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Australia, like many countries, has been experiencing very high inflation
rates. Policy responses are focused on reducing inflation but often increase
cost-of-living pressures in the short term. The health and wellbeing impacts
on individuals, families and communities can be long-lasting — even
intergenerational.

This paper summarises findings from key research that demonstrates the
pathways through which high inflation may influence health. Cost-of-living
pressures can create or increase material hardship, have psychosocial impacts,
and lead to behavioural changes. These effects in turn influence one another,
with the potential to negatively impact physical and mental health and

healthy behaviours. Such changes can impact partners, children, and others.
Incorporating a health and wellbeing lens in policy decisions can lead to a more
holistic approach to what has traditionally been a purely economic response,
mitigating negative health impacts and promoting better health outcomes.
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High inflation and
cost of living crisis

Australia is experiencing its highest levels of inflation in 33 years due to a
combination of local and international conditions. Inflation refers to a general
increase in the prices of the goods and services that households typically buy.!
Low and stable levels of inflation are considered beneficial. However, high levels
of inflation can be harmful, particularly when household incomes are

not keeping pace. This describes the current situation in Australia.

Following decades of relatively low and stable inflation, inflation (measured using the annual change

in Consumer Price Index (CPI), rose sharply during 2022, reaching a peak rate of 7.8% in December 2022
[See Fig 1]. Although by June 2023, it reduced slightly to 6%, inflation still remains higher than the average
growth in wages, which is leading to cost-of-living challenges.
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Note: Percentage annual change in CPI. Data Source: ABS?

High Inflation and Implications for Health A framework to examine the potential pathways through which high inflation may impact on health 3



Inflation in health-related
commodities

Inflation has risen across a diverse range of goods and services. Of particular concern are the commodities
crucial for maintaining health, such as food, healthcare, housing, and utilities. In the two years from March
2022 to 2023, the price of fruits and vegetables increased by 12%, medical, dental, and hospital services by
1%, housing by 17%, and gas and other household fuel by 36% [Fig 2]. Similar increases in prices are seen
across all major cities of Australia.

Figure 2: Selected items, price changes over the past 2 years (%)
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Note: Percentage change from March 2021 to March 2023. Data Source: ABS?

Who is impacted
by high inflation?

While all households are hit by the higher costs of essential goods and services,
its impacts are felt differently by different populations.

Rising interest rates (which are a policy measure However, lower income households, which include
designed to reduce inflation), have put additional renters and some mortgagers, spend a larger share
financial pressure on mortgage-holders. A majority of their income on housing and other essential

of households have been managing rising expenses  items. With little savings buffer, these households

and interest rates by cutting back on discretionary have been hit the hardest by the rise in inflation and
spending, dipping into savings accumulated during  interest rates.? It is therefore expected that they are
the pandemic or through additional employment.? the population group who experience the greatest

The labour market is strong — more Australians than  financial strain and whose health may be most
ever are in paid work and some have increased their  impacted by high inflation.
work hours.?
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How might inflation

Impact health?

Figure 3 illustrates the potential pathways through
which inflation can impact various aspects of
health. High inflation along with low wage growth
leads to cost-of-living increases, which can lead to
a series of material, psychosocial, and behavioural
consequences.” These effects can be further
exacerbated by policy responses, such as interest
rate rises.

Material hardship includes food insecurity, energy
poverty, deferred healthcare, and housing insecurity,
and results from the inability to afford essential
goods and services. Psychosocial effects include
financial stress, strained relationships and cognitive
burden, and arise due to immediate challenges
and future concerns of not being able to meet
basic needs. Behavioural effects involve changes in
behaviours in response to cost-of-living increases,
and include longer work hours, altering lifestyle
choices like dining habits, alcohol and other
substance use, participation in health promoting
activities (e.g. exercise), and relocating due to
unaffordability of housing options.

Figure 3: Potential
pathways between
high inflation and
health outcomes

Behavioural effects can have psychosocial
consequences (e.g. increased stress from more work
or relocating). Moreover, psychosocial effects can
lead to reduced productivity and lower earnings,
further compounding material, psychosocial and
behavioural effects.

