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Economic Outcomes & Mental Health

Introduction

This paper discusses the relationship between economic factors and societal well-being for the
United States over the post World War |1 period. Thisisan interesting time to consider because during this
period both wage inequality and poverty initially declined and then began to increase. We examine how
changesin the distribution of wage income and poverty generate conditions which may contribute to an
intensification of negative mental health outcomes thereby affecting societal well-being. At the outset we
would like to point out that there is controversy regarding the causes of mental health problems. Serious
disagreement exists regarding the degree of psychological, cultural, biological, social, and economic factors
that underlie mental health problems such as anxiety, stress, suicide, and criminal behavior. In many cases,
these behavioral outcomes are the result of complex interactions of individual and environmental factorsin
conjunction with feedback effects making the determination of causality by any one factor difficult.
Economic factors, however, appear to have areasonably large impact on mental health. In Cantril’s 1965
study surveying factors mentioned most frequently by Americans in discussing their hopes, approximately
65 percent of the survey respondents related personal hopes to economic factors. Davis (1965, p. 68) writes
that "study after study shows that mental health is positively related to socioeconomic statusin avariety of
measures of mental health and SES." We examine both theoretical and empirical aspects of the
relationship between the economic factors of wage inequality and poverty and mental health.

Mental Health and the Distribution of Income: Absolute and Relative | ncome Effects

Economists have generally assumed that economic growth results in greater economic welfare or
happiness. While cross sectiona evidence is overwhelming for a positive relationship between income and
subjective well-being -- defined as a positive evaluation of one’slife -- real increases in income within a
country over time may not make people happier (see Easterlin, 1973 and Deiner, 1984, for a summary of
thisliterature). Extensive evaluationsof surveys of happiness for the United States over the period 1946 to
1970 indicate:

"In all societies, more money for the individual typically means more individual happiness.
However, raising the incomes of all does not increase the happiness of all . The happiness-income
relations provides a classic example of the logical fallacy of composition - what istrue for the

individual is not true for society asa whole." (Easterlin, 1973, p. 4; author’sitalics)



What is key to thisfinding is the importance of both the relative and absol ute economic position of
an individual in their assessment of welfare or happiness.! What complicates the implications for mental
health of this type of finding is that what constitutes an acceptable standard of living is subjective. Needs
and wants are not fixed but are generated within a society which is constantly creating new expectations of
wants and needs. In fact, it has been shown that when individual s assess what income they need, the
absolute amount changes over time and this amount tends to be indexed to the average family consumption
of theday (Thurow, 1973, p. 67) which can be informally summarized as "keeping up with the Joneses."
Changes in an income distribution may therefore affect societal well-being by altering both absolute and
relative socioeconomic status affecting individuals' assessment of their well-being and mental health.

The relationship between an absolute level of socioeconomic status (SES) and mental healthis
well documented. Williams and Collins (1995) report that the largest study of psychiatric disorders ever
conducted in the United States finds that SES predicts el evated rates over a broad range of psychiatric
disturbances (pg. 351). Dohrenwend (1990) points out there is a consistency in research, dating from 1855,
that document important correlations between SES and mental health. The direction of causation, however,
remains a controversial issue. Some argue that higher rates of substance abuse, schizophrenia, personality
disorders, and anti-social behaviors are the result of environmental adversity. Lack of accessto education,
housing, and household possessions, each of which are related to wealth, puts people at risk (Fox, et. al.,
1985). Others believe that these types of mental disorders cause a downward drift to lower SES status;
people with psychiatric disabilities and high rates of substance abuse are ssmply unable to gain or maintain
employment. It is probably correct that causation runs both ways. The design of research in this paper is
descriptive in nature: to uncover significant linkages that exist between economic stress and health
outcomes. We do not purport to solve the riddle of causation.

The relationship between relative economic status and mental health is based upon the theory of
relative deprivation or what has also been termed the "envy effect” (Wilson and Herrnstein, 1985). The
theory of relative deprivation contends that individuals compare themselves to a reference group (the
Joneses) when determining their subjective well-being. The reference group towards which an individual
orients themselvesis critical in determining the extent of relative deprivation. These reference groups could
be contemporaneous (How am | doing now with respect to my peers?) or historical (How am | doing now
with respect to myself or someone else in my position adecade ago?). Dissatisfaction with one'srelative
position occurs not because of differencesin rewards but, rather, differencesin the ratio of rewardsto
effort. Psychologists have found that assessment of relative position is an important predictor of

satisfaction and mental health outcomes (Deiner, 1984, p. 567). 2

! psychologists argue for the importance of relative position in an individual’s assessment of their subjective
well being (Diener, 1984).

