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Introduction

INTRODUCTION

Financial scarcity, having less money than needed, prevents people from fulfilling
basic needs'*, which can have far-reaching consequences for their well-being
and health. Beyond its financial impact, financial scarcity may impact people
psychologically, evoking financial stress and adversely influencing their cognitions,
emotions, and behavior®”. These psychological consequences depend not only on
the financial situation per se but are also elicited by the subjective perception of
the situation. Financial stress is a form of psychological stress that encompasses
an appraisal of insufficient financial resources, a perceived lack of control over
one’s financial situation, financial rumination and worry, and a short-term focus®. A
growing body of literature has identified a link between financial stress and mental
and physical health issues®™.

Social welfare aims to support those who cannot (temporarily) sustain themselves
financially, mitigating the negative consequences of financial scarcity and preventing
or reducing financial stress. Social welfare systems redistribute income to alleviate
and prevent poverty, reduce income shocks, guarantee a basic standard of living, and
facilitate access to housing, healthcare, and education'?. Many households, however,
do not take up social welfare for which they are eligible. As a result, social welfare
does not fully succeed in providing financial security for vulnerable households and
countering financial stress. Not participating in welfare may decrease individual
households’ well-being and perpetuate poverty and financial stress's.

This dissertation aims to contribute to the literature on financial stress and non-take-
up of social welfare. This introduction gives an overview of the research on financial
stress and non-take-up. I identify gaps in the literature and describe how the studies
in this dissertation contribute to reducing those gaps.

The first part of the dissertation focuses on financial stress. I first examine how
changes in financial stress coincide with changes in mental health (Chapter
2). Simultaneously, I examine economic factors associated with these shifts in
financial stress. Next, I investigate the intricate relationship between five aspects
of households’ economic situation — income, savings, debts, income volatility, and
employment — and financial stress (Chapter 3).

The second part of the dissertation extends the literature on the non-take-up of social
welfare. First, I systematically review the literature and develop a new conceptual

framework for non-take-up (Chapter 4). Next, I describe the lived experiences of low-
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Chapter 1

income households with participation in social welfare programs (Chapter 5).Ithen
examine how ten potential psychological barriers predict the non-take-up of social
welfare (Chapter 6). Finally, I examine the causal relationship between reclaims, one
of these potential barriers, and non-take-up (Chapter 7).
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PART I: FINANCIAL STRESS (CHAPTERS 2 AND 3)

Financial scarcity, defined as having fewer financial resources than needed®, is not
limited to developing countries. Even in countries with more economic prosperity,
many households are in poverty or problematic debts, two severe manifestations
of financial scarcity. In OECD countries, the percentages of families living below
the poverty line range from 5.6% in the Czech Republic to 20.3% in Costa Rica,
with percentages as high as 15.1% in the United States and 11.2% in the United
Kingdom (OECD average 11.5%)'*2. In the Netherlands, where most of the studies
in this dissertation were conducted, the poverty rate is 8.3%. In the EU, 14.1% of
the households are overindebted, and 21% risk overindebtedness'>"

Financial scarcity can hinder one from obtaining basic needs, such as food,
shelter, and healthcare, providing for family and spouse, achieving social status
and security, pursuing goals and dreams, and attaining personal fulfillment.
Moreover, insufficient financial resources can lead to financial stress, which,
in turn, can negatively affect mental and physical well-being. To capture
the subjective experience of financial stress, Van Dijk et al.® developed the
Psychological Inventory of Financial Scarcity (PIFS), a self-rating scale of
subjective perceptions of one’s financial situation and affective and cognitive
responses to these appraisals. The PIFS combines psychological stress and
financial scarcity into one measure of financial stress. The scale comprises four
components: an appraisal of insufficient financial resources, a perceived lack of
control over one’s finances, financial worry and rumination, and a short-term
focus. This operationalization is consistent with the idea that people experience
stress when they evaluate situational demands as outweighing their resources'®'?,
and with models of general stress, in which stress is understood as an adaptive
(physiological) response to a real or perceived threat'®-2°. This threat can lead to
mental health problems, such as anxiety and depression'®

Stress narrows an individual’s momentary thought-action repertoire toward
specific actions to deal with the threat?. Like general stress, financial stress can

a OECD defines the poverty rate as the ratio of the number of people (in a given age
group) whose income falls below the poverty line, taken as half the median household
income of the total population.

b  According to the EU definition, households are overindebted when they “reported not
being able to make scheduled payments related to rent or mortgages, consumer credit,
loans from family or friends, or utility or telephone bills”. Households are at risk of
being overindebted when they have difficulty making ends meet.
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be seen as an adaptive reaction to harmful or threatening situations. Focusing on
the short term, for example, is reasonable and necessary when one lacks financial
resources to meet basic needs (e.g., food or shelter). This reasoning of financial
stress as an adaptive response to dire financial circumstances is corroborated
by research showing that people lacking financial resources perform better on
selective attention, vigilance, detecting imminent dangers and opportunities,
tracking conditions that change rapidly, persisting when procuring an immediate
reward, and valuing money?%23,

