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The present study examined how financial well-being was associated with health and determined if credit counseling was related to the variables of financial well-being and health. Data (n=175) was collected from clients of a large credit counseling organization on two occasions, once in June 2000 and again in January 2002. People who received credit counseling and remained in a debt management plan were compared with those who did not within the period of 18 months. The results indicate that financial well-being was associated with health. Additionally, financial well-being was a partial function of financial behavior and financial stressor events. Results also indicate that credit counseling and debt management plans had impacts in changing financial behaviors in a positive way and reducing financial stressor events, controlling for individual characteristics. 
American consumers are falling behind on credit card bills. On average, U.S. households had $8,367 in credit card debt in 2001. Also, 5.54% of credit card debt was more than 30 days past due in March 2002, the highest level in five years (Dugas, 2002). In addition, 1.46 million consumers filed bankruptcy in 2002 (American Bankruptcy Institute, 2002). Clearly, a substantive number of Americans have problems managing their personal financial affairs. The causes of consumer overindebtedness include factors such as overspending, job loss, income reduction, medical bills, divorce/separation, and poor personal financial management skills. 

Seeking credit counseling is a popular strategy for those with credit problems and is sometimes an alternative to bankruptcy. Sometimes it is a step taken prior to bankruptcy. Providing assistance to consumers with financial troubles has become a growing industry. About three million consumers turned to a credit counseling agency for advice and other assistance (Consumer Reports, 2001). They obtained counseling session(s) about their money matters either in a face-to-face counseling session or via the telephone. A debt management plan is one of the services offered by credit counseling agencies. It gives individuals a plan for paying off their liabilities by consolidating their unsecured debts into one monthly payment. The debtors make the payment to the counseling agency, which in turn disburses payments to creditors. Many people who could lower their monthly payments and become debt-free with the help of credit counseling agencies testify to the value of credit counseling. They often report a great reduction in stress caused by financial difficulties. However, not all credit counseling clients are successful. Typically, half of the people who signed up dropped out of the program. The National Foundation for Credit Counseling examined 273,473 debt-workout cases closed in 1998. It found that 21% of clients successfully completed a debt-management plan. Another 21% decided to administer their own pay-back plans. And while just 4% filed for bankruptcy, 47% simply stopped payments and dropped out of the program (Consumer Reports, 2001). 

While there is anecdotal evidence that credit counseling can be beneficial, there is limited research on the effectiveness of credit counseling. Recently, a national study found that credit counseling affects credit use and payment behavior in a positive way (Staten, Elliehausen, & Lundquist, 2002). Three years after receiving credit counseling, the clients had significantly better credit risk scores, fewer credit accounts, lower debt, and fewer credit delinquencies relative to a control group. Bagwell (2000) found that credit counseling had a number of positive effects on clients’ financial stressors and financial well-being.

Financial stress is hypothesized to be an important source of distress in people’s lives because many fundamental activities of daily living and many of life’s chances to succeed are closely tied to current levels of personal financial resources (Peirce et al., 1996).  An individual’s personal finance has been linked to health (Bagwell, 2000; Drentea & Lavrakas, 2000; Pearlin, Menagahn, Lieberman, & Mullan, 1981). Especially, debt burden affects people’s health negatively (Bagwell, 2000; Drentea & Lavrakas, 2000).  The study has a two-fold purpose. One is to examine how financial well-being is associated with health and the other is to determine if credit counseling is related to the variables, financial well-being and health.

Literature Review

Financial Well-being

Financial well-being is a sense of one’s financial situation. Goldsmith (1996) referred to economic well-being as the degree to which individuals or families have economic adequacy or security. Porter (1990) defined economic well-being as “a sense of one’s financial situation that is based on objective attributes and perceived attributes that are judged against standards of comparison to evaluated attributes of that financial situation “ (p.22). Financial well-being, observed Strumple (1976), can include economic attitudes and expectations such as satisfaction with income, savings, standard of living, sense of past economic progress, economic expectations, sense of fairness of income received, and sense of opportunities. Satisfaction with financial status is commonly used to measure financial well-being (Fox & Chancey, 1998; Godwin & Carroll, 1986; Sumarwan & Hira, 1993; Strumple, 1976). Fox and Chancey (1998) used six measures of economic stress- financial adequacy, perceived economic well-being, respondent’s and partner’s job instability, and respondent’s and partner’s job insecurity and seven measures of individual and family well-being. They found that perceived economic well-being is the most important predictor of individual well-being. 