? Indeed, arguments have been made that populations are more likely to revolt when periods of rising
expectations are followed by periods when those expectations are no longer met (Tocqueville, 1955).



A heightened sense of relative deprivation can increase psychological stress which may result in
two possible outcomes. Thefirst is a proactive response to alter one' s relative position so that current
negative feelings of relative deprivation dissipate. In this respect, relative deprivation motivates
competition among individuals to improve their economic standing by furthering their education or
searching for better jobs. In fact, thisis one of the adjustment processes that occursin a dynamic,
capitalistic economy as individuals adapt to changing economic opportunities. The second possibility is
socially unacceptable responses such as criminal or self-destructive behavior. While predictions for
individual outcomes are not possible, certain groups are at a greater risk of responding with criminal or
self-destructive behavior. For example, criminal activity is primarily committed by young males (Wilson
and Herrnstein, 1985); low income and low socioeconomic status are associated with high rates of mental
disorder (Belle, 1990); and child abuse is more likely to occur in very poor families (though most poor
families do not abuse or neglect their children) (U.S. Congress, Office of Technology Assessment, 1988, p.
177).

We now consider the trends in the distribution of wage income over the post World War 11 period
and examine their affect on mental health. Thisis not a particularly straightforward task as anytime there
are changesin adistribution of income some people become relatively better off and others relatively worse
off. Whileit iseasier to measure changesin absolute income levels, the net effects on relative deprivation
is problematic. It may be possible, however, to make general statements about societal well-being if an
equitable distribution of incomeisfollowed by one that is considered less equitable - a situation that we
argue has occurred over the post World War 11 period in the United States. This allows us the possibility to
considered what may be happening over time to the level of well-being in the United States.

The post W.W.I1 period up until the early 1970's is generally characterized as a period of capital-
labor accord and a "golden age of growth." Economic growth during this time period was characterized by
falling inequality and rising real wages. Growth with rising real wages across all groups implies significant
opportunities for individuals to make adjustments in their contemporaneous rel ative economic positions and
also see improvements in their relative economic position over time. In addition, falling poverty rates
reduce pathol ogies associated with low socioeconomic status. Given these good economic trends, their isa
temptation to draw a conclusion that society’s level of mental health or well-being must have been
improving during this time period. Expectations, however, were also increasing due to greater incomes and
education and this may have heightened a sense of relative deprivation. As has been noted by Campbell
(1976) the average level of happiness reported by both blacks and whites declined over the period 1957
through 1972. In addition, blacks with more education, income, and status suffered a sharp decline in their
self-reported happiness over the period 1946 to 1966 (Gibbs, 1973). Interestingly there was no comparable
decline among white elite and black farm workers (Deiner, 1984, p. 555). Evidence such as this makes it
difficult to make any broad statement about income distribution and well-being over this period. However,
this evidence clearly pointsout that rising expectations without ample opportunity to realize those
heightened expectations can generate stress (Merton, 1938, p. 680). Infact, the heightened expectations



generated by the “golden age” may be an important factor towards understanding why the widening of the
income distribution post 1970 may have a substantially greater impact upon societal well-being --
particularly with respect to the income and relative economic position of high school educated workers.

