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Foreword

Twenty-seven years ago, | entered into the financial restructuring profession.
University educated and trained as a Chartered Accountant with one of the
worlds leading professional firms. Back then, | approached each client, whether
an individual or corporation, with only cold calculating numbers, assessing their

financial circumstances and the legal and financial consequences.

As my career progressed, | became increasingly aware of the more personal
circumstances of the individuals | was advising and counselling. | observed that
many were under substantial personal stress which filtered throughout the family.
From time to time | would learn of an extreme situation wherein an unfortunate
debtor resorted to suicide. | also learned of cases where people despaired
because they believed there was no hope. These were the most difficult and

included many younger adults with onerous student loans.

Since 1977 bankruptcy filings in Canada have swelled. In 2003, over 100,000
individuals have filed for bankruptcy or made a proposal to deal with their
financial crisis. As the vast majority of these are acting on their situations as a
last and final resort, | extrapolate that there are many more hundreds of
thousands of Canadians that bear significant financial pressure and consequently

suffer the effects of that stress.

Doyle Salewski has grown to believe that financial stress is an understated factor
in our homes and our communities. The media speaks regularly about obesity or
environmental pollution and the resulting health and financial effects and burdens
upon individuals and communities; but, few pause to consider the depression,

anxiety and other emotional burdens that individuals and families are carrying
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which cripple their performance and limit their opportunities due to financial

stress.

In an effort to explore this phenomena, Doyle Salewski Inc. has commissioned
the Centre for Stress, Coping, and Well-being of Carleton University to provide
an exploratory report on this subject. lts findings reveal the significant harm done
to individuals and families and the undetermined costs to our communities from
excessive financial stress. However, despite the damage, our researchers
suggest that once the stress is reduced or removed, that long term ill effects may

be negated.

Doyle Salewski is in the business of promoting prudent, personal and corporate
financial management and providing solutions to assist people and corporations

who find themselves in financial difficulty.

My partner, Paul Salewski, and | are pleased and proud to have commissioned
Carleton University and, in particular, Drs. Davis and Mantler in this initial project.
Doyle Salewski will utilize the study to improve upon the quality and style of

services which we are delivering to our clients.

We wish to thank Carleton University and Drs. Davis and Mantler and their
associates for preparing and delivering this report and sharing our substantial

concerns in this relatively unresearched area.

Brian P. Doyle, CA-CIRP
Doyle Salewski Inc.
President March 31, 2004
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Executive Summary

In this report we summarize what is known about the effects of economic
hardship and financial stress based on research in the psychological literature,

particularly as it relates to bankruptcy.

More Canadian families may be living near the financial breaking point than at
any time since the Great Depression. In 2003, there were more than 84,000
consumer bankruptcies in Canada, and an additional 18,000 consumer proposals
filed to help people deal with their financial situation. If it is true that most people
who seek bankruptcy protection do so as a last resort, after living in debt crisis
for years on end, then these Canadians represent only a small proportion of

Canadian families who are living under considerable financial stress.

Given the frequency with which bankruptcy occurs, it is surprising that almost no
research has been conducted on the social and psychological effects of
bankruptcy. Instead, in order to understand some of the possible consequences
of bankruptcy, we draw on research on the effects of financial stress, often as a

result of job loss or unemployment.

Financial stress is the subjective, unpleasant feeling that one is unable to meet
financial demands, afford the necessities of life, and have sufficient funds to
make ends meet (e.g., have to reduce standard of living). It is the perception of
the financial situation that is implicated in the negative outcomes we describe in

this report.

The most consistent finding of the research is that financial stress is associated
with lowered self-esteem, an increasingly pessimistic outlook on life, and reduced
mental health, particularly an increase in depression and hostility. There is also a
link between financial stress and suicide and alcohol consumption, likely as a
result of the increased level of depression. Financial stress is also associated
with declining physical health such as an increase in headaches, stomachaches,



and insomnia. Again, it is likely that people with a great deal of financial stress
experience high levels of depression and it is depression that is most directly

associated with worsening physical health.

As financial stress increases, so does the likelihood of marital discord and
breakup. As the financial pressure mounts, couples may become preoccupied
with financial issues, leading to anger, frustration, blame, and increasing
arguments - particularly over money. As individuals become more depressed,
they withdraw more from their spouse and offer less emotional support (e.g.,
expressing care and concern). As the cycle progresses, marital partners tend to
engage in undermining behaviour such as criticizing and insulting the other,
further reducing the satisfaction with the relationship. These effects tend to be
strongest for people with unstable relationships prior to the experience of
financial stress. Some research suggests that couples who have strong
relationships prior to the financial stress are less likely to experience a breakup

as a result.

Parents (especially fathers) who are experiencing financial stress are less
responsive to their children’s needs, less nurturing, less consistent in their
parenting, and more inconsistent in the discipline of their children. There is also
an increased potential for child abuse if financial stress is combined with
parenting stress and aggression between marital partners. Such parental
behaviours may increase the children’s risk of socioemotional problems (e.g., low
self-esteem, depression, impulsive behaviour), health problems, poor academic
performance, deviant behaviour, drug and alcohol use, withdrawal from social
relationships, and reduced aspirations and expectations. Children may become
depressed, adopt the pessimistic outlook of the parents who are undergoing
financial strain, and lose their sense of personal mastery. This can result in
children and adolescents setting lower expectations for their own careers.

Financial pressure is also related to increased conflict between parents and
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adolescents, particularly over the purchase of clothes, games, and lifestyle

options.

It is important to note that many of these effects on children are indirect. Children
appear to exhibit these problems to the extent that their parents are depressed
and become less nurturing in their parenting. This means that children will not be
at risk for these negative outcomes if parents are able to maintain positive,
nurturing parenting skills despite financial stress.

It is difficult to estimate the costs of financial stress, and bankruptcy in particular,
for the community and society in general. Bankrupt individuals in Canada were
absolved of debts of $2.7 billion last year (Office of Superintendent of
Bankruptcy, 2004), but this does not take into account the economic cost of
depression, family strife, or behaviour problems in children. It is important that
future research consider the indirect costs of adults experiencing such stress,
and future costs as children exposed to financial stress are affected in years to

come.