Subjective financial well-being is an outcome of financial management (Kim, 2000) and financial stressor events that individual experienced (Bagwell, 2000). Researchers have applied the systems approach to understand the role of financial management practices in determining financial well-being (Fitzsimmons & Leach, 1994; Hira, Fanlsow, & Vogelsang, 1992, Kim, 2000). Financial management or behavior is a transformation process involving the identification of financial goals, collection of information, analysis of resources, decisions about whether to spend, invest, or save, and evaluation of resources. Financial stressor events are non-normative financial events such as “home went into foreclosure,” “had items repossessed,” and “had wages garnished or attached.” These events are believed to indicate financial stress during the past year (Bagwell, 2000; Tokunaga, 1993).  Accumulation of financial stressor events may cause financial stress and lower financial well-being. Financial education or counseling n improve people’s financial well-being by changing financial management as expressed by financial behaviors (Kim, 2000) and reducing financial stressor events (Bagwell, 2000).  

Financial Well-being and Health

Personal finance affects individual’s health (Hendrix et al., 1987). Lack of financial well-being may cause social, physical and emotional stress (Bagwell, 2000). Among these are physical impairment (Drentea & Lavrakas, 2000), drinking problems (Moos, Fenn, Billings, & Moos, 1989; Peirce et al., 1996), stress from marital conflicts (Lorenz, Conger, Simon, and Whitbeck, and Elder Jr., 1991), depression and psychological disorder (Jackson, Iezzi, & Lafreniere, 1996; Mills, Grasmick, Morgan, & Wenk, 1992; MyVesta, 2002; Ullah, 1990).  Bagwell (2000) found that credit counseling clients reported that their physical health was affected by financial stress. Drentea and Lavrakas (2000) found that both credit card debt and stress regarding debt are associated with health. Individuals who reported higher levels of financial stress showed higher levels of physical impairment and worse health than those with lower levels of debt.  Financial trouble is associated with alcohol involvement such as drinking to cope, heavy drinking, and alcohol problems (Moos et al., 1989; Pearlin & Radabough, 1976; Peirce et al., 1996). Pearlin and Radabough (1976) found that financial stress was positively related to anxiety and the anxiety was related to drinking to cope.  Moos et al. (1989) found that financial stress was related to increased alcohol consumption and alcohol-related problems 18 months later.  Peirce et al. (1996) found that financial stress influenced alcohol involvement and that support had a buffering influence on the financial stress-alcohol involvement.  

Credit Counseling and Debt Management Plan

Credit counseling has been a place to seek assistance to many people with excessive debt burdens for the past 30 years. Consumers with credit problems seek advice and assistance from a credit counseling agency, as an alternative to bankruptcy or prior to bankruptcy. Credit counseling agencies typically provide credit counseling and/or debt management plan to needy clients. 

Individuals who receive credit counseling have their financial situation reviewed by a counselor who (a) examines ways to solve current financial problems, (b) assists them in developing a realistic spending plan to manage money and credit, and (c) helps them to achieve financial goals to prevent future financial difficulties (NFCC, 2000). Credit counseling provides personalized advice on an individual borrower’s specific circumstances. Counseling is often conducted in one-on-one sessions over the phone or in-person.  Credit counseling required that clients adopt better financial management behaviors. Typical counseling advice includes “find ways to increase income,” “decrease household spending,” “be clear about priorities and pay high priority debt first,” “keep fewer lines of credit open,” “reduce debt levels,” “pay larger amounts on those accounts that have a combination of larger balances and higher interest rates,” “make consistent and timely monthly payments,” “adjust or reformat existing accounts through refinancing,” and “resolve credit reporting inaccuracies,” “don’t apply for credit just to see if you can get accepted,” “avoid accumulating unnecessary inquiries on the credit report,” “review  legal rights and options available,” and “save for upcoming major expenditures (Staten et al., 2002).”