Aside from this historic juxtaposition, increasing wage inequality since the late 1970's may have
more serious repercussions for societal well-being for two additional reasons. First, the changes in the
wage distribution of income are the consequence of factors -- primarily technological change and
globalization -- yielding economic benefits for society as a whole but the economic cost of achieving these
benefits have not been shared equally. Second, significant groups are becoming both absolutely and
relatively worse off compared to past cohorts with similar education/skills. There is ample evidence that
these two principles of equity (Thurow, 1973, p.70) have been violated with respect to high school educated
male workers. High school educated males have suffered significant declines in both their absolute and
relative economic status over this period. For example, over the period 1979 - 1989, the real wage for men
with a high school education fell by 12.3 percent (Mishel and Bernstein, 1994, pp. 144-145). Young high
school educated males were targeted even more with entry level wages falling by 21.8 percent over the
1979-1989 period (Mishel and Bernstein, 1994, p. 147). If we consider the percent of workers earning
poverty level wage (less than $6.93 per hour in 1993 dollars) we find that for white men the proportion in
this category was approximately 11 percent in the 1970s rising to nearly 18 percent by 1993; the
comparable figure for black men is about 23 percent in the 1970s rising to 33 percent in 1993 (Mishel and
Bernstein, 1994, p. 130). The number of workers affected by these wage trends is substantial. While the
share of employment of high school educated workers with 1-5 years of work experience has fallen over the
1973 to 1993 period, they still represent roughly one-third of employment (Mishel and Bernstein, 1994, p.
147). In contrast to the position of high school educated workers, the wages of college educated workers
have been rising, albeit somewhat slowly. The college/high school wage differential has increased to an
historic high over the 1978 to 1988 period. The end result is a widening in the wage distribution of income
by educational level that could be viewed as increasingly unfair.

While there has always been changes in the structure of employment in the context of a dynamic
economy, the current trends are the result of economic changes that benefit society as a whole but with the
consequences of increasingly reducing both the absolute and relative economic position of high school
educated workers. In sum, the real issue is not income inequality per se, but rather the underlying processes
generating this inequality and the unequal distribution of economic costs that are being paid.

Given these adverse developments, what has been the response of workers and what can we say
about changes in the level of well-being? We answer this question by considering both individual choice
and the constraints on these choices. First, in the face of falling real wages for high school educated labor
and rising college/ high school wage differentials, many workers can protect their absolute and relative
economic position by augmenting their human capital. The returns for a college education and the demand
for college educated labor have generally been increasing in all industries over the period 1968 to 1989

(Murphy and Welch, 1994). In response to this we see an increase in the fraction of labor input of college



educated labor increased from 26.7 percent in 1968 to 43.6 percent in 1988 as estimated by Murphy and
Welch (Murphy and Welch, 1994, p. 120).% These choices represent a positive response to changing
economic opportunities. For these workers who accumulate human capital to obtain the better jobs, their
level of well-being may increase. Not only have they obtained higher paying jobs than they would have had
with a high school education, but those jobs may be more interesting.* However, why have a substantial
number of workers have not obtained a college degree? If we put thisindividual choicein an historical
context, we see that during the period 1973 to 1978, the college/high school wage differential was
decreasing and was at an historic low (Murphy and Welch, 1994). Both a declining college/high school
wage differential and the fact that real wages of high school educated workers had not yet begun their
serious fall would have indicated that a high school degree was adequate to achieve adesired standard of
living. Based upon these expectations, the decision not to go to college wasrationale. Asaresult, some
workersin the 1970’ s that might have gone to college did not. Once this decision was made, however, it
became increasingly clear as we move past the 1981-82 recession into the 1980’ s that, unbeknownst to these
workers, the rules of the game were changing. Those optimal decisions of the 1970s turned out to be sub-
optimal as both high wage employment for high school educated workers and their real wages began to
decline. In sum, economic signals were followed and rational choices were made based upon expectations,
however, these expectations turned out to be wrong for many workers.

While the decision to obtain a college degree is one aspect, not everyone has the ability or arein a
situation to complete a college degree. The standard of living of these workersis constrained by the
structure of employment and wages offered in the economy. For these workers, an alternative response to
adverse changes in the structure of employment and wages is to increase hours of work and, for married
couples, pursue joint incomes. In fact, for employed parents, hours of market work have increased over the
period 1969 to 1989 by approximately an average of 72 hours more per year or 3.75 percent overall (Leete-
Guy and Schor, 1992; Mishel and Bernstein, 1994, p. 73). Mothersin these families have shown the most
significant increase in hours of market work of about 27 percent (Leete-Guy and Schor, 1992; Mishel and
Bernstein, 1994, p. 73). What isindicative of these trendsis that the greatest increases in hours of work
occur in familieswho are in the lowest fifth of the income distribution (4.6 percent compared to 2.0
percent for familiesin the top fifth.) (Mishel and Bernstein, 1994, p. 71) Wives are also contributing an
increasing share of family income rising from 14 percent in 1968 to 22 percent in 1988 (Cancian, Danziger,
and Gottshalk, 1994, p. 206). The growth of family income over the 1978-1988 period was largely due to
increased earnings and labor force participation of the wife which is estimated to account for 64 percent of
the growth in family income (Cancian, Danziger, and Gottshalk, 1994, p. 206). While the higher income

obtained from working more is a plus, there may be significant offsetting impacts which vary in degree by

% Other estimates of these trends show an increase in the share of the workforce with college degrees over
thistime period (see Mishel and Bernstein, 1994, p. 140).

