~ A Service of
’. b Leibniz-Informationszentrum

.j B I l I Wirtschaft
) o o o Leibniz Information Centre
Make YOUT PUbllCCltlonS VZSlble. h for Economics ' '

Jurgidinova, Veronika; Forbes, Catherine S.; Ng, Jason Wei Jian; Zelinsky, Tomas

Article — Published Version
The mediating role of financial well-being in the

relationship between housing affordability and mental
health

Scientific Reports

Suggested Citation: JuriSinova, Veronika; Forbes, Catherine S.; Ng, Jason Wei Jian; Zelinsky, Tomas
(2025) : The mediating role of financial well-being in the relationship between housing affordability
and mental health, Scientific Reports, ISSN 2045-2322, Springer Nature, Berlin, Vol. 15,
https://doi.org/10.1038/s41598-025-00997-1,
https://www.nature.com/articles/s41598-025-00997-1

This Version is available at:
https://hdl.handle.net/10419/333786

Standard-Nutzungsbedingungen: Terms of use:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen Documents in EconStor may be saved and copied for your personal
Zwecken und zum Privatgebrauch gespeichert und kopiert werden. and scholarly purposes.

Sie durfen die Dokumente nicht fiir 6ffentliche oder kommerzielle You are not to copy documents for public or commercial purposes, to
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich exhibit the documents publicly, to make them publicly available on the
machen, vertreiben oder anderweitig nutzen. internet, or to distribute or otherwise use the documents in public.
Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen If the documents have been made available under an Open Content
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten, Licence (especially Creative Commons Licences), you may exercise
gelten abweichend von diesen Nutzungsbedingungen die in der dort further usage rights as specified in the indicated licence.

genannten Lizenz gewahrten Nutzungsrechte.

.: A BI https://creativecommons.org/licenses/by-nc-nd/4.0
Mitglied der
WWW.ECOMSTOR.EU K@M 3
[ J . Leibniz-Gemeinschaft


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://doi.org/10.1038/s41598-025-00997-1%0A
https://www.nature.com/articles/s41598-025-00997-1%0A
https://hdl.handle.net/10419/333786
https://creativecommons.org/licenses/by-nc-nd/4.0
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

www.nature.com/scientificreports

scientific reports

OPEN

W) Check for updates

The mediating role of financial
well-being in the relationship
between housing affordability and
mental health

Veronika Jur¢iSinova?, Catherine S. Forbes?, Jason Wei Jian Ng3? & Toma$ Zelinsky*™*

This study examines the mediating role of financial well-being in the relationship between housing
affordability and mental health across the European Union. Utilizing data from the 2018 EU Statistics
on Income and Living Conditions, the analysis incorporates both objective and subjective measures
of housing affordability and financial well-being. The findings reveal that financial well-being acts

as a mechanism that links housing pressure to mental health, proxied by the MHI-5 Mental Health
Inventory. Notably, the effect is stronger for subjective indicators, which exhibit a more pronounced
mediating effect than do objective financial well-being indicators. The results underscore the
importance of considering both objective and subjective dimensions in understanding the complex
interplay between housing affordability, financial well-being, and mental health. The study contributes
to the literature by providing insights into the underlying mechanisms through which housing
affordability impacts mental health, with implications for policy interventions aimed at alleviating the
negative impacts of housing affordability issues on mental health and overall well-being.

Keywords Housing affordability, Financial well-being, Mental health, EU-SILC

Housing typically represents the largest share of total household expenditures, averaging somewhat above 30%
of household budgets across the European Union. Housing affordability has become an increasingly pressing
issue in the context of rising living costs and growing socio-economic inequalities. Conventional, objective
measures of housing affordability are predicated on the notion that housing costs should not burden the non-
housing consumption of the household!, and are typically quantified as the proportion of income spent on
housing. The generally accepted rule of thumb is that housing costs should not exceed 25-30% of a household’s
income?. However, there is no consensus on the appropriate threshold?, with percentages applied in the literature
ranging from 25 to 50%"*.

