-

ASCENDIA

i Ascendia: Journal of Economic and Business
ﬁ Advancement
i

Vol 1 No 3 March 2026, Hal 354-364
ISSN: 3110-8229 (Print) ISSN: 3110-6994 (Electronic)
Open Access: https://scriptaintelektual.com/ascendia/index

Financial Stress and Borrowing Behavior: A Literature Review

Arimbi Priadipa!
!'Universitas Gadjah Mada, Indonesia
Email: priadipa2 1 @gmail.com

Article Info : Abstract

oRsesziVZegé s This article synthesizes contemporary scholarship on financial stress and borrowing

Revised: behavior through a structured interpretive literature review of Scopus-indexed studies

27-01-2025 published between 2015 and 2025. Drawing on economics, behavioral finance, and

Accepted: economic psychology, the review integrates empirical and theoretical evidence to explain

29-01-2026 how stress reshapes household borrowing decisions beyond rational choice assumptions.
The findings indicate that financial stress operates simultaneously as a cognitive
constraint, an emotional burden, and a social signal, influencing credit uptake, debt
persistence, and risk tolerance. Psychological mechanisms such as decision fatigue, loss
aversion, and social emotions interact with structural factors including income volatility,
debt composition, and institutional context. Longitudinal and comparative studies
demonstrate that borrowing under stress often reflects short-term coping rather than
intertemporal optimization, with measurable consequences for mental health and
subjective well-being. The synthesis further reveals persistent heterogeneity across age,
socioeconomic position, and cultural settings, challenging universal policy prescriptions.
Conceptually, the article advances an integrated framework linking stress dynamics to
borrowing behavior across micro-level decision processes and macro-level
financialization. Policy implications are discussed briefly.

Keywords: Financial Stress, Borrowing Behavior, Household Debt, Consumer
Borrowing, Behavioral Finance.

©2022 Authors.. This work is licensed under a Creative Commons Attribution-Non Commercial 4.0
International License.
BY NC

(https://creativecommons.org/licenses/by-nc/4.0/)

INTRODUCTION

Contemporary household finance is increasingly shaped by global economic turbulence marked
by recurring financial crises, pandemic-induced shocks, labor market precarity, and the deepening
financialization of everyday life, all of which have elevated financial stress from a marginal concern to
a structural feature of modern economies. Across advanced and emerging contexts alike, households
are exposed to volatile income streams, expanding credit markets, and intensified expectations of
individual financial self-management, conditions that collectively amplify the salience of borrowing as
a coping mechanism under pressure. Within this landscape, financial stress has emerged as a critical
analytical lens for understanding how economic uncertainty is translated into concrete financial
behaviors, particularly borrowing decisions that carry long-term implications for household stability,
social inequality, and systemic financial risk. Recent scholarship increasingly recognizes financial
stress not merely as an outcome of adverse economic conditions, but as an active force that reshapes
cognition, emotion, and behavior in financially consequential ways, situating it at the intersection of
economics, psychology, and social theory (Gérling & Ranyard, 2020; Harper et al., 2024).

Empirical research has generated robust evidence that financial stress exerts a significant
influence on borrowing behavior through multiple, interacting pathways that extend beyond
conventional income—expenditure frameworks. Studies demonstrate that heightened financial strain is
associated with greater reliance on consumer credit, increased vulnerability to high-cost or short-term
borrowing, and persistent cycles of indebtedness that are difficult to escape once established (Hiilamo,
2020; Harper et al., 2024). Psychological research further reveals that debt is not a neutral financial
instrument but a socially and emotionally charged obligation, often accompanied by anxiety, shame,
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and moral concern, which can intensify stress and distort subsequent financial decisions (Dote Pardo &
Severino-Gonzalez, 2025; Brackin & Mercier, 2025). Evidence from crisis contexts, including the
COVID-19 pandemic, underscores substantial heterogeneity in individual responses to financial threat,
with personality traits and stress sensitivity moderating borrowing reactions under identical economic
shocks (Adamus & Grezo, 2021). Collectively, these findings suggest that borrowing under financial
stress reflects a dynamic feedback loop in which psychological burden and financial behavior mutually
reinforce one another rather than a linear response to objective constraints.