Many people believe that economic hardship is a private issue and they withdraw
from their social networks and volunteer activities, delaying the opportunity to
seek assistance and support, but this is not an effective strategy. Leisure
activities, like volunteer work and sports, are inexpensive ways to add interest
and meaning to life and they provide the possibility of gaining much needed

social support.

Other key buffers from the negative effects of financial stress appear to be
having a strong sense of personal mastery (i.e., a belief that one can manage
stressful situations) and a strong and supportive spousal relationship, through
which a couple feels capable of problem solving together. This suggests that
developing problem solving and financial management skills (to increase one’s

sense of mastery) will help to mitigate the stress, increase one’s self-esteem,
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strengthen the marital relationship, and buffer children from the negative
outcomes of parents experiencing financial stress. People may require

assistance in learning how to develop these skills.

Many of the studies indicated that the effects of financial stress are largely
indirect and attributable to depression. If depression is the lynchpin, then this
suggests that preventing or limiting the depression will reduce or eliminate the
effects of the stress on families. There is some suggestive evidence that as the
financial pressure is lifted (perhaps, in the case of bankruptcy, through
bankruptcy protection), some of the negative effects of stress disappear,

although more research on this issue is necessary.
Dealing with economic hardship and financial stress effectively may open a door

to outcomes that are positive. Economic hardship may result in positive changes

such as finding a new job or improving one's ability to manage personal finances.
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l. Introduction

Stress is all around us. We experience stress at work, in traffic on the way home
from work, with our children and our partners, and at night when we try to sleep.
We worry about our health, our children, paying the bills, disappointing a loved
one, and whether we still have what it takes to get promoted or, sometimes,
merely to keep our job. Although most people think of stress as something
undesirable, this is not necessarily the case. We need at least a minimum
amount of stress in our lives to motivate us to action. Stress often leads to good
outcomes: we feel good about ourselves when we overcome obstacles, succeed
when the odds were against us, and solve problems that are nagging at us.
Stressful experiences can lead people to develop new skills, new insights, and
new ways of living their lives (Tedeschi & Calhoun, 2004).

A key stressor for many people is economic hardship. People with economic
hardship often worry about being unable to make ends meet, repossession and
foreclosure, and the shame of being unable to support their family. No doubt,
such stress is debilitating, and in this report we summarize the research evidence
for the effects of economic hardship and financial stress. It is important to note,
however, that economic hardship and financial stress may also open a door to
outcomes that are positive. Economic hardship may result in positive changes

such as finding a new job or improving one's ability to manage personal finances.

Our goal in this report is to review what is known in the psychological literature
about the effects of financial stress. We begin with a definition of stress, and an
introduction to a theoretical model of stress. It is in this context that we then
review what researchers have uncovered about the effect that financial stress

has on individuals, their families, and society at large.



What is Stress?

Stress is a particular unpleasant feeling that one experiences when one
perceives that something one values has been lost or is threatened. This loss or
threat could be something material (e.g., loss of one's house), social (e.g., a
relationship breakup), symbolic (e.g., threat to one's status as provider), or
economic (e.g., job insecurity). We feel stress when we believe that we do not
have what it takes (in terms of coping skills or resources) to face the perceived
threat or loss.

In addition to the unpleasant feeling, stress also includes a host of biochemical,
physiological, cognitive, and behavioural changes. Biochemical changes include
the secretion of catecholamines, epinephrine, norepinephine, glucocorticoids,
and cortisol. Physiological changes include increased blood pressure, heart rate,
and sweating. When stress is short term, these biochemical and physiological
responses are adaptive. However, when stress is chronic, these prolonged
responses can put one at increased risk for health problems including
cardiovascular disease, arthritis, hypertension, and reduced ability to fend off
viruses due to compromised immune functioning (Sapolsky, 1998). They can
also maintain (if not cause) major psychological disturbances including
depression and anxiety.

Our focus here will be on emotional, cognitive, and behavioural changes that
accompany stress because that has been the focus of the literature on financial
stress, but it should be noted that given what is known about the stress in
general, and chronic stress in particular, it is likely that financial stress also has
some of the physiological and neurochemical consequences noted above. To our

knowledge, however, direct evidence of such effects is not yet available.

Things that produce stress are termed stressors. A stressor could be something
that comes from the outside world (such as an economic downturn, a layoff

notice), or it could be something that is internal and not observable to the outside



world (e.g., a fear of failing). Stressors may be acute or chronic; they may be
predictable or unpredictable; and they may be controllable or uncontrollable. In
general, stressors that are perceived to be chronic, unpredictable, and
uncontrollable are more debilitating than are those that are perceived to be
acute, predictable, and controllable. Financial stress tends to be chronic, and
often perceived as uncontrollable. Often, the instigating event (e.g., job loss,

investment losses) is likewise unpredictable and unavoidable.’

It is important to note that what is stressful to one person may not be stressful to
another. What makes an event or situation stressful depends on the person's
interpretation. Two people with the same income and expenses will probably
react very differently to the same debt problem. One may perceive the debt
problem as a challenge and will mobilize her resources to deal with it (e.g., make
a plan to revise spending habits, seek other sources of income) whereas the
other may interpret the same situation as beyond her ability to manage. Given
the huge variation in how people interpret and respond to stress, it is impossible
to say with certainty what any one person will do when faced with a potential
stressor. We can say, however, what people tend fo do when faced with that
stressor. The research described below is based on samples of people facing
varying degrees of financial stress. By looking for general patterns, we are able
to draw conclusions about common or typical reactions. In many cases, the
research indicates that people facing financial stress are at increased risk for
particular outcomes (e.g., behaviour problems in children). This does not mean
that if you are experiencing a great deal of financial stress that your children will
exhibit behaviour problems, or even that they probably will exhibit behaviour
problems; only that they are more likely than those who are not facing financial

stress to exhibit behaviour problems.

' Despite the objective facts of a case which might indicate otherwise, many people who
are emotionally distressed will selectively interpret an unavoidable or unpredictable
negative event as avoidable and predictable, and will struggle with the idea that had they
only done X or Y, it might not have happened (see e.g., Davis et al., 1995, 1996).



What is Financial Stress?