A debt management plan is a creditor-approved arrangement that allows consumers to repay their unsecured debts at reduced interest rates. Around 3 million borrowers turned to credit counselors for help last year (Consumer Reports, 2001). A debt management plan provides an individual with a plan for paying off his or her liabilities by consolidating unsecured debts (e.g. bank cards, retail accounts, medical bills, finance company loans) into one monthly payment. Consumers on a debt management plan make payments to one agency. All payments are then sent to creditors by the agency. Credit counseling agencies can establish more affordable payments for their consumer clients by negotiating to lower interest and other terms with creditors.  As a result, a greater portion of each payment may be applied toward the consumer’s outstanding principal balance on their debts. Some creditors may agree to accept a smaller payment and adjust finance charges and fees (Bagwell, 2000). Credit counseling agencies can alleviate a client’s stressful experience with creditors. The credit counseling agency asks that creditors try not to contact the consumer for debt collection while they are enrolled in the debt management plan and, instead, to work with the credit counseling agencies.

Although consumers perceive certain benefits, there is little research on the effectiveness of credit counseling and debt management plan. Bagwell (2000) surveyed credit counseling clients who participated in credit counseling and debt management plans at two points. She found that respondents instituted some positive financial behaviors and experienced decreased financial concerns. They reported improvements in their health status since receiving credit counseling one year earlier. However, the study did not match the responses of the participants between the initial and follow-up surveys. It also was not possible to compare those who remained in the program and those who did not. A few studies examined behavioral changes as a result of financial or credit counseling. 

One study showed that credit counseling itself, with no debt management plan, affected later credit use and payment behavior in a positive way (Staten et al., 2002).  They found that most counseled borrowers improved their credit risk scores compared to other borrowers with similar risk scores in the three-year evaluation period following counseling.  The large majority of counseled borrowers had significantly fewer accounts, lower debt, and fewer delinquencies relative to other borrowers, control group. This study did not include debt management plan or any input from individuals regarding their financial management or well-being. Hirad and Zorn (2001) found that pre-purchase homeownership financial counseling was effective in reducing mortgage delinquency although different counseling programs vary in their effectiveness.  These two studies did not have any information on consumers’ financial management, financial well-being, or health. Effective credit counseling can improve financial well-being and health by reducing financial stressor events and improving financial behaviors. Little is known about the effects of credit counseling on financial management, financial stressor events, financial well-being or health. With the growing credit counseling industry, there is a strong need for more empirical research examining the impacts of credit counseling and a debt management program on credit counseling clients.  

Methodology

Data Collection

The present study used the database available from a credit counseling agency. It includes two data collections at two points in time, eighteen months apart. The first began with a mail survey sent to new clients of a large credit counseling organization in June 2000. A sample of 1,800 was drawn from a population of 4,000 new clients who called and committed to a debt management plan between January and the end of April 2000. A 57-item questionnaire was mailed to the sample and about 20% (n=355) of those individuals returned it. The second data collection was conducted 18 months later, in January 2002, to those who responded to the first data collection. Fifty-two were undeliverable due to changes of addresses. A total of 180 surveys were returned and 175 were usable in the final data analysis (57.7% of usable response rate). 

Participants

This study included only the individuals who responded to both data collections. A client ID included in the questionnaire was used to match records from the first and second data collections. Among the 175 individuals who responded to both data collections, 71 (40.6%) were active debt management plan clients and 104 (59.4%) were inactive by January 2002. Active clients remained in the debt management plan after they committed while inactive individuals did not make the first payments or dropped out of the program within 18 months. Sixty-eight percent of the respondents were female. Fifty-two percent were married, 35.9% were not married, and 12.6% were living with a partner. The average age was 37 years and the average household size was 2.39.  Sixty five percent were White, 16.8% were African American, and 6.9% were Latino.  The level of educational achievement varied with 37.7% having a high school diploma, 25.7% holding a bachelor’s degree or higher, and 23.4% having attended some college.  Eighty-two percent had full-time and/or part-time job(s). Median household annual income was between $30,001 and $40,000. 

The characteristics of the participants in this study were similar to those of the population of clients of the credit counseling organization. According to the internal report of the credit counseling organization, over 60% of their clients are female, 48% are married, half are high school graduates, and 45% are college graduates or attended some college. Median age is between 30 and 39 and median household size is three. Fifty-three percent of clients have less than $10,000 unsecured debt. Median monthly net income is $1,500. Over half of the clients have unsecured debt amounting to over 50 percent of annual take-home pay. Thirty percent carry unsecured debt in excess of their take-home pay. 

