Understanding the Mental-Financial
Health Connection

For the first time, we explore what’s known about the deep relationship between financial and
mental health challenges — and what's left to uncover.

Executive Summary

The American Psychological Association has warned that the United States has reached a “mental health
crisis” based on high levels of stress in the country, with vast implications for health and well-being.": 2
Finances are one of the leading causes of stress.® Recent Financial Health Network research has found that
4in 10 Americans (40%) report high or moderate stress from their finances.* These Americans are
disproportionately struggling financially, often facing challenges meeting day-to-day needs.

In recognition of the key role of finances in many people’s lives, a body of research has begun to emerge
that aims to better understand the connection between one’s financial and mental well-being. For this brief,
the Financial Health Network examined a wide range of literature on stress, financial hardship, and the
relationship to mental well-being, with the goal of understanding the current state of knowledge and
identifying gaps for future exploration. We couple this with new analysis of our 2023 Financial Health
Pulse® data, providing rigorous survey data on stress, financial, and mental well-being from our unique,
nationally representative dataset.

Key Findings
1. Americans are stressed, and finances are a top concern. Some populations, such as women, younger
individuals, and lower-income households, report elevated levels of financial stress.

2. Financial challenges are associated with mental health challenges. People with the lowest incomes
in a given area are 1.5 to 3 times as likely to experience mental health issues, like depression and anxiety,
as high-income people in the same area.®



3. However, not everyone responds to financial challenges in the same way. Emerging studies find that
some individuals report lower stress levels than others, even in light of similar economic strain. This raises
questions about whether there are behaviors or strategies that can help mitigate stress.

4. Researchers have suggested that certain kinds of debt in particular are associated with mental
health challenges. Debt that is incurred outside of the individual’s control, such as medical debt, has been
associated with mental health issues.

5. Despite the wide body of research available, there is limited evidence of causality — for example,
that debt leads to mental health issues. The best evidence to date suggests a bi-directional relationship:
Financial challenges may decrease mental well-being, and vice versa. Further research needs to be done to
understand the relationship.

The wealth of data establishing a link between mental and financial well-being raises many questions. One
worthy avenue for exploration is whether there are coping strategies that can help people manage financial
constraints and potentially mitigate mental health impacts. Another, larger implication is whether there are
actions we can take as a society to reduce the incidence of the underlying financial challenges — ensuring
people have sufficient resources to meet day-to-day needs and manage shocks — and increase availability,
affordability, and access to needed mental health care.

Far more work needs to be done to better understand causality, for one, as well as to identify what works
best to support individuals who are struggling. Clearly, however, mental health and financial health are
closely intertwined. As we consider options for improving the mental health of Americans, supporting
financial health should be at the core.

Measuring Mental Health

This brief draws on a range of research on financial and mental well being.
Many studies include self-reported aspects of stress and mental health,
including symptoms of anxiety and depression, while relatively few rely on
clinical definitions of mental illnesses.® In turn, this brief references both self-
assessed and clinical measures. In addition, measures of financial stress and
strain vary.




Introduction

The post-COVID period has been marked by widespread economic uncertainty and persistent inflation that
strain the finances of many families. Many Americans today are living under severe financial constraints, with
29% reporting that they are unable to pay all their bills on time and 29% reporting unmanageable levels of
debt.” In this volatile time, it is particularly important to understand the impact that such societal and financial
uncertainty has on people’s well-being.

As the Financial Health Network works to create a movement that supports financial health for all,
understanding the connectivity between financial and mental well-being is critical not only for raising
awareness about the issues, but to also point to potential solutions. In this brief, we explore the existing
knowledge base around the mental-financial well-being connection and identify potential next steps for
research and interventions that could lead to greater, and more equitable, financial health.

This short brief represents our first paper on this topic, and it raises many important questions. The complex
interplay between mental and financial well-being has implications for financial institutions, employers,
policymakers, and many others. We look forward to future collaboration to better understand how to support
people struggling financially — and ensure more people can thrive.

About Financial Health

Financial health, as measured by the Financial Health Network’s FinHealth Score®, provides a holistic way
to understand one’s ability to manage their financial lives in the short and long term. Through eight survey
questions centered on spending, saving, borrowing, and planning, the FinHealth Score helps categorize
respondents into three financial health tiers: Financially Healthy, Financially Coping, and Financially
Vulnerable (Figure 1).

Seven in 10 people in America are classified as Financially Coping (struggling with some aspects of their
financial lives) or Financially Vulnerable (struggling with almost all aspects of their financial lives).

Figure 1. Interpreting FinHealth Scores.
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Stress, Financial Hardship, and Mental Well-Being

For many in America, stress is a way of life. The American Psychological Association’s (APA) 2022 study of
stress in America finds that about a third of adults (34%) report that stress is completely overwhelming
most days.® More than a quarter of adults (27%) said that most days they are so stressed they can’t
function.® The 2023 “State of the Global Workplace” poll by Gallup points to a similar story, finding record-
high levels of employee stress.'°

Finances represent one of the top stressors for many Americans — about two-thirds (66%) of those surveyed
for the APA “Stress in America 2022” report said money was a significant source of stress."" Stress related to
money is at the highest level recorded since 2015.'2

The prevalence of financial stress is perhaps not surprising, given that only about a third of people in
America are considered Financially Healthy.'® Our own data from the Financial Health Pulse has
consistently found that people who are financially struggling report greater levels of financial stress. In 2023,
76% of Financially Vulnerable people reported experiencing high or moderate stress from their finances,
compared with just 13% of Financially Healthy people (Figure 2).