Although financial stress can be regarded as an adaptive response to financial
scarcity, it is often accompanied by negative socio-emotional states: it relates
positively to loneliness and social exclusion and negatively to self-worth®24.
Financial stress may also go together with impeded cognitive functioning®. It
is negatively related to attention, self-control, self-monitoring, planning, and
taking initiative®. Rumination is associated with impaired problem-solving,
reduced task performance, and negative affect?. People who experience financial
stress also show behaviors that may exacerbate economic hardship, such as
avoiding financial information and decision-making, impulse buying, gambling,
overspending, suboptimal investing, decreased job search effectiveness, and
overborrowing®?¢-3°. These findings suggest that financial stress may result in
cognitions, emotions, and behavior exacerbating financial hardship. There is, in
other words, a risk of financial stress traps.

In addition, prolonged financial stress negatively relates to overall well-being and
more chronic mental health problems such as anxiety and depression®-%-%3, The
literature on the association between financial stress and well-being is primarily
cross-sectional; there is little insight into the dynamic relationship between
financial stress and well-being. Our first study, described in Chapter 2, examines
the association between changes in financial stress and mental health in a broad
sample of the Dutch population during the COVID-19 pandemic. This study also
examines the dynamic relationship between several economic factors, namely
income, savings, and debts on the one hand and financial stress on the other.

Next, I delve deeper into the intricate relationship between households’ economic
circumstances and financial stress. While it is well-established that low income is
often associated with financial stress®**, it is essential to recognize that focusing
solely on income as a predictor of financial stress is too simplistic. Low-income
households often struggle with managing expenses while providing for their
families, leading to rumination, heightened immediate concerns, and reduced
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control. However, low income is unlikely to be the sole predictor of financial stress.
Research on mental health and studies from economics has revealed various
factors predicting well-being and stress. Income is just one piece of the puzzle;
economic factors such as savings, debts, income volatility, and employment may
also play a role. Studies have revealed that savings®-? and employment*>° relate
positively to well-being, while debts*®-*? and income volatility**** relate negatively
to well-being.

While most studies have traditionally focused on one or two isolated aspects
of one’s economic situation when explaining or predicting financial stress, the
study described in Chapter 3 takes a more integrative perspective. I examine how
five facets of one’s economic situation - namely, income, debts, savings, income
volatility, and employment - relate to financial stress. This cross-sectional study,
conducted among Dutch households, sheds light on the relative contributions of
multiple economic factors to predicting financial stress.
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PART II: NON-TAKE-UP OF SOCIAL
WELFARE (CHAPTERS 4 THROUGH 7)

Part II addresses the pivotal role that social welfare plays in potentially elevating
financial resilience, thus serving as a mechanism for preventing or reducing financial
stress. Social welfare stabilizes individuals and societies by providing financial
security to those who cannot sustain themselves financially. This role is particularly
crucial in the face of heightened macroeconomic uncertainties and volatile labor
markets?®. The success of social welfare systems in accomplishing their goals hinges
on how easily those in need of assistance can access them?®. Policymakers grapple
with a dilemma in this respect. While they establish eligibility criteria to guarantee
that social welfare benefits are directed toward the households that most need them,
these criteria can create hurdles that might discourage eligible households from
taking up social welfare?.

Although levels of non-take-up are not systematically measured, non-take-up is a
serious issue worldwide. Hernanz et al. compiled data available in OECD countries
betwreen 1974 and 2001%. They found levels of non-take-up varying between 20% and
60% for means-tested social assistance programs. Non-take-up of housing benefits
spanned a broader range, with typical values of around 20%. Unemployment benefits
had non-take-up rates of 20% to 240%. In recent years, non-take-up still appears to be
high. A study in 2022 in the UK, for example, showed that approximately 30% of the
entitled individuals did not claim Pension Credit, whereas some 20% did not claim
Housing Benefits for pensioners®. A study in six European countries showed that
non-take-up of minimum income benefits varied between 38% and 90%°..

Understanding determinants of non-take-up can help optimize social welfare systems
towards achieving financial security for vulnerable households, thus preventing or
reducing financial stress. A better understanding of non-take-up can help shape the
future of social welfare. Research on the non-utilization of social welfare can guide
policymakers in crafting more effective and informed policies for the future.

The literature on non-take-up has a long history®>-*%. The body of knowledge on
welfare participation is heterogeneous in methods and disciplines. It includes
reviews and theoretical and empirical contributions from economics, psychology,
sociology, and public administration®®. In the last decade, behavioral insights have
proposed new inhibiting factors affecting non-take-up in the last ten years, such as
administrative burden, bad experiences with welfare participation, and the fear of
reclaims®657.
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There are, however, some gaps in the non-take-up literature. First, the vast
amount of literature added in the last ten years has not been reviewed
systematically. The very influential model developed by Van Oorschot in the
1990’s"® still guides many of the studies on non-take-up. Both research and
policy could benefit from an updated framework. Therefore, I systematically
reviewed the literature on the determinants of welfare participation. I developed
a new theoretical framework to guide future research, policy, and practice.
Chapter 4 describes the literature review results and the resulting theoretical
framework.