Measures

Financial behavior was measured with five variables: “developed a plan for my financial future,” “started or increased my savings,” “ reduced some of my personal debts,” “followed a budget or spending plan,” and “cut down on living expenses.”  Responses were coded into 1 (Yes) and 0 (No).  All five items were summed to make a financial behavior score. The Cronbach’s alpha of these five items in the first data collection was .70 and .63 in the second. 
Financial stressor events variable was conceptualized as events that have the potential to cause change and raise an individual’s level of financial stress (Bagwell, 2000).  A financial stressor event is not the same as the degree of financial stress. Respondents indicated how frequently they had experienced 23 stressful financial events in the previous twelve months. All events reflected the onset of financial hardship and were coded 0 (never) and 1 (once and more than once).  All the items were summed to make a financial stressor events score.  This scale was adapted from Fitzsimmons, Hira, Bauer & Hafstrom (1993), Camp (1999), and Bagwell (2000). The Cronbach’s alpha of 23 items was .80 in the first data collection and .87 in the second.  Selected examples were “received an overdue notice from a creditor,” “got phone call from creditor about past due bill,” “home went into foreclosure,” “had items repossessed,” and “had wages garnished.”

Financial well-being is a perception of one’s financial situation. It was measured with four items: “satisfaction with personal financial situation,” “perceived financial wellness,” “feeling about current financial situation,” and “level of stress about personal finance.” Responses to the four financial well-being questions were summed to form a composite financial well-being score. The questions were adapted from Porter (1990) and Joo (1998). The Cronbach’s alpha in the first and second data collection was .88 each.

Health was measured with four items: “self-reported health status,” “experience of health problems,” “experience of stress,” and “comparison of physical health with people their age.”  All four items were summed to make a composite health score. The reliability for health was .65 in the first data collection and .80 in the second. 

Credit Counseling variable (active=1; inactive=0) was determined by whether the participants remained in credit counseling and debt management program. The credit counseling agency developed a proposal based on a client’s financial information and submitted it to the creditors within 90 days. Active clients were those who made payments based on the proposal and remained in the debt management plan as of January 2002. They also have received follow-up phone calls, free bi-monthly newsletters, and on-line educational materials. The inactive group committed to the debt management plan but either did not make the first payments or dropped out within 18 months. 
Individual characteristics The test of equations included controls for individual characteristics of the participants, such as age (continuous), gender (male=0, female=1), race (non-white=0, white=1), household income (less than $20,000, $20,001-$30,000, $30,001-$40,000, $40,001-$50,000, $50,001-$60,000, $60,001-$70,000, $70,001-$80,000, $80,001-$90,000, $90,001-$100,000, more than 100,000), and employment (unemployed= 0, employed=1).

The research hypotheses were 

1) Financial well-being will be associated with health,

2) Financial stressor events and financial behaviors will be associated with financial well-being, and 

3) Credit counseling will have effects on financial stressor events, financial behavior, financial well-being, and health.

Results

Data analysis was conducted using the database of people who responded to both data collections (n=175). Variables were properly recoded, if necessary, and some of them were summed to make a composite score. Initial procedures for the study included frequency distributions, t-test, correlations, and reliability analysis for each scale. Descriptive analysis and t-tests were conducted to determine if any differences existed between the active and inactive groups. Regression analysis was used to examine the relationships between financial well-being and health. Regression analysis also was used to assess how financial behavior and financial stressor events are related to financial well-being, as well as to examine the effects of credit counseling on financial and health variables. 

Health and Financial Well-being 

Participants perceived that their health was related to financial well-being. In the survey, respondents were asked a direct question, “do you feel that your health has been affected by your financial problems.” Forty-two percent in the first data collection and 31.3% in the second reported that their health was affected by financial problems. Among the health problems they reported were aches and pain, depression, sleeping disorder, overweight, and stress. They also reported worsening health. 

Regression analysis was employed to assess how health was related to financial well-being while controlling for individual characteristics, that is, after accounting for the variance in financial well-being due to those variables. The results are shown in Table 1. Model 1 used gender (female=1), race (white=1), household income, age, and employment (employed=1) as predictors. Model 2 added financial well-being to the equation. Model 1 shows that 7.4% of the variance in health was explained by the independent variables. None of the variables except household income was significant in explaining the health variable.  As reported in Table 1, household income was positively related to health. In Model 2, with financial well-being added, the adjusted R-squared increases to 31.2% from 7.4%. In the expanded equation, financial well-being was the most significant factor in explaining health. People who had higher levels of financial well-being reported better health. 

Table 1.