Figure 2. Financially Vulnerable people report dramatically higher levels of financial stress compared
with Financially Healthy people.
Level of financial stress, by financial health tier.
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Note: * Statistically significant at p < 0.05 vs. Financially Healthy.



Stress Is Not Distributed Evenly

Some populations appear to disproportionately report stress. These groups largely align with those who
are more likely to also experience financial hardship, facing larger societal and structural barriers to
financial health.'* For example, in addition to lower-income households, women, younger individuals,
unmarried people, unemployed people, and renters have been found to disproportionately experience
psychological stress of any kind, in particular financial stress.'5: 16: 17

Findings by race and ethnicity appear nuanced. One study found that while people of color generally
reported more stress than White people, these differences were no longer significant after controlling for
other demographic factors.'® Another study on financial anxiety and stress found that, controlling for other
demographic variables, Black and Hispanic adults are less likely than their White peers to feel financially
anxious.® Research has yet to establish a consensus on the moderating role of race in experiencing stress.

Limited data is available on people who are lesbian, gay, bisexual, transgender, queer, intersex, and agender
(LGBTQIA+). Notably, however, the “Stress in America 2022” study found that members of the LGBTQIA+
community were more likely than those who are not to report that, most days, their stress is completely
overwhelming (50% versus 33%, respectively).?

Financial Hardship and Mental Health

At the same time, the research is clear: financial hardship is associated with mental health challenges,
such as heightened symptoms of anxiety and depression.2" 22 23,24 Numerous studies find that participants
with low household incomes report greater incidence of psychological distress than those with higher
incomes.?% 26 One study found that those with the lowest incomes in a community are 1.5 to 3 times more
likely to experience common mental illnesses than the wealthiest within the same community.2” Another
found that cash flow challenges (defined as the inability to meet regular bills on time) and deprivation (the
inability to provide the essentials of life) were both associated with mental health problems.?8

Again, our Financial Health Pulse data corroborate these findings. People who are Financially Coping or
Vulnerable report significantly lower levels of mental well-being. Seventy-five percent of Financially Healthy
individuals say that their mental well-being is “excellent” or “very good,” compared with 44% of the
Financially Coping and just 21% of the Financially Vulnerable (Figure 3).

Figure 3. Financially Healthy people say that their mental well-being is “excellent” or “very good” at
far higher rates than those who are Financially Coping or Vulnerable.
Self-reported mental well-being, on a scale from poor to excellent, by financial health tier.
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Debt Is an Area of Particular Concern

An emerging body of research has honed in on the relationship between debt and mental health.?% %° A large
meta analysis of 65 papers found that the majority of studies identified a relationship between debt and
mental health issues, including common mental disorders.3' A paper in the Journal of Clinical Psychiatry
found that debt burdens have also been associated with increased risk of suicide attempts.?

In particular, personal unsecured debt has been associated with greater depressive symptoms.33: 34 Some
researchers have posited that individuals may take on such debt with less agency or choice — for example,
accruing credit card debt to cover monthly bills — rather than secured debt like mortgages, which may be
seen as an investment.3%

29% of Americans reported having “unmanageable” levels of debt in
2023.

Source: Financial Health Pulse 2023 U.S. Trends Report

Medical debt especially stands out as an area of concern.3® Holding medical debt is clearly correlated with
lower mental health.3” People with medical debt are three times as likely to have mental health
conditions, like anxiety, depression, or stress.?® Further, people holding medical debt report avoiding
further medical care, skipping bills, and even delaying college or home ownership at elevated rates.®® Given
the wide range of impacts of medical debt on an individual’s health, life quality, and outcomes, many public
health researchers consider medical debt to be a social determinant of health — that is, a non-medical
condition that shapes an individual’s health, well-being, and quality of life.#® 41



Directionality Isn’t Always Clear

Further research is needed to understand the direction of the relationships — whether, for example, financial
health challenges lead to poor mental health, or whether those with poor mental health are more likely to
experience financial health challenges.

Some research indicates that, with regard to socioeconomic status and mental health, the relationship is
likely bidirectional — that is, the relationship travels both ways.*? 43 Another study found that financial distress
is a predictor for depression, and vice versa.** However, at least one study on debt and depressive
symptoms suggests that debt can lead to depressive symptoms, rather than the other way around.*® There
is a need for more research, especially longitudinal or repeated cross-sectional studies.*®

Creating a Negative Spiral

Research has clearly demonstrated the association between financial hardship and mental health issues,
like psychological distress, depression, sleeplessness, and anxiety. Mental health issues, subsequently, are
associated with a wide range of additional impacts, including reduced overall well-being, economic activity,
and even decision-making.*”- 48 These could contribute to a damaging negative spiral of mental, physical,
and financial health.