At the theoretical level, this body of evidence exposes important tensions within dominant
rational choice models that continue to inform much of mainstream economic analysis of household
borrowing. While traditional frameworks presume stable preferences and deliberative cost—benefit
calculations, behavioral research documents systematic departures from optimal decision-making when
individuals operate under sustained financial pressure. Experimental and observational studies indicate
that stress and decision fatigue reduce cognitive bandwidth, increase sensitivity to immediate rewards,
and heighten risk-taking or avoidance in inconsistent ways, undermining the predictive power of
standard models (Baer & Schnall, 2021). Longitudinal analyses further complicate the picture by
showing that financial stress follows nonlinear trajectories over time, with modest income changes or
unexpected expenses triggering disproportionate shifts in perceived strain and borrowing behavior
(Bazzoli & Hughes, 2025). These insights challenge the sufficiency of static or equilibrium-based
approaches and point toward the need for models that explicitly account for temporal dynamics,
emotional processes, and bounded rationality.

Despite these advances, the literature remains characterized by conceptual fragmentation and
empirical blind spots that limit cumulative knowledge. Measurement strategies for financial stress vary
widely, ranging from objective indicators of debt and arrears to subjective self-assessments,
complicating cross-study comparison and synthesis (Gérling & Ranyard, 2020; Dote Pardo & Severino-
Gonzalez, 2025). Empirical evidence is disproportionately concentrated in high-income countries and
older populations, while low- and middle-income contexts—where financial stress may be more acute
and institutional buffers weaker—remain underexplored (Hiilamo, 2020). Social and relational
dimensions of borrowing, including the role of networks, norms, and perceived social obligations, are
often treated as peripheral despite mounting evidence that social interactions significantly shape
borrowing decisions and stress perceptions (Fernandez-Lopez et al., 2022; Brackin & Mercier, 2025).
These gaps suggest that existing models insufficiently integrate psychological, social, and institutional
mechanisms into a coherent explanatory framework.

The persistence of these limitations carries substantial scientific and practical consequences.
From a policy perspective, interventions grounded in narrowly rational assumptions risk misdiagnosing
the drivers of problematic debt and underestimating the role of stress-induced behavior in perpetuating
financial vulnerability. From a scholarly standpoint, the absence of integrative models constrains theory
development and hampers the translation of behavioral insights into scalable policy tools, particularly
in environments characterized by economic volatility and weak consumer protection. As financial stress
increasingly shapes household resilience, health outcomes, and intergenerational inequality, a more
comprehensive understanding of its behavioral consequences becomes essential for designing effective
regulatory, educational, and welfare responses that acknowledge both economic constraints and human
psychology (Harper et al., 2024; Adamus & Grezo, 2021).

Positioned within this evolving landscape, the present study advances a synthesis-oriented
perspective that bridges economic, behavioral, and social approaches to borrowing under financial
stress. Rather than treating stress as a peripheral modifier of rational choice, the analysis conceptualizes
it as a central mechanism through which structural conditions, psychological processes, and social
contexts jointly shape household borrowing behavior. The study aims to clarify how existing empirical
findings can be integrated into a more coherent theoretical account, while also identifying
methodological pathways for capturing the dynamic and nonlinear nature of financial stress. By
articulating these connections and proposing directions for future empirical inquiry, the research seeks
to contribute both theoretically, by refining models of household borrowing, and methodologically, by
highlighting the value of longitudinal and interdisciplinary approaches to the study of financial stress.

RESEARCH METHOD
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This study adopts a structured literature review design grounded in an interpretive—analytical
epistemological stance, which is appropriate for consolidating fragmented knowledge across
economics, behavioral finance, and economic psychology while allowing critical evaluation of
theoretical assumptions underpinning borrowing behavior under financial stress. Rather than pursuing
hypothesis testing or statistical aggregation, the review is oriented toward conceptual integration and
pattern identification, treating prior empirical findings as analytically comparable units within a
coherent explanatory framework. The corpus of literature is operationally bounded to studies examining
financial stress, debt, or borrowing behavior at the individual or household level, with an explicit focus
on decision-making processes, psychological mechanisms, and behavioral outcomes. This scope was
defined to ensure analytical depth while maintaining replicability, enabling future researchers to
reproduce the search and selection process under equivalent criteria. The review relies exclusively on
peer-reviewed academic outputs to preserve epistemic rigor, and it privileges studies that articulate clear
conceptual links between financial stress and borrowing behavior rather than purely descriptive
accounts of debt prevalence or macro-financial dynamics.