We define financial stress as the unpleasant feeling that one is unable to meet
financial demands, afford the necessities of life, and have sufficient funds to
make ends meet. The feeling normally includes the emotions of dread, anxiety,

and fear, but may also include anger and frustration.

Whereas financial stress is a subjective feeling, which may or may not be based
on an objective assessment of one’s financial situation, we refer to the objective
circumstances that typically give rise to the feeling of financial stress as
economic hardship. Economic hardship may be due to such things as the loss of
a job, unexpected medical or legal expenses, chronic overspending, investment
losses, or gambling. The economic hardship may be acute or chronic, anticipated
or unanticipated, and it may be attributable to uncontrollable forces (such as the

regional economy) or controllable forces (e.g., poor financial management).

Economic hardship is often defined in terms of family income below the poverty
line (often taking into account family size), a decrease in family income of greater
than 35% from one year to the next, a high debt-to-asset ratio, or loss of job by
principal breadwinner. We note that none of these measures may be completely
satisfactory to an accountant or auditor, but we believe that they do capture
economic hardship in a general way. A precise analysis of one’s financial
situation is of less interest to psychologists than is one's perception of the
financial situation because it is this perception that produces the financial stress,
which in turn is implicated in a host of individual, familial, and social
consequences. If one fails to realize the dire predicament of one’s financial

situation, then one will not feel financial stress.

Most research on the effects of financial stress draws from samples facing a
particular type of economic hardship. For instance, some studies have been
published on the effect that the Great Depression had on families, others have

described the effect of mass job losses in company towns, and others have



described the effects of chronic poverty. One series of studies is based on
interviews conducted with people in rural lowa (including farmers and other
community members) during the agricultural crisis in the late 1980s as interest
rates climbed and the value of their land plummeted by roughly 50%.

In contrast to their measure of economic hardship, financial pressure or financial
strain is frequently measured in terms of the degree to which research
participants report that they have had to postpone the purchase of household
necessities (e.g., health insurance, replace broken furniture or equipment), have
had to reduce their standard of living, borrow to pay monthly bills, and/or are
unable to pay their monthly bills. It is this measure of financial pressure that is
considered to be the main stressor with which people are coping. As Herzberg
(1990) stated, “... economic stresses are perceived as quickly and intensely as
having to pay the next bill.” In fact, among research studies assessing both
economic hardship and financial pressure, it is the financial pressure measure
that is most strongly linked to outcomes such as depression, marital problems,
and the like. Interestingly, the link between economic hardship and financial
pressure is not particularly strong: some people without economic hardship (as
defined by income or debt) do feel financial pressure (e.g., lack of cash flow), and
some with economic hardship do not feel much financial pressure (e.g., students

used to living on very little).

Even though our focus is on the effects of financial stress, it is important to note
that it is not possible to disentangle the effects of financial stress from other
stresses that accompany financial stress. For instance, research conducted in
the early 1930s in the United States and in Europe indicates that loss of one’s job
— even when it is due to international economics — precipitates a host of other
stressors. A study by Jahoda and colleagues (1933) of unemployment in a one-
company town in Austria documented that the unemployed decreased their
participation in clubs and volunteer activities (including use of the free library),

abandoned efforts to budget, increasingly quarreled with family members, and



lost self-esteem. In fact, many came to blame themselves for their situation. This
study and others suggest that those who lose their jobs not only lose income,
they also lose an integral source of life purpose, a central activity that structured
their day, and a network of coworkers who shared in a common goal. It is unclear
the extent to which these changes witnessed by Jahoda and her colleagues
could be attributable to the loss of income as opposed to the stress of losing
status as family provider, losing one’s occupational identity, losing a sense of
purpose, or shame.

A Word about Bankruptcy

According to the Office of the Superintendent of Bankruptcy, there were more
than 78,000 consumer bankruptcies in Canada in 2002 (or 2.5 per 1,000 people),
and more than 84,000 consumer bankruptcies in Canada in 2003 (or 2.7 per
1,000 people). Over the past decade, the average number of consumer
bankruptcies has been roughly 75,000 per year. The trend over the past 35 years
has been a steady upward climb (see Figure 1). In addition to these consumer
bankruptcies, more than 18,000 people filed consumer proposals in 2003, an
increase of 7.2% from the year before, and an increase of 106% of the number of
proposals filed in 1998. A consumer proposal is an agreement with creditors to
accept less money than is owed to them paid back over a specified period of

time, as arranged by a Trustee in Bankruptcy, in order to avoid bankruptcy.

Given the frequency with which bankruptcy occurs, it is surprising that almost no
research has been conducted on the social and psychological effects of
bankruptcy. We suspect that the paucity of research on bankruptcy might be
owing to the difficulty in recruiting people who have gone through the process to
participate in research. Although thousands of individuals declare bankruptcy
every year, not many are keen to talk about it.

Instead, we have to draw on research on the effects of economic or financial

strain or stress, often as a result of job loss or unemployment. If one were to



assume that those who complete the process of filing for bankruptcy do so
because they perceive that they are at the high end of the financial stress
continuum, then one might reasonably conclude that at such a high point on the
financial stress continuum, the effects we refer to below are probably more
common or more severe than we report here. That is, one might assume that the

more extreme one's financial stress, the higher and more severe are the rates of
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Figure 1

Source: Annual Statistical Summary of the Office of the Superintendent of Bankruptcy

depression, alcohol and drug abuse, and relationship problems. There is some
mention in the unemployment literature that those who find new jobs recover
from many of the ill effects of financial stress (Kessler, Turner, & House, 1989),
suggesting perhaps that removal of the financial strain (in the case of bankruptcy,
through bankruptcy protection) may have a similar ameliorative effect, but the

empirical research has yet to be conducted.



Overview of Literature Review

Our review of the literature on the effects of financial stress follows a model
described by Conger and colleagues (1993a). Conger et al. propose a family
systems model that suggests that financial stress has direct effects on the
primary income earner, and then indirectly has an impact on the marital
relationship, which in turn has an effect on children. A simplified version of this

model is given schematically in Figure 2.