Regression of Health on Financial Well-being and Individual characteristics

	
	Model 1 (n=144)
	Model 2 (n=144)

	
	b
	Beta
	p
	b
	Beta
	P

	(constant)
	8.542
	
	.000
	7.075
	
	000

	Female
	-.429
	-.079
	.337
	-.572
	-.105
	.139

	Age
	-.002
	.138
	.103
	.000
	.043
	.560

	Employment
	1.113
	.163
	.059
	.930
	.136
	.067

	Household Income
	.202
	.189
	.028
	.119
	.111
	.136

	White
	-.408
	-.077
	.344
	-.611
	-.116
	.103

	Financial Well-being
	--
	--
	--
	.291
	.496
	.000

	Adjusted R2
	
	.074**
	
	
	.312***
	


*** p <. 001, ** p<.01

Financial Well-being and Financial Stressors and Financial Behavior
To test Hypothesis 2 that financial stressor events and financial behaviors are associated with financial well-being, regression analysis was conducted using the data on financial behavior, financial stressor events, financial well-being and health variables from the second data collection. Table 2 reports the results. Model 1 used only individual characteristics, such as gender (female=1), race (white=1), household income, age, and employment (employed=1). Model 2 added financial well-being to the equation. As shown in Model 1 in Table 2, no individual characteristics had any significance in explaining financial well-being. By adding financial behavior and financial stressor events in Model 2, the adjusted R-squared increased to 35.6% from 2.9%. Financial stressor events were negatively and significantly related to financial well-being. People who experienced more frequently financially stressful events reported lower levels of financial well-being. Also, financial behavior was positively and significantly associated with financial well-being. People who practiced more positive financial behaviors reported higher levels of financial well-being than others. Therefore, Hypothesis 2 was supported. Financial stressor events and financial behaviors were the most important predictors of financial well-being controlling for other individual factors. 

Table 2. 

Regression of Financial Well-being on Financial Stressor Events, Financial Behavior, and Individual Characteristics

	
	Model 1 (n=131)
	Model 2 (n=131)

	
	B
	Beta
	p
	B
	Beta
	p

	(constant)
	6.080
	
	.000
	11.416
	
	.000

	Female
	.712
	.076
	.392
	.431
	.046
	.526

	Age
	.006
	.176
	.053
	-.000
	-.005
	.951

	Employment
	.548
	.046
	.615
	-.972
	-.082
	.288

	Household Income
	.286
	.160
	.083
	-.000
	-.005
	.944

	White
	.191
	.021
	.812
	.234
	.026
	.726

	Financial Behaviors
	--
	--
	--
	.707
	.344
	.000

	Financial Stressor Events
	--
	--
	--
	-.380
	-.480
	.000

	Adjusted R2
	.029
	.356***


*** p <. 001, ** p<.01, * p <.05

Credit Counseling and Financial Stressor Events and Financial Behaviors

To test Hypothesis 3 that credit counseling improves financial stressor events, financial behaviors, financial well-being and health, a number of analyses were conducted. Datasets from both the first and second data collection were included in the data analysis.  Paired t-test analysis was employed to examine any changes in financial behavior, financial stressor events, financial well-being and health scores from the first data collection to the second. A separate paired t-test was conducted for the active and inactive groups. Active clients were people who received credit counseling and maintained the debt management program for the past 18 months while the inactive group were those who dropped out of the program within the time period.  The results of paired t-test from the active group showed significant changes in financial variables and health scores from the first data collection and the second. Active clients reported improved financial behavior (t=3.24, p = .022), fewer financial stressor events (t= -8.30, p=.000), higher levels of financial well-being (t= 2.62, p= .011), and improved health (t=2.07, p= .041). The inactive group, on the other hand, only reported an increase in financial well-being (t=2.35, p= .021) and a decrease in financial stressor events (t= -3.69, p= .000). Unlike the case for the active clients, there were no significant changes in financial behavior and health among inactive individuals. The results showed that active clients made improvements in financial behavior and health while inactive people did not. Active clients also experienced a greater drop in the incidence of financial stressor events. 

Independent t-tests were conducted to see whether active and inactive groups were different from the beginning of the study. Scores from the first and the second data collection were compared. The independent t-test showed that active clients experienced fewer financial stressor events (first data collection t= 3.69, p=. 000; second data collection t= 5.76, p= .000), practiced more positive financial behaviors (first data collection t =-2.06, p = .041; second data collection t= -3.49, p= .001), and reported higher financial well-being (first data collection t= -2.10, p = .037; second data collection t=-2.08, p = .039) than inactive individuals. No significant differences were found in health scores from the first or second data collection. Overall, active clients were financially better off than inactive individuals from the beginning. 