The literature corpus was systematically assembled using the Scopus database, selected for its
comprehensive coverage of high-impact journals across the social sciences and its standardized
indexing structure. The search strategy employed predefined keyword combinations financial stress,
borrowing behavior, consumer debt, household debt, and credit usage applied to titles, abstracts, and
author keywords, with publication years restricted to 2015-2025 to capture contemporary theoretical
and empirical developments. Inclusion criteria were limited to English-language journal articles and
scholarly book chapters indexed in Scopus that provided empirical evidence or substantive theoretical
discussion relevant to household borrowing decisions, while studies focused on corporate finance,
financial institutions without household-level implications, or purely technical modeling absent
behavioral interpretation were excluded. Article selection followed a two-stage screening process
consisting of an initial relevance assessment based on titles and abstracts, followed by full-text
evaluation to confirm conceptual alignment with the research focus, thereby enhancing selection
validity and minimizing thematic dilution. Data extraction was conducted chronologically, recording
publication year, disciplinary orientation, methodological approach, and core findings, which were then
systematically organized to trace the evolution of key arguments over time. The analytical phase
employed thematic synthesis, integrating insights across methodologies through a theoretically
informed lens that emphasizes bounded rationality, stress-induced cognitive constraints, and socio-
emotional dimensions of debt, allowing for the identification of convergent patterns, conceptual
tensions, and unresolved questions within the literature.

RESULTS AND DISCUSSION
Integrated Dynamics of Financial Stress and Household Borrowing Behavior

Financial stress emerges from the reviewed evidence as a multidimensional and behaviorally
consequential condition that cannot be reduced to objective income or asset positions, but instead
reflects subjective evaluations of financial strain shaped by debt exposure, income volatility, and
anticipatory uncertainty. Empirical findings summarized in Table 1 indicate that households across
heterogeneous socioeconomic contexts experience financial stress even in the absence of poverty,
reinforcing the argument that perceived financial vulnerability operates independently of conventional
welfare indicators (Utkarsh et al., 2020; Simonse et al., 2024). From a theoretical perspective, this
pattern aligns with behavioral economic accounts that conceptualize stress as a cognitive-emotional
state mediating between external constraints and choice behavior rather than a passive outcome of
scarcity (Gérling & Ranyard, 2020). The prevalence of stress beyond low-income groups suggests that
expanding credit markets and financialization processes systematically expose households to
psychological risk through debt normalization. This interpretation reframes financial stress as an
endogenous component of household finance with explanatory power for borrowing behavior beyond
standard budget constraints.

Table 1. Summary of Key Findings on Financial Stress and Borrowing Behavior
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No. Context/ Sample Main Focus Key Findings

Consumer and unsecured debt significantly increase

1 Households (UK, US) Debt & stress .
financial stress

) Older adults (UK) Debt & Household debt is assoma'ted with lower mental
wellbeing wellbeing

3 China (longitudinal) Debt & Rising household debt predicts depressive symptoms
depression

4 Mixed-income Debt & health  Financial stress increases reliance on high-cost credit

households
5 Experimental Decision fatigue Stress impairs financial decision quality
6  COVID-19 context  Stress response Financial threat increases impulsive behavior

Source: Loibl et al. (2022); Hiilamo (2020); Hu et al. (2023); Harper et al. (2024); Baer & Schnall
(2021); Adamus & Grezo (2021)

The empirical association between debt composition and financial stress represents a central
finding with substantial conceptual implications for borrowing theory. Evidence reported in Table 1
demonstrates that unsecured and short-term consumer debt exerts a stronger stress-inducing effect than
long-term secured liabilities such as mortgages, highlighting the importance of repayment uncertainty
and liquidity pressure in shaping subjective strain (Loibl et al., 2022; Hiilamo, 2020). This pattern
challenges life-cycle models that treat different debt instruments as functionally equivalent smoothing
devices and instead supports psychological models emphasizing perceived controllability and temporal
immediacy of obligations (Gérling & Ranyard, 2020). Longitudinal data showing worsening mental
well-being as debt accumulates further indicate that borrowing decisions generate path-dependent
psychological costs rather than neutral intertemporal trade-offs (Hu et al., 2023). Conceptually, debt
functions not only as a financial contract but also as a persistent cognitive load that conditions future
decision-making under stress.