Because research on housing affordability predominantly relies on traditional objective indicators, studies
may not accurately capture the full experience of financial stress or its impacts on a household’s quality of life>®.
An alternative approach is to measure perceived affordability’, also known as subjective housing affordability. This
typically involves data on households’ self-reported financial burden levels based on their perceptions of their
housing costs®. However, empirical research has demonstrated discrepancies between objective and subjective
measures’, and indicates some degree of misalignment between the two approaches!®. While some researchers
remain sceptical of subjective indicators'!"'2, they are increasingly recognized as essential for capturing the
complex nature of quality of life!3~1°. Subjective indicators have been identified as missing dimensions in quality-
of-life research!®. Importantly, individuals’ subjective perceptions of socio-economic reality may have a stronger
influence on their preferences, decisions, and behaviors than do objective socio-economic conditions!”18,

Research indicates that a heavy burden of housing costs can exacerbate economic hardship'®, significantly
reduce a households’ ability to allocate resources, and ultimately compromise overall living standards®.
Housing is generally regarded as a critical socio-economic determinant of mental?!, and overall health?>?3, For
instance, homeownership can enhance individuals’ subjective well-being by providing an avenue for wealth
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accumulation?, whereas paying rents that are high relative to household income adversely affects mental
health?. The COVID-19 pandemic has further highlighted the importance of examining the impact of housing
affordability on mental health, as it has intensified unemployment, economic distress, and insecurity related to
homeownership6:?7.

Substantial empirical evidence indicates a robust association between poor housing affordability and adverse
mental health outcomes?®. Empirical studies have documented that both prolonged and intermittent exposure
to housing affordability challenges is correlated with diminished mental health?. Notably, a systematic review
conducted by Singh et al.** provides causal evidence on the impacts of housing disadvantage on mental health.
Their findings highlight that housing is a critical socio-economic determinant of mental health, and present
evidence of the detrimental effects of housing cost disadvantage on depression, anxiety, and stress. Conversely,
affordable housing has been demonstrated to enhance mental health?!.

Limited attention has been paid to the mechanisms through which the relationship between housing
affordability and mental health operate®2. Singh et al.*® show that the negative effects of unaffordable housing
on mental health are mediated by financial difficulties. Botha et al.>* extend their model and show that housing
stress directly influences financial well-being, which can exacerbate its effects on mental health. Their findings
reveal that housing affordability stress is directly associated with lower financial well-being, while strong
financial well-being can obviate this stress, and potentially reduce the adverse effects of housing affordability
stress on mental health.

Financial well-being, proxied by variables such as perceptions of the degree of financial stress versus financial
stability, significantly influences individual well-being%. These factors play a particularly crucial role during
crises. For example, financially resilient households managed the challenges of the COVID-19 pandemic more
successfully®®, while those experiencing financial distress reported worsened health outcomes. The pandemic
also triggered shifts in household behavior, driving increased risk aversion®® and greater reliance on digital
finance which sometimes resulted in over-indebtedness®’.

The profound impact of financial well-being on health and mental well-being becomes even more evident
when its specific components, such as financial stress and debt, are considered. For instance, the perception of
financial insecurity exacerbates stress**, while financial stress and concerns have been shown to have a significant
negative impact on individuals’ health and mental well-being?. Those in financial distress report poorer health
outcomes®®, which underscores the detrimental effects of financial stress on health. Research further suggests
that financial stress, including debt, can contribute to symptoms of depression‘“’. Poor mental health, in turn,
negatively affects individuals’ social and economic circumstances, being associated with higher unemployment
rates and labor market withdrawal*!.

In recent years, increasing attention has been paid to understanding the relationships between housing stress
and financial well-being. The link between housing affordability and financial well-being is rooted in the interplay
between economic pressures and psychological perceptions. Rising housing costs directly reduce disposable
income and can constrain a households’ ability to save, invest, or even to fulfill essential needs'®. Recent studies
have shown that financial well-being not only reflects material conditions but also acts as a protective factor that
buffers households from the adverse effects of economic shocks®.

