basis, with existing workers covering
benefits for existing retirees.

Benefit Formulas: Equity and Efficiency

The U.S. Social Security system has equity and efficiency based on the benefit formula. It
is founded on average indexed monthly earnings of a worker (AIME), which has a progressive
design that brings higher rewards to low-income earners compared to high-income earners
(Hyman, 2020). The designation guarantees that the proportion of their pre-retirement income
that is allocated to low-income workers is expressed in the benefits much greater than is

accorded to the higher-income workers.



Impact on Equity

The progressive benefit formula encourages fairness by providing greater benefits to low-
income earners. For example, an individual with a salary of $20,000 per annum can receive
benefits that account for a larger proportion of their earnings than a person with an annual salary
of $100,000 (ssa.gov, 2015). It helps reduce income inequality between retired individuals and
makes resource distribution more equitable. Nevertheless, the system raises some issues
regarding fairness as well (Hyman, 2020). Richer citizens, who pay larger amounts on payroll
taxes, are given smaller amounts in terms of compensation points to less-income citizens,
questioning the redistributive character of the system.
Impact on Efficiency

The progressive structure that reaches equity might not encourage savings and work
incentives. Also, the lower-income workers, as they still enjoy significant benefits in proportion
to their earnings, might lack the incentive to save towards retirement. The dependency on Social
Security decreases individual savings and thus increases the dependency on government help in
the long run (Hyman, 2020). Moreover, others may be encouraged to retire earlier, thus lowering
their lifelong contribution to work, which may affect the economy.

Eligibility Age: Equity and Efficiency

Another factor that can affect equity and efficiency is the eligibility age to receive Social
Security benefits. Now, people are allowed to receive benefits upon reaching the age of 62,
although the full retirement age (FRA) for those born in 1960 or later is 67 (Hyman, 2020). The
age of eligibility will impact the distribution of benefits and economic participation.

Impact on Equity



The retirement age becomes a source of inequity because it creates unequal access to
benefits. Workers who have low incomes and are usually in physically demanding work may be
required to retire earlier (Hyman, 2020). The richer people, however, live longer and may afford
to wait before they retire, and get the benefits at full value. It leads to an imbalance in which the
wealthier are favored more through an extension of retirement.

Impact on Efficiency

Increasing the eligibility age has been suggested to enhance the financial sustainability of
the system. Efficiency-wise, it would save total expenses since the people would have to work
longer before earning benefits (ssa.gov, 2015). However, it might strain the budgets of lower-
income retirees, who might not be able to afford to put off their retirement. Although increased
eligibility age may have the effect of increased work participation, it may negatively impact
physically demanding jobs.

Private Investment Options: Equity and Efficiency

The U.S. social security system does not enable people to redirect their payroll taxes into
their own personal accounts, though it was a long-standing debate. Privatization of Social
Security, whereby workers can use part of their contributions in private accounts, is one problem
that has brought concerns of equity and efficiency (Hyman, 2020). The experience of
government-funded organizations like the United States Postal Service (USPS) serves as a
mailing system through which one can think about how publicly controlled systems operate in
the context of privately-run market-based systems (MarketLine, 2015). The analogy is used to
highlight the challenges of privatization.

Impact on Equity



The choices of the privatization might lead to more inequalities. Higher-income, financially
literate individuals would most likely receive greater returns on private investments, and lower-
income workers would not have the resources or know-how to best handle the private accounts
(Hyman, 2020). It would likely exacerbate income inequality, as richer individuals would gain
more through such records over time.
Impact on Efficiency

Privatization of investment opportunities may enhance the total rate of return for Social
Security members, resulting in increased benefits in the long term. Privatization of a portion of
Social Security would add market incentive to the system, as people are able to accumulate their
retirement investment more rapidly than the pay-as-you-go system would have allowed (Hyman,
2020). It would, however, place participants at market risks, which would lead to financial
instability if investments go bad during an economic crisis.

Cost-of-Living Adjustments (COLAs): Equity and Efficiency

The social security system has cost-of-living adjustments (COLAs), which are a
necessary quality that makes benefits rise with inflation (ssa.gov, 2015). They are adjusted to the
Consumer Price Index for Urban Wage Earners and Clerical Workers (CPI-W), which measures
the changes in the cost of goods and services.
Impact on Equity

The COLAs are assuming equity by securing the buying power of the Social Security
benefits. Inflation would also reduce the actual value of benefits and leave retirees, especially
fixed-income retirees, short of funds without COLAs (ssa.gov, 2015). In the case of low-income
citizens, COLA motivates people so that they do not face a significant loss in quality of life as

the price of goods increases.



Impact on Efficiency

COLA ensures the stability of the social security system by assuring the standard of
living of the beneficiaries. Nonetheless, the CPI-W, as the foundation of the COLAs, has been
criticized for failing to capture the proper inflationary pressures experienced by older Americans,
particularly in healthcare and housing (Hyman, 2020). The underestimation of seniors due to the
CPI-W might lead to the inadequacy of the COLAs, which can diminish the effectiveness of the
system in terms of safeguarding its beneficiaries.

Conclusion

The United States Social Security system is complicated in terms of equity and
efficiency. A progressive benefit formula encourages equality and can lead to a reduced incentive
to save and work on an individual basis. The effects of the age of eligibility on equity and
efficiency include access to benefits along with participation in the workforce. Making personal
investments might make the system more efficient, but worsen wealth inequality. COLAs can
preserve the purchasing power of benefits, particularly for low-income workers, although they
may not be entirely effective for older adults. To make the system sustainable and equitable, it is

necessary to reform it in the name of both equity and efficiency.
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