Borrowing behavior under financial stress consistently deviates from predictions of rational
optimization, as households display a marked preference for short-term and high-cost credit even when
cheaper alternatives are theoretically available. Empirical studies summarized in Table 1 show that
financial stress increases reliance on credit cards, payday loans, and other unsecured instruments,
particularly in contexts of income shocks or limited savings buffers (Harper et al., 2024; Rabbani, 2023).
Behavioral finance interprets this pattern as a consequence of present bias and narrowed decision
horizons under stress, where immediate liquidity is prioritized over long-term cost minimization
(Krishnamurthy, 2024). Comparative evidence across countries suggests that this tendency is robust to
institutional variation, indicating a general behavioral mechanism rather than context-specific market
failure (Sergeyev et al., 2025). The implication is that financial stress systematically alters intertemporal
preferences, undermining the assumption of stable discounting embedded in rational choice models.

The nonlinear and episodic nature of financial stress further complicates traditional explanations
of borrowing behavior by revealing threshold effects and asymmetries in behavioral responses.
Longitudinal analyses indicate that relatively small changes in income or expenses can trigger
disproportionate increases in perceived stress and borrowing activity when households operate near
financial fragility thresholds (Bazzoli & Hughes, 2025). This finding, reflected in the dynamic patterns
illustrated later in Figure 1, contradicts linear models in which borrowing responds smoothly to changes
in economic fundamentals. Psychological stress theory provides a coherent interpretation by
emphasizing loss aversion and heightened sensitivity to downside risk under uncertainty, which
magnifies behavioral reactions to minor shocks (Sergeyev et al., 2025). Conceptually, borrowing under
stress appears governed by tipping points rather than marginal adjustments, suggesting the need for
dynamic models that incorporate nonlinear stress responses.

Cognitive constraints constitute a critical mechanism linking financial stress to suboptimal
borrowing decisions, as demonstrated by experimental and quasi-experimental evidence. Studies
summarized in Table 1 show that stress-induced decision fatigue significantly impairs risk evaluation
and increases susceptibility to costly borrowing choices (Baer & Schnall, 2021). From a theoretical
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standpoint, these findings support bounded rationality frameworks in which limited cognitive resources
under stress reduce individuals’ capacity for complex financial reasoning (Steel & Hendijani, 2024).
Experimental evidence from crisis contexts further indicates that stress amplifies impulsivity and
reduces deliberative control, reinforcing reliance on heuristics rather than analytical comparison of
credit options (Adamus & Grezo, 2021). The implication is that borrowing behavior under stress reflects
constrained optimization within depleted cognitive bandwidth rather than irrationality per se.

Emotional and social dimensions of debt play an equally significant role in shaping borrowing
behavior, extending analysis beyond individual cognition to relational and normative contexts.
Qualitative and quantitative studies indicate that debt obligations evoke emotions such as shame, guilt,
and moral concern, which can paradoxically motivate additional borrowing as individuals attempt to
manage social expectations or avoid immediate sanctions (Brackin & Mercier, 2025). Evidence
synthesized in Table 1 shows that these emotional burdens intensify financial stress and alter borrowing
trajectories, particularly in unsecured credit markets (Dote Pardo & Severino-Gonzalez, 2025). Social
interaction research further demonstrates that borrowing decisions are embedded in networks of norms
and advice, especially among older adults, amplifying stress transmission through interpersonal
channels (Fernandez-Lopez et al., 2022). Conceptually, debt functions as a social relationship that
constrains choice through emotional and reputational mechanisms, challenging purely individualistic
models of borrowing.

The reviewed literature also reveals that borrowing behavior feeds back into financial stress,
generating a self-reinforcing cycle with implications for long-term well-being. Longitudinal evidence
summarized in Table 1 indicates that rising debt burdens predict subsequent increases in financial stress,
depressive symptoms, and deteriorating mental health outcomes (Hiilamo, 2020; Hu et al., 2023). This
reciprocal relationship supports stress proliferation theory, which posits that initial stressors generate
secondary stressors that compound over time (Harper et al., 2024). Behavioral interpretations suggest
that borrowing under stress may provide short-term relief while increasing long-term cognitive and
emotional burdens, thereby sustaining the cycle depicted in Figure 1. The implication is that credit
access alone cannot resolve financial stress and may instead entrench vulnerability when psychological
mechanisms are ignored.