These effects collectively have implications for
both health and health-related behaviours. These
include, but are not limited to, worsening mental
health, higher vulnerability to cold and heat wave-
related mortality, a rise in chronic conditions, poor
nutrition, and changes in smoking, alcohol and
substance abuse and physical activity. While most
health impacts are likely to be detrimental, some
changes in behaviours (e.g. less consumption of
alcohol/tobacco due to less affordability) may
positively impact health. In the following sections,
recent empirical studies with rigorous study designs
are reviewed to better understand how inflation
affects the health and well-being of individuals.
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Material Hardship

According to a 2023 survey, more than half of Australians (53%) find it difficult

to meet their basic needs, causing challenges such as missing meals or eating
less, consuming less nutritious food, struggling with utility bills and even forgoing
doctor appointments or medications.® These circumstances can have
far-reaching implications on health and health related behaviours.

Food insecurity

Food insecurity occurs when there is a lack

of access to nutritionally adequate and safe
foods. Rising food prices, particularly for fruit and
vegetables and other nutritious foods, leads to
an increase in food insecurity.

In Australia, households with low economic
resources and poor labour market attachment,
who receive welfare payments, are at higher risk

of food insecurity than those in receipt of the age
pension or no payment at all.®* While poverty and
food insecurity are closely related, evidence from
the U.S. indicates that among adults and the elderly,
food insecurity is predictive of poor nutrition, over
and above poverty.’

Studies from high income countries show that
food insecurity is associated with a higher risk

of depression, chronic iliness, nutrient deficiency
and obesity in adults and children, although the
causal effect is less clear.? Economic analysis of
the implementation of the Food Stamp Program
in the U.S. suggests that reducing food insecurity
causes an improvement in children’s health and
bodyweight, and leads to a reduction in days of
school missed due to iliness.®

Further health impacts could occur if there is a
relative increase in the price of fresh fruits and
vegetables against less healthy takeout and

fast food options [see Fig 2]. It has been shown
that changing the relative price of healthy foods
compared to more energy-dense foods has a
small effect on food choices and body weight
overall, but the effect is much larger among

lower socioeconomic populations.®" This suggests
individuals facing cost-of-living pressures may shift
towards cheaper, lower-quality food options, which
can lead to obesity and poor nutrition.”
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Energy poverty

The steep costs of utilities such as electricity and
gas can result in energy poverty, where households
cannot afford reasonable heating or cooling. In
Australia, energy poverty is linked to challenges in
maintaining sufficient warmth during winter and
ensuring suitable cooling in the summer.”? This
indicates that energy poverty can cause both

cold and heat related health issues in Australia.

Several studies using Australian longitudinal

data collectively highlight the strong relationship
between energy poverty and adverse health
outcomes. These studies capture energy poverty
through a combination of both subjective indicators
(reflecting inability to heat homes due to financial
constraints) and objective indicators (evaluating
the proportion of household income allocated to
energy expenses).

Increases in energy poverty lead to significant
reductions in self-assessed general health? and
overall life satisfaction.”® Additionally, individuals
who cannot afford adequate home heating
experience a decline in mental health.”




Deferred healthcare

Experimental evidence shows that when the price
of health care increases, individuals will forgo
health services, even those that are considered
necessary.”® Even small increases in out-of-pocket
costs can lead individuals to cut back on essential
medications, ultimately resulting in increased
mortality.”®

In Australia, affordability is a major barrier to
visiting the dentist for oral health maintenance
and treatment.” Forgoing dental visits leads to
untreated cavities and worse oral health.”®

More generally, delayed health care increases

the risk of health complications, longer hospital
stays, emergency admissions and poorer health
outcomes,® which are not only detrimental to the
individual and their family, but also increase health
system costs. Delays in seeking care during the
COVID-19 pandemic led to fewer cancer diagnoses
at a treatable stage, which is estimated to have
led to worse prognosis and reduced survival.?0?

Housing insecurity

Housing insecurity is the lack of stable or adequate
living arrangements, and often stems from the
broader issue of housing affordability. As the costs
of rent or mortgage payments rise, households,
especially low-income households, become
increasingly at risk of housing insecurity.