Additional independent t-test for individual characteristics showed that age, household income, and employment were different between active and inactive groups. Active clients were older (inactive= 35.18, active= 39.66, p =  .017) and had higher household income (first data collection active=3.63, inactive= 2.72, p = .003; second data collection active= 4.14, inactive= 3.09, p =. 004) than inactive individuals. More active clients were employed in the second data collection than inactive individuals whereas there was no significant difference between groups in the first data collection. 

Regression analysis was conducted to further assess the impacts of credit counseling on financial behavior, on financial stressor events, on financial well-being, and on health after controlling for individual characteristics and previous scores on the aforementioned financial and health variables from the first data collection.  Four regression models (financial behavior, financial stressor events, financial well-being, and health as dependent variables) were tested. Credit counseling did not have any direct significant effects on financial well-being and health. However, credit counseling did have a significant impact on financial behavior and financial stressor events, as shown in Tables 3 and 4. 

Table 3 shows the regression results of financial behavior on credit counseling. In Model 1, age, employment, and financial behavior1 (financial behavior score from the first data collection) were significant in explaining financial behavior. Employed people practiced more positive financial behaviors than others. Also, the adoption of positive financial behaviors increased with age. The financial behavior score from the first data collection had a positive effect. When credit counseling was added in Model 2, it was significant together with age, employment and race in explaining financial behavior. Non-white people practiced more positive financial behaviors than white people in Model 2, although it was not significant in Model 1. Holding other factors constant, credit counseling had a significant and positive impact on the financial behaviors of active clients.  Thus, credit counseling was effective in improving the financial behavior of active clients. By adding credit counseling, the adjusted R-squared increased from 13.8% to 16.9%. 

Table 3. 

Effects of Credit Counseling on Financial Behavior

	
	Model 1 (n=143)
	Model 2  (n=143)

	
	b
	Beta
	p
	b
	Beta
	P

	(constant)
	.897
	
	.310
	1.064
	
	.222

	Female 
	.249
	.054
	.487
	.297
	.065
	.398

	Age
	.004
	.249
	.003
	.003
	.216
	.009

	Employment
	1.421
	.242
	.004
	1.275
	.217
	.010

	Household Income
	.111
	.126
	.128
	.008
	.092
	.261

	White
	-.638
	-.145
	.064
	-.701
	-.160
	.039

	Financial Behavior 1(
	.193
	.211
	.008
	.173
	.189
	.015

	Active (credit counseling)
	
	
	
	.862
	.200
	.013

	Adjusted R2
	
	.138***
	
	
	.169***
	


*** p <. 001, ** p<.01, * p <.05

(Financial behavior score from the first data collection

The results of regressing financial stressor events on credit counseling and other individual characteristics are shown in Table 4. Model 1 shows that age and financial stressor events1 (financial stressor events score from the first data collection) were significant in explaining financial stressor events. Financial stressor events decreased with age. The initial financial stressor events score had a positive effect on financial stressor events from the second data collection. In Model 2, credit counseling was added. Table 4 shows that age, credit counseling, and financial stressor events score from the first data collection were significant.  Active clients experienced financially stressful events less frequently than inactive people, controlling for the initial financial stressor events and individual characteristics. Credit counseling is effective in reducing financial stressor events of active clients. By adding credit counseling, the adjusted R-squared increased from 32.3% to 34.7%.

Table 4. 

Effects of Credit Counseling on Financial Stressor Events

	
	Model 1 (n=135)
	Model 2  (n=135)

	
	b
	Beta
	p
	b
	Beta
	p

	(constant)
	7.779
	
	.002
	8.231
	
	.000

	Female 
	-.706
	-.060
	.402
	-.770
	-.066
	.353

	Age
	-.105
	-.231
	.002
	-.009
	-.200
	.007

	Employment
	-1.825
	-.125
	.094
	-1.439
	-.099
	.184

	Household Income
	-.236
	-.103
	.170
	-.181
	-.080
	.287

	White
	-.418
	-.036
	.616
	-.289
	-.025
	.724

	Financial Stressor 1(
	.649
	.500
	.000
	.587
	.452
	.000

	Credit Counseling
	
	
	