[ Financial Stress ]

{

Cognitive & Emotional Constraints
(Decision fatigue, anxiety, present bias)

!

( Short-term & High-Cost Borrowing ]

!

[ Debt Accumulation ]

!

( Increased Financial Stress J

Figure 1. Financial Stress and Borrowing Behavior Cycle

Institutional and structural factors further shape how financial stress translates into borrowing
behavior, particularly under conditions of financialization and widespread credit availability. Empirical
studies indicate that environments characterized by aggressive credit marketing and limited consumer
protection intensify stress-induced borrowing responses, especially among already vulnerable groups
(Sweet et al., 2018). Comparative analyses suggest that easy access to high-cost credit lowers behavioral
barriers to borrowing while increasing exposure to long-term stress through debt accumulation (Harper
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et al., 2024). From a theoretical perspective, this interaction highlights how market structures interact
with bounded rationality to produce systematic borrowing patterns rather than isolated individual errors
(Krishnamurthy, 2024). Conceptually, financial stress operates at the intersection of individual
psychology and institutional design, requiring multi-level analytical frameworks.

Methodological diversity across the reviewed studies strengthens confidence in the central
findings while simultaneously revealing important limitations. Evidence summarized in Table 1 draws
on surveys, longitudinal datasets, experiments, and qualitative approaches, all converging on the
conclusion that financial stress and borrowing are dynamically intertwined (Sorgente et al., 2022). At
the same time, variation in stress measurement and sample composition complicates direct comparison
and limits external validity, particularly in low- and middle-income contexts (Utkarsh et al., 2020).
From a theoretical standpoint, these inconsistencies underscore the need for standardized yet context-
sensitive measures capable of capturing both episodic and chronic stress. Methodologically, integrating
intensive longitudinal designs with behavioral experiments offers a promising pathway for advancing
theory and empirical precision.

Taken together, the synthesized findings support a conceptualization of financial stress as a
central organizing mechanism in household borrowing behavior rather than a peripheral outcome of
debt. The cycle illustrated in Figure 1 integrates empirical patterns from Table 1 into a coherent
framework in which stress constrains cognition, reshapes preferences, and channels households toward
short-term borrowing strategies that intensify future stress (Sergeyev et al., 2025). This interpretation
advances existing theory by explicitly linking psychological processes to observable debt dynamics
across time and institutional contexts. By situating borrowing behavior within a stress-mediated
feedback loop, the literature challenges the adequacy of rational choice models and highlights the
explanatory value of behavioral and socio-emotional perspectives. The broader implication is that
effective policy and theory must address financial stress as both a driver and consequence of borrowing
to meaningfully improve household financial resilience

Cognitive Behavioral Reconfiguration of Borrowing Decisions under Financial Stress

The thematic synthesis of the reviewed literature reveals that financial stress operates as a
cognitive—behavioral reconfiguration mechanism rather than a passive background condition in
household finance, reshaping how individuals perceive risk, time, and obligation. Empirical studies
consistently show that subjective stress mediates the translation of objective financial conditions into
borrowing decisions, indicating that economic variables exert influence through psychological channels
rather than direct optimization (Simonse et al., 2024). From a bounded rationality perspective, stress
constrains information processing capacity and shifts attention toward immediate financial threats,
reducing the salience of long-term repayment consequences (Steel & Hendijani, 2024). This
interpretation is reinforced by experimental evidence demonstrating that stress exposure alters choice
architecture by privileging short-term liquidity over cost minimization (Baer & Schnall, 2021).
Conceptually, borrowing behavior under stress reflects adaptive responses within cognitively
constrained environments rather than systematic deviations from rationality.

Across empirical contexts, financial stress has been shown to systematically weaken deliberative
control and increase heuristic-based decision-making in credit use. Studies focusing on crisis conditions
indicate that perceived financial threat intensifies impulsive responses and reduces tolerance for delayed
gratification, particularly among individuals with limited coping resources (Adamus & Grezo, 2021).
Behavioral finance theory interprets this pattern as stress-induced present bias, where future costs are
discounted more steeply under emotional pressure (Krishnamurthy, 2024). Comparative evidence
across age and income groups suggests that this mechanism is not confined to marginal populations but
emerges broadly under conditions of heightened uncertainty (Loibl et al., 2022). The implication is that
stress reshapes preference structures endogenously, challenging assumptions of stable utility functions
in borrowing models.