* Professor Lance Girton at the University of Utah pointed out during a discussion that jobs today may be
more interesting and enjoyable than in the past when mass production was more the norm.



income groups. For some families, the higher income may be sufficient to purchase market goods and
services that were previously supplied in the home such as child care, housekeeping, and meal preparation.
For others, however, income may not be sufficient to purchase these goods resulting in an increasing
amount of pressure on time.

What do these wage and employment trends and accompanying adaptations imply about societal
well-being and mental health? While many workers are doing well and improving their economic position,
concern should be directed at those who lack the educational background to reap the benefits of today’s
economy. While we cannot make general statements regarding changesin the overall level of societal well
being, we can say that for high school educated male workers it has definitely worsened for the following
reasons. Firgt, current changesin the distribution of wage income may be viewed asincreasingly unfair by
high school educated workers who are bearing proportionally more of the costs that are a consequence of
economic changes producing benefits for society as awhole. Second, high school educated workers,
particularly young males, are seeing their absolute and relative socioeconomic position dramatically worsen
with reference to their historical earnings capabilities. Third, the high school educated male's position as
breadwinner in afamily is eroding. Finaly, people working for lower wages are working more and likely
lack sufficient income to purchase market products to alleviate time pressures for household activities. In
fact, low income workers, especially women with children, are at ahigh risk of stressrelated health
problems (Northwestern National Life, 1992). These four factors may create economic conditions that, at
the very least, do not alleviate pressures for poor mental health outcomes among groups most &t risk. The
fact that these wage and poverty trends have been continuing in an economy that is characterized by low
inflation, full employment, and reasonable economic growth may exacerbate people’s worries regarding
their economic future as these trends become increasingly viewed as a more permanent feature of economic

life.

Empirical Findings

In this section we use linear regression models to empirically describe the relationship between
economic variables and stress outcomes. The units of analysis are selected Standard Metropolitan
Statistical Areas (SMSA's) merged over the period 1975 to 1990. SMSA data was pooled to achieve a
parsimonious model with selection based on cluster analysis of population characteristics. Primary SMSA's
include New York, Los Angeles, Chicago, Detroit, and PhiladefptEgonomic stress variables include
the Gini coefficient, the poverty rate, and the unemployment rate. The Gini coefficient is a widely used
measure of income inequality and is calculated from hourly wages reported by samples of workers drawn
from the Current Population Surveys from 1975 to 1990. A higher Gini coefficient indicates greater

inequality. The sample of workers are those who usually work 30 hours per week or more. This set of



workersis representative of those who have a significant commitment to the work force. Dataon
unemployment rates are from the Geographic Profile of Employment and Unemployment published by the
Bureau of Labor Statistics. Data on poverty are computed from the Current Popul ation Survey Annual
Demographic Files. The poverty variableis an estimated percentage of families whose income from the
previous year was below the government’s established poverty line. Descriptive statistics for the economic

stress variables for major metropolitan areas are shown in Tablel.

Tablel
Income Inequality, Unemployment, and Poverty Averages
Major Metropolitan Areas, 1975 to 1990*

Variable 1975 1980 1985 1990
Gini Coefficient 0.26 0.25 0.27 0.29
Unemployment Rate 9.74 8.92 7.86 6.26
Poverty Rate 10.13 13.90 17.89 15.03

*Annual averages from New Y ork, Los Angeles, Chicago, Philadelphia, and Detroit.