Rowley et al.*? show that households classified as experiencing housing stress display lower levels of financial
well-being. In a similar vein, Botha et al.’3 find that renters experiencing housing affordability stress report,
on average, a 2.5-point lower financial well-being score than those not affected by housing affordability stress.
Further evidence® indicates that, while not all households in housing stress are financially distressed, these
households are more inclined to rate themselves as “just getting along”, “poor”, or “very poor”. In contrast, non-
stressed households tend to consider themselves “reasonably comfortable

When looking over longer periods of time, the relationship between housing affordability and financial well-
being may be different. Focusing on households that experience stress for three or more years significantly
strengthens the observed link between housing stress and (lower) financial well-being®. Such households
often cannot adequately adapt to changing circumstances, and ultimately face more severe financial challenges.
Difficulty making housing payments has been identified as a negative predictor of financial well-being®.

The conceptual model introduced by Singh et al.*° posits financial hardship as a mediator in the relationship
between housing affordability and mental health. Botha et al.* utilize a specific set of five items to measure
subjective financial well-being, such as enjoying life due to money management, handling unexpected expenses,
and feeling in control of day-to-day finances. The literature often explores financial satisfaction as a dimension
of financial well-being, which can be impacted by housing affordability issues*®. Housing affordability problems
have been shown to deteriorate overall financial well-being?’, with evidence linking various dimensions of
financial well-being—such as self-reported financial deprivation®3, perceived financial security*’, and financial
satisfaction®*—to adverse effects on mental health.

Existing research examining the mediating effects of financial well-being on the relationship between
unaffordable housing and mental health typically relies on objective measures of housing affordability and
subjective indicators of financial well-being®®*. Our study advances this stream of literature by jointly
investigating the mediating effects of both objective and subjective indicators of financial well-being, by
simultaneously incorporating both objective and subjective operationalizations of unaffordable housing in the
analysis. This aligns with recent calls for multidimensional approaches that integrate subjective perceptions of
socio-economic reality alongside objective conditions. Analyzing these mediation effects is critical for identifying
the mechanisms through which housing affordability impacts mental health. This analysis is particularly relevant
for social policy, as interventions targeting objective factors, such as housing costs or debt issues, differ from those
addressing subjective factors, such as perceived financial hardship or satisfaction with financial circumstances.
Understanding which indicators better explain the overall impact of housing affordability on mental health can
guide the development of interventions to mitigate the adverse effects of housing unaffordability on mental
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health. A comprehensive approach ensures that policies address both the symptoms and root causes of mental
health issues linked to housing unaffordability.

Additionally, this study seeks to expand the existing empirical literature by providing international evidence
on the mediating effect of financial well-being in the relationship between housing affordability and mental
health. We draw on data from the European Union Statistics on Income and Living Conditions (EU-SILC),
which is representative of the countries included in the survey.

Conceptual framework

Financial hardship plays a central role in societal contributors to disease, as it can result in trade-offs that may
harm health, for example, by reducing access to medical care®. Building on the framework proposed by Singh et
al.%, this study adds to traditional measurements of objective housing affordability and emphasizes the need for
the inclusion of subjective indicators in studying these relationships.

Singh et al.*° propose a conceptual framework that links the adverse impact of unaffordable housing (an
objective indicator) on mental health, mediated by financial hardship (a subjective indicator), and the degree
of social support available. This model explains how unaffordable housing affects mental health, highlighting
the central roles of financial strain and social support. By linking high housing costs to increased financial
insecurity, the framework suggests that housing stress can negatively affect mental well-being. To capture
these effects, their empirical exercise uses participants’ own perceptions of their economic circumstances as a
subjective measure of financial strain (vs. financial well-being). In doing so, it presents a comprehensive model
that clarifies the complex relationships among housing affordability, financial challenges, social support, and
overall mental health. Botha et al.* introduce a similar model, omit social support and expand the construct of
financial hardship to encompass financial well-being.

Both Singh et al.*® and Botha et al.?® utilize an objective indicator of housing affordability and subjective
indicators of financial well-being. Building upon this literature, our proposed conceptual framework introduces
several modifications. First, we extend the initial conceptual model (Panel A of Fig. 1) based on Singh et al.*
and Botha et al.*® by utilizing both objective and subjective approaches to assess housing affordability and to
examine their impact on mental health, mediated through objective and subjective indicators of financial well-
being (Panel B of Fig. 1). Following Botha et al.>*, we omit the social support variable and augment the financial
wellbeing construct by including an objective dimension.