Debt characteristics play a decisive role in amplifying cognitive strain, as unsecured and
revolving credit instruments impose continuous monitoring demands that exacerbate stress. Empirical
findings show that consumer debt is more strongly associated with perceived financial strain than
mortgage debt, even when controlling for debt magnitude (Hiilamo, 2020). Psychological perspectives
explain this asymmetry by emphasizing perceived controllability and repayment ambiguity, which
intensify mental load and anticipatory anxiety (Gérling & Ranyard, 2020). Longitudinal studies further
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indicate that persistent exposure to such debt forms entrenches stress trajectories over time, reinforcing
maladaptive borrowing cycles (Hu et al., 2023). Conceptually, debt type functions as a cognitive
stressor that conditions subsequent borrowing behavior through ongoing attentional depletion.

The nonlinear dynamics of financial stress further complicate borrowing responses by
introducing threshold effects that escape linear economic modeling. Longitudinal analyses demonstrate
that small financial perturbations can trigger disproportionate increases in stress and credit reliance once
households approach fragility points (Bazzoli & Hughes, 2025). This pattern aligns with stress
accumulation theories in economics, which posit that vulnerability intensifies sensitivity to marginal
shocks as buffers erode (Sergeyev et al., 2025). Behavioral interpretations suggest that perceived loss
domains activate risk-seeking behavior in borrowing, particularly through short-term credit instruments
(Krishnamurthy, 2024). The implication is that borrowing behavior under stress follows tipping-point
dynamics rather than smooth adjustment paths.

Experimental and quasi-experimental evidence provides further insight into the cognitive
mechanisms underpinning stress-driven borrowing. Decision fatigue studies show that prolonged
exposure to financial strain depletes self-regulatory resources, leading to systematically poorer financial
choices (Baer & Schnall, 2021). Individual-difference research indicates that stress responses vary by
personality traits and prior financial experience, suggesting heterogeneity in vulnerability to suboptimal
borrowing (Adamus & Grezo, 2021). These findings refine bounded rationality models by specifying
conditions under which cognitive depletion becomes behaviorally consequential (Steel & Hendijani,
2024). Conceptually, borrowing under stress represents constrained optimization within depleted
cognitive bandwidth rather than irrational behavior.

Table 2. Thematic Categorization of Cognitive and Behavioral Mechanisms in Financial Stress

Literature
Theme Core Indicators Dominant Method Key Be.hav.loral
Implication
Cognitive Decision fatigue, attentional . Increased heuristic
. . Experiments, surveys .
constraint depletion borrowing
Temporal bias Pregent or}entatlon, Longitudinal studies Preference for. short-term
impatience credit
Deb;ﬁcl;l;med Unsecured debt exposure Panel data Persistent borrowing cycles
Nonlinearity Threshold effects Intensive longitudinal =~ Disproportionate credit

methods responses

Source: Author’s synthesis of Scopus-indexed studies (2015-2025).

The categorization presented in Table 2 demonstrates that cognitive mechanisms recur
consistently across methodological traditions, reinforcing their theoretical centrality. Experimental
studies isolate causal pathways linking stress to impaired decision quality, while longitudinal analyses
trace how these impairments accumulate over time (Sorgente et al., 2022). The convergence of evidence
across designs strengthens the argument that stress-induced cognitive constraints constitute a robust
explanatory mechanism rather than a context-specific artifact (Sergeyev et al., 2025). This synthesis
advances borrowing theory by integrating micro-level cognitive processes with observed debt
trajectories. The implication is that effective models of household finance must incorporate cognitive
load as a dynamic state variable.

Comparative analysis further shows that social environments interact with cognitive stress to
shape borrowing behavior. Research on older adults demonstrates that social cues and advice networks
influence credit decisions, particularly under stress, amplifying reliance on familiar but costly
borrowing options (Fernandez-Lopez et al., 2022). From a psychological standpoint, social validation
can substitute for analytical evaluation when cognitive resources are depleted (Gérling & Ranyard,
2020). This interaction suggests that borrowing decisions emerge from socially embedded cognition
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rather than isolated individual choice. Conceptually, financial stress reorients individuals toward
socially mediated heuristics that can perpetuate debt accumulation.