A second gap in the literature on the non-take-up of social welfare is that it
predominantly comprises quantitative empirical studies. Few studies have
qualitatively examined how financially vulnerable households experience
welfare participation. Focusing exclusively on quantitative research neglects
the more nuanced, subjective aspects of non-take-up in social welfare.
Quualitative studies are crucial for uncovering the lived experiences and
contextual factors that shape financially vulnerable households’ interactions
with welfare programs, offering a more comprehensive understanding.
Understanding these experiences and factors may help develop more inclusive
social welfare systems that better meet the needs of these households. To
address this gap, I conducted a qualitative interview study among low-income
households in two major cities in the Netherlands about their experiences with
participating in welfare. Chapter 5 describes the results of this study.

Third, empirical evidence on non-take-up is fragmented. In the last two
decades, studies from different fields have benefited from behavioral insights
in examining factors that inhibit eligible households from taking up social
welfare. Existing studies, however, typically included only a limited number
of potential inhibitors and promotors of welfare participation. Therefore, these
studies do not reveal the relative contributions of different factors in explaining
non-take-up within one integrative framework. Also, in the absence of such an
integrative approach, an observed relationship in these studies between non-
take-up and isolated factors may partly reflect a relation with unmeasured
factors.I address these issues by combining theoretical and empirical findings
from economics, public administration, and psychology into one model. In this
study, described in Chapter 6, I examine the combined influence of various
psychological factors on the non-take-up of healthcare and child support
benefits in the Netherlands, revealing the relative strengths of these different
factors in explaining non-take-up.
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Finally, research attention has not been evenly distributed between the various
potential determinants of non-take-up. Some potential determinants of non-take-
up, such as information provision®-52, complexity®®¢3-¢¢ administrative burden®7-5°,
and stigma’-7%, have been extensively studied, whereas empirical evidence
on other factors, such as administrative capacity?, proximity to welfare”7,
negative experiences with welfare®® and fear of reclaims?7, is scarce. Reclaims,
in particular, have become increasingly relevant in recent years. Due to changing
employer-employee relations and other macroeconomic trends, many citizens
have (highly) variable incomes. Policymakers have attempted to develop welfare
policies that ensure better and quicker alignment with households’ dynamic
financial situations. Millar and Whiteford® observed that the challenge associated
with increased responsiveness is “the risk that payments get out of step with
circumstances resulting in underpayments or overpayments, and hence debts to
be repaid”® (p. 5). They argued that increased income volatility may have resulted
in a greater prevalence of reclaims. Little is known about how reclaims of social
welfare affect subsequent non-take-up. My final study, described in Chapter 7,
aims to experimentally study the effect of reclaims on the non-take-up of social
welfare.
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OUTLINE OF THIS DISSERTATION

This dissertation aims to contribute to a better understanding of the dynamic
relationship between financial stress and mental well-being, the predictors of
financial stress, and the determinants of the non-take-up of social welfare as a policy
tool for providing financial security and decreasing financial stress.

For these purposes, I used a mixed-method approach. I employed quantitative
methods to analyze both longitudinal data (Chapter 2) and cross-sectional data
(Chapters 3 and 6), conducted a systematic literature review (Chapter 4) and
qualitative interviews (Chapter 5), and performed two experimental studies (Chapter
7). The rest of this dissertation is structured as follows.

Chapter 2 presents a study that used longitudinal data gathered before and during
the first six months of the COVID-19 pandemic in a probability sample of Dutch
households. It examined the association of financial stress with mental health
changes and households’ economic situation before and during the pandemic.

Chapter 3 encompasses a cross-sectional study that examines how five aspects of
one’s economic situation - income, debts, savings, income volatility, and employment
- independently and in conjunction predict financial stress. Also, it examined
whether income moderated the association between the other four aspects and
financial stress.

Chapter 4 describes a systematic literature review on the determinants of non-take-
up. Using the PRISMA extension for scoping reviews®, I reviewed the literature
on non-take-up between 2012 and 2023. Based on the outcome of our analyses, I
developed a new theoretical framework that can guide future research, policy, and
practice.

Chapter 5 reports a qualitative study among low-income households interviewed
in two major cities in the Netherlands - The Hague and Eindhoven - about their
experiences with low income and welfare participation.

Chapter 6 unveils a cross-sectional study among Dutch households eligible for
health care and child support benefits. I used a survey to examine how ten potential
psychological barriers (executive functions, knowledge, self-efficacy, financial
stress, administrative burden, social support, perceived eligibility, perceived need,
fear of reclaims, and welfare stigma) predicted non-take-up. I identified the relative
contributions of these factors to explaining non-take-up.
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Chapter 7 describes two experimental studies. Using an experimental household
paradigm, I examined if reclaims negatively affected subsequent take-up of
income support in a sample of respondents from the UK.

Chapter 8 summarizes the main findings of the studies comprising this dissertation,
suggests directions for further research, positions our findings in the context of
trends in social welfare, and provides advice to policymakers that can help design
more effective social welfare systems.
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