There is consistent evidence from longitudinal
studies in Australia that show poor housing
affordability is associated with worse mental
health, irrespective of baseline mental health.?22
This association occurs over and above the effects
of general financial hardship on mental health.
Further evidence shows that individuals in their 60s
are particularly vulnerable to adverse mental health
effects,?* and compared to home owners, renters
are more susceptible to the detrimental mental
health consequences of unaffordable housing.?2¢

There are widespread flow-on consequences of
poor housing affordability such as living in poor
quality housing, relocating to more affordable
areas or homelessness. International longitudinal
evidence indicates that persistent poor housing
conditions are associated with worse mental
health and compromised physical health,
particularly impacting respiratory conditions and
overall wellbeing.?2?"2¢ Relocating to unfamiliar
communities leads to increased stress and mental
health issues.?® Homelessness is associated with
a higher risk of severe physical and mental health
problems and mortality.®°

Material hardship lead to:

Poor nutrition

Chronic illness

Mental health issues
Complex healthcare needs
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Psychosocial Effects

Financial stress

Financial stress arises from the inability to meet
essential needs, such as a lack of money to buy
food, pay bills on time, and afford adequate
housing. Such situations can induce persistent
worry and trigger feelings of demoralisation and
uncertainty about the future.® There is consistent
evidence from Australian longitudinal studies
that financial hardship is strongly associated with
an increase in psychological distress, including
symptoms of anxiety and depression.®232 The
association is particularly pronounced among
unmarried individuals, the unemployed, those
with lower income levels and renters.343° Further
evidence indicates there is o cumulative impact
of sustained financial hardship.®

Financial stress experienced within households
also have profound effects on the psychological
well-being of children.®’-*° These effects can

be long-lasting and extend to adulthood.*°

Strain on relationships

Income shocks resulting from high cost of living
can exert significant strain on the dynamics of
family and social relationships.# Robust evidence
from the U.S. suggests that sudden income
shocks can have detrimental effects on the

stability of spousal relationships.#“2 These strained

relationships, in turn, can have profound mental
health effects, affecting not only adults*® but also
children within these households.#44°

~

Cognitive burden and
health-related behaviours

Cost of living pressures impose a cognitive burden
on people, reducing their capacity to make
decisions. Evidence from natural experiments show
that when people aren't adequately protected
from severe financial hardship their ability to focus
properly is effected, and they may experience
reduced decision-making capacity, including

with regard to health choices.#4/

This cognitive burden also impacts productivity.
Evidence suggests workers managing financial
stress are often less productive and may make
more mistakes.*® This can lead to reduced
earnings and exacerbate the lack of funds

to meet essential needs.

The effect on risky behaviours is less clear.
Individuals may use alcohol, tobacco or

other substances as a coping mechanism to
navigate difficult economic times.**%' However,
the higher price of discretionary items may
reduce consumption. For example, there is some
evidence that during times of financial stress
and economic downturns there is reduced
demand for cigarettes.5253

Psychosocial effects lead to:

Mental health issues
Spillover mental health effects
Risky health behaviour

Smoking
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Behavioural Effects

Increased work hours and changes in life style

The pressures of increased living costs might drive
individuals to seek additional income by increasing
their working hours.® In the last year Australians
worked an extra 86 million hours (4.6% increase).5*
Although the additional employment income

helps to alleviate financial stress and related
consequences, the increase in work hours results
in less time available for leisure or other health
promoting activities, such as exercise and

cooking meals.

Evidence from Germany indicates that among full
time workers, working longer work hours reduces
self-assessed health, especially among women
and parents of young children who generally face
greater time constraints.®

Policy Implications

There is a dual need for policies which improve
access to health care for individuals impacted by
high inflation, and for policies that prevent ill-health
in times of high inflation. It is difficult to know which
health impacts will be the greatest as different
people will manage their squeezed budgets
differently across food, energy, housing and other
essential items. However, the financial strain alone
will be detrimental to mental health, and this will

be felt most acutely by low income households.
Ensuring affordable and timely access to mental
health support for those most vulnerable to cost-
of-living pressures will have important spill-over
benefits for workplace productivity, health decisions
and behaviours, as well as children and other family
members.

Moreover, there is a need to embed health and
wellbeing impacts into the trade-offs between
alternative policy responses to rising inflation.