The synthesis also reveals that stress-driven borrowing is reinforced by institutional credit
environments that lower access barriers while externalizing long-term costs. Financialization processes
increase exposure to easy credit, intensifying the behavioral impact of stress by expanding the choice
set of short-term borrowing instruments (Sweet et al., 2018). Empirical evidence links such
environments to heightened stress among mixed-income households, suggesting that institutional
design interacts with cognitive vulnerability (Harper et al., 2024). Economic theory interprets this
interaction as a mismatch between market incentives and bounded rational agents (Sergeyev et al.,
2025). The implication is that borrowing behavior under stress reflects systemic features rather than
individual failure.

Taken together, the findings indicate that financial stress restructures borrowing behavior through
interacting cognitive, emotional, and institutional mechanisms. The reviewed literature consistently
supports a model in which stress constrains rational deliberation, biases temporal preferences, and
channels households toward high-cost credit (Krishnamurthy, 2024). This interpretation aligns with and
extends behavioral finance by grounding abstract biases in empirically observable stress processes.
Conceptually, borrowing decisions under stress should be understood as emergent outcomes of
constrained cognition within specific market contexts. Such a perspective repositions financial stress as
a core explanatory variable in household finance.

Socio Emotional and Well-Being Consequences of Stress-Driven Borrowing Cycles

The second thematic strand emerging from the literature concerns the socio-emotional
consequences of borrowing under financial stress and their implications for household well-being.
Empirical studies consistently document that debt accumulation is associated with heightened
psychological distress, depressive symptoms, and reduced life satisfaction, particularly when borrowing
occurs under perceived financial threat (Hiilamo, 2020). Theoretical interpretations emphasize that debt
functions as an ongoing stressor, generating anticipatory anxiety through future repayment obligations
(Dote Pardo & Severino-Gonzalez, 2025). This perspective reframes borrowing from a neutral financial
instrument into a chronic emotional burden. Conceptually, stress-driven borrowing embeds households
in feedback loops that extend beyond economic outcomes.

Longitudinal evidence strengthens this interpretation by demonstrating temporal ordering
between debt increases and subsequent declines in mental health. Panel studies show that rising
household debt predicts worsening depressive symptoms over time, even after accounting for baseline
well-being (Hu et al., 2023). Stress theory interprets this pattern as stress proliferation, where initial
financial strain generates secondary psychological stressors that accumulate (Harper et al., 2024). These
findings challenge assumptions that borrowing alleviates stress through consumption smoothing.
Instead, borrowing under stress appears to intensify vulnerability by adding emotional liabilities to
financial ones.

Social emotions represent a critical but often under-theorized mechanism linking debt and well-
being. Empirical and theoretical work shows that indebtedness evokes shame, guilt, and perceived
moral failure, particularly in societies emphasizing financial self-reliance (Brackin & Mercier, 2025).
These emotions can motivate concealment and avoidance behaviors that delay problem resolution and
reinforce stress (Sweet et al., 2018). Psychological perspectives interpret such responses as socially
conditioned stress reactions rather than individual pathology (Gérling & Ranyard, 2020). The
implication is that borrowing outcomes are mediated by moral and relational meanings attached to debt.

Stress-induced borrowing also exhibits distributive consequences that exacerbate inequality in
well-being outcomes. Evidence from community mental health settings indicates that marginalized
groups experience disproportionate debt burdens and stress exposure, intensifying mental health
disparities (Shen et al., 2023). Structural interpretations link these patterns to unequal access to low-
cost credit and differential exposure to financial shocks (Sergeyev et al., 2025). Behavioral theory
suggests that repeated stress impairs adaptive learning, trapping households in high-cost borrowing
equilibria (Steel & Hendijani, 2024). Conceptually, stress-driven borrowing functions as a mechanism
of cumulative disadvantage.

The COVID-19 pandemic provides a natural experiment illustrating how acute financial stress
reshapes borrowing and well-being simultaneously. Empirical studies show that perceived financial
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threat during the pandemic increased impulsive borrowing and emotional distress, particularly among
younger and student populations (Adamus & Grezo, 2021; Rabbani, 2023). These findings support
stress-sensitivity models that predict heightened behavioral volatility under systemic shocks (Bazzoli
& Hughes, 2025). Theoretical implications point to the fragility of household coping strategies in crisis
contexts. Borrowing under acute stress appears more likely to generate long-term psychological costs
than financial relief.