Figure 2: General Model of the Effect of Financial Stress on Families

Effect on
Individual Effect. on
-depression Marriage
-hostility -argue more
-parenting -increased risk
skills of divorce
-physical

Economic Financial health

Hardship »| Pressure -suicide

Effect on
Spouse Effect on
-depression Childrep
-hostility -depression
. A .
-parenting -acting out
skills -school
-physical performance
health

The outcomes of financial stress noted in Figure 2 effectively compound the
original stress. For example, health problems and marital problems become new
stressors that further tax one's ability to cope with financial stress. A stressed
parent's response to his or her child's poor academic performance may increase
the conflict between child and parent. In this sense, the model is iterative and

cyclical.

In our review, we will first describe the effect that financial stress (or more

specifically, financial pressure or financial strain) has on men and women in




terms of mental and physical health. We will then describe the effect that
financial stress has on the marital relationship, and then the effects that financial
stress has on adolescents and young children. Taking these direct effects into

account, we will then consider the effect of financial stress on society.

Il. The Effect of Financial Stress on Men and Women.

One of the most consistent findings in the literature is that financial stress is
associated with a higher incidence of mental and physical health problems. This
point comes first from observational studies conducted in the 1930s (Jahoda,
1979), second from analysis of annual population data (e.g., Brenner, 1973), and
third from surveys of individuals going through financial stress (e.g., Price, Choi,
& Vinokur, 2002). Brenner (1973), for instance, analyzed data collected annually
by the State of New York between 1914 and 1967 and found a strong and
consistent correlation between economic indicators (e.g., manufacturing
employment index) and admissions (voluntary and involuntary) to state
psychiatric institutions, particularly for men. As the economy worsened,
admissions increased. Brenner also reported that as the economy soured,
incidence of suicide and alcoholism also increased significantly. In an updated
and expanded report to the US Congress Joint Economic Committee, Brenner
(1984, as cited in Herzberg, 1990) projected that a 10% decline in per capita
income would result in a 1% increase in total mortality, a 1.5% increase in
cardiovascular-related mortality, a 3.7% increase in suicides, and a 2.6%
increase in imprisonments. Based on US government data, Brenner
demonstrated that as the rate of unemployment increases, cigarette consumption
increases, as does the proportion of people living alone. As the rate of business

failures increase, so too does alcohol consumption.

Studies with lowa farmers during the farm crisis of the 1980s found that suicide
was a real threat as farmers were about to lose their farms (Turkington, 1985).
By contrast, research with Canadian farmers (Pickett, Davidson, et al., 1993)



found no direct association between a reduction in financial status and increased
suicide rates. Hence, the connection between economic hardship and suicide is
relatively complicated (Wasserman, 1992). One’s social network and one’s
interpretation of the financial situation and the resulting emotional reactions likely

play important roles in preventing suicide.

Findings that financial strain is associated with poorer physical health and with
mortality have been reported in the United Kingdom. Moser and colleagues
(1984, 1990, as cited in Bartley, 1994) followed up on men who were
unemployed and seeking jobs in 1971. Ten years later, these men were 20%
more likely to be deceased as compared to employed men of the same age.
American studies also suggest that financial stress is linked with worse physical
health. For instance, Fox and Chancey (1998) analyzed the responses of 366
randomly selected adults from urban southeastern US and found that financial
stress was correlated negatively with perception of one’s health, self-esteem,
marriage satisfaction, and family functioning. They also found that as financial
stress increased, couples were more likely to fight, and were more likely to break
up. In their research, they assessed financial stress with measures of
employment instability, employment insecurity, low total yearly family income,
and difficulty living on the current family income.

Rantakeisu, Starrin, and Hagquist (1999), in their survey of 502 unemployed
young people (16 — 25 years) in Sweden, found that people who had a greater
degree of financial hardship were more likely to report headaches, stomach
aches, or insomnia daily or at least a few times a week. Moreover, the people
who were under greater financial strain reported that their health was
deteriorating at a faster rate than was the health of unemployed young people
under less financial strain. People in this study who experienced greater financial

stress tended to report lower levels of physical health.
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Price, Choi, and Vinokur (2002), in a two-year longitudinal study? of 756
American unemployed job seekers also found that financial strain resulted in a
decrease in ratings of physical health. Importantly, Price et al. (2002) found that
the effect of financial strain on health is mediated by one’s sense of personal
control and depression. That is, financial strain increased one’s risk for
depression and a sense of losing control, which in turn appeared to influence the
deterioration of physical health. The longitudinal nature of this study allowed the
researchers to show that it is not simply the case that people who are more
depressed or ill are more likely to lose their job and suffer financial strain, but that
financial strain actually increases depression and decreases health. Lange and
Byrd (1998) found similar results in their survey of New Zealand university
students. They reported that the effect of financial distress on physical health
was attributable to the effect of financial distress on mental health. Financial
distress makes people feel depressed and anxious, which in turn results in a

perceived deterioration in physical health.

Innumerable studies show that financial stress increases levels of both
depression and anxiety, and decreases quality of life in men and women. In their
study of more than 400 husbands and wives in rural lowa conducted during the
agricultural crisis of the late 1980s, Lorenz, Conger, and Montague (1994)
reported that financial pressure was strongly correlated with symptoms of
depression for both husbands and wives. In another report, Conger and
colleagues (1993b) show that of 35 different stressors (e.g., illness, injury, legal
issues, troubles with children), financial stress was most strongly linked with
depression, anxiety, and hostility in their sample of husbands. Among wives,

financial stress was also significantly linked with depression, anxiety and physical

2 A longitudinal study is one in which the same research participants are followed over
the course of time. This allows researchers to better test the notion that one factor (say
economic pressure) causes changes in something else (e.g., symptoms of depression).
If both economic pressure and depression are assessed only at one single point in time,
then it is impossible to know whether economic pressure is causing depression, whether
depression is causing economic pressure, or whether something else is causing both.

11



health complaints, although family stressors were the most strongly associated
with these outcomes. These family stressors very likely included dealing with a

depressed and hostile husband and distressed children.

Based on their study of a representative sample of 810 adults from Utah, Pittman
and Lloyd (1988) reported that a greater degree of financial stress predicted not
only lower ratings of life satisfaction, but it also predicted lower ratings of
satisfaction with one’s marriage and lower ratings of satisfaction with one’s role
as parent. Galambos and Silbereisen (1987), in a longitudinal of 112 two-parent
families in Berlin, found that income loss was related to more pessimistic life
outlooks for both men and women, which in turn affected the outlook of their

children.