We investigate this relationship through a series of steps. We first explore the mediating effect of objective
and subjective financial well-being separately in partial models. Subsequently, we analyze these associations
within an expanded model that incorporates all variables concurrently. Comparing these sets of results enhances
our understanding of the importance of both the objective and subjective dimensions of financial well-being
in explaining the relationship between housing affordability and mental health. Our model specifications
consistently support the hypothesis that financial well-being acts as a mechanism that links housing affordability
to mental health.

Data and methods

The analyses in this study are based on microdata from the 2018 EU Statistics on Income and Living Conditions
(Cross UDB, 2020-09 version). The EU-SILC is a harmonized survey that collects data on income, living
conditions, and social exclusion across the EU and other European countries. According to the EU-SILC
Framework Regulation, data are based on a nationally representative probability sample of the population
residing in private households within the country, irrespective of language, nationality, or legal residence
status. All private households and all persons aged 16 and over within the household are eligible for the study.
Persons living in collective households and in institutions are generally excluded from the target population.
The sampling frame and methods of sample selection should ensure that every individual and household in the
target population is assigned a known probability of selection that is not zero®'. The study utilizes a subsample
of respondents from whom household-level information is obtained.

The outcome variable, mental health (MH), is based on the Mental Health Inventory (MHI-5), which
measures a respondent’s general mood or affect, including depression, anxiety, and psychological well-being™?,
and is used for screening depressive symptoms®?, with a score of 56 or lower (out of 100) indicating serious
problems. Within the EU-SILC 2018 ad hoc module, respondents answer the following set of five questions:
“During the last four weeks, have you been... 1. feeling very nervous? 2. feeling down in the dumps? 3. feeling calm
and peaceful? 4. feeling downhearted or depressed? 5. happy?” For each question, respondents chose one answer:
all of the time; most of the time; some of the time; a little of the time; none of the time; (do not know).

In line with Zhan et al. 202254, we utilize two different operationalizations of housing affordability (HA), the
explanatory variable in our conceptual framework. The objective HA is an indicator variable with a value of 1 if
the household’s income spent on housing exceeds 30% and 0 otherwise. We perform a robustness check utilizing
the threshold adopted by the EU, where the housing cost overburden rate is defined as the share of the population
living in a household where total housing costs represent more than 40% of disposable household income. The
subjective HA indicator is based on the following survey question: “Please consider your total housing costs,
including mortgage repayment (instalment and interest) or rent, insurance, and service charges (sewage removal,
garbage removal, regular maintenance, repairs, and other charges). To what extent are these costs a financial burden
to you? Please note: Only actual paid housing costs have to be taken into account. Would you say they are: a) A
heavy burden; b) A slight burden; c¢) Not a burden at all.” We assign the subjective HA a value of 1 if the respondent
selected ‘a heavy burden’ or ‘a slight burden, and 0 otherwise.

Drawing from existing literature?>>>, we adopt objective and subjective operationalizations of financial well-
being (FWB), the mediating variable in the relationship between housing affordability and mental health. The
objective operationalization is represented by two variables indicating whether a household was in arrears on
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Fig. 1. The conceptual framework. Panel A displays a path diagram corresponding to the initial conceptual
model based on Singh et al.** and Botha et al.*, where financial well-being is the only mediating variable in
the relationship between housing affordability and mental health. In Panel B, both objective and subjective
financial well-being indicators mediate the relationships between objective and subjective housing affordability
and mental health.

1. hire purchase instalments or other loan payments, and/or 2. utility bills. The subjective operationalization is
proxied by three subjective variables: 1. Capacity to afford a one-week annual holiday away from home; 2. Capacity
to handle unexpected financial expenses; and 3. Capacity to spend a small amount of money each week on yourself.

We include the following set of control variables in the model: age, gender, degree of urbanization of
residence, education, marital status, income, household size, economic activity, and housing tenure status.
Detailed descriptions of all variables are available in Table S1 of the Supplementary Material.

We employ structural equation modelling (SEM) as our primary method for empirical analysis of the
conceptual framework illustrated in Fig. 1. Specifically, we use partial least squares (PLS)*® with SmartPLS
software®’. The PLS-SEM method is widely employed in exploratory research and has been acknowledged as
a second-generation approach that is adept at handling measurement errors, modelling complex structures,
and accommodating non-normal data distributions®®. We measure all constructs in the model with reflective
indicators, except for objective and subjective FWB, which are modelled as formative constructs.