An increase in work hours is considered a key
explanation for why adults of working age in the
U.S. decrease their physical activity, eat less healthy
diets and gain weight when the economy is strong
and employment rates are high.5#%¢

The reduction in time spent on physical activity
or other leisure/social activities may also have
detrimental consequences for mental wellbeing.

Behavioural effects lead to:

Stress and mental
health issues

Time for leisure and
physical activity

Traditional policy responses, such as increasing
interest rates, exacerbate cost-of-living pressures
in the short-term, while the consequences of
health impacts may be long-lasting. Consideration
of health impacts and alternative responses to
inflation will be critical as Australia moves towards
an economy that prioritises equity, health and
wellbeing.

High Inflation and Implications for Health A framework to examine the potential pathways through which high inflation may impact on health



References

Inflation and its Measurement [Internet]. Reserve

Bank of Australia; [cited 2023 Sep 6]. Available from:
https://www.rba.gov.au/education/resources/explainers/
inflation-and-its-measurement.html

Australion Bureau of Statistics. Consumer Price Index,
Australia [Internet]. [cited 2023 Sep 8]. Report No.:
Canberra: ABS; Jun-quarter-2023. Available from: https://
www.abs.gov.au/statistics/economy/price-indexes-and-
inflotion/consumer—price—index—oustro|io/lotest—releose.

Reserve Bank of Australia. Financial Stability Review. 2023
Oct; Available from: https://www.rba.gov.au/publications/
fsr/2023/oct/pdf/financial-stability-review-2023-10.pdf

Broadbent P, Thomson R, Kopasker D, McCartney G,
Meier P, Richiardi M, et al. The public health implications
of the cost-of-living crisis: outlining mechanisms and
modelling consequences. Lancet Reg Health — Eur. 2023
Apr;27100585.

Payne AA, Botha F, Rondinel AG. Australians continue to
face budgetary constraints in housing, food, energy and
healthcare. The University of Melbourne & Roy Morgan;
2023. Report No.: Taking the Pulse of the Nation May 2023.

Temple JB, Booth S, Pollard CM. Social Assistance
Payments and Food Insecurity in Australia: Evidence from
the Household Expenditure Survey. Int J Environ Res Public
Health. 2019;16(3):455.

Bhattacharya J, Currie J, Haider S. Poverty, food insecurity,
and nutritional outcomes in children and adults. J Health
Econ. 2004;23(4):839--862.

Gundersen C, Ziliak JP. Food Insecurity And Health
Outcomes. Health Aff (Millwood). 2015 Nov;34(11)1830-9.

Gundersen C, Kreider B. Bounding the effects of food
insecurity on children’s health outcomes. J Health Econ.
2009;28(5):971--983.

Andreyeva T, Long MW, Brownell KD. The impact of food
prices on consumption: a systematic review of research
on the price elasticity of demand for food. Am J Public
Health. 2010;100(2):216--222.

Powell LM, Chaloupka FJ. Food prices and obesity:
evidence and policy implications for taxes and subsidies.
Milbank Q. 2009;87(1):229-57.

Awaworyi Churchill S, Smyth R. Energy poverty and health:
Panel data evidence from Australia. Energy Econ. 2021
May;97:105219.

Awaworyi Churchill S, Smyth R, Farrell L. Fuel poverty and
subjective wellbeing. Energy Econ. 2020 Felb;86:104650.

Bentley R, Daniel L, Li Y, Baker E, Li A. The effect of energy
poverty on mental health, cardiovascular disease and
respiratory health: a longitudinal analysis. Lancet Reg
Health — West Pac. 2023 Jun;35:100734.

Aron-Dine A, Einav L, Finkelstein A. The RAND Health
Insurance Experiment, Three Decades Later. J Econ
Perspect. 2013 Feb 1,27(1)197-222.

Chandra A, Flack E, Obermeyer Z. The Health Costs of
Cost Sharing. NBER Work Pap 28439 Natl Bur Econ Res
Camridge. 2023 Apr;

Srivastava P, Chen G, Harris A. Oral Health, Dental
Insurance and Dental Service use in Australia. Health
Econ. 2017;26(1):35-53.

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

30.

3l

32.

33.