In another longitudinal study, Pearlin, Menaghan, Lieberman, and Mullan (1981)
demonstrated that increases in financial strain from the first interview with
participants to a second interview 4 years later predicted changes in depression,
self-esteem, and sense of personal control that participants felt they had over
their lives. Specifically, as financial strain increased, depression increased and
self-esteem and sense of control over one’s life decreased. Similarly, Stokes and
Cochrane (1984) showed that people who were unemployed experienced more
depression, hostility, and less self-esteem relative to those who were employed.
In this study, unemployed participants and a group of people who had similar
demographic characteristics (e.g., same age, same gender) but who remained
employed were interviewed within the first month of their unemployment and then
after six months. The results indicated that at both times, the unemployed were

worse off on the measures noted above.

Chronic financial strain has also been associated with increased alcohol
consumption. Peirce, Frone, Russell, and Cooper (1994) interviewed a random
sample of 1,424 men and women who lived in New York State and found,

consistent with the other studies noted here, that chronic financial strain was
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strongly associated with increased levels of depression. They also found that
people who were more depressed were likely to drink more alcohol to cope with
their situation. There was a direct association between chronic financial strain
and increasing drinking as a coping strategy. Hence, people who are under
financial stress may drink more alcohol both because they are depressed and

because they believed that drinking provided some direct relief from the stress.

It is very clear that being financially stressed puts one at increased risk of
becoming depressed, or at least increasing the number of depressive symptoms
one exhibits. Depression is not simply sadness or laziness. Depression is a
serious mental disorder that not only robs people of their joy of life, but it also has
significant motivational, cognitive, and behavioural consequences. People who
are depressed become hopelessly mired in a worldview where it seems that
nothing they can do will change anything; where getting out of bed in the morning
is the most difficult thing to do; and where one expects the worst and is not
surprised when bad things keep happening. Research indicates that people who
are depressed are motivationally crippled (i.e., they have no energy to try), and
they see the world through a pessimistic lens. There are also clear physiological
and neurochemical changes in depressed persons. Classic symptoms of
depression include difficulties falling and staying asleep, loss of pleasure and
interest in things (e.g., sex), increased irritability, and chronic feelings of
tiredness or fatigue. It is important to recognize and deal with the symptoms of
depression. Given the impact that depression has on an individual, it is not
surprising that once a person is depressed, its effects permeate through his or
her interactions with others, and any other activities the individual is trying to
carry out (e.g., work, parenting). All of these effects serve to perpetuate the
depression. Even family members tend to avoid interactions with the depressed
person (Coyne et al., 1987; Nolen-Hoeksema & Davis, 1999).
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Financial Stress and the Marriage Relationship

In addition to the effects that financial stress have on mental and physical health,
financial stress also has an adverse effect on marital relationships. Several
studies indicate that as financial stress increases, couples argue more —
particularly over money. Such effects were alluded to earlier in Pittman and
Lloyd’s study (1988), which found that greater financial stress was associated
with lower satisfaction with marriage. Conger, Reuter, and Conger (2000), in their
study of rural lowans, found that greater financial pressure was associated with
lower marital satisfaction and greater marital instability. They suggest that as
financial pressures increase, couples become preoccupied with financial issues,
and their perceived lack of control over the situation often leads to frustration,
anger, and general demoralization. As individuals become more depressed, they
withdraw more from their spouse, offering less emotional support and spend
more time arguing and blaming each other. Similarly, for urban American
couples, Fox and Chancey (1998) found that financial pressure and partners’
level of job insecurity were related to decreased self-esteem and satisfaction with
the marriage and to increased marital trouble and family conflict. In the Fox and
Chancey study, family conflict was assessed in terms of participant reports of
physical and verbal aggression between partners, and between parents and
children. As financial stress increased, couples were more likely to fight and

more likely to break up.

Overall, couples experiencing greater levels of financial pressure report lower
levels of support for each other. Lorenz, Conger, and Montague (1994) found
that financial pressure was modestly associated with decreased levels of social
support within the family. Simons et al. (1993) measured social support through
self and observer report and found that people under greater financial pressure
tended to offer less emotional support to their spouse. Moreover, Conger, Ge,
and Lorenz (1994) and Conger et al. (2000) found that financial pressure was
associated with increased depressed mood for both partners, which in turn

exacerbated an irritable and hostile style of interactions between the partners. It
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was the depression and hostility that were associated with lower marital

satisfaction and greater marital instability.

Similarly, Vinokur, Price, and Caplan (1996) examined the role of support versus
undermining behaviours for marital partners experiencing financial stress. They
surveyed 815 urban job seekers and their partners twice (6 months apart) and
found, consistent with the other research noted here, that the greater the level of
financial stress, the more depressive symptoms reported by both partners. They
also found that if the partner of the person looking for work was depressed, that
person had less ability to provide social support (e.g., express care and concern,
provide help) to the job seeker. The partner was also more likely to engage in
undermining behaviours such as criticizing and insulting the job seeker. The
increase in undermining behaviours and the decrease in support led to reduced
satisfaction with the relationship. These effects were consistent for both men and

women.

In their analysis of data from a longitudinal study of adjustment during the Great
Depression, Liker and Elder (1983) found that these effects are not new. They
showed that income loss between the years of 1929 through the mid-1930s led
to more family discord, as men who lost income became more tense, irritable,
and explosive. This study, begun before the economic Depression hit, is in a
unique position to illustrate whether certain personal characteristics put people at
increased risk for negative outcomes. The researchers found that although most
people who suffered significant income loss during the Depression experienced
marital discord, the effects were strongest for couples with unstable marriages in
1929-1930. Those couples who were judged to be “happy, frank, affectionate,
and in agreement on most things” in 1929-1930 were least likely to experience
marriage discord and marriage collapse in later years.
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Financial Stress and Parenting

Financial stress also has a negative impact on how parents parent. Several
studies now show that parents (especially fathers) who are experiencing financial
stress are less responsive to their children’s needs, are less consistent in their

parenting, and are more inconsistent in their discipline of children.

