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There has been a significant focus on mental health and understanding the long-term implications of
mental health, in recent years. This study uses Panel Study of Income Dynamics (PSID) data waves 2007-
2019, to analyze the relationship between pre-retirement psychological distress and finances, specifically
percent changes in wealth at retirement. Understanding changes in wealth for those with differing
experiences with mental health is important for ensuring financial adequacy in retirement.

Pre-Retirement Psychological Distress
and Wealth At Retirement

This study examines the relationship between
psychological distress and wealth at retirement
using two measures of wealth for each
respondent: percent change in wealth including
home equity, and percent change in wealth
excluding home equity. We use Social drift theory,
which posits that psychological distress increases
the likelihood of future financial challenges, was
used as the guiding theory of this research.
Overall, we found that respondents with a history
of psychological distress have greater and
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negative percent changes in wealth at retirement. Black race and female gender were also associated with
greater negative percent changes in wealth at retirement. When examining the interaction terms of Race and
Gender and Psychological distress, Race was negative and significant for Black respondents when using the
wealth with home equity measure, however this term was not significant for the wealth with home equity
measure. The Gender (female) interaction term with K6 was negative and significant for both measures of

wealth change.
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Psychological distress in pre-retirement is associated with greater subsequent

reductions in wealth at retirement, even at low levels of psychological distress.

This study theorizes the relationship between pre-retirement psychological distress and changes in wealth
at retirement through the lens of Social Selection Theory, often called Social Drift Theory. Which states that
that the experience of psychological distress causes subsequent, negative financial effects.

We found that psychological distress, measured by Kessler-6 index, had a significant and negative
relationship with wealth at retirement, even at lower levels of psychological distress, that would not
typically receive clinical treatment. Additionally, wealth measured without equity was more sensitive to
changes in psychological distress, and other measures, than wealth with equity.

There were differences in the relationship between pre-retirement psychological

distress and wealth at retirement, by race and gender.

This study finds that respondents reporting race of Black or gender female was associated with negative
changes in wealth. There were differences based upon the severity of pre-retirement psychological distress,
with Black and female respondents experiencing greater negative declines, particularly at higher levels of
pre-retirement psychological distress.
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Implications

e Pre-retirement psychological distress is associated with negative changes in wealth at retirement
for wealth including equity and wealth excluding equity, which can have negative effects on
retirement security.

e Differences by race and gender highlight the need for targeted interventions, because of the
potential for increased financial insecurity in retirement.

e Pre-retirement psychological distress is associated with declines in wealth at retirement, even at
lower levels of psychological distress, as measured by Kessler-6.

The research reported herein was performed pursuant to a grant from the U.S. Social Security Administration (SSA) funded as part of the
Retirement and Disability Consortium. The opinions and conclusions expressed are solely those of the author(s) and do not represent the opinions
or policy of SSA or any agency of the Federal Government. Neither the United States Government nor any agency thereof, nor any of their
employees, makes any warranty, express or implied, or assumes any legal liability or responsibility for the accuracy, completeness, or usefulness of
the contents of this report. Reference herein to any specific commercial product, process or service by trade name, trademark, manufacturer, or
otherwise does not necessarily constitute or imply endorsement, recommendation or favoring by the United States Government or any agency
thereof.
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