Table Il presents descriptive statistics for the stress outcome measures. Mortality data, which
include Magjor Cardiovascular Disease, Cerebrovascular Disease, Accidents, Suicides, and Homicides, are
from the Vital Statistics of the United States, 1975-1988, U.S. Department of Health, Education, and
Welfare. Aggravated Assault and Forcible Rape data are from the Uniform Crime Reports for the United
States, 1975-1990, Federal Bureau of Investigation, U.S. Department of Justice. These sets of variables are
rates, computed as the number of incidences reported per 100,000 popul ation.

® Complete documentation is available from the authors on request.



Tablell
Selected Stress Variables
Means Over SMSA'’s
(Standard Deviations in Parentheses)

Variable 1975-1979 1980-1984 1985-1990
Major Cardiovascular Mortality 395.83 405.81 390.18
(per 100,000) (99.97) (102.07) (107.80)
Cerebrovascular Mortality 70.65 63.59 58.60
(per 100,000) (14.01) (14.53) (14.14)
Accident Mortality 38.86 36.98 34.40
(per 100,000) (5.79) (7.58) (6.22)
Homicides 10.94 11.88 £1.04
(per 100,000) (5.31) (6.93) (6.18)
Suicides 12.99 12.94 £3.04
(per 100,000) (3.61) (3.39) (3.39)
Forcible Rape 38.59 44.46 46.08
(per 100,000) (11.90) (12.96) (18.71)
Aggravated Assault 279.53 331.47 424.11
(per 100,000) (139.51) (150.36) (195.42)

Based on 28 Major Metropolitan Areas over the period 1975-1990.
a Time period is for 1985-1988.

We use a linear regression models of the fogpFBo + %3 X + Zul kZkj + € «Where Y is a
stress outcome measure for tA&MSA for the f time period; X represents th@jstress variable; &,
the K" control variable;'s are unknown economic stressor parametéssare unknown control
parameters; anglis an unknown disturbance. We use estimates of the stressor parameters to assess the
effects of changes on economic variables on health and crime outcomes. These estimates are shown in

Table 11l which show the effects of a one percentage point increase in the unemployment and poverty rates

and a one percent change in wage inequality.



Tablelll

Estimated Proportionate Effects of Unemployment, Poverty and Wage Inequality
on Socia Stressors: Data Period 1975-1990

Unemployment® Poverty® Wage Inequality”

Stress
Major Cardiovascular Mortality® 2.21 -0.39 0.11
Cerebrovascular Mortality® 1.85 -0.19 0.10
Suicide 101 2.08* 0.04
Accident Mortality 0.82 0.93* 0.18*
Homicide 5.62* 5.64* 0.59*
Aggravated Assault 177 5.67* 0.57*
Forcible Rape 1.90 2.92* 0.01

An ™’ indicates the OL S t-gtatistic was significant at the 5 percent level.

a. Effects of a one percentage point change in unemployment and/or poverty evaluated at the mean of the stressor variable.

b. Elasticity coefficient evaluated at the means. Wage inequality measure was a GINI coefficient computed over hourly wages.
c. Computations were based on coefficients with tight bounds from EBA results.

With the exception of the effect of poverty on cardiovascular and cerebrovascular mortality, all
estimated coefficients are positive. Effects from poverty on the other stressors is statistically significant.
For accidents, homicide, and aggravated assaults, the effect from wage inequality isalso significant. In
other words, the effects of wage inequality on crime are unambiguous. Using these estimates, we can
compute the anticipated effects on the number of events due to changes in the economic stressor variables.
These are shown in Tables V.

Table IV
Estimated Annual Effects of a One Percentage Point Increase
in the Unemployment & Poverty Rate on Social Stressors

Unemployment Poverty

Estimate Estimate
Stress
Major Cardiovascular Mortality 7138 -1289
Cerebrovascular Mortality 974 -100
Suicide 107 219
Accident Mortality 247 279
Homicide 516 518
Aggravated Assault 5057 16119
Forcible Rape 667 1026
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Conclusion

In this paper we have looked at the relationship between economics and mental health from awide
perspective. Theory suggests that associations between economic factors and physical and mental health
areimportant. The paper argues that economic effects should be considered in both absolute and relative
terms -- needs and wants are not fixed, but are referenced against societal norms which change through
time. Using pooled time series and cross sectional datafrom 1975 to 1990, a period of diverse economic
growth accompanied by changing income inequality and poverty, we show there are unambiguous
associ ations between key economic variables and significant measures of health outcomes. These
relationships are in accord with theoretical expectations -- that increasing poverty, inequality, and
unemployment correlate with increasing rates of mortality, suicides, homicides, aggravated assaults, and
rape. Although these results may not be surprising, they are disturbing and as such, should be seriously
considered by policy makers when assessing the economic costs and benefits of reform programs which

may affect poverty, unemployment, and the distribution of wages.