Decker SL, Lipton BJ. Do Medicaid benefit expansions
have teeth? The effect of Medicaid adult dental coverage
on the use of dental services and oral health. J Health
Econ. 2015 Dec 1;44:212-25.

Chen J, Rizzo JA, Rodriguez HP. The Health Effects of Cost-
Related Treatment Delays. Am J Med Qual. 2011,26(4).

Sud A, Jones ME, Broggio J, Loveday C, Torr B, Garrett A,

et al. Collateral damage: the impact on outcomes from
cancer surgery of the COVID-19 pandemic. Ann Oncol Off
J Eur Soc Med Oncol. 2020 Aug;31(8)1065-74.

Maringe C, Spicer J, Morris M, Purushotham A, Nolte E,
Sullivan R, et al. The impact of the COVID-19 pandemic on
cancer deaths due to delays in diagnosis in England, UK:
a national, population-based, modelling study. Lancet
Oncol. 2020 Aug 1,21(8):1023-34.

Baker E, Lester L, Mason K, Bentley R. Mental health

and prolonged exposure to unaffordable housing: a
longitudinal analysis. Soc Psychiatry Psychiatr Epidemiol.
2020 Jun;55(6):715-21.

Bentley R, Baker E, Mason K, Subramanian SV, Kavanagh
AM. Association Between Housing Affordability and
Mental Health: A Longitudinal Analysis of a Nationally
Representative Household Survey in Australia. Am J
Epidemiol. 2011 Oct 1174(7):753-60.

Bentley R, Baker E, Ronald R, Reeves A, Smith SJ, Simons
K, et al. Housing affordability and mental health: an
analysis of generational change. Hous Stud. 2022 Nov
26;37(10):1842-57.

Mason KE, Baker E, Blakely T, Bentley RJ. Housing
affordability and mental health: Does the relationship
differ for renters and home purchasers? Soc Sci Med.
2013 Oct;94:91-7.

Atalay K, Edwards R, Liu BYJ. Effects of house prices on
health: New evidence from Australia. Soc Sci Med. 2017
Nov 1,192:36-48.

Pevalin DJ, Reeves A, Baker E, Bentley R. The impact of

persistent poor housing conditions on mental health:

Alongitudinal population-based study. Prev Med. 2017
Dec;105:304-10.

Schanzer B, Dominguez B, Shrout PE, Caton CLM.
Homelessness, Health Status, and Health Care Use.
Am J Public Health. 2007 Mar;97(3):464-9.

Shi X. Moving out but not for the better: Health
consequences of interprovincial ruralfurban migration
in China. Health Econ. 2022 Apr;31(4):555-73.

Fazel S, Geddes JR, Kushel M. The health of homeless
people in high-income countries: descriptive
epidemiology, health consequences, and clinical
and policy recommendations. The Lancet.
2014;385(9953):1529--1540.

Mirowsky J, Ross CE. Economic hardship across the life
course. Am Sociol Rev. 1999;548--569.

Butterworth P, Rodgers B, Windsor TD. Financial hardship,
socio-economic position and depression: Results

from the PATH Through Life Survey. Soc Sci Med. 2009
Jul;69(2):229-37.

Kiely KM, Leach LS, Olesen SC, Butterworth P. How financial
hardship is associated with the onset of mental health
problems over time. Soc Psychiatry Psychiatr Epidemiol.
2015 Jun;50(6):909-18.

High Inflation and Implications for Health A framework to examine the potential pathways through which high inflation may impact on health 10



34.

35.

36.

37.

38.

39.

40.

41.

42.

43.

44.

45.

Ryu S, Fan L. The Relationship Between Financial Worries
and Psychological Distress Among U.S. Adults. J Fam Econ
Issues. 2023 Mar;44(1):16-33.

Wu C, Louie P, Bierman A, Schieman S. Assessment of
Sociodemographics and Inflation-Related Stress in the
US. JAMA Netw Open. 2023 May 15;6(5):e2313431.

Lynch JW, Kaplan GA, Shema SJ. Cumulative Impact of
Sustained Economic Hardship on Physical, Cognitive,
Psychological, and Social Functioning. N Engl J Med.
1997 Dec;337.