Formative measurement models are predicated on the premise that the indicators contribute to the construct
through linear combinations®*. In contrast to reflective indicators, which are viewed as manifestations of the
latent construct®!, formative indicators posit that each indicator linked to a specific construct will have an effect
on that construct®?. Hence, the directionality of the relationship flows from the indicator towards the construct®!.
Within a formative measurement model, it is not necessary for the indicators to exhibit high correlations with
one another. Furthermore, it is crucial to highlight that formative indicators are not interchangeable, in contrast
to reflective indicators®?. Consequently, we consider each indicator to encapsulate a distinct aspect of a construct,
and removing any single indicator would alter the conceptual scope of the construct.

Model accuracy metrics (AIC, BIC, coefficient of determination, discriminant validity), formative
measurement model metrics (collinearity and statistical significance & relevance of outer weights), and
convergent validity (average variance extracted, outer loadings) of the latent variables for the model specifications
are documented in Tables S7-S11 of the Supplementary Material for all countries.
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Results

Measurement model analysis

In this study, we measure mental health using reflective indicators. This subsection presents our evaluation
of the reflective measurement model, including assessments of (i) indicator loadings, (ii) internal consistency
reliability (via Cronbach’s Alpha, Rho A, and Composite Reliability), and (iii) convergent validity (via Average
Variance Extracted (AVE))%3%4,

As shown in Table S7 in the Supplementary Material, most indicators, except for the “calm” and “nervous”
indicators, exhibit outer loadings above the threshold of 0.708, indicating that the construct explains more than
50% of the variance in these indicators®>. However, Hair et al.% suggest that outer loadings of 0.6 or higher are
still acceptable and should not be dropped. Therefore, we retain indicators with outer loadings exceeding 0.60
but below 0.70 due to their conceptual importance in explaining the construct. We find exceptions in the case of
Poland, where the “calm” indicator has an outer loading of 0.567, and in Lithuania the construct of the “nervous”
indicator is 0.303, and 0.378 in Latvia. Hair et al.”® note that indicator loadings between 0.40 and 0.70 can be
retained if they are conceptually important for their respective constructs.

We employ the Rho A measure®” to assess the internal consistency reliability of the constructs, with values
between 0.6 to 0.9 indicating satisfactory internal consistency reliability®®. Cronbach’s alpha values range from
0.765 to 0.885, with all exceeding the benchmark value of 0.7. This confirms the internal consistency reliability
of the construct. Additionally, the AVE values exceed the recommended threshold of 0.5 (ranging from 0.499
for Estonia to 0.684 for Portugal), demonstrating that the constructs account for at least 50% of the variance in
their indicators®, which establishes convergent validity. For details, refer to Table S7 in Supplementary Material.

We measure objective and subjective financial well-being using formative indicators. We include a variance
inflation factor (VIF) and the statistical significance of the external weights in our estimation of the formative
measurement model. In the first step, we check whether there is a significant level of collinearity between
indicators, using the VIF criterion, which is a standard metric for assessing the collinearity of indicators®. The
acceptable VIF value is below 3% As shown in Table S9, almost all values are below 3, except for Spain, where the
indicator “dumps” is 3.347, but as Hair et al.*® argue, results below 5 are also acceptable. The second step involves
examining each indicator’ relative contribution to forming the construct. To do this, it is necessary to assess the
significance of the indicator weights. In this study, the results are statistically significant in all cases. For details,
refer to Table S10 in Supplementary Material.

Structural model analysis

In this subsection, we present the results of the structural model, testing the conceptual framework that
links housing affordability to mental health. To understand the mediating role of financial well-being in this
relationship, we initially explore three partial models (see Figure S1 in the Supplementary Material).

In the first partial model, we posit that objective FWB mediates the relationship between objective HA and
MH. Results in most countries indicate a strong negative mediating effect in this relationship (blue dots in Panel
A of Fig. 2). Problems related to housing affordability negatively impact the objective financial well-being of
households, and lower levels of objective financial well-being are associated with reduced mental health.