	-202
	-.182
	.018

	Adjusted R2
	
	.323***
	
	
	.347***
	


*** p <. 001, ** p<.01, * p <.05

(Financial stressor score from the first data collection

The empirical analysis found that credit counseling and a debt management plan was effective in changing active clients’ financial behavior and reducing their financial stressor events over a period of 18 months. A greater proportion of active clients adopted positive financial behaviors and experienced less financial stressor events than inactive people. These results provide evidence that credit counseling and a debt repayment plan affect positive financial behaviors such as “developing a financial plan,” “ saving,” “reducing debt,” “following a budget,” and “cutting down on living expenses.” Credit counseling also effectively reduces individuals’ financial stressor events such as “receiving a overdue notice,” “paying one or more utility bills late,” “receiving a call from a collection agency,” and “making a vehicle loan late.”  

The present study has shown that financial stressor events and financial behavior directly and significantly influence financial well-being. Separately, financial well-being was a partial function of financial stressor events and financial behaviors. The results suggest that credit counseling may enhance financial well-being and health by improving financial behavior and financial stressor events because it also was shown that both financial behaviors and financial stressors are significantly related to credit counseling and a debt management plan.

Discussion

Overall, there was support for the hypotheses. Financial well-being was related to health and Hypothesis 1 was supported.  There was also “anecdotal” evidence supporting Hypothesis 1 in the study. Participants reported that their finances affected their health during the past year. Regression analysis showed that health was influenced by financial well-being controlling for other variables. The results are consistent with previous research (Drentea & Lavrakas, 2000) that examined debt, financial stress, and health.  They found that having more stress regarding overall debt was related to declining health.  In the present study, higher levels of financial well-being were associated with better health, measured using a composite of four self-reported health variables. Household income was the only significant factor in explaining health when only individual characteristics were considered. However, none of these individual characteristics, including household income, were associated with health after controlling for financial well-being. The present study adds to the literature by increasing understanding about health. Traditional individual characteristics, such as income or education, may not be sufficient to understand health inequality. The results suggest that financial well-being, a perception of one’s financial situation, could be considered a key factor in understanding health. 

Hypothesis 2 held that financial well-being is a function of financial stressor events, financial behavior, and individual characteristics. This was supported, since financial stressor events and financial behavior were significant factors in explaining financial well-being, which was consistent with Joo’s study (1998). However, individual characteristics, such as household income or employment, were not significant in explaining financial well-being. It was not consistent with previous studies conducted by Drentea and Lacrakas (2000), Jackson et al. (1997), and Kim (2000) that found socio-economic variables predicted financial well-being. Experiencing more financial stressor events negatively affects financial well-being. Also, people who practiced positive financial behavior more frequently had higher levels of financial well-being. The results provide some evidence that improving financial behaviors and reducing financial stressor events could enhance financial well-being. Financial education or credit counseling has been effective in changing people’s behaviors (Bernheim, Garrett, & Maki, 2001; O’Neill, Xiao, Bristow, Brennan & Kerbel, 2000; Staten et al., 2002) by increasing financial literacy and motivating people to change their behaviors.  Financial stressor events are often the results of poor financial management or unexpected life events including unemployment, divorce, illness and accidents. Those events decrease financial well-being significantly and possibly health but financial education might have longer-term impacts on such events as calls from collectors, creditors, wage garnishment, and repossession. Appropriate debt management combined with credit counseling might help consumers with the stressful events by dealing with creditors and collectors. 

Hypothesis 3 was partially supported. Credit counseling and debt management was effective in improving participants’ financial behaviors and reducing financial stressor events. After controlling for those initial scores and other individual characteristics, credit counseling and a debt management plan affects financial stressor events and financial behavior in a positive way. A greater proportion of active clients improved their financial behaviors than inactive individuals as a result of credit counseling and a debt management plan. Also, the number of financial stressor events that active clients experienced dropped significantly after 18 months in the program. These results are consistent with other research (Staten et al., 2002) that found credit counseling was effective in changing credit management. Despite the evidence in the effects of credit counseling in financial behaviors and credit scores (Hirad & Zorn, 2001; Staten et al., 2002), little is known about impacts of financial stressor events. The result of this study shows a decrease in financial stress events as a result of the credit counseling. Credit counseling could improve financial well-being not only by improving financial behaviors also by reducing stressor events for the consumers. 