For one, mental health challenges such as depression can affect productivity, impacting one’s ability to
concentrate and leading to fatigue.*® Depressed individuals may therefore work fewer days and have lower
educational completion, worse early career outcomes, and inhibited skill development.5°

Individuals facing financial challenges may not get medical care they need, potentially exacerbating existing
health issues. Financial Health Pulse data find that Financially Vulnerable individuals report far lower levels
of good physical health than Financially Healthy individuals. In addition, a third (34%) of Financially
Vulnerable individuals say they did not receive health care that they needed due to cost, and nearly 3
in 10 skipped or took lower rates of medication than prescribed (Table 1). Similarly, according to a 2019
Kaiser Family Health survey, 5 in 10 individuals facing problems paying medical debt bills report avoiding
healthcare services because of their debt.5" In severe cases, debt and financial stress are associated with
suicidal ideation, attempt, or completion.52: 53

Table 1. Financially Vulnerable individuals report lower overall health and higher rates of missed
medical care than Financially Healthy individuals.
Self-reported health and experience of hardship in the past 12 months, by financial health tier.



Financially Financially Financially

Healthy Coping Vulnerable
Had fair or poor overall health 8% 18%* 42%*
Forwent needed health care because of cost 1% 10%* 34%*
Stopped a medication or took less than 1% 7%* 28%*

directed due to cost
Note: * Statistically significant at p < 0.05 vs. Financially Healthy.

Finally, evidence suggests that people experiencing financial distress may be constrained in their financial
decision-making. One study looking at anxiety, financial knowledge, and financial management behaviors
found a negative association between anxiety and positive financial management behaviors (holding
financial knowledge constant).54 Similarly, in the book “Scarcity,” Eldar Shafir and Sendhil Mullainathan
argue that experiencing monetary concerns erodes cognitive performance, resulting in people making
choices that are not always in their best interest.%® Still more research has suggested that people
experiencing financial stress are less likely to plan for retirement.>¢

Distinguishing ‘Financial Stress’ from ‘Financial Strain’

An emerging body of research has begun to separate one’s experience of “financial strain” from “financial
stress.”>”: 58 |t's important to distinguish these two concepts because research has found that it may be
possible to experience financial strain without experiencing financial stress, a key factor associated with
mental health challenges.

As one example, a 2017 paper found that financially strained respondents who said they were financially
stressed reported elevated levels of depression; meanwhile, those who did not report financial stress had
depression scores in line with those not experiencing strain.5® Another study of more than 2,000 people in
Spain at the beginning of the COVID-19 pandemic found that, among those who had lost their jobs or
experienced income loss, people reporting lower financial stress experienced fewer mental health problems
than those reporting greater financial stress.°



What does this mean in layman’s terms? Practically speaking, it suggests that helping people mitigate, or
cope with, experiences of financial strain could potentially avoid or lessen mental health issues related to
stress. A number of studies have begun exploring the potential factors that may help some individuals
mitigate stress, even in light of objective economic challenges. Several have identified psychological and
behavioral traits that may help some individuals avoid experiencing financial stress. As one example,
individuals with higher levels of perceived “self-efficacy” — the belief that one is competent and can
overcome challenges — have been found to demonstrate lower levels of financial stress, even in light of
financial strains.8' Similarly, while studies regarding the relationship between financial knowledge and
financial stress appear mixed, one’s confidence about their financial knowledge (reporting, for example,
that one feels financially educated and well-informed about financial matters) has been associated with lower
anxiety.52 Conversely, feelings of hopelessness over finances, a sense that finances will worsen, or a
lack of agency — that is, sensing a lack of control — over one’s finances have been associated with mental
health issues.®

In recognition of the complex interplay between financial strain and stress, the field of financial therapy has
been created, leveraging strategies and approaches from both mental health and financial service
professionals in supporting clients.®* Actions like creating a plan for getting out of debt, for example, could be
one way for individuals to regain agency and sense of control.%® Other interventions may include
restructuring a problem so it is not as overwhelming — for example, breaking a large financial challenge down
into smaller behaviors — and helping people to manage their emotions and emotional responses.5®

Conclusion

The research is clear: financial and mental well-being are deeply intertwined. This interconnectivity suggests
that these topics cannot be approached in isolation and that holistic interventions may be warranted to help
clients mitigate experiences of stress. Potential strategies include collaborative activities between mental
and financial professionals to help people develop coping techniques and manage their emotions.5”

But reducing stress should not be considered a substitute for reducing the very real economic strain that so
many in America are experiencing. Far too many people are living on the financial precipice, with low or
unpredictable incomes and limited savings cushions. This is coupled with a complex medical and insurance
landscape, an acute shortage of mental health providers, and limited coverage even for those who have
insurance.®8

Many questions remain, and further research is warranted in many areas — among others, to better
understand the directionality of the relationship and to explore the experience of specific communities and
populations. But above all, the challenge will be to identify what works best in supporting individuals to
reduce financial stress, strain, and mental health impacts. In a country in the throes of a mental health crisis,
the need is ever more urgent.