In the second partial model, acknowledging the potential negative impact of problems with HA on subjective
FWB, we examine the mediating role of subjective FWB in the relationship between objective HA and MH. The
results from this partial model (blue dots in Panel B of Fig. 2) corroborate those from the first partial model
that utilizes objective FWB, indicating a negative mediating effect in the relationship between objective HA and
MH. The magnitude of the effect is greater than in the first partial model, however, in eight countries (Bulgaria,
Estonia, Spain, Croatia, Lithuania, Latvia, Poland and Slovenia), this effect is not statistically significant, while
in Italy and Portugal, the effect is positive and statistically significant. This reversal in the mediated effect across
these countries can be attributed to a weak positive correlation between objective HA and subjective FWB
indicators. This correlation can be further understood by the nearly zero correlation between objective HA and
the subjective FWB indicators among individuals with high or low values of these dimensions. These observations
align with prior research that emphasizes the disparity between subjective perceptions and objective economic
indicators>'°.

The third partial model incorporates subjective operationalizations of both HA and FWB (blue dots in Panel
C of Fig. 2). Similarly to the models using objective HA, this partial model incorporating subjective HA and
subjective FWB yields qualitatively similar results, with heightened effect magnitudes. Households that perceive
their total housing costs to be a significant financial burden report lower levels of subjective financial well-being,
which in turn impacts their mental health.

Integrating these partial models into an expanded conceptual model (Panel B of Fig. 1) allows for a more
complex examination of these relationships. The red dots in Fig. 2 indicate that the overarching findings remain
qualitatively consistent. However, compared to the effects estimated from the partial models, the magnitude of
effects is somewhat lower. Ultimately, both sets of results lead to the same qualitative conclusions.

Robustness analysis
The main findings of this study are based on a 30% threshold for the objective housing affordability indicator.
Because there is no consensus on this value®, and empirical studies employ thresholds ranging from 25 to
50%*, we conduct a robustness analysis using a 40% threshold. This threshold aligns with the value adopted by
Eurostat for reporting the housing cost overburden rate®. As shown in Panel A of Table S15, the results remain
robust under this alternative threshold. Further, we observe qualitatively similar findings when the same model
specifications are applied to 2013 data (Panels B and C of Table S15).

We perform additional robustness checks using an alternative definition of the subjective HA indicator. In
the main model, we assign the subjective HA indicator a value of 1 if the respondent reports experiencing

Scientific Reports |

(2025) 15:16388 | https://doi.org/10.1038/s41598-025-00997-1 nature portfolio


http://www.nature.com/scientificreports

www.nature.com/scientificreports/

0.02

0.00 1

Estimate

-0.04+

Estimate

Estimate

Panel A: Objective HA — Objective FWB — Mental health

o
o
N
1
——

AT BE BG CH CY CZ DE DK EE EL ES FI FRHRHU IE IS IT LT LU LV MT NL NO PL PT RO RS SE SI SK UK

Country
Panel B: Objective HA — Subjective FWB — Mental health
0.1+ + ﬁ +
00+F---@_ _J_4_ _+__ I - _._......___’.._. _¢_ __._ —d _._*_.. ________
LR A i ] ¥ g ;
° © +' + ¢
0119 ©
-0.24

AT BE BG CH CY CZ DE DK EE EL ES FI FRHRHU IE IS IT LT LU LV MT NL NO PL PT RO RS SE SI SK UK

Country
Panel C: Subjective HA — Subjective FWB — Mental health

0.00

|
o
-
o
1

-0.05 * ' é ‘ # *

¢
S

AR bl
ERRE ARREARRPICY. f i {499
b

AT BE BG CH CY CZ DE DK EE EL ES FI FRHRHU IE IS IT LT LU LV MT NL NO PL PT RO RS SE SI SK UK
Country

Model # Partial * Expanded

either “a heavy burden” or “a slight burden’, and 0 otherwise. In our alternative specification, the subjective HA
indicator is assigned a value of 1 only if the respondent selects “a heavy burden”. The results from this alternative
model specification (Table S16) indicate qualitatively similar effects for the mediation of subjective FWB in
the relationship between subjective HA and MH. We observe minor discrepancies for the total mediated effect
of objective FWB in the relationship between objective HA and MH, and a higher prevalence of statistically