A review by McLoyd (1989) concluded that “fathers who respond to economic
loss with increased irritability and pessimism are less nurturant and more punitive
and arbitrary in their interactions with the child. These fathering behaviors
increase the child’s risk of socioemotional problems, deviant behaviour, and
reduced aspirations and expectations.” McLloyd’s review indicates that fathers
under financial stress due to unemployment may spend more time with their
children than employed fathers, but this extra time spent with children is often not

quality time.

Elder, Nguyen, and Caspi (1985) analyzed archival data from the Oakland
Growth Study from the Great Depression era (note that this is a different study
than the Great Depression study cited earlier by Liker & Elder). Researchers
interviewed 167 children and their mothers in 1931 and again in 1935. The
mothers’ parenting behaviour did not change much regardless of economic
hardship. The father's behaviour, however, did change with income loss. As
economic hardship increased, fathers became more rejecting, more indifferent,

and less supporting of their children.

Conger, Ge, Elder, Lorenz, and Simons (1994) in a 3-year longitudinal study of
7t grade adolescents and their parents found that financial pressure was related
to conflict between parents and children, particularly over money issues. The
adolescents want the clothes, games, and entertainment and lifestyle options of
their peers, which the parents are unable to afford. As we will see in the next
section on the effects of financial stress on children, this conflict between parents

and adolescents plays itself out in the adolescents’ behaviour outside the home.
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In a subsequent report based on these same data, Conger and colleagues
(1999) reported that adolescents' developing perception of the family's financial
pressure negatively influenced their feelings of distress and sense of personal
mastery. That is, as financial pressure mounted, children became more

depressed and anxious, and began to feel less control over their lives.

Lempers, Clark-Lempers, and Simons (1989), in a survey of 622 adolescents
from grade 9 to 12 who lived in the American Midwest, found a strong
association between perceived economic hardship in the family and less parental
nurturance. Moreover, they found that with greater perceived economic hardship
there was less consistent discipline. In general, to the extent that adolescent
children saw that their parents were experiencing economic hardship, they also
reported that their parents were less nurturing and less supportive, and more

inconsistent and rejection-oriented in their discipline.

A study by Mistry et al. (2002) of an ethnically diverse, low-income sample of 419
elementary school-aged children and their parents found that increased distress
in financially stressed parents was associated with problems with parenting,
including being less responsive to the needs of their children, being less
affectionate with their children, and being inconsistent and more punitive in their
discipline. These parenting responses in turn were associated with behavioural
problems in the children. That is, children of less responsive and more
inconsistent parents were rated by teachers to be more aggressive, hyperactive,

and required discipline at school more frequently.
Margolin and Gordis (2003), in a survey of 177 families with young children,

found that fathers under greater financial strain had higher potential for abusing
their children as compared to fathers who were not under financial strain. If there
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was both financial stress and parenting stress, and if there was parent-to-parent

aggression, there was stronger potential for child abuse.’

Ill. Effects on Children

Children of financially stressed parents tend to be more prone to mental health
problems, depression, loneliness, and are more emotionally sensitive (Elder et
al., 1985; Lempers et al., 1989; Werner & Smith, 1982). They are less sociable
and more distrustful, and are more likely to feel excluded by their peers,
especially if they are girls (Buss & Redburn, 1983; Conger et al., 1993a; Elder,
1974). Boys of financially stressed parents are likely to exhibit low self-esteem, to
show behaviour problems in school, and be susceptible to negative peer
pressure (Elder et al., 1985) and alcohol and drug problems (Conger, Reuter, &
Conger, 2000). Financial stress is related to poorer academic performance in
both boys and girls (Clark-Lempers, Lempers, & Netusil, 1990; Conger et al.,
1992, 1993a; Mistry et al, 2002). Takeuchi, Williams, and Adair (1991) conducted
interviews with a representative US sample of 1,377 children aged 7-11 years
and their parents. They found that financial stress was associated with more
symptoms of depression, antisocial behaviour, and impulsive behaviour in

children.

Conger et al. (1999) reported that adolescents who believed their families were

having financial hardships also reported a lower sense of mastery, particularly for

boys. A lower sense of mastery was associated with greater levels of anxiety and
depression. In a different sample of children and their parents, Conger et al.
(2002) also showed that family financial stress predicted attention deficit and

conduct problems in children. Further analysis, however, indicated that these

® Note that in the Margolin and Gordis study, potential for child abuse was measured
instead of actual child abuse. This was done for ethical and legal reasons. The validity of
this measure of potential for child abuse has been demonstrated in other studies of
known child abusers. That is, people known to be child abusers tend to score high on
this scale. We nevertheless recommend caution in interpreting these results.
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problems could be traced back to the parents. That is, financial stress led parents
to become depressed, which in turn was linked to changes in how they parented,
and it was this change in parenting style that predicted behavioural problems in
their children.

As noted in the previous section, Mistry et al.'s (2002) study of elementary school
children from low-income families also showed indirect effects of parent's
financial stress on children's behaviour. That is, Mistry et al. showed that parents
with greater financial stress were more likely to be distressed (i.e., depressed,
exhibit chronic worry), and that this greater distress led to less parental
responsiveness and more inconsistent discipline, which in turn was associated
with teacher ratings of greater hyperactivity, more aggression, and more frequent

disciplinary actions for kids of distressed parents.

A Swedish study by Hagquist (1998) of over 2,400 adolescents in ninth grade
found that adolescents who worried more about their family's finances perceived
their own health as worse than those who did not worry about finances. In fact,
the effect of financial stress on health was stronger than was the effect of any
other stressor in this study (e.g., worry about illness or injury, accident, parental

unemployment).

A study by Flanagan and Eccles (1993) of almost 900 US children going through
the transition from elementary school to junior high indicated that children of
families simultaneously experiencing a decline in work status (e.g., becoming laid
off, being demoted) increased their level of disruptive behaviour in school (e.g.,
more incidences where they punched another child, wrote on school property,
disrupted class, or refused to work, as rated by the children themselves) from
elementary to junior high, and became less socially competent (e.g., the
student's ability to get along with others, ability to handle stress and frustration,
as rated by teachers). Such differences were not observed for children of families

with improved work status (changing from unemployment or underemployment to
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fulltime employment) or stable work status over the period of the child's transition
from elementary school to junior high. Although it is more common for boys to
exhibit disruptive behaviour, the researchers found that the effects of parents'
financial stress affected girls as much as it affected boys. What is impressive
about this study is that the researchers obtained information from children, their
parents, and teachers both before and after the transition, which allowed the

analysis of change from multiple perspectives (child, parent, teacher).