Table 3. Socio-Emotional Outcomes Associated with Stress-Driven Borrowing

Outcome Domain Indicators Evidence Type Theoretical Interpretation
Mental health Depression, anxiety  Longitudinal surveys Stress proliferation
Social emotions Shame, guilt Qualitative synthesis Moralized debt
Inequality Disparate stress exposure Community studies Cumulative disadvantage
Crisis response Impulsivity, distress Pandemic studies Stress sensitivity

Source: Author’s synthesis of Scopus-indexed studies (2015-2025).

Table 3 demonstrates that socio-emotional consequences recur across contexts and
methodologies, reinforcing their analytical significance. The convergence of longitudinal, qualitative,
and crisis-based evidence indicates that emotional outcomes are structurally embedded in borrowing
processes rather than incidental side effects (Dote Pardo & Severino-Gonzalez, 2025). Integrating these
outcomes into borrowing theory expands explanatory scope beyond financial metrics. Conceptually,
well-being outcomes serve as both consequences and reinforcing inputs into stress-borrowing cycles.

Methodological reviews further highlight the importance of capturing temporal dynamics in
socio-emotional outcomes. Intensive longitudinal methods reveal that stress and well-being fluctuate
daily in response to financial events, challenging static models of debt impact (Sorgente et al., 2022).
Such evidence supports dynamic stress models that account for short-term emotional reactivity and
long-term adaptation. The implication is that cross-sectional designs underestimate the volatility and
persistence of borrowing-related distress. Methodologically, this calls for integrating psychological
time-series approaches into household finance research.

Comparative studies across income groups and institutional settings indicate that socio-emotional
consequences are shaped by policy and market environments. Research on financialization shows that
normalization of debt amplifies emotional burden by individualizing responsibility for structural risks
(Sweet et al., 2018). Empirical findings link such environments to higher stress and poorer health
outcomes among households juggling multiple debts (Harper et al., 2024). Economic interpretations
frame this as a misalignment between institutional incentives and human coping capacities (Sergeyev
et al., 2025). Conceptually, socio-emotional outcomes reflect systemic rather than purely individual
dynamics.

The synthesis also underscores that well-being consequences feedback into future borrowing
behavior, reinforcing cyclical vulnerability. Psychological distress reduces planning capacity and
increases avoidance, which in turn heightens reliance on short-term credit under subsequent stress (Baer
& Schnall, 2021). This recursive process aligns with behavioral models emphasizing self-reinforcing
biases under emotional load (Krishnamurthy, 2024). Empirical evidence suggests that without
intervention, stress-driven borrowing trajectories persist over time (Bazzoli & Hughes, 2025). The
implication is that addressing well-being is integral to breaking borrowing cycles.

The reviewed literature positions socio-emotional outcomes as central to understanding financial
stress and borrowing behavior. Borrowing under stress emerges as a process that reallocates risk from
markets to individuals through emotional and psychological channels (Brackin & Mercier, 2025).
Integrating these insights advances theory by linking debt dynamics to mental health and social
meaning. Conceptually, household finance must be understood as a psychosocial system rather than a
purely economic one. This perspective opens avenues for interdisciplinary interventions targeting both
financial and emotional resilience.
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CONCLUSION

This review demonstrates that financial stress and borrowing behavior are best understood as
dynamically intertwined processes shaped by psychological constraints, emotional responses, and
structural conditions rather than as outcomes of isolated rational calculation. Across the synthesized
literature, financial stress consistently emerges as both a driver and a consequence of borrowing,
reinforcing feedback loops that intensify vulnerability over time while producing heterogeneous effects
across socioeconomic groups and life stages. The evidence shows that stress-induced borrowing
frequently reflects adaptive short-term coping under bounded rationality, yet it carries enduring
implications for mental health, subjective well-being, and debt persistence within increasingly
financialized contexts. By integrating insights from economics, behavioral finance, and economic
psychology, the review clarifies how cognitive fatigue, social emotions, and institutional arrangements
jointly mediate borrowing decisions under strain. Collectively, these findings highlight the conceptual
and practical limitations of policy frameworks that privilege informational or incentive-based solutions
alone, underscoring the necessity of approaches that address psychological exposure to financial stress
as a core component of household debt dynamics.
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