insignificant effects.
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«Fig. 2. The mediated effects of financial well-being on the relationship between housing affordability and
mental health. Panel (A) reports mediated effects of objective FWB (1 if the household was in arrears on hire
purchase installments or other loan payments or utility bills; 0 otherwise) on the relationship between objective
HA (1 if the household’s income spent on housing exceeds 30%; 0 otherwise) and mental health (higher
values = better mental health). Panel (B) reports mediated effects of subjective FWB (1 if the household has the
capacity to afford a one-week annual holiday away from home, to handle unexpected financial expenses, and to
spend a small amount of money each week on yourself; 0 otherwise) on the relationship between objective HA
and mental health. Panel (C) reports mediated effects of subjective FWB on the relationship between subjective
HA (1 if ‘a heavy burden’ or ‘a slight burden’; 0 otherwise) and mental health. The blue dots represent mediated
effects from the partial models, the red dots correspond to the expanded model.

Finally, the main model excludes a direct link between the objective and subjective HA indicators. We
estimate an alternative specification incorporating this link (Figure S2), and the results, presented in Table S6,
demonstrate the robustness of the findings.

Heterogeneity analysis

To further explore the nuances of the relationship between housing affordability, financial well-being, and
mental health, we perform a heterogeneity analysis. This analysis examines whether the observed effects vary
across different subgroups of households. This approach enables a deeper understanding of potential disparities
and context-specific mechanisms influencing these relationships.

Dividing the sample into subgroups defined by urban-rural settlement (Table S12), housing tenure status
(Table S13), and income levels (Table S14) shows that, while there are negative effects in both urban and rural
samples, rural households experience stronger indirect effects of subjective affordability on mental health
through financial well-being. Households paying housing mortgage or rent face greater affordability challenges
than do those without mortgage obligations or who receive free accommodation. The effects are stronger for
objective housing affordability. For income levels, the indirect effects are strongest in the bottom 30% of earners,
while the top 30% show few significant results.

Discussion

The findings from all models suggest that financial well-being acts as a mechanism through which the
relationship between housing affordability and mental health operates. Despite previous research indicating
a misalignment between objective and subjective approaches to housing affordability operationalization'?, we
provide international evidence from numerous countries suggesting that the relationship between mental health
and both objectively and subjectively defined housing affordability is, in fact, mediated by financial well-being.
Notably, this mediated effect is stronger for subjective HA than it is for objective HA. The stronger effect of the
subjective indicator of housing affordability on mental health aligns with research that examines the effects of
subjective and objective poverty on mental health. A study by Chang et al.”® provides evidence that reducing
subjective poverty has a more substantial positive impact on mental health than does reducing objective poverty.
This finding has significant implications for understanding the underlying relationship mechanisms between
housing affordability and mental health.

While all of our partial and expanded models point to the same conclusion regarding the mediating role
of financial well-being, can we infer whether any of these models is superior to the others? Specifically, can we
determine whether objective or subjective indicators are more important in explaining variations in mental
health? As indicated in Table S8 of the Supplementary Material, the model incorporating subjective FWB yields
higher values of the coefficient of determination than do the models based on objective FWB. This result suggests
a stronger mediating effect of subjective than of objective FWB.

Our findings strongly support the mediating role of both objective and subjective FWB in the relationship
between corresponding HA indicators and mental health across the EU. However, evidence regarding the
mediating role of subjective FWB in the relationship between objective HA and mental health is mixed. This
finding holds true for both the partial model and the corresponding link in the expanded model. Ultimately,
while we observe a strong mediating effect of objective FWB in the relationship between objective HA and
mental health, and a strong mediating effect of subjective FWB in the relationship between subjective HA
and mental health; in a few countries, we observe the opposite in the mediating role of subjective FWB in the
relationship between objective HA and mental health, suggesting a discrepancy between objective and subjective
indicators, as has been previously documented by Seo et al.'”.