Schenck-Fontaine A, Panico L. Many Kinds of Poverty:
Three Dimensions of Economic Hardship, Their
Combinations, and Children’s Behavior Problems.
Demography. 2019 Dec 1;,56(6):2279-305.

Milligan K, Stabile M. Do Child Tax Benefits Affect the
Well-being of Children? Evidence from Canadian Child
Benefit Expansions. Am Econ J Econ Policy. 2011 Aug
1,3(3):175-206.

Kong N, Phipps S, Watson B. Parental economic insecurity
and child health. Econ Hum Biol. 2021 Dec;43:101068.

Clark AE, D’Ambrosio C, Barazzetta M. Childhood
circumstances and young adulthood outcomes: The
role of mothers’ financial problems. Health Econ. 2021
Feb;30(2):342-57.

Charles KK, Stephens, Jr. M. Job Displacement, Disability,
and Divorce. J Labor Econ. 2004 Apr;22(2):489-522.

Schaller J. For richer, if not for poorer? Marriage and
divorce over the business cycle. J Popul Econ. 2013
Jul;26(3)1007-33.

Marcus J. The effect of unemployment on the mental
health of spouses — Evidence from plant closures in
Germany. J Health Econ. 2013 May;32(3):546-58.

Goisis A, Ozcan B, Van Kerm P. Do Children Carry the
Weight of Divorce? Demography. 2019 Jun 1,56(3):785-811.

McMunn AM, Nazroo JY, Marmot MG, Boreham R,
Goodman R. Children’s emotional and behavioural
well-being and the family environment: findings from
the Health Survey for England. Soc Sci Med.

2001 Aug;53(4):423-40.

Centre for Health Economics,
Monash Business School, Monash University,
900 Dandenong Road,

Caulfield East, VIC 3145, Australia

Contact: nicole.black@monash.edu

46.

47.

48.

49.

50.

51.

52.

53.

54.

55.

56.

Mani A, Mullainathan S, Shafir E, Zhao J. Poverty Impedes
Cognitive Function. Science. 2013 Aug 30;341(6149):976-80.

Shah AK, Mullainathan S, Shafir E. Some Consequences of
Having Too Little. Science. 2012 Nov 2;338(6107):682-5.

Kaur, Supreet, Mullainathan, Sendhil, Oh, Suanna,
Schilbach,Frank. Do financial concerns make workers
less productive? NBER Work Pap 28338 Natl Bur Econ Res
Camridge. 2021 Jul;

Arkes J. Does the economy affect teenage substance
use? Health Econ. 2007 Jan;16(1):19-36.

Davalos ME, Fang H, French MT. Easing the pain of an
economic downturn: macroeconomic conditions
and excessive alcohol consumption. Health Econ.
2012;21(11)1318--1335.

Ruhm CJ, Black WE. Does drinking really decrease in bad
times? J Health Econ. 2002 Jul;21(4):659-78.

Ruhm CJ. Healthy living in hard times. J Health Econ. 2005
Mar;24(2):341-63.

Goel RK. Economic stress and cigarette smoking:
Evidence from the United States. Econ Model. 2014;40:284-
-289.

Australian Bureau of Statistics Labour Force, Australia,
August 2023 | [Internet]. 2023 [cited 2023 Oct 10].
Available from: https://www.abs.gov.au/statistics/
labour/employment-and-unemployment/labour-force-
australia/latest-release

Cygan-Rehm K, Wunder C. Do working hours affect
health? Evidence from statutory workweek regulations
in Germany. Labour Econ. 2018 Aug 1;53:162-71.

Ruhm CJ. Are Recessions Good for Your Health? Q J Econ.
2000 May;115(2):617-50.

VVicHeal’rh

Victorian Health Promotion Foundation
Level 2/355 Spencer Street

West Melbourne VIC 3003

T +613 96671333

F +613 96671375
vichealth@vichealth.vic.gov.au
vichealth.vic.gov.au

VicHealth acknowledges the support
of the Victorian Government.

© VicHealth 2024
March 2024
https://doi.org/10.37309/2024.PO1075

VicHealth acknowledges the Traditional
Custodians of the land. We pay our
respects to all Elders past, present

and future.

@vichealth

f OV O in


mailto:nicole.black%40monash.edu%20?subject=