Other studies indicate that children take on the pessimistic outlook of their
stressed parents. The Galambos and Silbereisen (1987) study noted earlier is a
case in point. They showed that adolescent children (especially girls) of
financially stressed parents set lower expectations for their own careers than
their less stressed peers. As parents became pessimistic about their economic
outlook, their children came to expect that they will not be able to find a good job
in the future. As one adolescent put it after both his mother and father lost their
jobs,

The future stinks. You're supposed to spend your childhood
preparing for the real life of being an adult. But what if that real life
is no good? What's the sense? Look at my parents. They always
did everything the way you're supposed to. Now look at them —
nobody will give them a job.... What's the sense of trying in school.
There's no jobs for my dad or my mom. Why should | believe there
will be jobs for me when | get out [of school]? (as quoted in
McLloyd, 1989, p. 299).

To summarize, the effect of parents' financial stress on children is quite
consistent. Study after study indicates that financial pressure — whether due to
poverty, unemployment, or economic downturn — has negative "trickle down"
effects on children (Siegal, 1984). Although some studies show these effects are
stronger for boys than for girls, whereas other studies show the reverse, these
differences may have more to do with what outcome was measured (e.g.,
depression is more common in girls; disruptive behaviour is more common in
boys) than they do with differential impact of financial stress on boys and girls. In

general, children of financially stressed parents tend to be more depressed, more
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anxious, exhibit behaviour problems in school, perform less well academically,

and lower their career expectations.

It is important to note that many of these effects on children are indirect. That is,
children appear to exhibit these problems to the extent that their parents are
depressed and become less nurturant and understanding in their parenting (e.g.,
Conger et al. 1992, 1993a, 1999, 2002; Lempers et al., 1989). This means that
children will not be at risk for these negative outcomes to the extent that parents
who are able to maintain positive, nurturant parenting skills despite financial
stress. Unfortunately, financial pressure makes it much more difficult to maintain
effective, nurturing relationships with one's children, particularly for men. It is also
vitally important that spouses continue to support each other emotionally during
times of financial stress, and not fall into a conflictual and accusatory style of
communicating. Lastly, it is important that symptoms of depression be
recognized and treated effectively. Classic symptoms of depression include
difficulties falling and staying asleep, loss of pleasure and interest in things (e.g.,
hobbies, food, sex), increased irritability, and chronic feelings of tiredness or

fatigue.

On the more positive side, there is some suggestive evidence that as the
financial pressure is lifted, some of the negative effects of stress disappear. In a
sample of residents in southeastern Michigan interviewed during the
economically lean years of the mid 1980s, Kessler, Turner, and House (1989)
found that as unemployed workers returned to work, their symptoms of
depression abated. It must be noted that those who returned to work in this study
were unemployed for less than 12 months, and so it is not clear whether the

same result would hold for people facing chronic financial pressure.
If it is the case, however, that the return to work eases the negative effects of

financial stress including depression, then it is important to consider how

personal resources can help people in their job search. In a study of 201
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unemployed people and 128 employed people in Australia, Waters and Moore
(2002) also found that, regardless of level of actual financial hardship, regaining
employment eases the feeling of financial distress. Those who found work faster
were people who had a stronger sense of personal control over their situation
and who engaged in interesting and meaningful leisure activities while they were
unemployed. Such leisure activities could include things like volunteer work and

sports, which are not necessarily costly but add meaning to one's life.

IV. Cost to Society

It is difficult to estimate the costs of financial stress, and bankruptcy in particular,
for the community and society in general. The direct cost of bankruptcies in
Canada last year was $2.7 billion (Office of Superintendent of Bankruptcy, 2003).
But this cost does not take into account the economic cost of a depressed
employee, a family in strife, or children acting out at home and at school. Martin
Shain and his colleagues (2002) in their review of the costs of mental health and
substance abuse problems at work, however, provided a conservative estimate
that anxiety, depression, and substance abuse costs Canadian businesses more
than $11 billion per year in direct losses in productivity and an additional $22
billion per year in indirect costs, based on 1993 data provided by Moore, Moa,
Zhang, and Clarke (1997). They note that these estimates do not include costs
related to health care or social services. Shain et al. (2002) report that up to 10%
of people in the workforce will manifest serious and acute problems with
depression, anxiety, and/or substance abuse and a further 15% likely manifest
subclinical levels of these mental health problems. Although workplace stress
may be the cause of a considerable proportion of these problems, it is also likely
that for many people reporting anxiety, depression, and substance abuse, these
problems are related to their home life and include dealing with financial stress.
As has been clearly identified in the present review, financial stress is
consistently linked with increased risk for depression, substance abuse, and
family conflict. It is likely that these effects result in lost work time for people who
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are employed and less time spent looking for work for people who would like to

find jobs.

One must also consider the cost of financial stress on children. What is the cost
to society of a child who regularly disrupts class, refuses to work at school, or
turns to drugs and alcohol for escape? It is beyond our ability to estimate the cost
of depression and antisocial behaviour in children. If left untreated, however, the
cost to society of children with emotional and behavioural problems will be borne

not merely by the current society, but also by the society of the next generation.

V. Summary and Conclusions

With the number of personal bankruptcies in Canada soaring, one might assume
that more Canadian families are living near the financial breaking point than at
any time since the Great Depression. If it is true that most people who seek
bankruptcy protection do so as a last resort, after living in debt crisis for months
on end, then the roughly 100,000 Canadians declaring bankruptcy or filing
proposals each year represent only a small proportion of Canadian families who

are living under considerable financial strain or stress.

Our review of the psychological literature on the effects of financial stress
indicates that such effects are broad and pervasive. Central to these effects,
however, is the fact that financial stress makes people vulnerable to the serious
psychological illness of depression. As we stated earlier, depression is not simply
feeling "down in the dumps." It is an illness that carries considerable emotional,

motivational, cognitive, and neurological changes.