References

Belle, Deborah. “Poverty and Women’s Mental Healthnterican Psychologist, March 1990 v45n3, pp.
385-389.

Campbell, A. “Subjective Measures of Well-BeingAimerican Psychologist, 31 1976, pp. 117-124.

Cancian, Maria, Sheldon Danziger, and Peter Gottschalk. “Working Wives and Family Income Inequality
Among Married Couples.’Uneven Tides: Rising Inequality in America, edited by Sheldon Danziger and
Peter Gottchalk, Russell Sage Foundation, New York.

Cantril, Hadley. Patterns of Human Concern, Rutgers University Press, New Brunswick, New Jersey, 1965,
p. 35. Cited in Easterlin, Richard, “Does Economic Growth Improve the Human Lot? Some Empirical
Evidence.” in Paul A. David and Melvin R. Reder, ebtistions and Households in Economic Growth:

Essaysin Honor of Moses Abramovitz, Stanford University Press, Palo Alto, California, 1974, p. 94.

Davis, J.A. “Education for Positive Mental Health.” Aldine, Chicago, Illinois, 1965, p. 103. Cited in
Easterlin, Richard, “Does Economic Growth Improve the Human Lot? Some Empirical Evidence.” in Paul
A. David and Melvin R. Reder, ed$lations and Households in Economic Growth: Essaysin Honor of

Moses Abramovitz, Stanford University Press, Palo Alto, California, 1974

Deiner, Edward. “Subjective Well-BeingPsychological Bulletin, 95 1984, pp. 542-575.

Dohrenwend B. “Socioeconomic status (SES) and psychiatric disor8ecsl’ Psychiatry and Psychiatric
Epidemiology, 25 1995, pp. 41-47.

Easterlin, Richard A. “Does Money Buy Happinesg?ie Public Interest, Number 30, Winter 1973, pp.
3-10.

Fox, A.J., P.O. Goldblatt, and D.R. Jones. “Social class mortality differentials: artifact, selection, or life
circumstances?Journal of Epidemiology and Community Health, 39 198, pp. 1-8, 13.

11



Gibbs, B.A.M. “Relative Deprivation and Self-Reported Happiness of Blacks: 1946-1966 (doctoral
dissertation, The University of Texas, 197R)ssertation Abstracts International, 34, 885A (University
Microfilms No. 73-18,429), 1973.

Leete-Guy, Laura and Juliet B. Schdhe Great American Time Squeeze: Trends in Work and Leisure,
1969-1989. Economic Policy Institute, Washington, D.C., 1992.

Merton, Robert K. “Social Structure and AnomigAinerican Sociological Review, 3 1938, pp. 672-682.

Mishel, Lawrence and Jared Bernstéiihe Sate of Working America 1994-1995, Economic Policy
Institute Series, Armonk: M.E. Sharpe, 1994

Murphy, Kevin M. and Finis Welch. “Industrial Change and the Rising Importance of Skiluhaven
Tides: Rising Inequality in America, edited by Sheldon Danziger and Peter Gottschalk, Russell Sage
Foundation, New York, 1994.

Northwestern National Life Insurance Company - Employees Benefit Division, “Employee Burnout: Causes
and Cures.” 1992.

Thurow, Lester. “Toward a Definition of Economic Justic&lie Public Interest, Number 31, Spring
1973, pp. 56-80.

U.S. Congress, Office of Technology Assessntdedlthy Children: Investing in the Future. OTA-H-345,
Washington, DC: U.S. Government Printing Office, February 1988.

Williams, David R., and Chiquita Collins. “US Socioeconomic and Racial Differences in Health: Patterns
and Explanations.Annual Review of Sociology, 21 1995, pp. 349-86.

Wilson, James Q. and Richard J. Herrnst€mme and Human Nature, Simon and Schuster Inc., New
York, New York, 1985

12