Another important findings from the study suggest that there exists a strong carryover effect of previous financial experiences (financial behaviors and financial stressor events) on current financial experiences. Some may not benefit from credit counseling programs unless they make fundamental changes in financial behaviors. Also, some may not be able to change their financial situations if it is too late to make any corrections.  Unless sustained financial education are offered to consumers along with debt management plans, some consumers may not be able to sustain positive financial behaviors and some may go back to poor money management which might lead to another debt problems in the future. 

Regression results showed that there were no significant and direct effects of credit counseling on financial well-being and on health after controlling for the initial scores and individual characteristics as stated in Hypothesis 3. This may be due to the short time period of 18 months. Typical debt management plan clients have to stay in the program for 3 to 5 years to repay their liabilities (Bagwell, 2000). Sixty-three percent of the participants reported that they started to accumulate unsecured debts more than five years ago. Eighteen months may be too short to achieve significant changes in their financial well-being and health. One possible explanation is that there is a continuum of impacts of credit counseling programs on personal finance and health. Impacts of credit counseling programs can be a short term on financial knowledge and financial behaviors, intermediate term on financial well-being, and long term on health. Eighteen months might not be long enough to expect intermediate or long-term impacts.  Also, impacts of physical health status that was used in this study might have longer-term than mental health such as anxiety or depression.

The present study found that credit counseling was helpful to many consumers with credit problems by helping them improve their financial behaviors and avoid financially stressful events which are very important factors in explaining financial well-being and health. Although the direct impacts of credit counseling on financial well-being and health were not found to be significant in the present study, the results suggest that there may exist indirect effects of credit counseling on financial well-being and health by way of financial behavior and financial stressor events. If clients retain positive financial behaviors and maintain reduced levels of financial stressor events, they could improve their financial well-being and health in a long-term as a result of credit counseling and a debt management plan.

Recommendations 

The present study investigated people with financial difficulties who sought help from a credit counseling agency. Some of the results may not apply to other populations. Replication of the study with other samples is recommended. The present study did not include health risks and behaviors or other potential variables that could mediate the effects of financial well-being on health. Studies suggest that people adopt more health risk behaviors such as smoking, drinking, sleeping or eating as a coping of stress (Pearlin et al., 1981; Peirce et al., 1994). Some of these variables could be mediating variables between financial well-being and health. It is important to see the impacts of financial well-being on mental health such as depression and interactive impacts on physical health (Myvesta, 2002; Tokunaga, 1993). It is recommended to include these variables in future study. Studies show that psychological factors such as anxiety, self-control or self-efficacy could affect financial management (Katona, 1975; Kerkman, 1998; Rook & Fisher, 1995; Tokunaga, 1993).  

Also, the relationship between financial well-being and health could be bi-directional.  While the present study tested the effects of financial well-being on health, financial well-being may be affected by health. For example, unemployment and income loss as a result of bad health can affect financial well-being. A longitudinal study could be used to examine the cause-and-effect relationships. 

This study did not include any variables about debt related variables such as the number of credit card accounts, debt-to-income ratio, and total debt. Those variables were not available in the dataset. None of the individual characteristics were significant in explaining financial well-being. Additional study of these variables is needed to better explain financial well-being. A low response rate of this study (20%), another limitation of this study, suggests that future study adopt a better incentive to increase the response rate with these consumers. Also because the credit counseling treatment was not randomly assigned in the study, there exists a selection bias. More rigorous experimental design is needed in future study. There were no direct effects of credit counseling and a debt management plan on financial well-being or health as a result of credit counseling and a debt management plan within 18 months. A longer time period is suggested to measure the direct effects of credit counseling on financial well-being or health.

These results have important implications for consumers, credit counselors, financial educators, and policymakers. The initial scores were the most important factors in explaining financial behavior or financial stressor events in the second collection. More people who were in a better financial situation from the beginning maintained the program and made more improvements than others.  This might say that people in financial trouble could contact agency before their finances worsen so that they can benefit from credit counseling. To maximize the benefits of credit counseling and debt management plans, consumers need to get into the program before their personal finances become too overwhelming. Debt management programs can be most effective when there is sustained counseling and education to change consumers’ financial behaviors. Without substantial changes in financial behaviors, positive impacts of credit counseling may not sustain over a time period and clients may not be able to complete the debt management program. Client retention should be focused to help consumers out of debt and not fall back into debt trouble. Counseling and education need to be offered to change consumers’ financial behaviors and retain the positive behaviors. 
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