Once depression sets in, several other things begin to happen. First, people who
are depressed become pessimistic about their future, come to see themselves as
failures, stop taking care of themselves, and become irritable with, if not hostile
toward, others. Depressed people are not fun to be around, and therefore it is not
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surprising that under such conditions, alcohol and drug use increases (Peirce et
al.,, 1994), and family discord emerges (Conger et al.,, 1992, 1994, 2000).
Satisfaction with the marriage suffers and many relationships end (Fox &
Chancey, 1998). Children who would otherwise receive warmth, encouragement,
and compassion from their parents now receive distracted attention, criticism,
and punitive and inconsistent discipline (McLloyd, 1989; Mistry et al.,, 2002).
These changes in parenting lead to changes in children's behaviour at school in
terms of a drop in academic performance and increases in disruptive and
antisocial behaviour (Clark-Lempers et al., 1990; Flanagan & Eccles, 1993).
Children of depressed parents are at increased risk of developing depression
themselves, and are also at increased risk of developing alcohol and drug
dependencies (Conger et al., 2000; Kessler, Davis, & Kendler, 1997). As the
study by Margolin and Gordis (2003) indicated, such children are also at
increased risk for child abuse. Soon, financial stress cascades into a series of
stressors that overwhelm one's ability to cope (Hobfall & Spielberger, 1992; Price
et al., 2002).

Although it is difficult to assess the consequences of financial stress for society,
research suggests that depression, alcohol, and drug problems in adults cost the
Canadian economy in excess of $30 billion per year (Shain et al., 2002). Added
to this is the cost of depression and antisocial behaviour problems in children.
Such children also tend to set lower expectations for their own careers. These
costs, if left unchecked, are paid by the current society as well as society of

tomorrow.

The picture we paint may seem rather bleak. We wish to emphasize, however,
that there is hope. Many of the studies indicated that the effects of financial
stress are largely indirect and attributable to depression. That is, financial stress
increases one's risk of depression, which in turn increases one's risk of
developing health problems, marital discord, inconsistent and ineffective

parenting, and emotional and behavioural problems in children. If depression is
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the lynchpin, then this suggests that preventing or limiting the depression will
reduce or eliminate the effects of the stress on families. Research on families
who experienced significant financial stress during the Great Depression (Elder,
1974; Liker & Elder, 1983), and, more recently, the agricultural crisis of the mid
1980s (Conger, Reuter, & Elder, 1999), indicates that two factors seem to be
important in buffering individuals and families from the negative effects of
financial stress: (1) a strong sense of mastery (i.e., a firm belief that one can
manage and control stressful situations); and (2) a strong and supportive marital
relationship. A strong and supportive relationship is not simply one of warmth and

caring, it also requires the ability to problem solve together.

These findings on the buffers of financial stress suggest ways of limiting its
consequences. For instance, developing problem solving and financial
management skills (to the extent that such skills will increase a sense of mastery)
may not only serve to mitigate the stress, but also may be perceived as a positive
outcome. Second, focusing on efforts to strengthen and maintain the spousal
relationship during times of financial stress may also prevent or limit feelings of
depression and loss of self-esteem, which in turn should buffer children from the
negative outcomes noted above. It is often noted by crisis survivors that family
relationships have been enriched by their experience (Davis, Nolen-Hoeksema,
& Larson, 1998; Tedeschi & Calhoun, 2004).

It may be tempting to regard financial stress as something afflicting only the
lower ends of socioeconomic scale, and perceive that the results we have
presented here speak more about social class than they do about financial
stress. This is decidedly not the case. Most of the studies we reviewed here were
based on middle-class samples. The researchers took pains to control
(statistically) for socioeconomic status, and to show that effects were attributable
to changes in level of income, debt, or level of financial pressure from one point
in time to another. Certainly people with a larger pool of savings from which they

may draw in times of financial stress will feel less financial pressure (or it may
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take them longer to feel the pressure), but once the pressure is there, they are as
apt to experience the consequences of financial stress as those who no longer

have a pool of savings from which to draw.

Our review has focused largely on the effects of financial stress on families. A
recent report published by the Vanier Institute of the Family, however, suggests
that single people in Canada aged 18-24 tend to suffer great economic hardship
(Sauve, 2004). This demographic group has relatively low income, negligible
savings, and a high debt load, which puts them at high risk for financial stress. To
the extent that these individuals lack the mastery skills and a spousal relationship
that have been shown to buffer others from the negative effects of financial
stress, this group may be particularly at risk for depression, alcohol and drug
abuse, and perhaps even suicide. Although a few of the studies we reviewed
above suggest that this demographic group does experience financial stress
(e.g., Hagquist, 1998; Lange & Byrd, 1998), the comparative research between
younger and older adults has not yet been conducted.

Unlike many other stressors that people may experience over the course of their
adult life, financial stress is unique insofar as it is private. People under financial
stress may be ashamed to admit their problems, and so may delay seeking
assistance and support. In a society that measures worth in financial terms, to be
unable to meet one's financial obligations may imply that one has failed at a
central task in life, and therefore, that one has no claim to self-respect. It is little
wonder that people will put off or avoid dealing with financial pressures for as
long as possible, and do all that they can to maintain the outward appearance of

financial well-being. This is not an effective strategy.

The research literature reviewed was largely based on groups of people facing
financial stress because of job loss. Financial stress attributable to gambling,
overspending, or other personal reasons may have other important

consequences. Further research is needed to understand the scope and gravity
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of these consequences. Regardless of whether one's financial problems are
shared by a region (e.g., due to an economic downturn) or are individual (e.g.,
due to one's own financial mismanagement), in many respects financial stress is
still an individual issue. Irrespective of how common financial stress is in a
community, people still withdraw from social activities, get depressed, blame

themselves, and argue more with their family members (Jahoda, 1979).

Most of the research in the psychological literature is based on American and
European samples. We found no published research drawing from Canadian
samples. Although bankruptcies are three times more common in the United
States than they are in Canada, it is unclear whether the impact of financial
stress is any different in Canada. Research is necessary to determine whether

the Canadian social safety net softens the impact of financial stress.
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