Based on these findings, it is evident that financial well-being serves as a critical mediator in the relationship
between housing affordability and mental health, with subjective financial well-being demonstrating a stronger
mediating effect than objective financial well-being. This highlights the necessity for social policies to incorporate
both objective and subjective measures of financial well-being and housing affordability when addressing mental
health issues. Policies focused solely on objective factors, such as reducing housing costs or alleviating arrears
problems, may not capture the full range of the effects of financial distress. To some extent, this has also been
demonstrated by existing research, which suggests that, while some interventions targeting objective factors in
some contexts have had a positive effect on mental health”!, others report no effects’?. Therefore, comprehensive
interventions should also address subjective perceptions of financial hardship and satisfaction with one’s
financial situation, to more effectively mitigate the adverse effects of housing unaffordability on mental health.

Given the significant role of subjective financial well-being, policy-makers should consider strategies that
enhance perceived financial security and overall satisfaction with their financial situation. In this vein, Fan and
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Henager’? argue that interventions aimed at financial well-being should focus on building confidence in financial
abilities through programs that enhance self-confidence in financial knowledge, money management skills, and
goal-setting abilities. This could involve financial education programs, counselling services, and support systems
aimed at improving financial literacy and confidence’*”>. By acknowledging and addressing both the objective
and subjective dimensions of financial well-being and housing affordability, social policies can be more finely
tuned to address the root causes and symptoms of housing-related mental health issues, leading to more effective
and sustainable outcomes.

It is important to note that tools targeting objective and subjective dimensions of financial well-being
must be strongly coordinated, as these dimensions are deeply interlinked. Focusing exclusively on subjective
perceptions, without addressing the underlying objective conditions, could be misleading and potentially even
counterproductive. For instance, individuals may experience a temporary boost in perceived financial well-being
due to improved financial literacy or confidence, while persistent objective challenges, including inadequate
income or overwhelming debt, ultimately undermine their long-term mental health outcomes. Interventions
that solely emphasize subjective improvements may risk neglect of structural inequalities or systemic barriers
that bar individuals from achieving financial stability. Policy frameworks must integrate interventions that
address both dimensions, and ensure that objective measures such as housing affordability, debt reduction, and
income adequacy are complemented by strategies to enhance financial confidence, literacy, and satisfaction. This
dual approach is essential to creating a comprehensive and sustainable pathway for improving financial well-
being and mitigating the adverse effects of financial distress on mental health.

Given the cross-sectional nature of the data and its inherent limitations, the results of this study should be
interpreted as correlational rather than causal; this can be considered the key limitation of our study. In our
conceptual model, we propose that financial well-being influences mental health. However, it is also plausible
that mental health influences financial well-being by reducing productivity or income’S, or by increasing the
likelihood of unemployment*!. This bi-directional nature introduces a potential limitation in our study, as the
possibility of reverse causality or omitted variable bias may affect the interpretation of the results. Establishing
causality in the relationships examined remains a significant challenge and warrants careful consideration.
Future research is essential to address this issue and to explore the bi-directional dynamics underlying the
phenomena investigated in this study.

Concluding remarks

In this study, we present a series of findings that offer evidence of the mediating role of financial well-being in
the relationship between housing affordability and mental health. Our approach encompasses both objective
indicators and subjective operationalizations of housing affordability and financial well-being, and shows their
complementary importance alongside conventional objective measures.

Recent economic developments characterized by rising inflation rates and energy prices have increased
housing expenses generally, and consequently intensified housing pressure, which can impact household
members mental health. Understanding this relationship is critical not only for understanding the economic
hardships faced by households, but also for appreciating the potential impacts on their mental health.

Consistent with previous research, we show that good financial well-being can reduce the negative impacts of
housing affordability on mental health. Specifically, we show that economic hardships experienced by households
diminish their financial well-being, and can subsequently impact their mental health. Our results underscore the
importance of addressing housing unaffordability not only for economic reasons, but also to support the well-
being and mental health of individuals and households.

Data availability

The analyses presented in this paper are based on EU-SILC microdata, which was made available under con-
tract No. RPP 319/2022-EU-SILC between the European Commission, Eurostat, and the Technical University of
Kosice. Details on accessing EU-SILC microdata for scientific purposes can be found at https://ec.europa.eu/eur
ostat/web/microdata. The contact person for the database utilized in our study is Tom4§ Zelinsky (tomas.zelinsk
y@tuke.sk). Responsibility for all conclusions drawn from the data lies entirely with the authors.
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